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EXECUTIVE SUMMARY

Thefollowing report provides an evaluation of USAID/CAR' s Enterprise
Development Program (EDP), a program initiated to increase the access of small and
medium enterprisesin five Central Asan nations to business information, knowledge,
and kills. Begun two yearsinto EDP sinitid three-year period, the evaluation
process comprised extensive documentary review, five weeks of field research, and
report preparation. Team members conducted scores of onste interviews with key
informantsin dl five EDP countries, meeting with project s&ff in ten of EDP's
twelve offices, aswdl aswith individuds from client and nonclient enterprises,
associations, government, and other donor projects. Substantial quditative and
quantitative data acquired throughouit this process formed the basis for the team’s
andlysis and conclusions, delivered in this report.

Overall EDP Findings and Recommendations

The primary finding of the evauation project isthat EDP asawholeiswdl on its

way to achieving its Intermediate Result (IR). Not dl of EDP s five components,
however, are contributing equally to this success. The best performing components
are Accounting Reform and Quality Management. Regional Trade Promotion has not
yet lived up fully to its potential. Enterprise Improvement has performed well with
limited reach, while Association Development  betrays some fundamentd problems.

A wesknessin the entire program is that, with some exceptions, it provides services at
no charge. This practice distorts loca markets, discourages the growth of indigenous
management consulting services, and encourages dependency on donor funding.

In response to these findings, EDP should judicioudy adopt the best practices of
commercid ventures. It should begin to charge for the marketable servicesit provides
and spin off its most successful subcomponents, transforming them into salf-
supporting, fee-based enterprises. At the same time, EDP should introduce cost-
cutting measures such as outsourcing of its adminigrative services and transferd of

its offices from costly capita city locations to less expendve regiond aress.

EDP can dso demondrate entrepreneurid agility by reexamining and adjusting its
service offerings and target markets. For example, it can expand its reach by
addressing groups of businesses—whether across a business sector or other
appropriate activity cluster—rather than focusing on one enterprise @ atime. Findly,
EDP should encourage its client associations to advocate more effectively on behalf
of their membership.
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Accounting Reform (AR)

AR is EDP s most successful component. Its activities focus onimproving the
knowledge, understanding, and application of internationa accounting and financia
reporting standards. Recent and upcoming government action in four of the five CAR
countries that support adoption of these standards (IASI1FRS) has triggered demand
for AR services.

AR has established a regionwide network of IASIFRS testing centers, private
training providers, and workplace mentors. The centerpiece of its effortsis the
Certified Internationa Professona Accountant-Examination Network (CIPA-EN), a
comprehensve training and testing system that leads to accounting certificationsin
IAS/IFRS. CIPA-EN curricula span the full range of an enterprise accountant’s
respongbilities: financia accounting, cost accounting, country-specific tax

accounting, management accounting principles, and economic anayss.
Approximately 27,000 individuals have enrolled in AR’s CIPA-EN courses. More
than 2,600 (10%) have achieved certification.

This report recommends that, in light of the widespread and growing demand for AR
activities, USAID/CAR should continue support for AR for up to two more years.
Doing so will reward the investment that thousands of AR dlients have madein
cetification training. It so will capitalize on the impressve avareness that AR has
helped to develop for the CIPA-EN program.

Severd chdlenges do present themsdvesto AR, the greatest of which is future sdif-
sugtainability. The cost of CIPA-EN training is expensive and IAS/IFRS students
generdly have very limited resources. The CIPA-EN project will not become self-
supporting until exam fees match cogts. Another chdlengeisthat some business
owners undervaue and misuse CIPA standards, relying on them to obtain bank credit
rather than to improve decison-making or to caculate taxes. In addition, many newly
CIPA-certified individuas emigrate to Russia or Western Europe for more lucrative
employment.

While AR cannot resolve all these issues, it can take steps to strengthen its program.
AR should address government personne’ s rdatively low levd of knowledge of
international accounting standards by providing public sector CIPA-EN training on a
fee-for-sarvice basis. This practice will enhance transparency, improve government-
SME interaction on accounting matters, and generate new revenue. AR should aso
expand its fee-for-service partnerships with locdl trainers, thereby creating new
revenue opportunities, simulating the local business development sector, and
ultimately reducing donor dependence. AR can further encourage program
sugtainability by cresting new product modules (such as in accounting, budgeting,
and auditing) available on afee-for-service basis.
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Quality Management (QM)

Asthe ail industry in Kazakhstan has grown, so has the need of multinationd oil
companies operating there to obtain qudity products and services from loca
suppliers. EDP's QM component began as a response to this need and to a recently
announced government qudity control program.

In 2002, QM established its Quaity Management Center, which provides 1SO
9001:2000 training and consulting servicesto clients on afee bass. Almost haf of

QM dients congs of SMEswhosetraining is subsdized by the multinationd ail
companies that have selected them as preferred vendors. QM C's mgjor growth sector
congsts of medium and larger companies that have the financia resources to pay for
training themsaves. QMC aso provides services to SMEs that can afford to pay only
for minimal consulting services. A smal QM market (2% of sales) comprises
companies seeking other quaity-related, fee-based services such as seminars,
workshops, auditor training, and auditor placement.

The eva uation team has determined that QM is closeto achieving its IR, and
progpects for its sustainability are strong. In fact, QM should be able to become salf-
sugtainable in ayear but will require donor sponsorship until then. Abandoning QMC
subsidies now would put $197,000 worth of contracts and current clients' training at
risk. To ease the trangition, QM C can become alocal business venture, with EDP
providing only a portion of operationd cogts. Ultimately, an EDP exit from QM

might take the form of an acquisition by a private-sector company, by nationals, or by
QMC employess.

Certain condraints hamper QM from redlizing its full potentia. For example, loca
customs officids and building ingpectors have ressted trangtioning from the
obsolete, sgnificantly different GOST standards of the Soviet erato 1SO. This
reluctance stifles SME demand for 1S0O, and thus for QM C sarvices. Other
congraints, interna to QM, include alack of marketing and sales operations, no
NGO satus outside Kazakhstan, and time-consuming business processes.

These challenges aside, QM can strengthen its position and become independent of
USAID funding by expanding within and outside Kazakhstan, and within and beyond
the ail industry. Specific opportunities for expangon exist in reaching additiona
business sectors supporting Kazaekhstan's oil industry; constructionrel ated
companiesin Kazakhstan and Turkmenistan; and businessesin Kazekhstan's and
Turkmenistan’ s—and possibly Uzbekistan’ s—freight forwarding industries. QM aso
should consider expanding its services into other 1SOs aready requested by clients,
such as environmenta quality, food safety, and laboratory accreditation standards.

DucaA CONSULTING INTERNATIONAL 3



THE ENTERPRISE DEVELOPMENT PROJECT EVALUATION REPORT DecemBER 2004

Regional Trade Promotion (RTP)

The purpose of the Regiond Trade Promotion component is to increase SVIE access
to businessinformation and boogt trade transactions. In dollar terms, RTP is meeting
its obligations. It has assisted in trade dedls valued at $70 million on behdf of over
400 enterprises. RTP has not, however, achieved the god of facilitating grester,
sugtainable trade. The dedls it has asssted have been of minima vaue to the region,
with RTP functioning more as a purchase agent than trade developer. Transactions
that RTP facilitated on behdf of Tgik client enterprises are a notable exception.

Interms of RTP' s charge to meet the EDP god of increasng SME access to business
information and knowledge, RTP smilarly has not performed well. Its website,
originally conceived as a gateway to vauable business knowledge and opportunities,
has serious shortcomings. Clients do not have the computer skills to make use of i,
Internet accessis generdly erratic and dow, Russan trandation of content is of low
quality, and links are outdated. Because marketing of RTP servicesin generd is
weak, SMESs do not recognize their value.

Despite these shortcomings, RTP has good potentid for sustainability, though this
may take severd years. Companies that benefit from itsimport/export facilitation
savices aelikely to pay for them in the future. This circle of companies hasthe
potential to grow, as RTP sregiond trade advisors gain experience and contacts, and
become more able to broker trade deals.

This report makes extensive recommendations for restructuring RTP to foster CAR's
market- oriented economy. At the highest strategic level, RTP should andyze trade
flow, policies, and legidation. It should dso develop and promote trade strategies and
policies of its own that will help clients benefit from existing opportunities, such as
encouraging microcredit schemes. In the process of furthering these strategies and
palicies, RTP should work with CAR governments and support ingtitutions, and
cultivate technica cooperation among supranationa donors.

At thetactica leve, RTP should design and implement TA initiatives that improve
SME access to the business information it has acquired. 1t should work with business
communities to produce export-oriented products, and link export markets with
possible buyers. RTP aso should work more effectively toward identifying
marketable products, matching products with producers and markets, mobilizing
product devel opment, and building skills across the production/trade chain. Such
combined efforts can have along-term, meaningful impact on CAR trade—the
objective RTPisintended to achieve.
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Enterprise Improvement (El)

Launched in mid-2003, El responds to awidely differing, and often deficient,
availability of private consulting servicesin the region. El offers client enterprisesa
range of business consulting services free of charge. These services include assistance
with Srategic action plans, gpplication of key monitoring ratios, and financia
management processes.

El has been successful in helping dlient enterprises build their businessesand in
contributing to the IR of improved access to business information, knowledge, and
kills. The mgority of El client enterprisesinterviewed for this evauation project

noted a high level of benefit from El interventions. Saesincreases ranged from 10%

to 30%. In an EDP survey of 367 regiond client enterprises, 86% stated their business
had improved. Almost dl of these respondents attributed these improvementsto El
services. This report recommends future surveys be conducted by third-party entities
and include additiona indicators, such as new products and new customers.

A criticd issue facing El, however, isits reach throughout CAR. El has benefited 676
client enterprises of the region’s 60,000 registered SMEs. Thislow proportionisin
part dueto EI’s selection criteria. Enterprises must have fewer than 500 employees,
be willing to share financid data, and be willing to work with a relationship manager.
The number of rationship managers per office dso limits EI’ s reech.

El can increase the number of enterprises it serves by targeting locationspecific
enterprise clusters or production-to-market vaue chains rather than individud
enterprises. It can dso compress its free consulting period to three months, with
follow-on services available at reduced fees. By compressing the consulting period
for each client enterprise, it should service fewer clients at atime, enabling amore
intensive and focused consulting experience. While a shorter free consulting period
would serve fewer enterprises a atime, the aggregate number of clients per quarter
would increase without straining relationship managers.

This report aso recommends that El develop Strategies for responding to changing
needs. El client enterprises can now receive free services indefinitely until they fail to
fit EI’ sentry criteria—even when they become capable of paying for services. El
should develop a strategy for graduating its clients. It should aso respond to its
clients growing sophigtication by providing additional, advanced consulting services.

To prepare for its own departure, El should do more than train loca professonalsto
provide full-service business consulting. It should protect existing loca providers that
cannot compete with free consulting services by introducing fee-based transactions.
Thiswould familiarize enterprises with the concept of paying for these services. In
addition, El should begin working through loca consulting companies.
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Association Development (AD)

Because associations can serve as cost- effective vehicles for reaching numerous
SMEs, Association Development can play asignificant role in achieving EDP sIR.
AD’s misson isto develop relationships with sustainable, membership-supported
organizations so that they, in turn, can increase SME access to business information,
knowledge, and skills. Another AD god is to help associations become effective
advocates for their members. AD’ stwo tools for achieving its gods are technica
assistance (TA) and grants for association partners.

To date, AD has been less successful than other program components in meeting EDP
objectives. The evduation team found that AD TA isextremely generd and aimed at
associaion leadership. It provides assstance, for example, in financia management
and drategic action plans. Even training sessons, offered in the program’ sfird yeer,
are no longer available. Interviews confirmed the weakness of AD’ s approach.
Association representatives said they do not consider AD’s current TA useful, and no
client enterprise felt that loca business associations were a resource for business
information or skill building.

This report recommends that AD redirect its TA services towards achieving EDP
ams. It should provide advice on issues specific to associations, such as development
of member services, membership drives, and member retention. Additiondly, AD
should consider cregting a database of materias used in establishing and operating an
organization. This procedure would provide associations with basic operationa
support, while freeing AD to conduct activities more closely related to achieving the
IR.

AD’sgrant record is smilarly unfocused. Rether than primarily awarding grants to
develop member services and advocacy capabilities, AD has awarded grants for such
items as office equipment and facility development. In some cases, associations have
been formed grictly for the purpose of gpplying for an AD grant. While EDP rules
discourage impropriety, AD should redtrict its grantsto |R-related activities.

Across both grant and TA activity, AD should aso make a more concerted effort to
cultivate associations advocacy capacity. Armed with newly acquired skills for
developing and implementing advocacy programs, associations could mobilize
members to improve the business environment. Grants could fund their advocacy and
lobbying campaigns. Specifically, AD should encourage associations to lobby on
behaf of bringing business curriculato schools. By doing so, AD would
smultaneoudy meet multiple EDP objectives: building association advocacy

capacity, supporting accounting reform, and facilitating SME access to business
information, knowledge, and kills.
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I.INTRODUCTION

This report presents the findings and recommendations from an evauation of

USAID’s Enterprise Development Project (EDP) in Centrd Asia. Implemented by the
Pragma Corporation under Contract #176-C-00-02-00033-00, EDP is athree-year
project that supports USAID/CAR’ s dtrategic objective by providing small and
medium enterprises with increased opportunities to acquire business informetion,
knowledge, and skills. The contract provides a ceiling of $70 million for athree-year
intial period with two one-year options. The contract’s obligated base amount to date
is$27 million. The current three-year contract will expire August 22, 2005.

Based in Falls Church, Virginia, the Pragma Corporation has been implementing the
EDP for just over two years, with congderable programmatic modifications made at
the start of year two in October 2003.

In September 2004, USAID/CAR contracted Duca Consulting Internationa to
conduct an externd evauation of the EDP in dl five CAR countries. In its statement
of work for the evduation, USAID designated two main objectives (i) to evauate
EDP program performance and (i) to advise the misson on possible future
gpproaches that would be most effective in promoting the growth of Centrd Asan
amdl and medium enterprises. USAID indicated that it would use the EDP evaduation
to inform its decisons with respect to its support for regiond SMEsin the future,

The evduation period extended from October 4 through December 3, 2004. The first
phase of the work involved five days of preparatory effort prior to the consultants
ariva in Kazakhstan. The second phase comprised nearly five weeks of fieldwork
and commenced with a comprehengive briefing from USAID/CAR. The fiddwork
ended with a presentation of initia findings and recommendationsto USAID/CAR
gaff in Almaty. During phase three, the consultants submitted two draft reports and
ther fina report.

As agreed during the preparatory phase, the team assessed EDP activities againgt its
benchmarks and targets. While USAID stated in the SOW for the evauation that the
contractor had “ met or exceeded its benchmarks and targeted results,” the mission
expressy desired an independent appraisal of these achievements. Well beyond
conducting an exercise in contract performance monitoring, the consulting team
asessed the gppropriateness of the mission’ s exigting IR for the EDP project
objectives. In carrying forth this assessment, they attempted to determine the degree
to which the IR effectively contributes to the misson’s SO for SMIE growth, and then
the extent to which EDP s activities achieve the grestest possible reach for the IR
itsdf. USAID/CAR specificaly asked the team to recommend dternatives for
modifying EDP sinterventions or for modifying the misson’s approach to SME
development atogether.

The misson tasked the evauation team with the following five specific sub-
objectives.
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To evduate USAID/CAR’ s overd| approach to private sector
development through direct, firm-level ass stance to the SME sector;

To evduate the implementing contractor’ s new Enterprise Improvement
Strategy for providing firm-levd assstance in light of other systlemic
gpproaches and sustainability issues;

To evauate the appropriateness and impact of the accounting reform
component for Centra Asian enterprises;

To measure the impact (againgt project targets), effectivenessin
strengthening the private sector and SME growth potential (measured
agang “best practices’) and sustainability (measured in terms of the
prerequisite systems needed for sustainability) of the mgjor components;

To provide recommendations and suggestions for afollow-on activity.

The fieldwork took place from October 9 through November 12, 2004. Described in
gregter detall in the annex on methodol ogy, the research included documentary
andysis and extengve key-informant interviews. The team traveled to dl five
countries during this period and visited ten of EDP stwelve offices, or Enterprise
Development Centers (EDCs). The consultants met with project saff in each of the
offices as well as with a cross-section of client and nonclient enterprises, associations,
government officias, and representatives from other donor projects.

The two core chapters of the report, “Findings’ and “ Recommendations for Follow-
on,” cover in sequence each of the five components of the EDP activity aswell asa
section on “overdl EDP.” The emphasis of “Findings’ is on EDP achievements and
shortfals; that of “Recommendations’ ison broader congderations of the misson's
goas and objectives for SME growth in the region.

