o EUROPEAN COMMISSION
e e EuropeAid Co-operation Office
A A
** ﬁf\*’ Africa, Caribbean, Pacific
* Economic and trade cooperation

AIDCO/440/04-EN (Rev.1)

Brussels, April 2004
AIDCO C3/0C/jd/11967

FINANCING PROPOSAL

9th EDF

9 ACP RPR 29

Recipient Country (and lead Delegation if
regional)

ALL ACP COUNTRIES

Project title Private Sector Enabling Environment Facility
Identification no. TPS/003/03

Authority presenting the project ACP Group of States

Sectoral Classification (according to OECD (25010

classifications)

Project total:

20 Million EUR by way of grant from Intra-
ACP resources (Private Sector Development —
27.4% of the total envelope)

Official responsible

Odoardo Como, (+32) 02-299-3246

Final date for
activities

implementation of project

31 December 2009

Final date for execution of the Financing
Agreement

31 December 2011




AIDCO/440/04-EN (Rev.1)

SUMMARY

The Cotonou Agreement gives a central role to the business sector as the engine of the economic
growth, seen as a necessary condition to reduce poverty. However, the current institutional
framework in place in most ACP States, in an international environment that becomes
increasingly integrated and competitive, falls well short of effectively addressing complex
private sector issues. Many ACP States and Regions often lack capacity to identify the key
ingredients of an enabling environment (macro and micro economic foundations of
competitiveness), conducive for private sector development, and especially to design and
implement appropriate private sector reform policies and measures. As a result, private sector
development and related economic growth tends to be more limited than its inherent potential.

The present programme, Private Sector Enabling Environment Facility (PSEEF), has been
prepared, consistent with art. 13.2 of Annex IV of the Cotonou Agreement, following a request
from the Chairman of the ACP Committee of Ambassadors dated 30 June 2004, for assistance to
build capacity for private sector development, consistent with the orientations expressed by the
Cotonou Agreement, and taking stock of past experiences, like those made through the
DIAGNOS programme during 1999 — 2002 or gained by the main donors putting the enabling
environment at the centre of their strategies for private sector development'. The basic idea is to
combine a core group of experts with a pool of consultants in undertaking studies and
interventions based partly on demand from the ACP Governments and Private Sector
Institutions and partly on needs identified by the EU instruments and institutions for private
sector development and the ACP Group of States. Based on wide-ranging consultative processes
leading to an annual work plan, the Facility thus aims at carrying out a number of specific
studies and interventions at global, regional and country level.

The overall objective of the programme consists in enhancing economic growth by means of the
setting up of an enabling environment, made up of macroeconomic stability and an appropriate
set of rules of the games. It specifically relates to the following core areas: Assist ACP States
and Private Sector Institutions to reflect on and relate to the rapidly changing context for private
sector development; Support ACP Governments and Private Sector Institutions to undertake
their respective roles in policy formulation and implementation in areas that are important for
the enabling environment of the private sector, such as fiscality, regulatory framework, trade
policies, financial system development, reform of state owned enterprises...; and Facilitate an
efficient co-ordination between and implementation of existing private sector support
instruments. By intervening in the first two areas, the programme will contribute also to create
the pre-conditions for an effective private-public sector dialogue, though this is not the direct
objective of the programme.

The Facility has as its purpose to assist in improving legislation, institutional set up and
financial measures (the rules of the game) relating to the enabling environment of the private
sector in ACP States or Regions and accompany the reform of state owned enterprises. It will
complement in that respect the support to the setting up of a stable macroeconomic framework,
the second key ingredient of an enabling environment, pursued by the EC contributing to the
PRSP process and to a constructive dialogue on macroeconomic and public expenditure
management by means of its budgetary support.

The centrality of the promotion of an enabling environment as key condition for private sector development is
evident in the strategies set forth by several agencies, like the World Bank group, DFID, SIDA, etc. This point
has come up clearly in a study carried out on behalf of the Committee of Donor Agencies for Small Enterprise
Development in 2002 by White and Chacaltana.
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The Facility shall undertake analyses on the enabling environment of private sector development
in ACP States or Regions. Such analyses shall identify the options open for ACP Governments
and Private Sector Institutions and include advice on the conduciveness of those improvements,
which are perceived as important seen from the host government and private sector point of
view. The Facility will also undertake specific sector studies at the regional and local level to
inform the discussions between the ACP and EC development partners.

Co-ordination with other Commission instruments like PROEINVEST and CDE, as well as with
the EIB INFAC, the Trade.com programme, and similar activities of other donors have been
built into the design of the Facility.

The overall responsibility for the implementation of the programme lies with the ACP
Secretariat as the Regional Authorising Officer (RAO). In accordance with Article 35(1) of
Annex IV to the Cotonou Agreement the function of Authorisation Officer has been delegated to
the Secretary General of the ACP Secretariat, who relates to EC services, which endorses the
signature of the ACP.

