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MISSION STATEMENT

By promoting robust and diverse financial sectors,

FIRST aims to support growth and reduce poverty in

low- and middle-income countries.



FIRST

initiative

FIRST Initiative ANNUAL REPORT 2006

CONTENTS

2 About FIRST
3 Message from the Governing Council
Operations Review

Project Commitments and Disbursements
Commitments by Sector

o o &~ &

Commitments by Country and Region

10 Working with Donors and Partners

1 Information Exchange

12 Consultants

12 FIRST Impact Evaluation

13 Looking Ahead

14 | Selected Project Profiles

14 Credit Bureaus

15 Third-Party Liability Insurance

16 Disaster Insurance

17 Clustering of Related Projects in Countries

18 | Annex |: Project Commitments and Disbursements by Region and Country
in Fiscal 2006
23 | Annex Il: Financial Statement




Launched in 2002, the Financial Sector Reform and Strengthening Initiative (FIRST) is a
$67 million, multi-donor program aimed at building strong and growth-oriented financial systems
in low- and middle-income countries. FIRST's technical assistance grants enable national policy-
making and regulatory bodies to sharpen their policies and build their capacity to regulate,
supervise, and develop the financial sector in their country. FIRST also supports private sector
initiatives organized through self-regulatory organizations and industry associations.

FIRST is supported by the World Bank, the International Monetary Fund (IMF), and five bilateral
donors: the Department for International Development of the United Kingdom, the Canadian
International Development Agency, the State Secretariat for Economic Affairs of Switzerland,
the Ministry of Foreign Affairs of the Netherlands, and the Swedish International Development
Cooperation Agency.

FIRST maximizes the relevance and impact of its work by following up on the recommendations
of voluntary national financial systems evaluations carried out under the Financial Sector Assessment
Program (FSAP) of the IMF and the World Bank. Other project concepts surface in Bank-Fund
Reports on Standards and Codes (ROSCs), which gauge a country’'s compliance with internationally
recognized standards and codes in twelve areas of the financial sector. Still other project ideas
are introduced to FIRST either directly by country authorities or by donor agencies.

Designed to respond quickly and flexibly to requests for technical assistance, FIRST often takes
on small, targeted projects that donors cannot carry out cost-effectively. In other cases, FIRST acts
as a catalyst for wider donor intervention. During project design and implementation, FIRST consults
other donors active in the area to enhance FIRST's impact, avoid duplication of effort, and encourage
long-term support from bilateral and multilateral donors.

FIRST is guided by a Governing Council comprised of senior representatives from the agencies
that support it. From July 1, 2005, through June 30, 2006, the time period covered by this report,
FIRST operations were managed by a London-based Management Unit staffed by private sector
consultants and a \Washington, DC-based Coordination Unit made up of World Bank and IMF
personnel. As FIRST concluded its initial fouryear term with success, the Governing Council
endorsed FIRST's mission once again by committing to support the next phase of operations.

In this second phase, which began on March 1, 2007, the World Bank manages FIRST's work
program on behalf of donors through a Program Management Unit located in Washington.



MESSAGE FROM THE GOVERNING COUNCIL

We are very pleased to report continued success in fulfilling the mission of the FIRST Initiative.
Since its launch in 2002, the Initiative has steadily increased its efforts in support of national
financial systems, both in terms of the impact and the number of projects undertaken as well
as the volume of disbursements.

In fiscal 2006, the Governing Council commissioned an external evaluation of FIRST's develop-
ment impact. The evaluators concluded that FIRST had established a vital niche in the financial
sector development market and become widely known by international development organiza-
tions, clients, and donors as an important source of short-term technical assistance.

FIRST's untied grant resources are available to public and private recipients in 138 eligible coun-
tries. FIRST's ability to take on innovative projects not covered by mainstream aid programs is
a unigue asset in the global effort to strengthen financial systems in middle- and low-income
countries. Although the average value of FIRST projects is small by design (at approximately
$180,000), FIRST entertains and has successfully undertaken larger projects. In fact, during the
past year, FIRST approved one of its largest projects ever. To be performed jointly with the
World Bank and IMF, the $1.95 million project supports financial sector reforms in the Southern
Africa Development Community (SADC). It is expected to engage at least nine countries over
several years.