The evauation consultants and authors of the report are Mr. Phil Colgan, Mr. Dmitri
Tupchiyenko, and Ms. Trina Rand. The conclusions and recommendations provided
in the present document, as submitted, are theirs done and cannot be ascribed to
USAID, Duca Conaulting Internationd, or any third party.
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[I. FINDINGS
A. Overall Enterprise Development Program (EDP)

Introduction

The USAID/CAR Enterprise Development Program components are designed to
complement each other’ s activitiesin a combined effort to achieve targeted
Intermediate Results contributing to the rlevant Strategic Objective. They aso
coordinate their work in each country throughout the region with other donor-funded
programs, particularly the Trade Facilitation and Investment Program.

Overall Finding: EDP overall is proceeding towards achieving itsIR 1.3.1,

“ Increased opportunity to acquire business information, knowledge, and skills’ of
small to medium size enterprises in CAR, as one of the contributions towards SO 1.3,
which calls for an “ Improved environment of small and medium enterprises.”

Overall Analysis:

EDP conggts of five main practice areas, each focused on increasing regiond SMES
access to busness information, knowledge, and skills. The five componentsinclude
the fallowing:

Accounting Reform (AR)
Quaity Management (QM))
Regiond Trade Promotion (RTP)
Enterprise Improvement (El)
Asociaion Development (AD)

The components contribute individualy and collectively to achieving the IR. Three
components, AR, QM, and RTP, stand out as the most successful in working towards
the IR. The EI component, because of its focus on delivering business devel opment
sarvicesto individud enterprises, has to date been less successful in enabling groups
of SMEsto access businessinformation and gain pertinent skills. The AD component
has been the weekest in achieving its benchmarks. Nonetheless, EDP overdl is
proceeding towards achieving IR 1.3.1.

Finding: EDP’ s services are given away too freely.

Analysis.

EDP continues to ddliver itsfull range of services a no cost to beneficiaries, a
practice which digtorts the norma development of locdl transactionbased sustainable
markets, encourages dependency on donor-funded programs, crowds out local
competition, and stymies loca fee-paid business development services (BDS).
Despite this, many clients are sufficiently pleased with benefits received from some
EDP sarvices that they are willing to pay for them. For indtance, aglass jar producer
in Tgikistan was asssted by the Regiona Trade Promation (RTP) component to
make a $200,000 sale to a new buyer in Russia. The client was S0 pleased that a
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ubgtantid sales commission was offered to the RTP specidist and was declined
because no policy or mechanism existsin EDP to handle such payments. Moreover,
EDP s portfolio of clientswho are receiving free services includes wedthy
companies and wedthy individua owners of companies, like Babilon-Mobile JSC
(dsoin Tgikistan), which is on the brink of purchasing a $10 million mobile
communications license to operate in Afghanistan.

Finding: The Accounting Reform (AR) component is the strongest in contributing to
thelR..

Analysis:

Except for Turkmenigtan, due to its government’ s insufficient support for

acocounting reform, the countriesin the region have responded well to Accounting
Reform interventions. Twenty-seven thousand individuas are directly benefiting

from the AR component. Most of these beneficiaries have enrolled in its Certified
Accounting Practitioner (CAP) courses; of these, 2,562 are now certified CAPs and
28 are fully certified CIPAs. Almogt dl of these 27,000 individuas are employees or
advisors to SMEs and associations throughout the CAR.

Finding: Quality Management (QM) has successfully contributed to the IR and
hence to the relevant SO for Kazakhstan.

Analysis:

The QM component has set the standard for overal quaity management training and
consulting services in Kazakhstan. One of the main congtraints for implementing QM
in CAR isthe legacy from the old Soviet system in which mogt relevant CAR date
authorities and ingpection officials do not yet distinguish between Soviet accreditation
and internationd certification—IS0. However, the market for QM is growing, and
today there are certification bodies operating in Kazakhstan accredited to grant 1SO
9001 certification.

QM has provided 1SO 9001:2000 training and consultation services to fifty-seven
clientsto date, enabling many of them to qudify for incluson on the bid lists of
international companies. QM has aso enabled its clients to respond to regiona and
globa market demands for increased qudlity standards and thus be more competitive
internationaly.

Additiond conaulting services, training, seminars, and workshops are being requested
from clients. For QM’ s spin-off NGO, the Quality Management Center (QMC), to
become sdlf-sustainable at least one more year of donor sponsorship will be required.

Finding: The Regional Trade Promotion (RTP) component is only partially
successful in meeting the IR.
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Analysis.

The EDP effort, as stated in the contract, isto enhance the ability of Centrd Adansto
understand how companies function and develop in afree market economy, enabling
them to apply new knowledge and skills. The result should be improved business
practices and readily avallable economic and business information, which will further
improve the environment for SVIE growth.

The current structure of RTP, however, isincongastent with the god of fadlitating
trade transactions, even though the activity isformaly meeting its contractua
obligations. Despite the clarity of objectives, and the fact that the performance
requirements are being met, RTP program as designed will not achieve the broad goal
of enhancing trade transactions throughout the region. The resultsfal well short of
RTP s potential, an issue given detailed anadlysis in the RTP findings section.

Finding: The Enterprise Improvement (El) component, while limited in reach, has
proven effective for its clients and is contributing to meeting its IR.

Analysis:

The Enterprise Improvement (EI) component, which is percelved as the backbone of
EDP s business development services, currently provides 672 client enterprises with
comprehensive access to business information and skills. Through EI, SMEs and
associ ations benefit from a portfolio system of process-delivered, sandardized
Western-style business development services (BDS). All client enterprises
interviewed noted that they had gained vauable information and skills through EI
interventions. Many, in fact, contribute their understanding of market economy
requirements and their subsegquent business success to El interventions.

Despite success in increasing client enterprises’ access to business information,
knowledge, and skills, the EI component has had limited overall reach. To date El
has worked with one percent of the region’s 60,000 registered SMES. Moreover, the
El component does not always offer appropriate interventions to client enterprises. El
interventions typicaly commence with Strategic Action Plans (SAPs) and Key
Monitoring Ratios (KMR). SAPsfall to include, however, andlyzed responses to
market demand,’ or financianl management aspects including income statement
forecasting, balance sheets, cash flow forecasts, or interpreting rates of return on
invesment aterndtives.

Further, El continues to provide al its services for free, which digtorts the norma
development of local sustainable transaction-based markets, and which encourages
dependency on donor-funded programs, crowds out local competition, and limits the
development of local fee-for service BDS.

! Asaspecific example, the SAP for the silk thread spinning and weaving client in Osh does not
address this fabric producer’ s assessment of or response to market demand. The producer simply turns
out scarvesin traditional color designs; he then sellsthem with limited success. No assessment of
market demand or consumer preference has been conducted.
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Finding: The Association Development (AD) component is the weakest in targeting
itsIR..

Analysis:

The AD component has an important potentid role to play in CAR. The component
should effectively contribute to USAID’ s SO by catdyzing advocacy movements that
will push for an enabling environment for regiond SMEs.

At present the AD component has not been effective in further developing existing
associaions or in facilitating new associations. The component has not successfully
assisted associations to define themsalves and to find their niches for advocating on
behdf of their members. Nor hasit led them towards self-sustainahility by helping
them to provide fee-for-services to membership. The quaity, quantity, and
understanding of associations and their congtituencies need to be afocus of
improvement. Many associations are arbitrarily formed with the purpose of receiving
grants, often to be usad for buying equipment for the benefit of only afew of the
associaion’s members.

B. Accounting Reform (AR)

Finding: EDP’ s Accounting Reform (AR) component is particularly strong in
meeting the IR, achieving improved and widespread knowledge, under standing, and
application of international accounting and financial reporting standardsin the CAR.

Analysis:

Tens of thousands of individuals and numerous SM Es throughout the region, except
for Turkmenigtan, are directly benefiting from the AR component: gpproximeately
27,000 individuds have enralled in its Certified Accounting Practitioner (CAP) and
Certified Internationa Professiona Accountant (CIPA) courses. Of these, 2,562 are
now certified CAPs and 28 are fully certified CIPAs. Almogt dl of these 27,000
individuals are employees or advisors to SMEs and associations throughout the CAR.

Finding: AR is responding to market demand in CAR.

Analysis:

Except for Turkmenistan (due to the government’ s lack of supporting legidation),
minigtries of finance in three CAR countries have, with USAID assistance, cregted
the legal and regulatory enabling environment for IAS?/IFRS accounting by adopting
standards based on IAS, a supportive Chart of Accounts, and a bridge to the tax
accounting system. These countries are Kazakhstan (1995), Kyrgyzstan (1997) and
Uzbekistan (1994). Consequently, government legidation in these three counties has
been amain driving force in simulating demand for technicd assstanceinthe AR

2|AS: International Accounting Standards—now generally referred to as IFRS: International Financial
Reporting Standards.
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market. Tgjikistan plansto adopt IAS in 2005, so current demand will continue to
grow. Turkmenistan’s adoption of IAS remains uncertain.

AR’ s response has been to establish a regionwide network of in-house specididts, as
well astesting centers and private training providers who are able to teach afull
gyllabus of internationdly accredited accounting and financid management modules

in the Russian language, coach students in their learning, prepare students for and
adminigter examinations, grade results and award certifications, and mentor both
students and graduates in the gpplication of IASIFRS at their places of work.

Finding: The flagship component of AR has been the Certified International
Professional Accountant—Examination Network (ClIPA-EN)—that now basically
commands the Russian language status of the American Institute of Certified Public
Accountants or the Institute of Chartered Accountants of England and Wales.

Analysis:

The CIPA-EN is designed for country-specific locdization (i.e. language and tax law
specific). CIPA-EN has achieved accreditation and sponsorship by other internationa
bodies, including the International Accounting Standards Committee chaired by Paul
A.Volker. Assuchit islikely to be headed for globa recognition and adoption. The
CAR AR team, plusthe USAID Mission in Ukraine, successfully prepared and
submitted a grant application on behdf of a consortium of international partners,
which was subsequently awarded an EGAT GDA grant of $2 million on September
30, 2004. The GDA includes partia funding for the transfer of CIPA-EN from EDP
CAR to anew internationally recognized, professiona examination body to be based
in Moscow in preparation for the CIPA program in Russa The new organization's
partners and accreditation bodies—that now include the AICPA, ICA, IFCA and

| CCAA—nhave pledged to bring their expertise and mentoring capacity to the new
organization, because they are interested in CIPA’ s becoming a globa accounting
certification bodly.

Finding: The GDA funding does not substitute for current EDP contractor resources.
The grant simply adds to existing resources to enable new centralized management in
Moscow both to lobby and manage for CIPA-EN' s roll-out into the Russian
Federation.

Analysis.

With the cooperation of the CAR Accounting Reform team, USAID/Ukraine

put out a Request for Applications and a consortium of internationa partners was
awarded an EGAT grant of $2 million to support CIPA-EN’s new global
management, which will be based in Moscow. This move is intended to ease and
facilitate CIPA-EN'’s eventud roll-out into and adoption by the Russian Federation.
Formal regidtration of the new entity in Moscow is expected by the end of 2004 and
will probably become known in the future as Professiona Testing Services (PTS).
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Although the Moscow office is currently managing the scheduling, development, and
grading aspect of CIPA-EN with the cooperation of the regiond (CAR and Centra
European) contractors—Pragma and Chemonics—it needs to quickly become sdif-
sugtaining in order to manage the entire CIPA-EN operations that are not included in
the GDA grant funding, such as database, country offices, trandation units, and
adminigretive aress.

Finding: The CIPA-EN program provides training and testing on the core
components of an enterprise accountant's responsibilities: not just financial and tax
accounting, but also cost and management accounting for proper business decision-
making processes.

Analysis:

The CIPA program consists of afull syllabus and curriculum of components that
include financid accounting, cost accounting, tax accounting (country-specific) and
management accounting principles and modules including economic analyss (RORs,
IRRs, NPVsetc.) Thefird third of the full course leads to the designation of Certified
Accounting Practitioner (CAP) and the second two-thirds lead to the designation of
Certified International Professiona Accountant (CIPA).

Finding: Enterprises and associationsin CAR are using IASIFRSonly to a limited
extent because they are facing some systemic challenges from the local business
environment in CAR

Analysis.

CIPA-EN participants acquire skillsin helping their enterprises to identify product
costs, assess profitability by product line, and make informed decisions about capita
investments. In addition, these accountants are trained on managing cash flows and
inventory levels. These skill sets enable CAP and CIPA participants to assist
management in monitoring key performance ratios to facilitate the proper alocation
of limited funds

However, the redity in CAR isthat many enterprises are using IAS standards largely
to obtain bank credit. When it comes to taxation issues, the enterprises are not truly
IAS compliant, because many of them continue to keep two sets of accounting
books—one for themselves and one for the revenue services.

Further, there is atendency among many CIPA-qudified individudsto emigrate from
CAR in search of better opportunities based on their new qualifications. In fact many
newly qualified CAPs and CIPAs have dready emigrated to accept better-paid jobsin
Russa. Many others are dready working for, or seeking work with, localy based
international companies or donor-funded organizations.

Unfortunately, many enterprise decision makers tend to denigrate the function of
finance and accounting professionas by comparing them to those of bookkeepers and
tax reporting clerks. Theresultisaloss of qudity in the process of entrepreneuria
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decison making. Enterprise managers themsalves need to understand and pay due
recognition to the role of financid management and andyssin making key decisons.

Finding: Progress being made with enterprise accounting will be jeopardized
without corresponding public accounting programs in each country.

Analysis.

Trangparency in government financid reporting and the capacity of officiasin each
country lag behind the private sector in their knowledge of IAS/IFRS. Bascaly,
governments remain week in their sponsorship and encouragement of their own
officidsto enrall in CIPA coursesin order to obtain their own professond
certification.

Further, the overal capacity of accounting within government departments is weak—
and no CIPA modules currently exist that are specificaly designed for accounting in
the public sector, athough plans have been made to introduce them.

Finding: 1t will take time for CIPA-EN to become sustainablein Central Asia.

Analysis.

The mgor driving force of market demand remains government legislaion, but in
both Tgikistan and Turkmenistan the introduction of gppropriate legidation is
awaited. It isexpected that Taikistan will implement IASISFR in 2005, but atimey
introduction of internationa standards by Turkmenistan remains in doubt.

The CIPA-EN isdso expensve—AR continues to subsidize training courses
delivered by locd providers, which has the positive effect of simulating loca
busi ness devel opment services. AR dso subsidizes examinations fees on adiding
scale so that candidates in Tajikistan, for example, currently pay no exam fees.

AR has managed its operations as efficiently as possble. For ingance, AR has
organized the grading center to be in Tashkent and is expected to keep it there. The
same can be said in respect to the database and exam development team in Bishkek.

The Maoscow office, funded by the GDA grant (at least initidly) will & first be
essentidly avirtud office or shell, effectively only directing the program’ s operations
with activities being actudly conducted (with agreement aready obtained from al
parties) by USAID contractors.

Taken as awhole, the CIPA-EN project will not be able to fully support its operations
until the exam fees collected in dl countries match the cogts. But it must be

recognized that students of IAS/IFRS in the CAR are often poor and many are smply
unable to pay the full cost of courses and examination fees.
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C. Operations Quality I mprovement (QM)

Finding: Quality Management (QM) is closeto achieving its IR 1.3.1 benchmarks
contributing to the SO 1.3 for Kazakhstan.

Analysis:

Over the period of 2002—2004, the Quality Management Center (QMC) provided ISO
9001:2000 training and consulting services to 57 companies and organizationsin
Kazakhstan seeking internationd recognition of their quaity management sysems.

To date, eight clients, including the QMC itsdlf, have achieved certification in full
accordance with the international Quality Management Standard | SO-9001.:2000.
Training and consulting services are provided to clients on afee basis. The QMC

itself does not provide certification.

The activity hasfully achieved its contractud performance indicatorsin Training
Benchmarks for Number of Participants, Leve of Loca Training Capacity, and
Improved Business Practices by Training Participants.

Only one contractud target—sustainability—remains unachieved, and the reasons for
thiswill be dedlt with below in the discusson of sustainability in regard to levels of
loca consulting capecity.

Finding: The QM component set the standard for overall quality management
training and consulting services in Kazakhstan.

Analysis:

The Quaity Management Center was established to provide technical assstance to
SMEs and CAR governmentd organizations in the development of systems that
would enhance the ability of loca suppliersto provide qudity products and
services—firg to the growing ail industry in Kazakhgan, then to internationa
markets for goods and services produced throughout the region. The QM activity was
initidly aresponse in October 2001 to a series of requests by the multinationd oil
companies operating in Kazakhstan. The oil companies needed to be able to source
quality products and services from loca suppliers. Their needs, aong with newly
announced Kazakhstan's Government Strategic Program for Quality for 2001-2005,
led to the QM intervention and the establishment of the QM C entity operated by
EDP. The QMC was the first organization in Central Asato provide SO 9000
training and related consulting services a an internationd level.
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The center, headquartered in Almaty, has regiond officesin Atyrau, Urask, and Us-
Kamenogorsk and currently has twelve full-time employees. The QM C is managed
by alocd Director, while additiond technica support and guidance are provided by
the Director of Pragma’ s Trade Facilitation and Investment (TFI) project’s
Metrology, Accreditation, Standards and Quality (MAS-Q) program in Central Asia.
The two teams (QMC & MAS-Q) sharefadilitiesin Almaty aswdl aslocd technicd
advisorsin Tgikistan and Kyrgyzstan.