The Facility will make use of support from a small team of technical assistance, for activities of
promotion, information, preliminary screening of proposals in combination with two Framework
Contracts (FC). The period of operational execution of the Facility is estimated at 5 years. The
total cost of the programme is EUR 20 million.

A. RELEVANCE
1. Consistency with global objectives
1.1 EC aid policy objectives and priorities

The overall objective of the EU-ACP agreement is to fight poverty through socio-economic
development, which makes it important to constantly bear in mind that the links between macro-
economic policies and the abolition of poverty is of outmost importance to ensure, although a
direct cause-effect is difficult to isolate and identify. The promotion of private sector
development is furthermore consistent with the 2000 Communication on development
objectives, where trade and development (within which private sector development is explicitly
mentioned) is considered one the six areas of fundamental support for EC.

The Cotonou Agreement envisages that business initiatives (including investment) should be
encouraged and the private sector should be fully invited in main policy decisions. In this
respect, the Cotonou Agreement regards the private sector (and civil society) alongside with
governments, as an important partner for development. The development of business institutions
and instruments are in the new partnership agreement also considered as important components
of the development co-operation between the ACP and the EU.

The programme is fully consistent with the 2003 Communication on business sector
development, where support to the setting up of an enabling environment, made up of a stable
macroeconomic framework and a conducive set of rules of the game, represents the first area of
intervention. The approach chosen by the programme, which seeks complementarity with
budgetary support programmes and other donor interventions, is also consistent with the general
shift towards programme rather than purely project approach.

1.2 Objectives of NIP/RIP (focal/non-focal sector)

It is envisaged by the European Commission during the 9™ EDF to concentrate the respective
NIPs and RIPs on a few sectors being primarily social sectors and physical infrastructure.
Consequently, private sector development cannot be expected to be a focal sector in many NIPs
and RIPs but will rather constitute a cross-cutting concern. It is therefore of the outmost
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importance that relevant private sector initiatives are put in place at an all-ACP level, to make
sure that those options clearly expressed in the Cotonou Agreement for private sector
development are duly taken on board.

1.3 Link with annual country review

Bearing in mind the potential role of the Private Sector as a vehicle for poverty reduction
outlined in the EU Communications from 1998 20003, and 20034, the role of the private sector
can be expected to be more dominant in the annual country reviews.

2. Sectoral analysis
2.1 Features of this sector

Many ACP countries emerged in the 1980s from a period of nearly two decades when their
policies towards the private sector discouraged private activity altogether. Since then, these
countries have undertaken reforms to correct these policies, but reforms have sometimes been
carried out hesitantly and in difficult conditions, with the result that their credibility and
permanence have been in doubt. More, thus, remains to be done to recreate an enabling
environment for the private sector and a favourable investment climate and accompany those
Governments and private sector actors willing to improve the conditions for business initiatives
and for reforming state owned enterprises.

Though the diagnosis varies greatly from one country to another, difficult policy decisions, with
a view to promoting good governance and institutional changes are often required. Country
studies undertaken by the Commission highlight a perception of a high level of business risk,
and of high costs of doing business, associated with:

e A fear of political and economic instability,
e An uncertain legal framework, leading to difficulties in contract enforcement,
e Inappropriate regulatory and administrative practices.

There are deficiencies in legal systems; legal and accounting professions; judiciary, property and
company law; financial sector and its supervision; taxation systems and their administration and
administrative regulations. Competition law and regulatory bodies are sometimes inefficient
when non-existent. Public companies are often run against market principles, and sometimes
privatised too quickly or inaccurately. Furthermore, ACP Governments are engaged in multiple
processes leading to trade liberalisation and regional economic integration that require strong
negotiating capacities and relevant human and financial resources.

ACP Governments are not yet fully used to taking the private sector into their confidence and to
consulting it in advance of policy changes, though the negotiation of the Cotonou Agreement
showed significant examples of change. Although a number of ACP countries have embarked on

European Commission: Communication from the Commission to the Council and the European Parliament. A
European Community Strategy for Private Sector Development in ACP Countries. European Commission,
Brussels, 20 November 1998.

European Commission: Communication from the Commission to the Council and the European Parliament -
The European Community's Development Policy, COM/2000/0212 final

Commission of the European Communities: Communication from the Commission to the Council and the
European Parliament. European Community Co-operation with Third Countries: The Commission’s Approach
to Future Support for the Development of the Business Sector, COM (2003) 267 final. Brussels, 19.5.2003 and
Communication from the Commission to the Council and the European Parliament on the Reform of State
Owned Enterprises in Developing Countries with Focus on Public Utilities: the Need to Assess all the Options
COM(2003)326 final.
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privatisation programmes, they have often not yet put in place satisfactory policy instruments for
promoting competition, protecting consumers, protecting the environment and developing
adequate environmental infrastructures, regulating private monopolies and contracting with the
private sector for the provision of public services.

2.2 Status of regional policy

Community assistance aims to tackle priority governance issues, legal and financial sector
weaknesses in the business environment and underlying capacity shortcomings in the private
sector, as well as providing sustainable financial and technical support (generally through
intermediaries) for enterprises.