FIRST continues to benefit from its relationship with the World Bank and the IMF, whose staff
relay to FIRST their insights about opportunities to strengthen policy, regulation, infrastructure,
and other aspects of capacity in tandem with broader assistance strategies. One in four FIRST
projects results directly from the FSAP and ROSC programs administered jointly by the Bank
and Fund. FIRST’s emphasis on close working relationships with the community of donors and
service providers concerned with financial sector strengthening has resulted in well-conceived
and tightly run projects that exceed expectations.

We would like to express our appreciation to the people, organizations, firms, and governments
that have made FIRST such a success. We will be making substantial further improvements to
ensure that FIRST will continue to grow as it moves into 2007 and beyond.

William Kingsmill
Chair of the Governing Council
Financial Sector Reform and Strengthening Initiative
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PROJECT COMMITMENTS AND DISBURSEMENTS

By the end of June 2006, FIRST had committed a total of $38.7 million toward 214 projects in 64
developing and transition countries. Those commitments are listed in Annex |l

In the last fiscal year (July 1, 2005, to June 30, 2006), FIRST approved 50 projects with a value of $10.5
million—a decrease from the record number of projects approved and amounts disbursed in fiscal
year 2005. The retrenchment in the value of new commitments in fiscal year 2006 is the first in FIRST's
four years of operation (Figure 1). The decrease stems from the depletion of FIRST’s middle-income
fund. When FIRST was formed, its donors contributed to two funds, one for low-income and the other
for middle-income countries, as defined, respectively, by the countries’ eligibility for credits from the
International Development Association or loans from the International Bank for Reconstruction and
Development. Because FIRST encountered strong early demand for project funds from middle-income
countries, the middle-income fund was nearly depleted by end of June 2005.

In fiscal year 2006, FIRST concentrated on low-income countries, and although the number of projects
initiated in middle-income countries dropped this past year, the number of projects in low-income
countries continued its steady rise (Figure 2).

Sub-Saharan Africa accounted for more than 30 percent of FIRST's commitments (Figure 3) while Latin
America and the Caribbean and Europe and Central Asia each represented 19 percent. The regions
accounting for the smallest share of FIRST activity were South Asia and the Middle East and North Africa.

By June 30, 2006, FIRST had disbursed a total of $19.77 million, including $797 million in fiscal year 2006,
an 11 percent increase over the previous fiscal year. The ratio of disbursements to commitments was 51

percent, an improvement of more than 10 percent over the previous year, indicating progress in the speed
of disbursements.
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COMMITMENTS BY SECTOR

By sector, FIRST's cumulative project commitments are greatest in the areas
of capital market development; legal, regulatory, and supervisory frameworks
for the financial sector; and insurance and banking systems (Figure 4).

Considering fiscal year 2006 alone, FIRST's largest commitments were made
in insurance; financial system reform policy and strategy; financial sector legal,
regulatory, and supervisory frameworks; and capital market development (Table
1). A complete list of project commitments and disbursements by region and
country for fiscal year 2006 is presented in Annex |.

Figure 4. Sectoral Distribution of FIRST Commitments
(Cumulative to June 30, 2006)
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TABLE 1. FIRST COMMITMENTS IN FISCAL YEAR 2006 AND CUMULATIVELY, BY SECTOR
(AS OF JUNE 30, 2006)

Region

Access to
Finance

Accounting
and Auditing

Banking
Systems

Capital
Markets

Corporate
Governance

Financial Sector
Diversification

Financial Sector
Legal, Regulatory,
and Supervisory
Frameworks
Financial System
Reform, Policy,
and Strategy
Housing Finance

Insolvency
Regimes

Insurance

Market Integrity
(AML/CFT)

Microfinance
Payment Systems
Pensions and
Collective
Investment

Schemes

TOTAL

FY 2006
Commitments
Number (thousands
of Projects of US dollars)
1 75
2 440
5 1,110
7 1,371
1 38
5 1,101
9 1,511
4 1,529
1 70
0 0
6 1,908
3 212
1 75
2 94
3 918
50 10,451

Share of Total
Commitments
(percent)

1

13

10

14

15

100

Number
of Projects

10

30

36

10

37

10

30
16

18

214

Cumulative

Commitments
(thousands
of US dollars)
593
1,653
5,661
6,414
797

1,716

5,464

2,179

1,401

333

6,160
1,702

409
860
3,344

38,686

Share of Total
Commitments
(percent)

"The Mexican Ministry of Finance and Public Credit seeks to ensure financial stability,

not only by guarding against events in the financial markets, but also by protecting

Mexico’s public finances against natural disasters through “catastrophe bonds” and

insurance contracts. That effort was possible only because of the support of FIRST

Initiative, which fielded a team of consultants of a very high level.”