QM Operational highlights and statistics

- Bylaws adopted and Board of Trustees established, QM C becomes NGO, Registered in Kazakhstan June-Augd
2002

- QMC received |1SO certification by US-based Certification Body , July 2004

- Oil companies represent 43% of business

- New contracts received in 2004 expected to show 30% growth (based on 9 months actual and forecast through
December 31, 2004)

- Present value of open contracts (backlog - WIP) as of end September 2004 = $187,756

- Present outstanding active new proposals = $91,000

- The QMC is cash positive, but not based on fee income alone.

- Preliminary consulting services being offered for 1SO 14000 (Environmental Quality Management Systems)

Finding: The market for QMC is growing.

Analysis:

Today there are certification bodies operating in Kazakhstan that are accredited to
perform 1SO 9001 certification at an internationd level. One such organization, Orion
Kazakhgtan, isajoint U.S.-Kazakhstan certification body. The Generd Director (a
Kazakh nationdl) is aformer QMC employee. QM C management played amgor role
in bringing these parties together.

A recently published SO survey indicates that the number of 1SO 9001:2000
certificates issued worldwide as of the end of December 2003 increased by 333,000
(200%) over 2002. The demand for 1SO 9001:2000 certification in Kazakhstan
exhibits smilar growth. This1SO survey aso indicates that at the end of 2003, 174
organizationsin Kazakhstan had achieved SO 9001 certification compared to 38 the
previous year. Market research shows that in 2004 nearly 100 additional
organizations in Kazakhstan achieved certification.

The market for ISO 9001 Training and Consultancy Services is divided into three
groups.
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Group 1. Those companies and organizations that truly desire to implement a qudity
system and achieve 1SO 90001:2000 certification, with the objective of improving
their competitive position and increasing market share for the products and services
they provide.

Group 1 clients can be further divided into three subgroups, dl of which are potentia
clients for the QM.

a) Those SMEs that have been sdlected by the multinational oil companies as
preferred vendors. The oil company identifies and subsidizes a group of SVIEs for
which the QMC will provide training and consulting services. The QMC entersinto
amulti-client contract with the oil company. Presently 43% of QMC'sbusinessis
inthis category. Thisisthe QM’s bread and butter market. It is anticipated that this
segment of the businesswill continue for the next two to three years a a minimum.

b) Medium and larger companies, including multinationas that understand the
benefits of 1SO 9001 certification, have business plans that include achieving
certification, and have the financia resources to afford high-qudity training and
consulting services. Typica contracts range from $25-40,000. In August 2004, the
QMC received itslargest single client contract at $41,000. Thisisthe QM’s
secondary target market and the mgjor growth sector of the business. It is
anticipated that by 2006, these companies will become the QM’s primary market.

¢) The more typicd SME that wants to achieve SO 9001 certification but has
limited financia resources and can afford to pay for only minimal consulting
services, with average cost of $7,000 per certification.

Group 2: Those companies and organizations that Smply want the certificate without
developing or implementing a quality system. They would prefer to purchase the
certificate without ensuring that personnd undergo the professond training.
Unfortunately, this option, while fraudulent, remains available in Centrd Asa

Group 3: Companies seeking arange of quaity-related, fee-based services that the
QM activity is positioned to provide:

Quadlity management awareness seminars and workshops

Formd training for auditors

Provide certified/qudified auditors to certification bodies to conduct audits
At present, this group represents less than 2% of QM sdes.

Finding: One of the main constraints for implementing QM in CAR is a legacy of the
Soviet system. Most relevant CAR state authorities do not really distinguish between
accreditation and certification.

Analysis.
Congtraints are divided into two categories—internd and externd:

Internd is defined as those the QM can control and influence.
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Externd is defined as those the QM cannot control and or influence.

The mgority of the condraints that are preventing the QM from improving their
market position are internd.

Internal Constraints

The lack of marketing and sdes functions hampers the growth of the QM.
Thelack of uniform templates and sample formsfor clientsincreases the leve
of effort and length of time it takes to complete the total client contract.

The lack of NGO datusin other Centrd Asian Countries limits growth
potentia in the region, as wdl asthe vaue of the QM in determining
sudanability.

External Constraints

The nationd certification systlem in CAR, like many other countriesin the CIS, is
molded by the old Soviet "GOST" system with obsolete, Sgnificantly different
standards from contemporary, internationaly recognized 1SO norms. Nonetheless,
local customs officials and building inspectors continue to refer to their GOST tables
before giving their agreement to customs clearance, consumption, or ingdlation of
products. This practice gtifles demand for 1SO standards by SMEsin CAR when they
aredoing business in their own domestic or CIS markets, despite the fact that ISO is
required of internationa companies operating in those same markets.

Finding: For QM to become self-sustainable, it will require at least one more year of
donor sponsorship.

Analysis:

Prospects of sustainability for the QM program are positive. Donor subsidization
permitted the QM activity to gain knowledge and experiencein its early days by
working with adiversfied client base from the oil companies a low codt. It dso
permitted technica gtaff to receive the training they required during the start-up
period.

Market research conducted by the QM C confirms that additional consulting services,
training, seminars, and workshops are requested from clientsin:
Environmenta Quaity Management (SO 14000)
Occupation Safety Hazard Management System (1SO 18000)
HACCP — New version being released through 1SO for the food industry
Laboratory accreditation (1SO/IEC 17025)

If the program were to lose its subsidies now, $197,000 worth of the QMC’s
outstanding fee-for-service contracts—all scheduled for completion within nine to
twelve months—would be &t risk, potentialy leaving 45 clients stranded part-way
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through their certification programs:® To date amajor part of the operation is ill
being funded by USAID.

D. Regional Trade Promotion (RTP)

Finding: The current structure of RTP, although meeting its contractual obligations,
isinconsistent with the goal of boosting trade transactions.

Analyss:

The objectives are clear and being pursued per contract, and the performance
obligations have been met. RTP has asssted trade dedls vaued a $70 million on
behdf of over 400 enterprises. The RTP program as designed, however, will not
achieve the god of fadilitating greater trade* The resultsfal well short of the
potentia of the RTP.

Trade facilitation means not Smply the number of company regidrations a the RTN
webgte and the number of trade dedls. A great number of smdl tradesin second-hand
goods cannot sgnificantly improve the business environment in CAR. For example, a
deal worth US$7,000 to export juice to Russiaisavery smal success, given that
severd farmersin Ferghana valley reported doing, on average, business between
US$800,000 and US$1,000,000 p.a. regularly.

Other transactions reported by the RTP appear unjustified (equipment from Germany
for cash ingtead of aloan from HERMES), if not questionable (cosmetics from an
unknown producer in Bulgaria, beer from unknown producer in Germany, and import
of 100,000 n? of suspended ceilings from the Netherlands). They aso sometimes
took many monthsto findize.

Findings. The value of RTP’ sincreases in trade experienced by EDP’s SME clients
was often of insignificant value and was often not verifiable.

Analysis:

The team has found that in dmogt two-thirds of trade dedls, the RTPisacting asa
purchase agent on behdf of domestic companies to buy products from foreign sources
such as Russa The product imports that RTP facilitates offer minima vaue added

for domestic processing. Although EDP management disputes the factud basis of this
assertion, evidence disclosed to the present eva uation team reveded that the mgority
of RTP transactions are in fact finished products imported for retail trade. In many
cases the product imports that RTP facilitates offer minima domestic processing

3 According to many professional 1SO certification consultants (e.g., Dr. Raymond Genick, Snr. VP,
Genray Corp, Utika, Michigan) such programs take a worldwide average of eighteen monthsto
complete the procedure from start to finish.

* Trade facilitation in this report denotes enhancement of trade opportunities, especially exports, and
does not bear reference to the technical area of trade facilitation as defined in the WTO.
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vaue added. No independent survey has been performed to quantify or quaify results
or attribution.

Finding: The Regional Trade Network (RTN) website sub-component of RTP is not
being used to the fullest extent. These electronic resources have required much effort
with little return. RTP services are not well marketed.

Analysis.

Among its severa objectives, IR 1.3.1 calls for Increased Opportunities to Acquire
Business Information, thus requiring EDP to demondtrate ability to facilitate trade
transactions by using information logged into the RTN database. Since RTP technica
assstance, especidly through www.smetradecenter.net, can result in sgnificant trade
opportunities for those client enterprises that are prepared to import or export, the
RTP component as awhole is useful to clients.

In fact, the RTP component has the potentia to become one of the most beneficia
components, particularly through further exploitation of trade links with Afghanistan.
The Dushanbe, Tgikisan EDC isdready linking locd SMIEsto Afghani companies
and facilitating trade deals. The Ashgabat, Turkmenistan EDC has dso made Some
efforts to facilitate trade links with Afghanistan.

In its execution, however, this requirement has led to serious shortcomings, because
excessve dtention to quantitative benchmarks is compromising the overd| Strategy.
The same gpplies to the performance monitoring system.

Clients appear to valuethe RTN trade link website to alesser extent. While
enterprises may register on the site, typicaly with EDP assstance, few gppear to use
the Site more extensively to gather trade leads, to research opportunities, or evento
respond to inquiries from interested parties.

There are severd reasons why the website is not fully exploited by client enterprises.
The internet is a sophigticated tool that cannot be optimized by dl dients, snce not
al dlient enterprises use computers, and many of them are not “web savvy.”
Moreover, outsde of Almaty, communities ded with relatively poor Internet access
interms of consstency and speed, if a dl—asin Turkmenigtan. Since most usersin
the region use dia-up Internet access, it would be better to have a smpler website
with information that is faster to download. In addition, severd users noted that the
English versgon of the Steis given priority (in a country where few spesk English),
and the Russan version of the Steis poorly trandated. Also it is worth noting that
most of information links a the website are outdated. For example, macroeconomic
indicators have not been updated since the 1ate1990s, and many links smply do not
work.

Finding: Kyrgyzstan has not achieved the RTN-facilitated trade volumes of its
neighbors.
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Analysis:

While Kyrgyzstan enterprises are well represented in terms of registering on the RTN
website (second only to Kazakhstan in number of company registrations), the country
has not achieved the RTP-facilitated trade volumes of its neighbors. For instance,
Kyrgyzstan has benefited from only US$2,169,670 of trade dedls facilitated during
the project’ sfirst two years, while Kazakhstan and Uzbekistan have registered trade
deals amounting to US$43,799,973 and US$13,337,054 respectively.

Kyrgyzstan's trade regime has encouraged numerous local small traders to become
involved in rdatively smdl-scale trade activities. They digtribute their goods, e.g.
imported consumer goods, through bazaar-based distribution centers. Thus as far as
import of consumer goods is concerned, the EDP contractor incorrectly assumes a
need for intermediaries.

There are numerous nontariff, formal, and informd trade barriers that suppress trade,
such as high transportation cogts, inefficient customs procedures, and corruption.
Thus, trangportation of goods across the Kazakh border—whether to Kyrgyzstan or
beyond—is aformidable chdlenge. Trade with Uzbekistan is dso a problem, and the
bordersin the Ferghana Valley are practically closed to trade. Trade with China
provides a chdlenge due to difficult terrain, and the same applies to transportation of
goods from Chinato Kyrgyzstan via Kazakhstan. For example, in early November
2004, over twenty trucks were held at the China-Kazakh border due to some
irregularities at Kazakh customs.

All these obstacles can be overcome with adirect involvement of Public Private
Partnerships (i.e. Advocacy Groups). However, at present EDP is not proactively
developing its relations with respect to clusters of such partnerships.

Finding: RTP has one of the best prospects for sustainability

Analysis.

EDP s RTP component has good potentia for sustainability. Already beneficiary
companies have offered trade commissions to regiona trade advisors—both EDP
client enterprisesin CAR and non-EDP client enterprisesin other countries. Clearly,
companies that benefit from the import or export facilitation services offered by EDP
vaue RTP, and many are likely to pay for such servicesin the future.

Moreover, many of EDP s regiond trade advisors are highly competent professonas
who now have the experience, knowledge, and business contacts to broker trade deals
on behdf of paying clients.

With regard to RTP achieving sustainability, this may take severd years. One of the
main challengesis to atract alarge number of clients on afee-based commercia
basis for arange of trade advisory services. The more dedls that are made, the more
clientswill pay, and these higher revenues will lead to sustainability.
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RTP can boast significant successin some trade deals. Of particular note are the trade
dedls facilitated on behdf of Tgik client enterprises with Afghani firms. For instance,
earlier this year the Dushanbe RTP speciaist facilitated atrade ded for the Tgjik
minerd water and soft drink production company Avicenna. The company initidly
shipped products worth US$32,000 to Afghanistan. A month later, this trade dedl led
to another, with Avicenna exporting US$168,000 worth of soft drinks and bottled
water to another Afghani firm. Another example from Dushanbe is the trade dedl
brokered by RTP in September 2003 between the Tgjik firm Korvon Ltd. and the
Afghan company Muhammad Akbari Huseyni Khell Ltd. The Tgjik firm exported
US$75,000 worth of congtruction materias to Afghanistan. Trade links between
Afghanistan and Tgjikistan, with emphasis on dedl's such as these, should expand.

As gated above, Regiond Trade Promotion services are not well marketed and thus
gppear to SME clientsto beless useful. RTP'sRTN provided trade advisory services
only via EDP trade advisors. Thus EDP s capacity to handle alarge number of dedls
was limited by the number of advisors available (one per EDC). EDP considers that
working on trade dedls is time-consuming and takes up to 50% of an advisor’ stime.

One of the ways to increase impact and capacity may be to enroll RTP partner
organizations (externa to EDP) into the regiond trade network. As the network
develops, services will become easier to access and more widely available,

E. Enterprise Improvement (El)

EDP launched its Enterprise Improvement (EI) component in mid 2003 in response to
aregiond need. The avallability of private management consulting services varies
widely throughout the region. In most places where private business consulting exists,
companies offer at best a sngle sarvice, such as marketing or IT. Evenin Almaty,
which has more consulting companies than elsewhere in the region, there are no full-
sarvice localy owned Westernstyle conaulting firms.

The El component offers client enterprises individua business consulting services
beginning with the development of a drategic action plan (SAP) and training in
effectively retrieving and using key monitoring ratios. El’s client enterprises

frequently receive concurrent technica assstance from practice experts including
financid management, quaity management, marketing, regiond trade, and—nby way
of Experienced Volunteer Advisors (EVAs)—technica production specidigs. As of
October 2004, EDP s ElI component has provided business consulting directly to 676
SMEsin Centrd Asa

Finding: EDP’ s Enterprise Improvement component has contributed to the project’s
IR by improving client enterprises access to business information, knowledge, and
skills.
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Analyss:

Client enterprises have access to vast resources of business information and skill
development through direct interaction with EDP s relationship managers and
practice specidists. Moreover, through the consulting process, client enterprises learn
how and where to find additional busness information and skill-development

opportunities.

El interventions have benefited 676 out of approximately 60,000 registered SVIESin
Central Asa Therefore, while the EI component is contributing to the project’s IR,

itsreach remains limited.

Finding: El activities have contributed to the growth and increased performance of

client enterprises.

Analysis:

Over the past year the EI component has worked individualy with over 600 client
enterprises. The mgority of the 25 enterprises interviewed noted ahigh level of
success dueto El interventions. Enterprise managers frequently highlighted their new
embrace of the market economy and new respect for financial and other business

Startex Gar ment
Manufacturers

Startex Garment Manufacturers has
been an El client enterprise since
January 2004. Most recently the
company benefited from intensive
consulting assistance from an EVA
who provided advice on production
techniques. Within several days of
working with the company, the
EV A had redesigned the sweater
production process. timeto create a
sweater decreased from 40 minutes
to 4 minutes without any noticeable
changein end product quality.
Startex owner explained that such
productivity enhancements would
enable the company to compete
against cheaper garments imports
from China.

planning—attributing these gains directly to EDP.
Moreover, interviewed client enterprises boasted
improved production resulting in increased sales
and productivity gains. some in the modest range
of 10 to 15 % sdesincreases, and other more
sgnificant in the range of 25 to 30 % sdlesgains.
In some cases client enterprises noted that they
had not reached the objectives EDP set out in a
Strategic Action Plan (SAP); however, they were
able across the board to articulate the reasons for
their lack of success and indicate their concrete
plans for reaching their sales and productivity
godsin the future.

On the other hand, the standardized process of
consulting offered to each client is rather
elementary; it does not yet, for ingance, include
forecasts or analyses of sources and applications
of funds. Moreover, SAPs do not refer to potentia

enterprise response to actud or predicted market demand fluctuations. Those client
enterprises that have most successfully increased sales and productivity are reedy for
new consulting services to support continued growth and sugtainability, such as
advice on market response and growth management and guidance on financing. The
El component must continue to modify or expand its services to respond to the

growing needs of successful clients.
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Finding: EI's cross-cutting client selection process and selection criteria limit
project reach.

Analysis.