3. Problem analysis
3.1 Target groups, beneficiaries, and stakeholders

Support for private sector diagnostic studies and policy formulation and implementation will be
provided to the following beneficiaries, depending on the need identified:

- The regional ACP organisations with a mandate for private sector development;

- The ministries, and related agencies and authorities, in charge of private sector policy
formulation and related regional negotiations;

- The thematic or sectoral ministries and public services indirectly involved (such as
agriculture, industry, finance and customs, justice, external trade, standard setting and
certification bodies, labour)

- Private sector business associations and other private sector related organisations;

- Representative structures in charge of the dialogue between government and private sector;

- Public companies under restructuring and/or subject to a privatisation process;

- Civil society (consumer associations, trade unions, economic research institutes);

- The ACP Group as whole, and

- EU instruments and institutions, in the aim of creating synergies and maximise impact

Indirectly all stakeholders from private and public sector organisations will benefit from the
enhanced capacity of the ACP States to improve the enabling environment for the private sector.

The main actors are: Regional institutions/national authorities mandated to formulate private
sector policies, to participate in public-private sector negotiations or to monitor the
implementation of private sector policies; Public or private sector institutions involved in
private sector development and the implementation of private sector policies or regional
regulations (quality and standards certification institutions, financial institutions); and Local and
regional experts and networks capable of providing analytical skills and training on private
sector development issues. Private sector organisations will benefit from programme support
only in cases in which they cannot be assisted by dedicated programmes/institutions (like
PRO€INVEST, Trade.com, CDE, PIP, etc.).

3.2 Specific problems

The Cotonou Agreement gives a central role to the business sector as the engine of the economic
growth, seen as a necessary condition to reduce poverty. However, the current institutional
framework in place in most ACP States, in an international environment that becomes
increasingly integrated and competitive, falls well short of effectively addressing complex
private sector issues. ACP States and Regions often lack capacity to identify the key ingredients
of an enabling environment (macro and micro economic foundations of competitiveness),
conducive for private sector development, and especially to design and implement appropriate
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private sector reform policies and measures. As a result, private sector development and related
economic growth tends to be more limited than its inherent potential.

The main problems to overcome are:

1. Inadequate private sector policies at national and regional level, which derive from:
Inaccurate information and effective consultation with the private sector and civil society to
develop a clear understanding by all major stakeholders of their interests, the risks and the
opportunities arising from expanded private sector development; Lack of analytical resources
and expertise to identify the constraints impeding accelerated private sector development and to
propose the appropriate options; Weak capacity to elaborate private sector policies and balance
the risks and opportunities to various constituencies within the national and regional economy
and that provide a clear definition of priorities and sequencing of actions to overcome the
constraints identified; and Private sector policies and action plans not mainstreamed in the
development and poverty reduction strategies.

2. Difficulty for the ACP countries in enhancing the progressive emersion of the informal sector,
often constrained to that status by the overinstitutionalisation of the economy and the
inappropriateness of the setting of rules, enabling it to be officially recorded and to contribute to
fiscal revenues;

3. Difficulties for ACP countries in implementing appropriate reforms of state owned enterprises
and privatisations.

4. Difficulty in letting public and private partners working together for the financing of public
utilities and services and developing fair and effective models of governance and trade
development.

5. Challenge for all development partners, including ACP private sector institutions, to make
relevant and timely use of funding from the EU, and most notably from the European
Investment Bank, which will manage during the next five years the Investment Facility, with its
2.2 billion EUR plus additional EIB 1.5 billion EUR will target the ACP.

6. Necessity of integrating systematically a private sector dimension in PRSP processes and
strengthening synergies between private sector support activities and budgetary support.

7. Difficulties at the regional and at the country level to develop a platform for dialogue between
ACP Regional Organisations respectively ACP Governments, ACP Private Sector Institutions,
EC Delegations, and other pertinent actors such as multilateral organisations like the World
Bank as well as bilateral donors involved in private sector development.

8. Difficulties in limiting duplication of efforts and in assuring co-ordination between ACP
public and private institutions on the one hand and various donors commissioning studies on
private sector development on the other hand.

9. Difficulties for ACP stakeholders (government, private sector and civil society) to find
pertinent advice locally and/or regionally given the lack of specialised consultancy services on
the complex policy issues involved in private sector development strategies

4. Origins and preparation of the project

The present Facility, PSEEF, was prepared following a request from the ACP Group of States
for assistance to build capacity for private sector development, consistent with the orientations
expressed by the Cotonou Agreement and the main policy documents elaborated by the EC, and
taking stock of past experiences made both by the EU and the main donors active in this area.
The programme preparation was built to a relevant extent on the basis of the evaluation of the
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DIAGNOS programme, which was implemented by the EC in the period 1999-2002. It was
based as well on a thorough consultation process with representatives form the ACP public and
private sector, representatives of the European private sector and the main bilateral and
multilateral donors, of which the member states, which were invited to a workshop to discuss
the preliminary findings. Finally, the programme preparation benefited from the analysis of
studies and policy documents elaborated by experts and other donors.