Victor Cardenas,

Deputy Director of Catastrophe Risks,

Ministry of Finance and Public Credit of Mexico

15

17

14

100



OPERAT

“The partnership between the
West African Institute for
Financial and Economic
Management (WAIFEM) and
FIRST Initiative, especially the
implementation of the risk-
focused banking supervisory
framework, has enhanced and
uplifted the quality of delivery of
our capacity building activities
in the West African subregion.”
Dr. Chris Itsede,

Director General,
WAIFEM

| O N S R E VI E W

COMMITMENTS BY COUNTRY AND REGION

FIRST approved 50 new projects in fiscal year 2006. Of these, 35
were single-country in scope, 1 was multi-country, 12 were regional,
and 2 were global. Most new projects were in low-income countries,
with a special emphasis on Sub-Saharan Africa and East Asia and
the Pacific.

Forty-five percent of FIRST commitments in fiscal year 2006 went to
Sub-Saharan Africa (Table 2), a substantial increase from 28 percent
in both 2005 and 2004. FIRST funded eight regional projects in Sub-
Saharan Africa during the fiscal year, representing a total commitment
of approximately $9 million. Grant funding in East Asia and the Pacific
also grew substantially, owing to closer cooperation with the World
Bank's East Asia and Pacific Region. By contrast, FIRST's involvement
in Latin America and the Caribbean shrank from its 2005 level,
because most of that region’s demand for technical assistance had
come from middle-income countries. For the same reason, there was
a decline in the share of total commitments in Europe and Central Asia.
The countries that received the most new funding in fiscal year 2006
were Vietnam, Rwanda, India, Mali, Tanzania, and Costa Rica.

Historically, the regions in which FIRST has been most active are
Sub-Saharan Africa (with 84 projects and 32 percent of cumulative
commitments), Europe and Central Asia (39 projects, 19 percent),
and Latin America and the Caribbean (36 projects, 19 percent)
(Figure 5).



TABLE

2. GEOGRAPHIC BREAKDOWN OF FIRST COMMITMENTS, FY 2006, FY 2005,

AND CUMULATIVELY (AS OF JUNE 30, 2006)

Region

East Asia
and Pacific

Europe and
Central Asia

Latin America
and Caribbean

Middle East
and North Africa

South Asia

Sub-Saharan
Africa

Global

TOTAL

FY 2006 FY 2005 Cumulative
(including FY 2003 and FY 2004)
Share of Share of Share of
Number Commitments Total Number Commitments Total Number Commitments Total

of (thousands ~ Commitments | of (thousands Commitments | of (thousands Commitments

Projects of US dollars) (percent) Projects of US dollars) (percent) Projects of US dollars) (percent)
5 1,729 17 B 1,437 10 20 5,774 15
7 1,500 14 13 2,985 20 39 7235 19
6 1,179 1 18 4,133 28 36 7430 19
1 110 1 4 796 5 12 1,899 5
3 921 9 3 287 2 18 2,670 7
26 4,697 45 32 4,361 29 84 12,490 32
2 315 3 3 874 6 ) 1,188 3
50 10,451 100 78 14,873 100 214 38,686 100

Figure 5. FIRST Projects by Region, by Number and as
Share of Total Value of Commitments
(Cumulative to June 30, 2006)
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WORKING WITH
DONORS AND PARTNERS

FIRST's success reflects its close working relationships
with donor agencies, multilateral development banks,
and international standard-setting organizations. In fis-
cal 2006, 50 percent of FIRST projects were generat-
ed through referrals from such agencies, mainly the
World Bank and IMF. FIRST's donors continue to chal-
lenge the Initiative to provide high quality, effective,
timely, and well-coordinated technical assistance for
financial sector reform and development.

The two main criteria that determine FIRST's choice
of projects are additionality, the absence of overlap and
conflict with other sources of funding; and leverage,
the opportunity that a given technical assistance
project offers to attract funding from other donors,
either now or later in a project’s cycle. Both of these
elements are critical to the collaborative and cooperative
approach that FIRST maintains with donors and

aid partners.