El selects client enterprises based on three criteria the enterprise has fewer than 500
employees, the enterprise iswilling to share financid data, and the enterpriseis
willing to work with a relationship manager. EDP provides no directive to select
client enterprises based on an overriding strategy such as vaue chain or cluster. Nor
does El focus on developing a specific business activity that will provide significant
employment.

While EI' s cross cutting gpproach to seeking individua clients has been successful in
quickly generating a number of individua clients, a more objective and more
drategic targeting of potentia clients could improve EI’ s reach. For instance, EDP's
Atyrau EDC focuses on the loca petroleum industry’ s clusters of supporting service
providers and subcontractors, and three Ferghana Valley EDCs cooperate to
implement the Ferghana Valey agriculturd producers and processors devel opment
inititive. In EDP s eight other EDCs the Enterprise Improvement practice does not
drategicaly target SME groups, which naturally belong to location-specific activity
clusters or production-to-market vaue chains.

The three Ferghana Valey EDCs are implementing vauable supply chain
interventions under the El component.
Smilar supply chain interventions are
worth replicating e sawhere under EDP' s
Enterprise Improvement component to
improve project impact.®

Integrating Change: Saamal
Company, Ltd., Bishkek

The Bishkek EI component began
working with this client in November
2003. The company quickly picked up
on the business advice from the
relationship manager and practice
speciaists. In fact, recognizing the
potential to expand the company’s
product base, the owner completed his
own market research, with some
guidance from an EDP marketing
specialist. The owner discovered an
untapped local demand for more
healthful bread and confectionaries,

Finding: The EI component is changing
management behavior in client
enterprises and contributing to improved
business efficiency. Most clients
attribute sales growth to adoption of El-
recommended practices.

Analyss:

EDP clamsacausd link between El
consultations and sales and productivity
increases among client enterprises. In
fact, EDP' s June 2004 client survey

including lower carbohydrate bread
products and lower saturated fat and
cholesterol pastries. The bakery
subsequently expanded its production
line and hasincreased sales.

® One example would be Oriel Resources' new operation for the recovery of nickel in the vicinity of
Zhitigara (near Kostanai). This new mining concession employs five expatriate and thirty local
workers, numbers expected to grow tenfold within the next twelve months. Oriel’ s license requires
that local Kazakh firms provide 80 percent of inputs by 2007. El could work to ensure that local
enterprises are capable of providing logistics, transportation, catering, accommodation, and specialist
communications, construction, and maintenance activities.
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supports this atribution:  Of the 367 regiona client enterprises surveyed, 86 % stated
that their business has improved and 92 % of those claming improvement attributed
success to El interventions.

While the results are driking, it must be noted that Snce establishing El in October
2003, EDP has yet to commission an independent survey to quantify or qualify EDP's
survey results and to assess attribution. Although anonymous, the June 2004 survey
was organized and administered by EDP itself. Attribution rates could be more
subgtantialy supported through an externd, third-party survey of client enterprises.
Moreover, EDP's clam that client enterprises saes have grown in excess of $140
million asaresult of El interventions is based on a basdine caculaion of sdes
derived from aregresson andyss. Regresson andysis may not portray an accurae
result,® and therefore El attribution calculations are difficult to verify. EDP hasaso
not evauated project attribution claims againgt productivity and growth rates of non
client enterprises, some comparison between client and non-client growth would be
interesting and useful.

Interviewed client enterprises were enthusiagtic in their embrace of changes
implemented through El consulting services. Relaionship managers further noted that
the mgority of client enterprises have responded well to recommendations from them
and from the practice specidigts.

Many client enterprises claim to recognize the vaue of the changes they are making,
noting that they will continue to implement the changes without EI consulting
sarvices. For ingtance, severd client enterprisesindicated that they have noticed the
benefit of forma accounting and human resource procedures and will continue to
implement them pogt- El. Significantly, other interviewed client enterprises note the
vaue now given to financia management processes, epecidly therole of financid
datafor planning purposes. Given the difficult business environments in which many
of the region’s SMEs operate—Uzbekigtan in particular—it is difficult to predict the
long term effects of business behavior change post-EDP.

It isimportant to note that EDP chooses the clients to whom it will provide consulting
sarvices. In some sense, therefore, client enterprises are hand picked by relationship
managers. Thisisless of aconcern outside of Kazakhstan—especidly Almaty—and
Bishkek, where there are fewer SMESs operating and therefore fewer potentid clients
competing for El resources. In fact, in many of the smdler cities, EDC relationship
managers have difficulty finding enterprises that meet EDP slimited sdection

criteria some struggle to achieve EDP starget of a 20 client portfolio per
relationship manager.

® Please see “Reliability and Regression Analysis’ for afull explanation and demonstration of the
limitations of regression analysis at http://www.ruf.rice.edu/~lane/stat_sim/reliability _reg/
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Finding: The El does not have any effective system in place to graduate client
enterprises fromits services.

Analyss:

Currently dlient enterprises may continue to benefit from EDP services indefinitely.
Three criterialimit an enterprise’ sretention in EDP: if the client enterprise reaches

an employee base of more than 500 (and is therefore no longer an SME); if the client
enterprise refuses to implement recommended changes, if the client enterprise refuses
to share financid informetion with EDP. The latter two criteria are related to
noncompliance and result in the client being dropped from the El systlem. EDP has no
client enterprises that have become large enterprises.

Rdationship managers and EDC managers consstently pointed out that client
enterprises will remain in the system until they can gain no further benefit from EDP.
In the team’ s estimation, most client enterprises would continue to accept free
consulting services indefinitely. El does not currently have a procedure for graduating
clients from the system, and thereby enabling other enterprisesto gain entry. For
instance, one successful company in Dushanbe, Tgikistan, Babilon-Mobile JSC, has
continued to receive free services from El despite having become the country’s
largest mohile telephone provider. In fact, the company’ s director noted thet his
company isready and able to pay US$10 million for amobile phone provider license
in Afghanistan. Babilon-Mohile JSC provides a wonderful example of success linked
to EDP services: Such companies are ready and able to pay for future consulting
sarvices, ether from El or from aloca consulting company. El should have firm
criteriafor graduating clients from its free service system.

Finding: Over the mediumterm EI’ s free business consulting services will crowd out
locally provided, fee-based business services.

Analysis.

El’ s free business consulting services meet a need among Central Asian enterprises.
However, the EI’' s free services risk inhibiting the development of aloca consulting
sector over the medium term. Asindicated above, El services at present encourage
donor dependency. Many client enterprises and most EDP staff indicated that the
region does not have full service business consulting companies; however, most
markets offer single service consulting firms such as marketing, market research,
logidtics, customs clearance, accounting, or 1T consulting companies. EDP sEl
component competes with some of these local service providers. For instance, during
a roundtable discusson among the evaluation team and selected client enterprisesin
severd regiond EDCs, locd service providers complained that EI’ s free services
denied them paying customers.
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Finding: The EI component does not have an effective exit strategy that will leave
behind local capacity to provide or absorb access to business information and skills
through paid consulting services.

Analysis:

EDPs exit strategy istwo-fold: creating demand, and a recognized va ue for, business
consulting services, and creating a supply of skilled loca business consultants. EDP
creates demand by providing free business advisory services through its El practice:
Client enterprises begin to recognize the value of outsde consulting services and will,
in the future, be willing to pay for such services. EDP smultaneoudy creetes supply
through its EI component by training locas—reationship managers and practice
peciaists—to provide high-level business consulting services.

The evauation team recognizes many benefits to client enterprises from EI services.
As noted above, clients redize the vaue of the changes they are making to their
business and they redlize the value of consulting services. Paying for these services,
however, is adifferent story. Most client enterprises explained that they would
definitely be willing to pay for consulting services should EI begin to charge;
however, they claimed that they would choose only certain services—perhaps
marketing advice for indance—rather than the entire El portfolio they now receive
for free.

Across the region clients indicated that they could accept fees and they would choose
among services. However, clients expressed significantly different views across the
region regarding the existence of loca consulting companies. In Almaty, for instance,
client enterprises are aware of loca single service consulting companies, however,
clientsin Pavolodar, Kazakhstan claimed that no such companies exist. Again, client
enterprisesin Bishkek, Kyrgyzstan agreed the locd, Single service providers exis; in
Osh, Kyrgyzstan clients said no such companies exis. In fact, the team spoke with
EBRD’ s Business Advisory Service (BAS) project, which cofinances loca consulting
firms work with SMEs in Kazakhstan and Uzbekistan. EBRD noted thet local
conaulting firms are dmost excdlusvely focused on implementing I T and market
research projects for companies. None of the local providers offers Strategic
management consulting. Moreover, the World Bank’ s 2003 Agribusiness Assessment
of Kyrgyzstan concluded that the country hosts no consulting firms capable of
providing strategic or marketing consulting services.

On the supply sde, EDP s El component is creating a cadre of well-trained business
consultants. In fact, EDP expects to |eave behind approximately 40 skilled
consultants in the form of relationship managers and practice speciaists. Consultant
capacity differs congderably by country and by region within each country. Some
EDP consultants are highly skilled, articulate, and knowledgeable. However, in other
areas consultants are less experienced and thereby incapable of generating confidence
from a paying customer in the future. Almaty’ s consultants are the most skilled, and

of course face the most experienced and demanding client enterprises. Consultantsin
Ferghana, Uzbekistan, on the other hand, are considerably less skilled.
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F. Association Development (AD)

EDP s Association Development component provides both technica assistance and
grantsto its dlients. AD program officers’ in each EDC identify associations with
potentia for becoming sustainable, membership-supported organizations. They
develop drategic action plans (SAPs) and use key monitoring ratios to gauge

financia hedlth and development. AD aso provides grants to support activitiesin
advocacy, member services, accounting reform, and cross border trade development.
As of October 2004 EDP had provided technical assistance and awarded 54 grants to
40 asociations throughout the region.

Eleven EDP dient associations participated in an evauation interview. This cross
section of al CAR associations—40 of which are EDP partner associations—
provided ingght into how associations function in the region and the degree to which
EDP technica assstance to associations supports the targeted IR.

Finding: EDP’ s Association Development component is currently less successful
than the project’ s other components in achieving the targeted IR.

Analyss:

EDP s Association Development component has been less successful than the
project’s other componentsin increasing SMES access to business information,
knowledge, and skills. EDP technica assstance to partner associations focuses for
the mogt part on improving asociaions internd functioning and financid
management rather than on providing information and skills to each associaion’s
members. The AD component provides little business information and skill
development directly to SMEs.

Association development relationship managers assst partner associations' leadership
to develop drategic action plans; they dso train them to use key monitoring ratios,
much as enterprise relationship managers do with their client enterprises. While these
are useful and necessary tools for sustainable association development, they are not a
present contributing sgnificantly to EDP SIR. In EDP sfirg year, the project

focused on business training, and some partner associations responded that they
participated in those training sessons. However, as previoudy mentioned, EDP
modified its approach in year two and has placed much less emphasis on group
training sessons for enterprises and associations.

EDFP s generalized consulting approach to associations seeks to support devel opment
of sustainable, member-based business associations that will themsalves provide
useful information and skills to members. It is notable, however, that none of the
interviewed associations responded that EDP provides advice on such issues as
member service devel opment, fee-for-service development, or advocacy training for
association leadership and members. One of the associations interviewed, the
Asociation of Businessin Pavlodar, Kazakhstan, specificdly indicated that the

" These specialists are also referred to as association devel opment relationship managers.
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organization would benefit greetly from staff training sessons on al aspects of

association devel opment.

Interviewed associations did note that the AD component’ s grants program is
especidly ussful. It is conceivable that partner associations will gain vauable
organizationa development skills through grants focused on advocacy and member
services (two of the four areas for which grants are awarded). However, interviewed
asociations have aso recelved grants for office equipment, trade fairs, and facility
development rather than for advocacy or member service devel opment.

Finding: The technical assistance provided under EDP’s Association Devel opment

component is not sufficient for achieving the IR.

Analyss:

The Association Development component’s emphasis on drategic action plan
creation and implementation is not the gppropriate strategy for achieving EDP sIR.
The technica assstance has merit in supporting association development and
sugtainability, but it does not achieve Sgnificant impact in directly disseminating
business information, knowledge, and skills to small and medium Szed enterprises,
No asocidion interviewed in the course of this evaluation found that the technical
assigance itsdf was useful, though al grant recipients were quick to mention the
utility of such funding. Moreover, no dient enterprisesinterviewed felt that busness
associations in their communities acted as Sgnificant resources for business

informetion and skill building.

AD’s current gpproach is especidly insufficient in Kazakhstan, where the business
environment—hence the bus ness association environment—is more devel oped than
elsawhere in the region. Severd associations in Kazakhgtan, for instance, indicated
that EDP s technica assstance istoo generd to be of much benefit. These
associations noted that they would like EDP to provide more specific technicd

assstance directed at the associations needs.

While associations interviewed in Kazakhstan
voiced this sentiment most strongly, associations
in other countries would equally benefit from
conaulting services that go beyond financid
management advice and SAP creation.
Associations stressed their need for awider range
of more specific organizationa issues, such as
development of member services, devel opment
and implementation of advocacy programs,
membership recruitment drives, and member
retention

EDP might dso achieve greater impact in
disseminating business information, knowledge,

Business | nformation asa M ember
Service

Located in Uzbekistan’ sfertile Ferghana
Valley, the Association of Seed Growers
of Andijan offers members and non-
members a useful service: A part time
agronomist provides seed consulting to
local farmers. Members receive this
service free of charge and non-members
pay aconsulting fee. Association
|eadership reports that this business
information is a valued association
service. The association did not attribute
development of this serviceto EDP. The
AD component could work directly with
associations to devel op this type of
business information service.
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and skills by focusing grants initialy on member service training for association
leadership. The better equipped an association isto ddiver useful information and
skills, the more vaued by members it becomes—and it is subsequently sought out as
aprovider of knowledge.

Finding: Business associations represent an appropriate target for EDP’'s
interventions and strategy.

Analyss:

EDP sidentification of associations as a cost- effective vehicle for reaching numerous
SMEsisvadid. Effective member-based associations can provide practical
information and skill development to member enterprises. EDP s Association
Development component recognizes this potentia in working directly with partner
associations, especialy through its grant program. The component is, however,
currently missing an opportunity to incresse theimpact it has on incressing SME's
access to informeation and skills by focusing very narrowly on advice offered
essentialy to association leadership.

EDP has established relationships with forty associations throughout the region.
These asociations have benefited from direct consulting services. It isalogica sep,
therefore, to work through these exigting relationships to provide greater hands-on
business information and skill dissemination through more specific consulting
services to associaions. Thisis hgppening in some aress, particularly in the Ferghana
Valey region according to the associations interviewed. For instance, the Association
of Seed Growers of Andijan noted that EDP is assisting the organization in
completing afeasbility study on a soil testing laboratory thet the association hopes to
establish and operate. The laboratory will offer members and nonmembers access to
information pertinent to their agriculturd busnesses. Smilar specific technicd

ass stance to associations would be useful, according to interviewed associations.
Moreover, businessinformation and skill training through associations, including
training of trainer sessons, could more effectively achieve EDP s IR.

Finding: Association Development’ s efforts in the Ferghana Valley, including the
Pilot Productive Project (PPP), have the potential for significant economic benefit.

Analyss:

While EDP s PPP grant program does not directly increase SME access to business
information, knowledge, and sKills, it has sgnificant potentia to assist association
member enterprises. Under the PPP, EDP awards grants to associations to build or
purchase facilities and equipment that association member enterprises need to
develop or to store their products. As EDP works largely with farmer and
agribusiness companies in the Ferghana VValey region, AD has awarded grants for
facilities such as a ventilated onion storage warehouse, apricot processing equipment,
and acommodity storage facility. If such facilities are effective in enabling

agricultural producers to achieve higher prices for their produce or to add vaue via
processing, ardatively smdl amount of grant funding could benefit numerous
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association members. In this manner, the associations would be operating in a
commercid fashion on behdf of members, much as cooperatives do in other parts of
the world. Since grants under the PPP project are so new, it is premature to andyze
their actud impact, which has the potentid to be sgnificant.

PPP grants enable an association to finance facilities and equipment that should
benefit the membership broadly. For instance, in the absence of a ventilated cold
gorage facility for their onions, onion producersin Osh have been unable to hold
their product until pesk price season. When they do store onions, a portion of them
rot. Four onion farmers established the Altyn Piyaz Association in Osh, Kyrgyzdan in
March 2004. The association, currently nine members strong, recently won grant
approva from EDP to establish a ventilated onion storage warehouse. One
association member will lease the facility from the association for aten year period.
The member will operate that facility, using it for his produce and aso renting space
to other farmers. Association members will pay areduced storage feeasa
membership benefit. At the conclusion of the ten-year lease period, the association
member who has been leasing the facility will then own the facility. Interviewed
asociations noted that amilar arrangements exist for other grant-financed fadilities
and equipmen.

Finding: EDP’ s Pilot Productive Project grant program, while useful, may not
encour age sustainabl e association devel opment.