B. FEASIBILITY
5. Project description
5.1 Overall objectives

The overall objective of the programme consists in enhancing economic growth by means of the
setting up of an enabling environment, made up of macroeconomic stability and an appropriate
set of rules of the games. More specifically, it relates to the following core areas: Assist ACP
States and Private Sector Institutions to reflect on and relate to the rapidly changing
international context; Assist ACP States and Private Sector Institutions in the formulation of
reforms in macro-economic policies and in the legal-regulatory environment; Support ACP
Governments and Private Sector Institutions to undertake their respective roles in policy
formulation in areas, which are important for the enabling environment of the private sector and
SOE reforms; and Facilitate an efficient co-ordination and implementation of private sector
support instruments and institutions (like the EIB with the Investment Facility, PROEINVEST,
Trade.com, etc.) and the complementarities between private sector and budgetary support
interventions..

5.2 Project purpose

The Facility has as its purpose to assist in improving legislation, institutional set up and
financial measures (the rules of the game) relating to the enabling environment of the private
sector in ACP countries or regions or to the reform of SOE — and to do so by focusing on
possible support to ACP Governments or Regional Institutions. Support to private intermediary
institutions won’t take place, unless such private sector institutions have specific diagnostic
needs that cannot be addressed by other Commission instruments, both all-ACP (such as
PRO€INVEST, CDE and Trade.com) or at regional/national level. The contribution to the
enhancement of macroeconomic stability shall take place through the strengthening of the
linkages of programme activities and outcomes with the macroeconomic support provided by
the EC.

5.3 Results
The Facility is meant to result in:

e An improved capacity of ACP Governments, Regional Organisations, and Private Sector
Representatives to identify existing bottlenecks in terms of the legal, institutional, and
financial set up for private sector development;

o Studies and consultations at the macro level will have clarified and documented the options
available for the ACP Governments, Regional Organisations, and Private Sector
Representatives in order to improve the enabling environment for the private sector;

e An improved knowledge of the actual bottlenecks hampering private sector development and
of the possible way to better address them and how;

e An improved capacity of undertaking specific sector studies and to improve the EIB capacity
to monitor the portfolio of investments undertaken with support of Commission instruments;
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e Sector specific studies and consultations at regional and local level, have clarified the basis
of potential investment proposals or have examined ongoing investments from the point of
view of poverty reduction and other social concerns;

e An improved capacity for the development partners, including ACP Governments, ACP
Private sector Institutions, EC Delegations and the European Commission itself, to relate in
a proactive manner to pertinent themes, such as public private partnerships, privatisation,
and poverty reduction through private sector investments.

e An improved capacity among key ACP public and private sector institutions to co-ordinate
better donor funded studies of the enabling environment for private sector development.

5.4 Activities

The Facility shall undertake, whenever justified, upstream analyses on the enabling environment
of private sector development in ACP States or Regions. Such analyses, generally carried out on
a demand-driven basis, shall identify the specific bottlenecks hampering private sector
development, and the reforms needed and the way to implement them. The facility will
undertake specific studies at all-ACP, the regional and local level based on a request by host
country governments and private sector representatives or by the EC Delegations. Such studies
may include:

o The all-ACP level, in areas where the ACP group is interested in having studied their joint
possibilities of action, such as general policies

o The regional level, in areas where a group of ACP-countries are interested in having studied
their joint possibilities of action, for example in the legal area, as well as

o The country level, especially where it can assist the ACP-countries in understanding their
needs and priorities better and to inform the discussions between the EC Delegations and the
ACP Governments and private sector representatives in defining NIPs and RIPs, as well as
to inform the discussions between a broader group of development partners including
multilateral institutions, such as the World Bank, an bilateral donors on new pertinent
themes.

Furthermore, the facility, by undertaking key studies on investment prospects, will endeavour to
expand the EIB portfolio in ACP countries. This is particularly important given the existence of
its € 2.2 billion Investment Facility (+ € 1.5 billion of EIB own resources) targeting the ACP-
countries during the next five years.

In selected cases, in the absence of alternative modalities of intervention (Government own
resources, NIP/RIP, other EU programmes or institutions, other donors) and on the basis of a
request of the relevant(s) ACP Government(s) and the specific agreement of the Steering
Committee, the ACP Governments might be supported in the follow-up of the recommendations
of the studies carried out.

Finally, the Facility will enable the European Commission and the ACP countries, in a proactive
manner, to relate to pertinent themes such as public private partnerships, SOE reforms and
privatisation, as well as poverty reduction. Some of these themes are embodied in Commission
Communications to the Council and the European Parliament® as well as in other Commission
policies, and the Facility is expected to have a think tank role in such areas.

> As a pertinent example the Communication from the Commission to the Council and the European Parliament

called: The Reform of State-Owned Enterprises in Developing Countries with Focus on Public Utilities: The
Need to Assess all the Options (Brussels, 03.06.2003. COM (2003) 326 Final.
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It is assumed that the Facility will intervene at national/regional level only when relevant
national/regional programmes are absent or unable to address the specific issues to be tackled.

5.5 Indicators

The results of the Facility will be assessed, among others, on the basis of the following
indicators (please refer to the relevant Annex for more details):

1. Inputs

e Number of diagnostic studies conducted at country respectively regional level,

e Number of studies co-financed with other donors,

e Number of diagnostic studies leading to implementation of recommendations by ACP
Government and/or to follow-up activities by the Commission

e Number of technical assistance activities undertaken,

2. Outputs

e Well researched diagnostic studies endorsed by major stakeholders in each ACP State and
Region, mainstreamed, where applicable in the PRSPs;

e Active utilisation of ACP States and Regional integration bodies of the recommendations
resulting from the diagnostic studies;

e For the co-ordination component: Accessible databases of diagnostic studies and best-
practice in undertaking such studies, of local and regional expertise for training and for
consultancy, of diagnostic studies and best practice in private sector policies used.

3. Outcome
e Improved business environment in the countries of intervention;
e Ascertained relevance and quality of recommendations made and follow-up undertaken.

For each result, objectively verifiable indicators and the source of information are identified in
the logical framework (See Annex 1 and the relevant Annex on indicators) and will be further
elaborated by the Programme Management Unit. This further reflection will also examine,
whether to introduce outcome indicators relating to the investment climate of the country in
question, as part of the discussion with governments about the outcome of budgetary support,
where there will be indicators for social development/macro-economic development and
possibly in the future indicators for investment climate and private sector development.

6. Project analysis
6.1 Lessons from past experience

Overall, it was found from the evaluation that there is both a need and a desire for the
establishment of a new DIAGNOS Programme. However, in order to ensure a well-functioning
programme, lessons learned from the evaluation of the former programme have in the following
been summarised and recommendations for PSEEF have been put forth.

The role of the PMU in the course of the DIAGNOS 1999 — 2002 was generally perceived as
very positive, in that the PMU is seen as having brought quality and flexibility to the
consultation process. Furthermore, the PMU has had an important function in the past
DIAGNOS since it ensured a certain institutional memory and QA of the consultants work.
However, the need of having standard guidelines for the different types of intervention,
gathering best practices and facilitating the institutional memory is felt as important.
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Furthermore, independently from the quality of the studies carried out, which was generally well
rated, it is only approximately one third of DIAGNOS recommendations which had a follow up
through EDF funding or by means of other Commission instruments, while almost no follow-up
has been registered with other donors. In this respect, it would be important to ensure that a
higher percentage of interventions have a follow-up and that recommendations are actually
taken on board.

ACP and EC partners must therefore pay due attention to this requirement during the planning
of the studies and after their completion. It is also essential to secure a local rooting and
ownership of the interventions which has not been the case in all DIAGNOS interventions. In
the new program, there is a need — a part of a participatory approach - to improve the quality of
the consultation process, by ensuring a validation process of findings and recommendations. In
other words, ensure that partners have been asked, and that they agree with the
recommendations. Here it must be stressed that in order to assure a successful implementation
and hence outcome of the recommendations the consultation process is important not only in the
consultation during the DIAGNOS phases but also during the implementation of the activities.
This is an aspect that has not been in focus in the former programme.

Even though a participatory approach and the improvement of public-private dialogue was an
essential part of the DIAGNOS programme, this has not been secured in all interventions. A
consultant driven process, which goes through all phases of the DIAGNOS-cycle can be a
success in terms of guaranteeing the elaboration of recommendations and action plans,
irrespective of the fact that local stakeholders views are not fully taken into account during the
consultation process. Thus, to be consulted do not imply that you are listened to in the sense that
your views are reflected in the final recommendations. Even in some of the more successful
cases it has not been possible to assure fully the linkage between public and private sector actors
in implementation, which represents a risk concerning the impact and sustainability of the
interventions. Hence, it is not sufficient to ask, whether the DIAGNOS intervention has led to a
subsequent EU financed project. It is equally important to examine, whether it has led to any
action by pertinent private or public sector actors.

Finally, in the present facility, it will be useful to strengthen the quality of the consultation
process in the sense that the report writing is directed by the dialogue between the beneficiary
and the consultant and not driven by the consultant’s interest.

With regard to DIAGNOS selection of intervention countries/cases, the evaluation team has not
found a clear procedure for such selections. It seems as if the intervention countries have been
chosen on a random basis. In order to clarify the selection process, the evaluation recommends
that a set of selection criteria is developed, in combination with a demand-driven approach.