Analyss:

In some cases, Saff dleged that the association was formed for the sole purpose of
securing funds through an EDP grant. Because EDP cannot award grants directly to
enterprises or individuds, the project appears in some cases to have encouraged
individuals to establish associations largely for their persond benefit.®

It should be noted that EDP rules disalow the member leasing the equipment or
facility from the association to be the association chair; this rule hel ps discourage
impropriety. Encouraging association cregtion is not necessaily invdid, especidly in
an environment where the concept of business associationsiis releively new.
However, for associations to remain strong and become sustainable, they must have a
reason to exist beyond the capture of externa donor funding. If the founding reason
for anumber of enterprises coming together is Smply to access facility or equipment,
there may be no incentive for the association to remain intact when the leasing
enterprise owns the facility. Furthermore, there may be no incentive for the leasing
enterprise—now the owner—to rent the facility or equipment at a reduced rate to
association members.

8 Asan example, one entrepreneur, in need of processing equipment, approached the Khujand EDC
for assistance in devel oping his apricot production enterprise. According to the entrepreneur, EDP
suggested he form an association of apricot producers and subsequently apply for agrant to purchase
the equipment and lease it from the association.
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Finding: Interviewed associations are donor-dependent and are likely to remain so
in the short to medium term.

Analyss:

Interviewed associations indicated that they received sgnificant donor funding in
addition to technica assstance and grants provided by EDP. While dl associations
interviewed dlege an objective of sdlf-sugainability, most noted thet they will have
difficulty in achieving it. For some associations there gppears to be sgnificant donor
funding available, dampening efforts to achieve indegpendence. The Association of
Women Entrepreneursin Bishkek, Kyrgyzstan, for instance, receives nearly 75
percent of its funding from donor sources and only approximately 10 percent from
membership fees. The association, which has been an EDP partner association, is so
well funded by donors that even the relaionship manager noted that it no longer sees
any need to remain in touch with EDP. In addition, the Dekhan Farmers Association
in Dushanbe, which claims 20,000 members, is largely donor rather than membership
finenced.

Exigting membership fees are inaufficient to sugtain any of the interviewed
associations, especidly snce many members either do not pay or pay late. While the
associaions al offer some type of fee-based service to members and nonmembers
dike, these funding sources are dso not cgpable of sugtaining the organizations at the
present time. Additiondly, some of the interviewed associations offer member
services S0 basic that enterprises see little benefit in paying membership dues. Offers
of fax and internet services and access to genera business information, for instance,
are not typicaly compelling resources for enterprises to pay fees. While some
associations, such as the Association of Seed Growers of Andijan, aready offer
useful services, in the medium term Centrd Asian business associations will require
support to develop into organizations cgpable of themselves increasing enterprise
access to business information, knowledge, and skills.
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[ll.RECOMMENDATIONS

A.Overall EDP

Although itsdlf a donor-funded, noncommercid program, EDP will enhance its
impact by judicioudy adopting the best practices of abusiness venture. These will
include incrementaly charging fees for marketable services and transforming its most
successful subcomponents into salf-supporting enterprises. They may dso include
outsourcing services, downsizing, and further decentrdization.

The detailed recommendations that follow recognize an overdl need to make donor-
funding trade- offs, prioritization of interventions, increases in outreach of EDP
services, and measures to boost the likelihood of sustainability, independent of
externd funding.

Overall Recommendation 1: EDP should introduce a schedul e of transaction-based
fees and start to charge progressively more for its business devel opment services.

Rationale:

Most EDP clients that have received technicd assstance have benefited financidly
from it and so can afford to start paying; in fact, some clients have dready offered
sdes commissions to their RTP representatives. The introduction of feesfor services
will dso begin to identify which of EDP s services are most in demand, will reduce
generd dependency on donor-funded assstance, and will limit digtortions to the locdl
transaction-based market for BDS.

Overall Recommendation 2: EDP should plan for and begin strategically to divest
its most successful peripheral components, CIPA-EN, QM, and RTP, into self-
supporting commercial enterprises.

Rationale:

CIPA-EN'’s globa management has dready been transferred to Moscow and will
register anew juridica entity there before the end of 2004. However, the
adminigtrative support functions—trandation, curriculum devel opment, database,
exam scheduling, grading of test results, awarding of certificates, sudent and
graduate records—al remain in the CAR under the daily supervision and operation of
EDP s AR gaff. This arrangement will require indefinite donor funding unlessthe
dructure is reorganized.

The QM component has dready registered the QM C entity in Kazakhstan and as such
charges and receives some fees for services. The QMC's plansfor its future
development and sustainability as reviewed and evauated by the Team appear
sengble except for the timeframe, which should be accderated. Similarly, but dower

in developing its sustainability plan, the RTP function iswell poised to begin

accepting commissions and fees as a stand-aone entity.
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Indl three casess—AR, QM and RTP—the question of whether to establish one or
more separate NGOs, or one or more commercia support organizations, for each
country in the CAR should be re-assessed. Whatever the resultant decision, it will be
necessary for these new structures to accept fees. For an interim period, they should
a0 seek additiona funding from externa sources other than USAID. A pertinent
modd of sustainability isthe SVIE “Central Accounting House” based in Almaty.

Overall Recommendation 3: EDP should conduct and introduce an outsourcing and
cost-cutting programto improve its overall cost effectiveness.

Rationale:

An overdl policy of contracting out certain services as opposed to retaining them in-
house would reduce the costs of maintaining large EDC offices and begin to simulate
local, privately offered services such as security, trangportation, event management,
reprographics, and the like. Moreover, the introduction of performance bonuses and
commission payments would also prepare current employees for eventud termination
of externd EDP funding.

A reorganization and downsizing of EDPs based in capita cities would reduce
overhead in higher cost areas and extend program reach with smaller satdllite offices
in regiona towns. For example, both greater outreach and lower overhead costs could
be achieved by transferring EDC activities through selected local partners who will
begin by shadowing, then taking over from, existing experienced EDP aff.

Kazakhstan: Rurd poverty isamost twice as high as urban poverty. The
incidence of poverty in the two richest regions which are home to substantial
oil and gas wedth illugtrate the present inability of that sector to act asan
engine of productive employment and broad based growth. The logica
expansion in Kazakhstan of EDC services would be to Shymkent (Southern
Kazakhstan) Oblast, which is the most populousin the country and in which
35 percent of the population lives with income below the subsistence
minimum. Shymkent would be an idedl choice asit isthe main point of
commerce between Uzbekistan and Kazakhstan. An EDC in this vital region
could help foster SME growth and cross-border trade.

Tajikistan This country could possibly benefit the most from EDC sarvices.
Tgikistan is one of the poorest countries in the world and has suffered from a
long civil war, drought, widespread poverty, and unemployment. Tgikistan
could benefit from expanded EDC sarvices in the southern region of the
country based in Kurgon Tube. Economic assstance to thisregion is vitd
from a security standpoint for the whole region. The Kurgon-Tube region aso
borders Afghanistan and an EDC dlose to the border could help in identifying
cross border trade opportunities. An EDC in Kurgon Tube could also cover
other important cities in the south of the country.
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Kyrgyzstan The country is poor and mountainous with a predominantly
agricultura economy. Cotton, tobacco, wool, and meet are the main
agricultural products, although only tobacco and cotton are exported in any
quantity. Expansion of EDP services to Karakol could support the ongoing
work of the Ferghana agriculturd initidive. There is great potentid in the
region of Karakol for improvement of market development, packaging,
processing technology, food technology, fruit and vegetable processng, and
dairy processing.

Uzbekistan: Thisisthe centrd territory of the CAR region. In terms of
geographic coverage by development assistance, it remains dmost untouched.
An EDC located in Samarkand could provide services to other important
regiond cities like Bukhara, Karshi, and Jzzak. Unemployment in these
regionsis high, and developing SMES (job creetion) is critica to stability.

Turkmenigant Either Turkmenabat or Mary would offer greater accessto
other important regions of the country. A more detailed study isrequired to
ascertan which city would gain the most from EDC services.

Overall Recommendation 4: EDP should refocus its core activity (El) on enterprise
group development, i.e. on both value chain and cluster, wherever either is

appropriate.

Rationale:

The EDP program needs to improve its overdl reach and strategic impact, so active
search, evaluation, and choice of location for ddivery of BDS to sector-specific SME
vaue chains and appropriate activity clusters of opportunity must be prioritized and
categorized into traditiond, contemporary, and innovative, or entrepreneuridl.
Vauable knowledge and skills would then be able to migrate from direct points of
contact up and down the value chain and outwards from the center of influence of
each cluder.

Overall Recommendation 5: EDP should refocus its AD activity on fostering groups
that actively advocate for the benefit of all their members as a whole group.

Rationale:

The traditiona advocacy role of dliances, confederations, associations, or unions,
must not be confused (as it often is under the current program) with the commercid
intention of cooperatives. Associations are civil society organizations supported by
the initiative of amembership with common interests. Well-managed, dynamic
associations act as forums and as change agents for the benefit of their members and
the larger groups that they represent. Because associations represent national
condtituents, governments listen to their needs when these are effectively
communicated.
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B. Accounting Reform (AR)

Overall Recommendation: USAID should continue support for AR for up to two
more years under the umbrella of an extended EDP, rolled into another USAID/CAR
program, or as a stand-alone activity.

Overall Rationale:

The gains dready made by AR and CIPA-EN are too great to be scaled down or,
worse, abandoned. It is especidly important to assure the sustainability of the CIPA
program. Tens of thousands of beneficiary clients across the CAR have invested time
and money in the program, assuming that it will continue long enough for them to
become certified and for their certificates to have long-term vaue.

Demand for professiond training in finance and accounting will continue to grow. An
accounting market survey in February 2004 conducted in Kazakhstan showed that
83% of accounting students were familiar with the CIPA program and 95% of those
wanted to participate in it, dthough only 9% had so far taken any of its exams.
Further, 63% of Kazakhstan’ s accountants working in enterprises reported that they
were familiar with the CIPA program but less than 5% were yet certified. This pattern
islikely to be mirrored across Kyrgyzstan and Uzbekistan, and now Tgjikistan plans
to adopt IASIFRS in 2005, so current demand will continue to grow.

While substantia progress has been made to establish sustaingble training and testing,
this processis unlikely to be completed across the region by August 2005. Moreover,
there will be additiona development work required at the ingtitutiona level to ensure
essentid dements of the AR/CIPA “cluster” become sugtainable.

Recommendation: Expand the delivery of AR interventions on a fee-paid basis to
local SME training providers.

Rationale:

The establishment of expanded and closer fee-for-service partnership links with loca
SME training providers will continue the process of nationalizing competitive kills,
By becoming partidly sponsored client-partners, loca training SMIEs will benefit
from income from their students and thus become increasingly able to pay some fees
to AR for technical assistance.

The fee-for-service gpproach fits the overd| program’s policy of reducing donor
dependency, reduces distortions to local fee-based transactions in the market, and
adds to the stimulation of the loca private BDS sector. Of equa importance, this
policy will begin to prepare AR itsdlf for sustainability as donor funding diminishes
and is eventudly withdrawn.
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Recommendation: Expand the delivery of AR activities on a fee-for-service basis
into the public (government) sector.

Rationale:

The AR component can complement the work of other USAID/CAR-funded
interventions operating in the area of centra government reforms. Of specid
advantage to the private sector, and SMEsin particular, will be a greater capacity
among government officids to understand and apply financid and assessment
methods as part of their regulatory duties. Significant benefits will accrue to both
private and public managers and their organizations. Targeted interventions should
indude:

Assstance to MOFs to adopt International Public Sector Accounting
Standards (IPSAS) based on IAS/IFRS

Train/test/certify government accountants, ingpectors and auditors

Provide TA in accounting conversion for state-operated enterprises (SOES)
and key state cost-recovery entities such as power generation and distribution,
communications, water management

Deliver TA to fisca government auditing agents such as Customs and Tax.

Recommendation: Develop new AR products for absorption and delivery through
the overall portfolio of EDP interventions.

Rationale:

Development of new products is a prudent response to increasing demand and further
strengthens the chances of sugtainability. Especidly important modules would be cost
accounting, budgeting, and cash management. Customersto target are key
organizations in USAID/CARs and the loca public’ sinterest, including: open-listed
companies, closed JSCs; and financid intermediaries. Ddlivery of such products and
services should be introduced according to a schedule of increasing fees-for-service.

Recommendation: Develop a set of auditing modules.

Rationale:
Auditing vaidates accounting and development of auditing modulesis a natura
response to the opportunity of growing market demands.

Recommendation: Campaign for expanded introduction of AR topicsin centers of
higher learning (CHLS), colleges, and universities.

Rationale:

There are currently amost 20 times as many accounting students as management
students enrolled in undergraduate programs in CHL s 85,049 compared with 4,484
inyear 2004. Many of these sudentswill eventually become managers. CHLs will
have the opportunity to introduce accounting reform topics through:
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Recognition of the vaue of vocationd training in addition to just academic
learning

Development of appropriate modern curriculums and syllabusesin
collaboration with Ministries of Education

Adequately trained teachers and faculty devel opment

Access to appropriate training materids

Formation of student clubs

C. Quality Management (QM)
Overall recommendations:

The QM component, high in overall EDP achievement, should prepare for
sudtainability by becoming aloca business venture, keeping its present staff asacore
team.

QM should gtrive to expand its services across the region and into new sectors. It is
esentid that QM extend its servicesto freight forwarding (Uzbekistan, Kazakhstan,
Turkmenistan) and to the congtruction industry (Kazakhstan, Turkmenistan).

Overall Rationale:
The existing market for QM sarvice in CAR is expanding rapidly, driven by
hydrocarbon-related business devel opment and supported infrastructure.

Recommendation: QM should expand further its services to petroleum-related
businesses.

Rationale:

Thereis evidence of strong demand, both from multinationals and local companies,
that QM services be extended, asthiswill facilitate loca enterprisesin successful
bidding for servicing foreign petroleum consortiums (compressor stations, utilities,
catering, and infrastructure) and other foreign construction companies operating in
CAR.

To date, most of the petroleum development is undertaken by Shell, ENI, AGIP,
ExxonMohil, Phillips, and Chevron. According to the latest IMF report, petroleum
reservesin Kazakhgtan are an estimated 30 billion barrdls; offshore of Atyrau done,
in the contract area operated by ENI-Agip KCO Group, there are an estimated 14
billion barrels of recoverable crude oil reserves, which represent almost 40 years of
production at the rate of 1 million bbls per day and a current market vaue of $16.4
billion per year at $45 per bbl.°

% ENI-Agip KCO (Operator) 16.67%, British Gas 16.67%, ExxonMobil 16.67%, TFE 16.67%, Shell
16.67%, Phillips 8.33%, Inpex 8.33% = Total 100% according to ENI-Agip KCO Genera Presentation
on their PowerPoint file dated November 11, 2004 given to the Team by Agip’s Mr Chris O’ Brien,
Atyrau.
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Recommendation: QM should extend its services to construction-related companies
in Kazakhstan and Turkmenistan.

Rationale:

Kazakhstan
Since 1999 the Kazakhstan construction market has grown at an annual rate of
approximately 20%™°. Local market capacity accounts for approximately 47% of the
total industry. Fast growing sectors of the market are, among others, innovative and
cost- effective building technologies. There is ahuge demand for skilled foreign
contractors and project managers for large-scae and chalenging building projects.

Thecities of Almaty, the commercia center, and Astana, the new capitd, are at the
focus of Kazakhstan's booming economy. For example, in 2002 dmost 52,000 nt of
luxury gpartment floor space were built in Almaty done, with average retail price of
US$ 800-1,000 per nt. Most residentid and commercia construction in Kazakhstan
and Turkmenistan is undertaken by German, French, or Turkish companies'.

The oil and gas sector is expected to be a significant purchaser of architecture,
congtruction, and engineering services for yearsto come. The direct demands of the
oil companiesinclude congruction in the ail fidds (offshore platforms, artificia
idands, etc.), as well as onshore processing facilities, necessary utilities,
infrastructure, and office buildings.

There is agrowing demand for dl types of congruction services: primary building,
renovation and conservation of industrial and public utilities and resdentid buildings,
R&D; civil engineering, tunnding and tunnd lining, foundation engineering, design
and assembly services.

This interest means an increased need for banking, catering, hotels and other
buildings in businesses servicing the oil companies.

Turkmenistan
A multibillion dollar naturd gas pipdine connecting Turkmenistan—which hasthe
world sthird largest natural gas reserves—with Afghanistan and Pakistanis planned
as ameans to improve regiona security in CAR'2. A feasibility study presented by
the Asian Development Bank in June 2003 concluded that this project should
proceed. When it does, future demand for QM servicesin the civil engineering and
congtruction sectors will be very high.

10 http:/Avww.tntexpo.com/pdf/kazak/buil dexpo.pdf
1 EV Team'sInterview with Koksal Yildiz, MTG (Almaty)
12 http://www.forbes.com/home/newswire/2002/12/27/rtr833456.htm
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Recommendation: QM should extend its services to freight forwarding in
Kazakhstan and Turkmenistan, with possible future expansion to Uzbekistan.

Rationale:

Each of the five freight forwarding companies interviewed during this evauation—
Bertling Logigtics, InterDean, Militzer & Munch, Pandpina, Transrail—described
their operationsin CAR and specificaly requested QM assistance in Kazakhstan,
Turkmenigtan, and Uzbekistan.