6.2 Linkage with other operations
e (Co-ordination and division of labour between EU instruments and institutions

As regards co-ordination with existing EU instruments and institutions, important issues should
be addressed such as: co-operation and division of labour with other institutions and instruments
like CDE, PROEINVEST and the main regional and national programmes should be established
based on a set of Guidelines for Co-ordination; activities related to the new diagnostic tool are
co-ordinated with and made useful as regards the EIB run INFAC, NIPs (macroeconomic
support programmes and other private sector interventions in particular); co-ordination of the
design of a new facility with the various trade related facilities, in particular Trade.com, which
are being set up by the Commission in relation to the Cotonou Agreement. While a division of
labour with the trade related facilities should be defined, there will still be a need for the new

10
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programme to relate to issues like private sector competitiveness and its link to investment and
trade issues.

e C(Co-ordination between the Commission and other stakeholders

In order to ensure some strategic orientation from a mixed group of ACP- European Business
sector representatives, to assure that the new instrument is open to various proposals, some
institutions will be associated to the Steering Committee, in an advisory role, as observers.

e (Co-ordination with other donors

Co-ordination with other donors can be ensured through the coordination bodies already
existing, like OECD, the Donor Committee for Small Enterprise Development and CGAP.
Furthermore, regular consultation and exchange of information is to be ensured with the main
donors active in the area of the enabling environment. Furthermore some funds have been set
aside to be utilised to co-finance joint donor initiatives, like the PPIAF Trust Fund, to support
public private partnerships, and the Investment Climate Trust Fund, to support a better
understanding of the factors determining a favourable investment climate.

6.3 Results of economic and cross-sectoral appraisals

In this latter area, the evaluation is perceived to be useful by identifying subject areas, where the
DIAGNOS instrument has proven helpful during its lifespan, and where consequently the
evaluation can assist in identifying subject areas to be targeted with a new investment facility.

6.4 Risks and assumptions

1. General risks: The Facility relies primarily on the willingness of ACP States and Regions to
further improve their enabling environment for private sector development and on their
acceptance of the involvement of all stakeholders in the process of private sector policy
formulation, including those from the private sector itself and civil society. These risks are met
through the Facility’s emphasis on the participatory process and on the regional dimension of its
activities. One criterion to assess the suitability of interventions at country level will be to assess
the Government commitment towards a consistent private sector development policy and to
engage in the follow-up of recommendations, whenever appropriate.

2. Implementation risk: An important risk already identified in the former DIAGNOS program is
a lack of regular, organised co-ordination with other instruments. Coherence and
complementarity of the programme with other EC or other donor initiatives are explicitly
defined as an expected result and will be ensured through regular internal and external
consultation.

7. Programme implementation
7.1 Physical and non-physical means

The Facility will be implemented by means of a core technical assistance team in combination
with two Framework Contracts (FC). Complementary activities will be implemented by means
of Trust Fund Agreements (like for PPIAF and for the Investment Climate work) and specific
service contracts (basically for evaluation and audit). The core team (PMU) will be identified
through a tender process including pre-qualification procedures and the final selection of one
bidder. In the case of the Framework Contracts, the Commission will invite companies to submit
an offer to be selected and put in a short list in two different lots. Independently of that, the EC
will sign a Trust Fund Agreement with to contribute to multi-donor initiatives, like the PPIAF
and the Investment Climate work with the World Bank. The core team of TA will deal with the
activities of promotion, information dissemination, definition of standards, preliminary

11
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screening of requests, drafting of TOR, quality control, identification of best practices,
preliminary assessment of proposals, on-going reflection on the possible link between PSD and
BS, monitoring, daily management of the Framework Contracts, secretariat of the Steering
Committee.

The two lots for the Framework Contracts will be defined according to the following areas:

1) Regulatory framework and reform of SOE: fiscality, judiciary, banking supervision,
accounting standards, investment code, competition law, reform of state owned enterprises and
privatisation, tariff and non tariff barriers, social corporate responsibility, fair trade, phyto-
sanitary standards;

2) Financial system development: bank restructuring, microfinance, venture capital, guarantee
systems, feasibility studies, PPP, export credit, investment guarantees;

In this way the Facility will benefit from a high degree of flexibility by combining the
advantages of having a core group of consultants with a pool of short term consultants, who will
undertake the most part of actual analyses and represent the broad expertise needed for such
studies.

Funds will be set-aside in the budget to cater for information dissemination of the Facility
through a website/Newsletter/publication of specific studies/ dissemination of “best-practice”
examples.

Funds are also be set aside to co-finance studies with other donors like the World Bank by
means of Trust Funds, like for PPIAF and the Investment Climate.

7.2 Organisational and implementation procedures

The overall responsibility for the implementation of the programme lies with the ACP
Secretariat as the Regional Authorising Officer (RAO). In accordance with Article 35(1) of
Annex IV to the Cotonou Agreement the function as Authorisation Officer has been delegated to
the Secretary General of the ACP Secretariat, who relates to EC services, which endorses the
signature of the ACP.