Asimportant parts of the Silk Road, and the only two CAR countries which are not
landlocked thanks to direct access to the Caspian Sea, Kazakhstan and Turkmenistan
have aways been important trangt crossroads to and from Russia, Iran, Afghanistan,
China and further to Europe and the Middle East.

Many loca companiesin both Kazakhstan and Turkmenistan are dready arranging
railway and multimoda shipments within the CIS, Baltic countries, and Europe-Asa
transport corridors, aswell as arranging road and air shipments, termina handling,
and customs clearance through a wide network of regional agents and partners.

Turkmenistan has invested heavily in development of new railroads, air trangport and
U.S.-style highways®®. Reconstruction of the Tedjen Ashgabat-Mary highway has
been financed by EBRD.

However, the Turkmen government recognizes and acknowledges the need for further
development of its trangportation infrastructure. The country has money, and is
willing to pay foreign contractors for services (most of the congtruction work in the
country is being done by French and Turkish construction companies; and

Hdliburton is playing an active role in hydrocarbon industry devel opment).

To enable Turkmen segport authorities to increase the capacity of its Turkmenbashi
seagport (ex-Krasnovodsk), EBRD has provided it with a credit line. Currently,
Pandpinais providing loading and berthing services for vesselsup to 300 MT
deadweight.

A joint venture with a Swiss company, Trangal, is providing rail transportation
sarvicesfor cargo in trangt through Turkmenistan. There are many representative
offices of EU and U.S. forwarding companies in Turkmenistan (e.g. InterDean,
Bertling Logidics Militzer & Munch etc.), and some forwarding companies note that
the route via Turkmenistan through Azerbaijan, Georgia, the Black Seaand Turkey to
Europe has been the mogt efficient.

Uzbekistan dso has great potentid in internationd freight forwarding, and cargo and
passenger charter flights for CIS—Centrd Asia; Eastern and Western Europe-Centra
Asa; and Iran-Central Adaroutes.

13 http://www.bi snis.doc.gov/bisnis/isa/991118txfrtfrwd.htm
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Recommendation: The QM should provide a broader array of services along the
TOQM pipdline.

Rationale:
Market research conducted by the QMC confirms that it should provide additiona
consulting sarvices, training, and seminarsin:

- Environmenta Quality Management (SO 14000)

- Occupation Safety Hazard Management System (1SO 18000)

- HACCP — New version being released through 1SO for the food industry
- Laboratory accreditation (ISO/IEC 17025)

Further possibilitiesinclude areas such as 1SO 9000 and very likely 1SO 9001
Training and Consultancy Services.

In order to provide such services, the QM saff will require specid training.
Additiona technica support can be provided by short-term (paid and volunteer)
experts. Projections indicate that QM sales can increase by 30% in one year.
Additiond, highly sought services will increase the vaue of the QM, but will have no
impact on its becoming sustainable sooner.

Recommendation: For QM to become sustainable, it requires at least one more year
of donor sponsor ship.

Rationale:

Examples of trangtion strategy could include: EDP provides office space, utilities and
keeps 80% of the staff on the payrall. Also, it would be desirable to diminish the
number of gaff on the payroll of EDP while increasing those on the payrall of a
commercidly oriented QM.

An exit strategy for the QM component could include the following scenarios:

(& abuy-out by venture capitd firm, either locd or Western,

(b) an acquigtion by one of the brand namesin the indudtry, like Alex Stewart, TUV,
or Moody; and

(c) MBO, i.e. abuy-out by nationals, whally or in part by the QM C employees
themselves.
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D. Regional Trade Promotion (RTP)
Overall Recommendations:

In direct correlation with E& E Bureau god (SAA |: Economic Restructuring) to
foster the emergence of a competitive, market-oriented economy, EDP should:

continue to implement measures to liberdize trade and the foreign exchange
markets;

review regulations which place trading companies at a disadvantage;

review regulations which redtrict the SMES ability to make their own
import/export decisions (such as importing used equipment, contract
prepayments, etc.);

prepare and disseminate materials for SVIEs which explain the details of export
and import operationsin light of the new reguletions;

monitor the effect of new regulations with regular independent surveys
design technical assstance initiaives to improve SME access to information
about foreign markets and generd internationa business issues.

An overarching RTP gpproach should start with (a) atrade flow andlys's, which
should be followed by (b) a series of supply and demand surveys. Thefind step
should be (c) the organization of linkages between networks of producers and buyer-
exporters (e.g. via better RTN).

Overall Rationale:

This gpproach has most recently been used in projectsin the Africaregion, in
particular with the Common Market for Eastern and Southern Africa (COMESA).
These activities have been successful in generating extensive new business among the
participants. The potentia for amilar intraregiond trade development exigsin CAR
aswell.

Trading patterns in the world change continuoudy. The reasons for the currently
limited trade among CAR neighbouring countries differ from one country to another.
Onefactor is, however, common to each Stuation: information on existing market
opportunitiesis insufficient and not easily accessible. Because of thislack of
information, it is generaly believed in these areas and by those externd to the area
thet the particular regiond market potentid is negligible.
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Recommendation: Support environmental and trade promotion legislation.

Rationale:

The overadl EDP approach should build its RTP component policy on the Lomé
Convention™* acquis and should foster anew partnership that combines politics, trade,
and development, including harmonization of businesslavsin CAR,*® aswedll asbe
amed a generating new trade and investment transactions between enterprisesin
CAR’strangtion economies.

Recommendation: More effective facilitation of intraregional trade development
through Trade-Flow Analysis

Rationale:

An effective avenue to trade fadilitation is through atrade flow andlyd's, scanning the
import and export trade between a group of CAR countries and the rest of the world,
or between the group and another group of sgnificant trading partners.

The mgor outcome of the trade flow analysisisalist of products both imported from
and exported to the rest of the world by the group of CAR countries in question.

The smetradecenter.net should become more proactively involved into developing
specificaly designed computer programs, so that it becomes an effective B2B
resource and trading tool used extensively by the network which RTN could use for
its own research, and for trade flow andysis undertaken at the request of CAR
countries authorities and intergovernmenta organizations.

The first and most important step in RTP gpproach isto identify the products thet, in
theory, could be traded among the countriesin CAR. Such a product inventory serves
asabassfor planning further trade promotion action. It isaso essentid for
demondtrating that quantifiable trade potentid exists, and for convincing dl relevant
parties, both public and private, that efforts for intra and interregiond trade
promotion are justified.

A trade flow andysis can be carried out in various ways. For example, the UN
Statistics Divison (UNSD) database can provide the source of trade figures for this
purpose. This source ("Comtrade") providesimport and export statistics for about 200
countries and customs territories, derived from records supplied by government
authorities. The harmonized presentation of these statistics makes comparison and
aggregation of them relatively easy for agiven group of countries, aswell asfor the
world asatotdl.

Geographic coverage of data

14 Now the Cotonou Accords.
15 See the OHADA legislation in the FCFA states of West Africa

DucaA CONSULTING INTERNATIONAL 44



THE ENTERPRISE DEVELOPMENT PROJECT EVALUATION REPORT DecemBER 2004

In the case where a country does not produce satisfactory Satistical reports (asit is
with most CAR countries with an exception of Kazakhstan), trade data should be
derived from partner statistics or “mirror statistics’.

Chronological coverage of data

The dynamic andysis of the trade flow uses past rates of export and import growth as
an indication of the dynamism of a country or the CAR region asawholeina
particular product group.’

The approach reveads complementary products, i.e. products successfully exported by
one country to the rest of the world, and for which there exists a Sgnificant import
demand in thisregion (intra-regiond analyss) or in another region (inter-regiond
andysis). In basic terms, the indicative export potential is defined asthe lower vaue
acountry or agroup of countries import(s) from the world and the amount another
country or group of countries export(s) to the world.

Supply and demand surveys

RTN should facilitate the collection, processing, and presentation of data for the
supply survey. Two main gpproaches for publicizing the findings of the surveys
should be used. The first consists of a series of workshops, the second, which
achieves an immediate impact, should be used in the promotion of intraregiond trade
and concerns the organization of “buyers/sdlers’ meetings.

After agreement has been reached on the product sdlection for intraregiond trade
promotion, the potentia trading partners can then be determined. By this stage, dl
participating CAR countries should have expressed either an import or an export
interest in one or more short-listed products.

Recommendation: Focus on sector-specific orientations

Rationale:

Events in specific sectors are usudly organized to assist enterprises to take advantage
of intra-regiona and inter-regiona trade opportunities.

The overdl EDP approach for CAR should concentrate on sector-specific issues, for
exampleissues for Ferghana Vdley, which should include:

16 Mirror statistics are a second-best solution since trade with other non-reporting countries is not
recorded. Thereisalso the problem of trans-shipments, which may mask the actual source of supply.
Finally, mirror statistics invert the reporting standards by evaluating exportsin c.i.f. terms and imports
inf.o.b. terms.

17|t should be noted that growth rates could over-inflate the indicative export potential, since past
performanceis not necessarily a guarantee of future performance.
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1) Approaching new export/ import markets outside traditional FSU countries,
2) Promoting new highly productive harvesting equipment

3) Promoting new highly productive equipment for vegetables processing

4) Maketing / Merchandizing / Labdlling

5) Packing (Twigt, Frozen & Vacuum)

6) Cotton & Silk (deep processing)

7) Seeds & Nuts

In addition, a number of publications should be produced on a continuous basis, in
cooperation with a network of trade support ingtitutions, to satisfy the demand for
trade-related information in CAR economiesin trangtion.

Recommendation: Focus strategically on achieving growth through trade.

Rationale:

As gtated in the SOW, one of the purposes of the EDP evauation isto advise on
possible future approaches that would be most effective in promating the growth of
Centrd Adan smdl and medium enterprises. Facilitating this process must conditute
the cornerstone of EDP s approach to RTP.

This god requires empowering small producers to acquire the skills needed to harness
their productive potentid, and a holitic view on entrepreneurship and SME
development, as wdll astheinclusion of tradein any given CAR country’ s overdl
development Strategy.

Linkages between networks of producers and buyer-exporters are critical. To varying
degrees, these links affect marketing, digtribution, and market intelligence aswell as
access to technology and inputs.

Recommendation: Promote regional trade links in response to Eurasian Common
Economic Space (CES).

Rationale:

Thevison of USAID/CAR involves building pluralism and stability among the
people and ingtitutions of Central Asa. USAID's goal isto expand opportunities for
the citizens of these nations to participate in improving their governance, their
livdihoods, and their qudlity of life.

On the other hand, a serious concern must be outlined regarding CES, whichisan
ambitious project aimed at fogtering the emergence of a new Russian-dominant entity
in Eurasia, while maximizing Moscow’ s political and economic power. It isamulti-
phased agreement, signed in Y dta (Crimea, Ukraine) to create a Common Economic
Space (CES) which include some FSU countries, particularly Kazakhstan. Uzbekistan
and Kyrgyzstan are heavily encouraged to enter.
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The accords will marginalize other former Soviet countries, such as Kyrgyzstan,
which are WTO members, and put pressure on them to join CES. They could not do
otherwise; millions of Uzbekis, Kazakstanis, and Tadjiks are employed in Russaas
guest workers and support families back home, contributing up to one-third of
national GDP.

Recommendation: Focus greater effort on attracting foreign direct investment.

Rationale:

One of the most important questions in the SOW for this evauation is, “Should the
EDP be focusng more effort on atracting foreign direct investment? If so, what are
recommended approaches to facilitate the development of the relationships?’

Although the following discussion presses the limits of the present SOW, the authors
believe that these issues deserve congderation in any future reformulation of
enterprise development strategy.

To enhance FDI, two things should happen. Firg, the regulatory dimate must
continue to improve. Second, the government needs a clear and coherent vision and
that vison should manifest itsdlf in policy. Therefore, public private partnership in
this areaiis of utmost importance.

Aress that would benefit most from FDI are those that take advantage of the existing
resourcesin each particular CAR country. In the team’ s opinion, FDI in tourism
development through the CAR would be a naturd. However, commitment to tourism
development and infragiructure investment to facilitate that investment requires a
vison that each central government has so far only articulated piecemed.

The Team aso believes that EDP should consider supporting the crestion of Free
Economic Zones (FEZS) or territories of priority development as vehicles for the
redlization of adevelopment dtrategy that generates a public- private partnership
independent of adminigirative pressures.

Overall RTP Conclusion:

Trade facilitation services should exploit new market opportunities with the EU,
China, and the Hindustan Peninsula to increase RTP success and sudtainability.

EDP svison for the RTP component is a sustainable supply of and demand for trade
fadilitation services. Demand for information on importing and exporting and in
particular trade agent servicesis growing in the region. EDP s trade advisors are dso
expanding the professona services available to clients seeking trade facilitation.

The EDP should begin to charge trade facilitation fees. Moreover, EDP trade advisors
could begin to work for RTP as independent contractors, thereby setting the stage for
their movement out of a donor-funded project and into the demand-driven market
sarvice sector. EDP will increase RTP s utility by charging commission feeson
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successfully brokered trade dedls. The RTN sub-component could further boogt its
vaue to dlient enterprises through website modification: in particular with smpler
graphics, better Russian trandations, and updated web links.

EDP should focus on atracting foreign direct investment, especidly from regiond
neighbors China and Afghanistan. Moreover, invesiment should aso be promoted
from Iran, India, and Pakistan. While it might be outsde RTP s current scopeto
include investment promotion, EDP could add this as a component that works closdly
with RTP.

RTP could begin investment facilitation efforts now through promotion of regiond
trade fair participation among client enterprises. In addition, RTP could catalyze
invesment relationships by working through chambers of commerce.

E. Enterprise Improvement (El)

Overall Recommendation: El should refocus enter prise improvement interventions
at targeted value chains and specific enterprise clusters.

Overall Rationale:

Providing business advisory services to enterprises in strategically important and
appropriate value chains and clusters will accelerate overal progresstowards EDP s
Intermediate Result and toward USAID’ stargeted Strategic Objective by promoting
more widespread, sustainable employment in the CAR.

El’ s cross-cutting gpproach to client sdection was initidly appropriate to gain many
SME clients quickly. To boost EDP simpact, however, El interventions should shift
exclusively to targeting important and appropriate enterprise groups. El should target
strategic value chains such as the construction industry in Kazakhstan'®. El should

a so target |ocation-specific clugters of SMIES engaged in Smilar activitiesto attain
locd critical mass, such as among Ferghana Vdley orchard farmers.

By focusng on SMEsin aparticular vaue chain, El will facilitate economic growth
among linked groups. Currently EI ddivers consulting services to the fruit and
vegetable supply chain through each Ferghana Valey EDC. Consultants and
specidigs work with client enterprises that are linked through production: tomato
seed importers and producers; tomato growers, and tomato paste processors,
packagers, and distributors. The Ferghana Valey EDCs continualy seek out SMES
that complement the business activities of existing client enterprises, for ingance
locating and working with upstream suppliers of these enterprises. EDP should
replicate Ferghana Vdley targeting activities throughout the region. Moreover, EDP
should begin to target downstream clients as well, Snce stimulating downstream
demand will, via natural market forces, simulate upstream production.

18 http:/vww.tntexpo.com/pdf/kazak/buil dexpo.pdf
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Recommendation: EI’s business consulting should be based on an entrepreneurial
guest for opportunities and solutions for client enterprises.

Rationale:

EDP should encourage an entrepreneuria spirit among its El business consultants.
The more entrepreneuria relationship managers and practice specidists assumein
their quest to solve client problems, the more they lead by example. For instance, a
slk production company in Ferghana, Uzbekistan noted that the company’ s greetest
obstacle to growth isirregular dectrica supply from the government dectricity
company. The relationship manager had not yet suggested a generator, or investigated
generator financing options for the company. While EI’ s existing suite of consulting
sarvicesis useful, innovative problem solving should dso factor into al direct
conaulting ectivities.

Likewise, El's overdl gpproach to client selection should be cregtive and
entrepreneurid. Relationship managers and EDC managers should look for cregtive
ways to achieve EDP s IR and contribute to USAID’s SO: actively searching for
clients with respect to strategic location, sector-specific vaue chains, and gppropriate
activity clugers.

Thereisdways arisk of falure in recommending solutions and choosing clients;
however RMs and EDCs in genera should demondtrate to client enterprises through
their own decisonsthet risk isa part of business. Fear of failure and retribution
should never represent an obstacle in EI’ s attempts to deliver interventions to new
clients and new sectors.

Recommendation: EDP should work intensively with fewer clients over a shorter
period of time.

Rationale:

EDP s Enterprise Improvement component could optimize project reach by moving
client enterprises more rgpidly through the consulting process, thereby liberating
resources to serve new clients. For instance, EI could offer client enterprisesthree
months of free consulting service, which would include SAP cregtion. After theinitid
consulting period, El could offer follow-on services at reduced fee. Since many
relationship managersindicated difficulty of balancing the needs of 15-20 client
enterprises Smultaneoudy, EI might consider an RM portfolio of six clients during an
initid three-month intensive consulting period. Each quarter, therefore, Sx new
clients would enter each RM’s portfalio.

El would inform client enterprises of the limited consulting period and thereby urge
fagter progress in implementing SAP recommendations. Following the initid three
months, client enterprises would have access to the same services currently offered;
however, they would be required to pay for services according to a graduated fee
scale.
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Resources saved in providing fewer months of free services could finance more
satellite offices of one or two persons in more locations throughout the region. Each
satellite office might only work with ten or fifteen client enterprises a atime;
however, having more offices overal will increase the project’ s scae in terms of
number of enterprises served.

Finding: The ElI component should consider additional indicators for evaluating
client enterprise growth.

Rationale:

Currently the EI component evaluates its success based on sales and productivity
growth within client enterprises. While these are good indicators, the evauation team
believes additiond targets will enable more sound enterprise devel opment
assessment. The evauation team recommends the following additiona growth
indicators.

Number of new products introduced

Number and vaue of new sales contracts attributed
Number of new customers gained

Number of new linkages cemented

Increasesin employee income

El should gather dl indicator results, including existing indicators, viaathird-party
survey and assessment.

Recommendation: EDP should establish a sound exit strategy for the EI component.

Rationale:

EDP should have a more solid exit strategy, both on the demand side and on the
supply sde. The evauation team believes the potential demand, at present, for paid
locd consulting services will differ by country and possibly even by city and region
within each country. In generd, however, demand for fee-based business consulting
services isweak at present. EDP needsto rethink its exit strategy to stimulate demand
in its absence. The team fedsthat El should introduce fee-based transactions now to
limit any crowding-out effect on nascent local companies and to habituate client
enterprises to a fee-based consulting system.

To further facilitate a supply of skilled consulting professonas, EDP should consider
severd modifications. El saff should rotate among offices to give the least skilled
consultants access to highly skilled staff in other locations. For instance, ajunior
consultant from Khujand could complete a six-month tour in Almaty; or asenior
consultant from Bishkek could spend six monthsin Ferghana. EDP could aso
congder paying consultants part of their sdaries on commission, based on client
success. Findly, EDP should consider options of working through local consulting
companies where they exig—perhaps providing technica assstanceto loca
consultants to better service their paying clients.
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F. Association Development (AD)

Overall Recommendation: EDP’ s Association Development (AD) component should
develop its clients' advocacy capacity.

Overall Rationale:

In addition to providing members with information and networking opportunities,
associations play an important advocacy role within society, effectively encouraging
an enabling business environment. Currently the AD component does not directly
assig partner associations to develop their advocacy capacity. In fact, most partner
associations interviewed during this evaluaion placed little or no emphasison
advocacy effortsin discussing their objectives.

EDP s AD component should place grester emphasis on assisting partner associations
to develop and implement advocacy campaigns, particularly with respect to lobbying
for legidation favorable to business. The SO to which EDP s IR contributesis an
improved enabling environment for SMEs. While usng associations to disseminate
business information and skills, EDP should saize the additiond opportunity to
improve CAR’ s business environment by promoting partner associaions advocacy
roles.

In fact, EDP could increase the emphasis on, and number of grants awarded to,
partner associations for advocacy-related projects. For instance, grants could finance
training for associations in developing advocacy campaigns, or could directly finance
advocacy efforts on the part of a particular association.

Recommendation: EDP’ s Association Development component should provide more
specific consulting to partner associations.

Rationale:

Interviewed partner associations noted the value of more specific consulting advice
from the AD component. While associations interviewed in Kazakhstan voiced this
sentiment most strongly, associations in other countries would equaly benefit from
consulting services that go beyond financia management advice and SAP crestion.
The AD component should advise partner associations on awider range of more
specific organizationa issues, such as development of member services, development
of advocacy programs, membership drives, and member retention.

The AD component should also consder using EVAsto provide training both to
associaion leadership and to member enterprises. The FerghanaValey EDCs
provide EVA services to association members specificaly for agricultura traning,
for ingance, seminars on crop cycles. AD should use EVA consulting services
throughout the region. Moreover, AD should |ocate association devel opment
pecidists—possibly under the EVA program—to provide direct one-on-one
association development technica assistance to partner associations. The AD
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component could aso locate trade and customs experts to provide training to member
enterprises through partner associations.

Recommendation: EDP’s AD component should cultivate public-private
partner ships among associations and public sector stakeholders.

Rationale:

The Association Development component could more effectively support
associations advocacy efforts by encouraging partner associations to establish
relationships with public- sector representatives. Partnerships among associations and
other stakeholders could include the following:

Linking partner association efforts to efforts supported by other donors
Cregting partnerships with government representatives, including loca
government and community leaders

Devedoping relationships with other relevant inditutions including banks and
credit inditutions

Cooperating with other associations to form cohesive positions on relevant
issues

Recommendation: EDP’ s Association Devel opment component should encourage
partner associations to lobby for curriculum modifications that support SMIE
development.

Rationale:

EDP could effectively support its IR by usng the AD component to encourage
development of secondary and tertiary education curriculathat disseminate useful
businessinformation, knowledge, and skills. New business skills and new knowledge
arerequired in CAR’s developing market economies. Demand for accounting,
finance, and management killsis growing. National-leve curricular modifications to
increase knowledge of these subjects should parald EDP s Accounting Reform
component. Business associations, particularly those focused on accounting or
management, are ided lobbyigs for such changesin the school systems.

In this manner the AD component could support EDP objectives in severd distinct
ways. encouraging partner associations development into effective advocacy
organizations, encouraging accounting reform; and facilitating increased generd
access to business information, knowledge, and skills.

Recommendation: EDP’ s Association Development component should establish an
electronic database of materials related to association devel opment.

Rationale:

AD’s partner associations al require guidance on some basic aspects of establishing
and operating an organization. A database of useful documents could represent a cost-
effective means of providing additiona development support to partner associations.
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An electronic database could include resources such as the following: templates for
founding statutes, misson statements, organizationd and governing sructures,
meseting agendas and conduct, staff training, marketing materids, activity plans, and
financid statements.

Recommendation: EDP’s Association Development component should convert the
part of its present grant program which supports the Pilot Productive Projects (PPP)
activity for fruit and vegetables—and which is now ongoing in all three countries
spanning the Ferghana Valley—into activities that follow the concept of the Farmer
Ownership Modd (FOM).

Rationale:

AD currently provides PPPs with association development grants to make progress on
filling the critical holesin the fruit and vegetable supply chain. Then, El brings

technica assstance in the form of SAPs. Although this approach islaudable, its
implementation is unsystematic and should be reconfigured. The Farmer Ownership
Model (FOM) would be an excdlent dterndive: it was developed by Lynn Engstrand
while a the World Bank as a new approach to rurd business development. The FOM
trandforms low productivity, subsistence faming into commerciadly sustainable
agriculture by providing subsistence farmers with the critica dementsthey need to
engagein profitable agribusness.

FOM projects have been successfully implemented with donor funds provided by the
World Bank, IFC, and UNDP in severd of the world's poorest countries. The IFC is
currently implementing successful FOM pilotsin Tgikistan; UNDP will be

introducing them as part of their new Sustainable Income Generation Project (SIGP)
in Uzbekigtan. USAID/CAR should do likewise in dl three countries, beginning in
Kyrgyzstan, with the EDC located in Osh as the base.
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ANNEX |: Methodology

The Enterprise Development Program (EDP) evauation project consisted of two
main tasks. an evaluation of the EDP project to date based on USAID gods and
targets, and specific recommendations for future economic development work in the
region. Both project components required extensve field research, document review,
and andysis.

Review of background materials

USAID/CAR provided the evauation team with the following background

documents. These documents gave an overview of the EDP program, with some focus
on particular components.

Pragma’ s Current Scope of Work

A comprehengve ligt of partners and counterparts in the region
Pragma s Monitoring and Evauation Report

A Yde Universty Report on Accounting Materias

Pragma Monthly Reports for May, June, July, and August 2004
Ferghana Valey Agribusness Initiative Strategic Action Plan
Pragma s Current Work Plan

CIPA-EN's Sugainability Plan

The Office of Enterprise and Finance' s Performance Monitoring Plan

USAID daff and EDP implementing partner, The Pragma Corporation (Pragma),
provided numerous additional documents during the five-week field research period.
These documents are listed in an annex entitled “ Documents Consulted.”

I nter view Protocol/Data Collection

The team developed interview and investigation protocol based on USAID’s
framework questions listed in Section C of the project contract. Interview protocol
included initid ligts of relevant interviews and interview question templates.
Interview questions differed for Pragma steff, client enterprises, government
representatives, busness associations, etc. Snce the evaluation team sought different
information from each source. USAID/CAR provided the team with a
“Comprehensive Ligt of Partners and Counterpartsin the Region.” The team
conaulted thislist in deciding which individuas, companies, and organizations it
would interview.

Feld work revolved around vists to ten of EDP s twelve Enterprise Devel opment
Centre (EDC) offices, including Almaty, Atyrau, and Pavlodar in Kazakhstan;
Bishkek and Osh in Kyrgyzstan; Ferghana and Tashkent in Uzbekistan; Khujand and
Dushanbe in Tgikistan; and Ashgabat in Turkmenistan. Additionad EDP offices
include Ust-Kamenogorsk and Urask in Kazakhstan.

Each EDC location prepared a meeting program for the team, noting particular
dients, asociations, and saff with whom the team should meet. While useful, the
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team atered each EDC schedule, choosing client enterprises, associations and others
not dwaysincluded in the EDC itinerary. The team sdlected respondents based on
suggestions from EDP, interest in following up with a particular industry sector or
practice area, and availability and proximity of the individua, organization, or
enterprise. Moreover, the team aways sought additional meetings that had not been
prearranged by the EDCs: for instance, with other EDP clients and donor project
offices, and government agencies.

EDP office vigtsinvolved extensve interviews with project Saff including country
directors, managers, relationship managers, speciaists such as marketing, finance,
and trade specidigts; vidts to and discussions with client enterprises aswell as
nonclient enterprises, meeting with government representatives in each country; and
interviews with other donor projects. Where possible, field research included
discussons with third-party private entrepreneurs, banks, and investment facilitiesin
each country to gauge business dimate.

The team conducted highly structured interviews using the question templates, aswell
asless dructured interviews. Interviews with client enterprises, partner associations,
and project staff tended to be more structured than interviews with government
representatives and nonclient enterprises. The team conducted some interviews with a
sngleindividua and others with two or more. In genera interviews with dient
enterprises and partner associations tended to include the director or president and
one other representative; interviews with EDP staff typicaly included severd
individuas.

The team generdly traveled together during the field research, except for splitting up
in Kazakhgtan, with one member traveling to Atyrau, another member to Pavliodar,
and athird remaining in Almaty. Also, the team split to enable avist by one member
to Turkmenistan while the other two members traveled to Tgjikistan.

During EDC location vists the team frequently split up to maximize the number of
interviews completed in any one location. During some mestings, however, two
members or the entire team took part in an interview: This was especidly true during
meetings with country directors and EDC managers. Of utmost importance was the
fact that the team was able to communicate fredy in Russan with interviewees,
which helped grestly in gathering accurate information.

Data Analysis

The team focused on quditative anaysis in completing the EDP program evauation.
However, based on USAID’ s results framework for the contractor, the team did
complete summary quantitative analysis. number of dlient firms and associations
sarviced, sales and productivity increases of client enterprises. Evauation gods
(outlined in Section C of the contract) as listed below framed the team’ sinterview
and project document anadysis.
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a) Evauate USAID/CAR'soverdl approach to private sector development
through direct firm-level assistance to the SME sector.

b) Evauate Pragma's new Enterprise Improvement strategy for providing firm-
level assgtancein light of other systemic gpproaches and sustainability issues

c) Evauate the appropriateness and impact of the accounting reform component
for Centrd Asian enterprises.

d) Messure the impact (againgt project targets), effectivenessin strengthening the
private sector and SME growth potentia (measured againgt “best practices’)
and sugtainability (measured in terms of the prerequisite systems needed for
sugtainability) of the mgor components

€) Provide recommendations and suggestions for follow-on activity

Under the first evaluation god (@) the team evauated USAID/CAR' s gpproach based
on an understanding of the relevant SO, and the rlevant IR:

SO: Improved environment for the growth of smal and medium sized enterprises
IR 1: Increased opportunities to acquire business information, knowledge, and skills

The team evaluated the degree to which USAID’ s overarching strategy for achieving
SME development is appropriate.

Under the second eva uation god (b) the team andyzed the effectiveness of EDP's
Enterprise Improvement (EI) cross-cutting Strategy in assisting individual enterprises
and entrepreneurs to succeed. The team evauated EDP s gpproach relative to
dternative gtrategies for small and medium enterprise development.

Under the third evaluation god (c) the team considered the degree to which EDP's
accounting reform component has facilitated enterprise development. The team
andyzed EDP s accounting reform strategy and evauated current designs to move
the component out of EDP.

Under the fourth evauation god (d) the team reviewed al EDP components, and
based on project targets, best practicesin SME development, and potential
sugtainability of the project objectives, evauated EDP s overdl positive impact
toward USAID/CAR’ s goals.

Under thefifth evaluaion god (€) the team considered the dternatives initidly noted
in the evaduation contract: 1) continuation of EDP asisfor one or two option years,
2) continuation of EDP with project modification for one or two option years, and 3)
redesign of USAID/CAR’s smd| and medium enterprise development activitiesin the
region.
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ANNEX |I: Persons Consulted
USAID

USAID Washington, D.C.
Mr. Michedl Fied

CAR Mission, Almaty
Mr. George Delkun

Mr. Miched Fritz

Ms. Svetlana Golovatskaya
Mr. Mark Hannafin

Mr. John Lord

Ms. Mary Norris

Mr. Lewis Tatum

Bishkek
Mr. Clifford Brown
Ms. Fatima Kasmahunova

Tashkent
Mr. James W. Bonner
Mr. Robert M. Smmons

Dushanbe

Mr. Peter Argo

Mr. Ashley Moretz
Mr. Suhrob Tursunov

Ashgabat
Ms Patricia McCabe

GOVERNMENT

Kazakhstan
Mr. Zhanat B. Kurmanov, Ministry of Finance

Mr. Akhmetzhan Kushenov, Minigtry of Environmenta Protection

Kyrgyzstan

Mr. Janybek Azamat, Ministry of Economic Development, Industry and Trade

Mr. Bolot I. Otunbaev, Minigtry of Foreign Affairs

Uzbekistan

Mr. Abdulazis Abdusattorov, UZBEKINVEST Insurance Company
Mr. Nodir Kalandarov, UZBEKINVEST Insurance Company
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Mr. Alim Mukhitdinov, Agency for Foreign Economic Relations
Mr. Otarbek Suleimanov, UZBEKINVEST Insurance Company
Mr. Nizomiddin Sidikov, UZBEKINVEST Insurance Company
Mr. Alisher Shaykhov, Chamber of Commerce of Uzbekistan
Mr. Golibzhon Sayddiev, State Savings Bank (Ferghana Branch)
Mr. Aziz Rasulov, UZBEKINVEST Insurance Company

Tajikistan
None

Turkmenistan
None

PRAGMA

Kazakhstan

Ms. AliyaN. Almagambetova
Ms. Zhanna Alexandrova
Mr. Ron Ashkin

Mr. Ilyas Bakirov

Mr. Chad Clay,

Mr. Gregory Hemphill,

Mr. Askar Kantarbayev
Ms. Aind Kankisheva

Mr. Beknour Kisskov
Ms. YeenaKrasslnikova
Ms. Gulnur Kuvina

Mr. Nikolay Lomakin

Mr. Igor Marchenko

Mr. Alexander Marchenko
Mr. Edward Nemeroff

Mr. Murat Nurpe sov

Mr. Rhett Power

Mr. Sergey Pyzhenko

Mr. Kdly Seibold

Ms. Aigul Suleymenova
Ms. AlfiyaVdieyeva

Mr. Eugene Zenov

Dr. Svetlana Zhananidarova
Mr. Askar Zhenaev

Kyrgyzstan (Bishkek)
Mr. Bakhtiyar Alymov
Mr. Nick Breadey

Ms. Azdia Dairbekova
Mr. Andrey Davydov
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Mr. Marshal Holman
Mr. Meerbek Erdolatov
Mr. Azim Gaibulin

Mr. Yarodav Solovyov
Mr. Terence Sywka

Mr. Andrzg Schafernaker
Ms. Elena Zabirova

Kyrgyzstan (Osh)

Mr. Atay Almanbetov
Mr. Bahtygul Asanova
Mr. Sabyrbek Akimbaev
Mr. Robert Arocha

Mr. Itil Asmon

Mr. Mdis Bekbolotov
Mr. Abduhakim Karimov
Mr. Edilbek Konurbaev
Ms. LuizaMamarasulova
Ms. Nadezhda Sekacheva
Ms. Svetlana Tashbaeva
Mr. Nilufar Umardieva
Mr. Curtis Y ates

Uzbekistan (Ferghana)
Mr. Davron Akhmedov

Ms Albina Gafiyatulina

Mr. Muminjon Isamiddinov
Mr. Makhamatjon Kasmov

Uzbekistan (Tashkent)