The Facility will be implemented in full compliance with 9™ EDF financial regulations by a
direct grant (typically a Trust Fund Agreement) for co-financing with other donors and by
means of a service contract for the general promotion, coordination and quality control, on the
one side, and the Framework Contracts, on the other side.

e The RAO will sign a service contract with a Programme Management Unit (PMU) to which
it will delegate part of its implementation responsibilities for the programme components
according to the EDF modalities for decentralised management. The PMU will be selected
through a restricted international tender after publication of a procurement notice’. The
tender will be prepared and launched by the Commission on behalf of the RAO. The support,
which the PMU will give to the RAO, will cover programme co-ordination, the
programming including the elaboration of an Annual Work Plan, implementation and
monitoring of the Facility.

e The RAO will delegate to the Commission, using the art. 23.6 of Annex IV of the Cotonou
Agreement the signing of a Framework Agreement with some Consortia. The selected
Consortia will make available to the Facility a pool of suitable experts. The Consortia will

Private and public organisations (private consultancy firms and donor implementing agencies) as well as
research centres, will be invited to submit proposals.
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be identified through invitation of companies to apply to be on a short list in two different
lots.

The core team of experts (PMU) will elaborate detailed operational guidelines, which will be
submitted for approval to the Steering Committee of the Facility (SC). The PMU will implement
its duties on the basis of programme estimates approved by the SC, signed by the RAO and
endorsed by the European Commission (EC). These programme estimates will be executed
through an imprest account or through specific commitments. In both cases the execution will be
carried out through supply and service contracts, grant agreements or direct implementation, in
compliance with the 9" EDF financial regulations. Specific commitments will be approved by
the SC, signed by the RAO and endorsed by the Commission. A Steering Committee (SC) will
be established and comprise the ACP-Secretariat and the Commission (AIDCO, DGDEV), while
ACP Regional Institutions and ACP Private Sector Organisations, the ACP-EU Private Sector
Support Instruments (CDE, PROINVEST...), the European Investment Bank (EIB) as well as
UNICE and EDFI will be invited to participate as observers.

The SC will be chaired by the RAO. The PMU will act as secretariat of the SC, preparing the
meetings and ensuring the follow up of its decisions and recommendations. At the start of the
programme, the SC will approve the general orientations of the Facility and the operational
guidelines for implementation developed according to the principles indicated above. The SC
will convene at least twice per year to approve the annual work plan and activity reports. The
SC may decide to convene more often to decide on technical implementation issues, including
the approval of specific commitments and of activities, which were not foreseen in the annual
programme estimates approved by the SC but which fall within the scope of the Facility.

The PMU will be staffed with 2 permanent staff members (a team leader and a research and
administrative assistant), supported by a team of 4 short term experts (one in the areas of
budgetary support and private sector issues; one in communication and IT; one legal expert and
one financial expert ). The financial expert should have a special responsibility to liaise with the
EIB/INFAC and consequently spend part of his time in Luxembourg to be up to date with events
in EIB, establish a network, and to discuss experiences from the studies undertaken through the
Facility with Bank staff.

Proposals of studies/interventions will have to be put forward by interested stakeholders (ACP
Governments, relevant ACP private sector associations; EU programmes and institutions). The
core team of experts will have to carry out a preliminary assessment, on the basis of the criteria
approved by the SC, of the pertinence of the proposal, putting forward draft TOR for the
possible assignment. A validation Committee, made up of representatives of the ACP Secretariat
and the EC, supported, on demand, by other members of the SC, will decide whether or not
undertaking the operation. On that basis, the PMU will launch the consultation through the
pertinent lot of the Framework Contract. The team leader of the PMU, supported by the relevant
short-term expert, will oversee the assignment and make sure that the methodology and results
are consistent with the standard guidelines.

7.3 Appropriate technology

The lessons learned from the former DIAGNOS point towards the need to have access to a
broad range of competencies, including experts in corporate finance, and in business strategy.
Thus the core group of professionals in the PMU should have access to a broad group of
expertise within the Framework Agreement.
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7.4 Timetable, cost and financing plan

The Financing Agreement shall be concluded by 31 December of the year following the year in
which the global financial commitment is adopted. Failing this, the corresponding
appropriations shall be cancelled. The end of the period of execution of the Financing
Agreement is hereby set at 31 December 2011 while the end of implementation of project
activities is set at 31 December 2009, for an estimated duration of implementation of 5 years.
Any balance of funds remaining available under the EC grant shall be automatically cancelled 6
months after the end of the period of execution of the Financing Agreement.

The contracts and programme estimates must be signed by all parties no later than three years
from the date of the corresponding global financial commitment. This deadline cannot be
extended. The above provision does not apply to contract relating to audit and evaluation, which
may be signed later.

The total cost of the programme is EUR 20 million, and can be broken down as follows:

Component EDF % distribution per
resources € component
Facility Studies/interventions
1) Regulatory Framework and reform SOE 8,000,000 40.00
2) Financial system development 6,000,000 30.00
Co-financed studies/interventions 2,000,000 10.00
Trust Fund PPIAF 1,000,000 5.00
Trust Fund Investment Climate 1,000,000 5.00
Sub-total 16,000,000 80.00
Coordination, promotion, quality control.. 2,800,000 14.00
Monitoring and Evaluation 350,000 1.75
Audit 150,000 0.75
Contingencies 700,000 3.50
Total 20,000,000 100.00

The facility shall have its operational start by end of 2004, the closing date being the end of
2011; 5 years being available for the implementation of programme activities and 2 years for
evaluation and closure

7.5 Special conditions and accompanying measures

The ACP Group of States will play the role of Regional Authorising Officer whilst entrusting
the EC, by means of the art. 23.6 of the Cotonou Agreement, for the preparation and launching
of tenders and the conclusion of the Trust Fund Agreements with the WB.
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7.6 Monitoring arrangements and follow-up

The SC, with the assistance of the PMU, will monitor implementation and will ensure that the
quality of each individual action meets the minimum quality standards to guarantee a relevant
outcome. 6-monthly activity reports and annual action plans will be prepared by the PMU and
will be submitted to the SC for consideration. The activity reports will include financial
statements and budgets and an assessment of programme implementation, which will cover the
evolution of objectively verifiable indicators. When applicable, the confidentiality of reports
financed in support of private sector development will be respected and only their realisation
and validation by the beneficiary structure will be reflected upon in the activity reports. The
team leader of the PMU, supported by the relevant expert, will carry out periodical monitoring
missions to verify that the individual experts (or groups of experts) contracted through the FC
have worked in the field consistently with the guidelines and that follow-up activities are
undertaken. They refer to the SC suggesting possible corrective or complementary activities
whenever appropriate. Whenever appropriate, the monitoring missions will be carried out in
coordination, and possibly at the same time that EIB, PROEINVEST, CDE monitoring missions.

To ensure co-ordination of activities implemented in a decentralised way or through grant
agreements, the PMU will ensure full information of the national and regional authorities and of
the EC Delegations in the countries and regions where the projects are being implemented.

7.7 Reviews/evaluation/audits: procedures and reports

A provision for audit is included in the budget of this Facility. Annual audits will be signed by
the RAO and conducted according to EDF procedures, the first one including an organisational
audit, which will cover an assessment of the operational guidelines. It is understood that,
According to art. 23 of the Financial Regulation, the Chief Authorising Officer may use this
provision to organise an independent audit of expenditure realised under this Facility.
Implementing agencies, which benefit from service contracts or grant agreements under this
Facility, will manage the funds through specific project accounts and according to standard EDF
procedures in order to facilitate normal auditing.

An independent mid-term review will be realised in the beginning of year 3 and an independent
final evaluation at the termination of the programme. They will be launched following EDF
procedures.

Audit, evaluation and framework contracts are always concluded by the Commission acting for
and on behalf of the ACP State of States concerned.

C. SUSTAINABILITY
8. Measures ensuring sustainability
8.1 Ownership by beneficiaries

The programme to some degree should be both demand-driven as well as supply-driven. It has
however, often been emphasised that the need of local ownership is crucial in both cases.

The objective of ensuring local ownership is crucial for at least two areas of the programme;
Needs identification and follow-up initiatives. However the discussion of ownership is even
more complex, due to the heterogeneity of the different groups within the ACP-countries who
can be defined as owners (representatives from the private sector and government
representatives). Therefore it is important to broaden the discussion of ownership and to ensure
that the groups who have a direct stake in the analysis, diagnosis and intervention, conducted
through the programme, are involved in the process.
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8.2 Cross-Sectoral Sustainability

To the extent that the programme will contribute to improving the enabling environment and the
regulatory framework, better opportunities and modalities to tackle issues related to women
involvement in private initiatives and environmental implications of private interventions can be
expected.

8.3. National Policy Measures

No specific policy measures are requested. Nonetheless a consistent policy towards private
sector development will be considered as a test to check a-priori Government commitment to
take seriously the diagnostic and possible recommendations put forward.

8.4 Institutional and Management Capacity

The combination of a limited pool of experts ensuring basic activities of promotion, information
dissemination and quality control with a wide range of experts in different fields should provide
the appropriate mix of consistency over time and flexibility that is required for an effective
programme implementation.

8.5 Complementarities and Sectoral Co-ordination between Donors

EC is part of coordinating bodies active in the area of private sector development, like the
OECD, the Committee of Donor Agencies for Small Enterprise Development, particularly
focused on issues related to the enabling environment, and CGAP, as well as microfinance is
concerned. Moreover, good coordination exists with the Bretton Woods institutions as far as
PRSP processes and possible complementarities between budgetary and private sector support
are concerned.

In identified cases in which other donors/actors play a significant role in areas relevant for the
programme objectives, pooling of resources with other donors will be sought in the perspective
of ensuring better effectiveness and complementarities.

8.6 Economic and Financial Sustainability

No proper economic and financial analysis has been carried out to prove the possible benefits of
the programme. The sustainability will be looked after in relation to some of the interventions to
be financed, and typically with regards to feasibility studies and policy measures put forward in
relation to the Investment Facility operations, PPP operations and privatisations.
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