Mr. Michael B. Dan

Mr. Yakhiojon S. Mamatbaev
Ms. Polina Pomogaova

Ms. Oleysa Remnyova

Tajikigan (Khujand)

Mr. Azizullo Avezov

Mr. Umed Negmatov, PAC Coordinator
Mr. Manuchehr Rakhmonov

Tajikistan (Dushanbe)
Mr. Pulod Amirbekov
Mr. Khurshed Abdulloev
Mr. Farogat Gafurova
Mr. Daer Jumaev

Mr. Rahmat Khakulov

DucaA CONSULTING INTERNATIONAL

59



THE ENTERPRISE DEVELOPMENT PROJECT EVALUATION REPORT DecemBER 2004

Mr. Mavzuna Khakimova
Ms. Zarrina Shodieva

Mr. Safar Sultanov

Mr. Mickey Torreano

Turkmenistan (Ashgabat)
Mr. Serdar Agayev

Mr. Vladidav Erniyazov
Mr. Kyle Gunther

Off-Site Program
Ms. Bobbe Barnes, Moscow

PRIVATE SECTOR

Kazakhstan

(Not EDP’ s beneficiaries or partners)

Ms Gdiya Akhmetzhanova, AIM Fund Managers

Mr. E. Max Baker, Oriel Resources (London) plc

Ms Saule Bektemisova, AIM Fund Managers

Mr. Marat Dzhaukenov, “HSBC” Commercid Bank, (UK)
Ms Gabdrakhim Kumargdiyev, Trangport Services Company
Ms'Y elena Kushenko, K-Mabile cell phone operator

Mr. Velkko Maripuu, “ Suprema Securities’ (Estonia)

Mr. Rafik Nadrshen, “MTG Congructing” (Turkey)

Mr. Chris O'Brien, “Agip KCO” Petroleum Production JV Operator
Mr. Koksd Yildiz, “MTG Congructing” (Turkey)

Mr. Dmitriy N. Zhukov, “Kazakhstan Venture Partners’

(EDP’s beneficiaries and partners - SMES)

Mr. Laif Bagitov, ATK

Mr. Askat Bekzhanov, “Kazmard”, Furniture & Appliances

Ms. Irina Gorshkova, “Fuchs’ Hotel and Restaurant Equipment Supplier
Ms. Svetlana Hayrulina, “ Captid” Private Penson Fund

Mr. Yuriy Kim, “Umex” Red Estate Agents

Ms Raissa Legay, Stroytorgservice Ltd

Ms. MarinaLozhking, “Optimum L”, IT Services and Consulting

Mr. Kiril Masdki, “Kazdiatest”, Pharmacologica Lab & Test Kits

Mr. Hadisha Mergembayeva, Chief of Chair of Thergpeutic Stomatology
Mr. Evgeniy Novikov, “Umex” Red Edate Agents

Ms. Gulden Ospanova, “Globd Air’, Travd & Tourist Agents

Mr. Oleg Sergeev, “ Office Courier” Equipment, Stationary, & Supplies
Ms. Nataia Tserkova, “ Centra House of Accounting Practitioners’

Mr. Nurlan Zhumgulov, “Consulting Center”, Marketing Consultants
Ms. Lubov Vaslyevna, “Deko LLP’, Saftey Clothing Manufacturer

Mr. Zhan Sartaev, “Kazeektromotor Ltd”, Motor Manufacturing
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(EDP ' s beneficiaries and partners - associations)

Ms. Zhibek T. Azhivaeva, “ Association of Micro and Small Entrepreneurs’

Ms. Aliya Bekkuzhiyeva, Union of Entrepreneurs and Employers

Mr. Hadisha Mergembayeva, State Indtitute of Physicians

Mr. Timur Nazkhanov, Kazakhstan Forum of Entrepreneurs

Ms. Munavara Paltasheva, Almaty Association of Entrepreneurs

Ms. Natdia Tserkova, “ Centra House of Accounting” Association of Businesses

Kyrgyzstan
(Not EDP’ s beneficiaries or partners)
Staff and management of Silk Road Lodge hotel

(EDP’ s beneficiaries and partners - SMES)
Mr. Erik Kutanov, “ Saama Company Ltd.”, Bakery and Fast Food

(EDP’ s beneficiaries and partners - associations)
Ms. Gulnara Bamambetova, “\Women Entrepreneurs Support Association”
Mr. MirAli Mukhamedziev, Kyrguz Republic Association of Tour Operators

Uzbekistan

(Not EDP’ s beneficiaries or partners)

Mr. Enis Buka, Radisson SAS Hotd Tashkent

Mr. Shavkat Rustamov, “Center of Legal Services’

Mr. Davron Karimov, “Center of Legd Services’

Mr. Timur Y adgarov, Strategic Development Department, KAPITALBANK

(EDP’ s bendficiaries and partners - SVIES)
Agriman Internationd, Ferghana

Mr. Agzamjon A. Mamatkulov, BMX Consulting
Mr. Rovshan, Rovshan Hotdl

Sadda Silk Production

(EDP’ s beneficiaries and partners - associations)

Mr. Kadir Karimov, Seed Growing Industrid Company AUDT

Mr. Murtazo M. Maksumov, Andijan Farmers Association

Ms. Minovar Tulakhodjaeva, Nationd Association of Accountants and Auditors
Nationad Association of Accountants and Auditors, Andijan

Andijan Exporters Association

Erkin Audit

Turkmenistan
(EDP’ s beneficiaries and partners - SMES)
Mr. Tacmurat Nobatov, Turkmenistan Telekecis Telecom Engineering Company
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(EDP’ s beneficiaries and partners - associations)
Association of Accountants
Association of Beekeepers and Honey Producers

Tajikistan

(EDP’ s beneficiaries and partners - SMES)

Ms. Dilorom Kuvatova, Babilon-Mobile GSM

Mr. Sadridin Khayridinov, Istaravshan Technology Center
Mr. Bakhtiyor Muminov, Babilon-Mobile GSM

Mr. Mannon Sdiev, InterTrans

(EDP ' s beneficiaries and partners - associations)

Mr. Farrukh Dadabaev, Association of Smal and Medium Enterprises
Ms. Oksana Saidova, National Accounting Teachers Association

Mr. Azizbek Sharipov, Union of Farmers

Ms. Matluba Uldjabaeva, Association of Small and Medium Enterprises

INTERNATIONAL ORGANIZATIONS

Kazakhstan
Ms. Leila Bokazhanova, UNCTAD/WTO, Internationd Trade Center, Almaty
Mr. Robert Hindle, World Bank, Almaty

Kyrgyzstan

Mr. Christoph Arndt, TES-Centre Agricultural Training and Extenson

Ms. Karin Fleg, , Helvetas, Swiss Association for International Cooperation
Mr. Tobias Gergter, GTZ, German Technica Cooperation

Dr. Wojciech Hubner, UNDP, Bishkek

Ms. Ainagul Nasyrova, TES-Centre Agricultural Training and Extenson

Ms. Ulike Roeder, GTZ, German Technical Cooperation, Bishkek

Mr. Torsten Swoboda, GTZ, Osh

Mr. Ulrich Weber, EBRD Micro and Smal Enterprise Finance Facility

Uzbekistan

Mr. Bakhodur Eshonov, (SIGP), UNDP
Mr. Per Normark, OSCE

Dr. Elena Pereverzeva, (SIGP), UNDP

Tajikistan
None

Turkmenistan
Chief Economist, EBRD Country Office for Turkmenistan

Diplomatic Corps
Mr. Kanubek Bayzakov, US Embassy, Bishkek
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Mr. Vladimir Dudin, Consul of the Republic of Moldovain Kyrgyzstan, Bishkek
Mr. Eugene Sariy, Consul-Generd of Ukraine in Uzbekistan, Tashkent

Other

Mr. Rondd R. Bidlen, BankWorld Incorporated

Mr. Timothy J. O’ Hare, BankWorld Incorporated

Ms. Barbara Maria Kaminski, BearingPoint Banking Reform Project, Dushanbe
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ANNEX Il1: Documents Consulted

L ocal bibliography (in Russian and English):

Almaty Association of Entrepreneurs. Newsl etter. Number 4 (20), March 2004.

ARD/Checchi. Law and Business. Special Issue. Bishkek, August 2004.

Business World of Kazakhstan. Number 4 (34), 2004.

Business Press. Information Bulletin of the Union of Entrepreneurs and Employers of Atyrau
Region. Number 7, January 2004.

BISNIS Bulletin. June 2004.

Construction Catal ogue of Kazakhstan. Number 2, 2004.

Expert Computers, Internet, Telecommunications in Kyrgyzstan. Number 18 (34), October
2004.

Forum of Entrepreneurs of Kazakhstan. Program. Astana- Almaty, April-May 2004.

Forum of Entrepreneurs of Kazakhstan. Report of the Chairman. Astana-Almaty, April-May
2004.

Government of the Republic of Uzbekistan and the Idamic Development Bank. Republic of
Uzbekistan Investment Opportunities. Uzbekistan, 2003.

Government of the Republic of Uzbekistan and the Idamic Development Bank. Republic of
Uzbekistan Project Briefs Uzbekistan, 2003.

HSBC Country Overview - Kazakhstan. Third quarter 2004.

Investment Now. Officia magazine of the IBC. Bishkek, summer 2004.

Investment Opportunities of the Kyrgyz Republic. Bishkek, 2003.

Investor’ s Voice. The officia newdetter of the American Chamber Commercein
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ANNEX IV: Statement of Work*®
PURPOSE

The purpose of the EDP evauation is twaofold: 1) evaluation program performance;
and 2) to advise the Mission on possible future gpproaches that would be most
effective in promoting the growth of Centra Asan smdl and medium enterprises.

TheMisson will utilize the outcomes of the EDP evadugtion to inform the Misson's
decision on whether to exercise one or both option years of the contract or to
terminate the project and develop anew approach. If the last option is recommended,
the EDP evauation will advise on possible strategies, the pros and cons of each
srategy, and provide arecommendation on the best strategy.

OBJECTIVES

Since its start-up, the EDP has been operating successfully, and has met or exceeded
its benchmarks and targeted results at the end of the first year of implementation. The
Mission believes, however, that a thorough independent evauation is necessary to:

- evauate USAID/CAR’s overal approach to private sector development
through direct firm-level assstance to the SME sector;

- evduae Pragma s new Enterprise Improvement strategy for providing firm:
level assgtancein light of other systemic gpproaches and sugtainability issues,

- evduate the gppropriateness and impact of the accounting reform component
for Centrd Adan enterprises;

- measure the impact (againg project targets), effectivenessin strengthening the
private sector and SME growth potentia (measured againgt “best practices’)
and sustainability (measured in terms of the pre-requisite systems needed for
sugtainahility) of the mgor components, and

- provide recommendations and suggestions for the follow-on activity.

QUESTIONS

Thefollowing ligt of questionsis not meant to be exhaudtive, but illudrative of the
issues that should drive thisevauation. Additiona questions deemed necessary to
achieve the objective of this evaluation may be suggested by the contractor and
should be proposed as part of the evaluation plan, to be submitted to USAID prior to
arriva to Central Asa (prior to the fieldwork). The contractor should prioritize and
present the most relevant questions necessary to achieve the objective of this
evauation.

Overdl EDP

19 This annex omits the long Background section of the original SOW.
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1. Does EDP soverarching strategy sufficiently tie the various activities together
such that the components complement each other and contribute to a stronger
and more robust private sector?

2. Do EDP activities appear to have contributed to the growth and/or
performance of the SME clients served as compared to SMEs not served? To
what extent has the program been successful in reaching large numbers of
firms (i.e. scae), in promoting sustainable impacts (i.e. sustainability), and
affected the performance of SME clients as compared to SMEs that did not
receive assstance (impact)?

3. How hasthe EDP integrated, from the start, an exit strategy that builds loca
capacity to address on-going congraints, such as access to new skills, know-
how and information? To what extent has the EDP fostered stronger business
relationships that alow firmsto effectively compete over time?

4. How wdl isthe EDP contributing to USAID/CAR’s SO 1.3 relative to the
amount of resources being dedicated to it?

5. Do the PMP indicators adequately measure the progress and performance of
the project? Arethere additiond indicators that are currently not in the PMP
that can better measure the project’ s performance in its current stage of
progress?

Enterprise Improvement

1. Should USAID be taking more of avaue chain or industry cluster
development gpproach in some regions to maximize impact? Please provide
illugtrative examples of where and what industries should USAID focus on.

2. Canthelocd SME ssgment support a consulting industry? If so, in what
countries and what gpproach would be most effective? Do loca consultants
have the knowledge and skills necessary to effectively provide consulting
sarvices? If not, what should be the EDP s gpproach to developing the sector?
Are (and, if s0, where) the EDCs hindering the development of aloca
consulting market in some regions? If and where the development of a
conaulting market is an effective private sector development strategy, what is
an appropriate exit srategy for USAID investments so as to promote the
sudtainability of consulting services?

3. Isthe EDC gpproach appropriate for the varied environments throughout the
region, or are there other gpproaches that would be more effective and
sugtainable? Should USAID focus on indigenizing or sustaining the EDCs, or
should the EDCs remain atemporary structure through which assstance is
being ddivered? How sustainable and effective is the ass stance provided by
EDCs? For example, are clients “interndizing” the assstance provided and
applying it over aperiod of time? Arethere indications that the project is
changing the behavior of management, thus making operations more market-
oriented and productive?
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4.

In ng the PMP, provide recommendations regarding indicators. For
instance, in addition to sdes and productivity increases, should the EDP be
using additiond indicators to measure success on their PMP? If so, what are

they?

In making recommendations for the follow-on activity, provide guidance on:

(8 whether the project expand into other technical assistance activitiesin
Turkmenigtan; (b) why the regiond trade dedsin Kyrgyzstan are low in
comparison to the other countries; (€) the mgor congtraints or mitigating
factors faced by the contractor; and (d) the most effective way to build on the
success and progress achieved by USAID/CAR’'s SME firm-leve technicd
assistance programs and to capitalize on past progress?

Accounting Reform

1
2.

To what extent are enterprises utilizing IAS? Why or why not?

Are enterprise managers using the accounting information produced from the
CIPA trained accountants to make key business decisions?

Do the locd EDC conaultants understand the importance of converting to IAS,
and are they able to convey that message to the clients? Isthe CIPA program
well integrated into the EI component?

Will the progress made with enterprise accounting be jeopardized without
corresponding public accounting programsin each country?

Isthe CIPA program education and testing the skills and knowledge necessary
for enterprises in the region?

Are enterprise managers using the accounting information produced from the
CIPA trained accountants to make key business decisons?

Do the locd EDC consultants understand the importance of converting to IAS,
and are they able to convey that message to the clients? Isthe CIPA program
well integrated into the EI component?

Will there be sufficient capacity to develop the CAP and CIPA level exams?
Will CIPA-EN be sustainable in the Central Asa market?

Do locd associations provide “vaue added” to their members? Besidesthe
accounting reform component, can the project implement additiona measures
to strengthen the accounting associations?

10. What should the ICCAA focus on for its future development? What services

can it provide to its members and what are potentia sources of revenue?

11. What is the most effective way to build on the success and progress achieved

by USAID/CAR’s accounting reform program? Should future enterprise
accounting activities be separated out from SME development activities, or
combined with public accounting?
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RTN

To what extent to EDP s SME clients vaue the RTN and the
smetradecenter.net webste? How isit valued in comparison to other
program components?

How important isthe RTN to increasesin trade experienced by EDP' s SME
clients?

Isthe RTN sustainable? What isthe vison for the RTN post subsidy and is
the current structure congstent with that vison? Given the future likelihood
of sugtainability, are there modifications that should be made to the RTN to
increase its utility and value to SMES?

Why haan't the Kyrgyz Republic benefited as much as the other countries
through the RTN activities?

Should the EDP be focusing more effort on attracting foreign direct
investment, especialy from countries within the region such as China, Russa,
and Afghanigtan? If so, what are recommended approaches to facilitate the
development of the relationships?

1. What arethe overd| prospects and congtraints for QMC' s future?

Has the QM C raised the overdl qudity of training services provided in
Kazakhgtan or hasit distorted the market because of its subsidies?

What are the overal prospects and congtraints for QM C' s future? Should it
be providing a broader array of services to become sustainable sooner?

Associaion Devel opment

1.

How important is this component to strengthening the policy and regulatory
environment for SME growth?

Do SMEs fully understand the role of associations? If so, how do they value
the services of associations? Do business associations have the capacity to
provide vaue-added servicesto their members? If not, what would be the
best approach to improving capacity?

Do locd associations have the capacity to effectively utilize the grants
program? Has the grants component helped strengthen associations
advocacy and membership service activities? Has the training from the SME
project effectively prepared the associations to increase member services?

Should there be additional areas where the AD component should focusin
addition to the four current focus areas? How effective is collaboration with
the Trade Facilitation and Investment project? Are there ways to improve
upon this collaboration?

Regarding the PMP, are the indicators related to AD appropriate given the
objective of strengthening the environment for SME growth?’
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