Due diligence at the project design stage leverages
FIRST efforts and is an essential part of successful
donor coordination. FIRST staff conduct due diligence
on each project to avoid duplication and learn from
experience. They share project details with client
government bodies, bilateral aid agencies, develop-
ment banks, and other donor organizations. Such coor-
dination efforts are greatly enhanced by the feedback
FIRST receives from experts enlisted to refine project
designs and eliminate redundancies.

Although FIRST's projects often complement assistance
provided by others, FIRST is able to provide funding
for relatively small projects that other donors’ programs
may not support. Moreover, FIRST can respond quickly
to requests for technical assistance, while coordinating
project design closely with other donors’ strategies.

As a result of careful due diligence, FIRST projects
often seed more significant follow-on projects under-
taken with financing from other donors. By establishing
terms of reference for experts or funding workshops
that crystallize future needs for technical assistance
and financial sector infrastructure, FIRST breaks ground
for others. The World Bank and IMF often provide
policy advice in parallel with the technical assistance
provided by FIRST consultants.

FIRST has received cash contributions from the
Department for International Development of the
United Kingdom, the Canadian International
Development Agency, the State Secretariat for
Economic Affairs of Switzerland, the Ministry of
Foreign Affairs of the Netherlands, and the Swedish
International Development Cooperation Agency
(Figure 6). Total contributions from the date of
inception, November 22, 2002, through June 30,
2006, were $56.4 million.

FIRST's donors have contributed to two multi-donor
funds. As of June 30, 2006, contributions to the Low-
Income Fund totaled $35.7 million; contributions to
the Middle-Income Fund were $20.7 million.

In addition to the contributions described above,
the Department for International Development of
the United Kingdom has provided $9.2 million to
cover the costs of FIRST's Management Unit.

The World Bank has provided $1.5 million to
support the Coordination Unit and project costs.
IMF has also made substantial contributions by
seconding a senior staff member to FIRST since its
establishment. These supplemental contributions
bring the total value of the FIRST program to $67.1
million.



Figure 6. Contributions to FIRST by Donor Country
(November 22, 2002, to June 30, 2006)
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http://www. firstinitiative.org/
InformationExchange/index.cfm

FIRST's Information Exchange is an online portal for
information on financial sector development assistance.
A public service, accessible to anyone with an
Internet connection, Information Exchange is the
most comprehensive databases of financial sector
development projects available globally. Since June
30, 2005, more than 400 projects have been added
to it.

The Information Exchange includes:
e More than 2,200 financial sector reform and

strengthening projects in developing countries
funded by FIRST and other donor agencies.

 Brief overviews of the financial sector in developing
and transition countries, country-specific financial
sector projects, and links to financial sector reports
and diagnostics from international organizations.

e Links to standard-setting bodies, regional organiza-
tions, nongovernmental organizations, and topical
databases, as well as sector-specific information
on financial sector reform projects sponsored by
official donors.

« Information on donors that provide technical assis-
tance and capacity building in the financial sector.

The database can be searched by country, region,
sector, funding agency, and start/completion dates.

In the future, the Information Exchange will feature
tools for use in the delivery of financial sector technical
assistance, as well as information on best practices
and innovative approaches to financial sector reform
in low- and middle-income countries.

1"
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Most of FIRST's technical assistance projects are car-
ried out by prequalified consulting firms and individual
consultants hired in accordance with procurement
standards and procedures modeled on those of the
World Bank.

In 2002, FIRST carried out a worldwide search to
select and prequalify the panel of firms and individuals
who provide technical assistance on FIRST projects.
In late 2004, a follow-up search was performed to
requalify the panel and expand its membership to
improve its ability to meet FIRST's strategic objec-
tives. The 2004 procurement process expanded the
scope and diversity of the panel in several areas,
notably housing finance and access to finance.

In the course of the fiscal year, FIRST's operations
underwent a comprehensive independent review that
included feedback from clients, donors, and consult-
ants. The purpose of the evaluation was to assess
achievement of FIRST's project outcomes, to assess
complementarity of FIRST's activities to those of the
World Bank, IMF and other donors with major finan-
cial sector operations, and to make recommendations
to the Governing Council regarding the continuation
of FIRST after 2008. The evaluation was based on a
sample portfolio of 25 completed projects.

During fiscal year 2006, panel members received

56 percent of the contracts awarded by FIRST. Of
that number, 17 percent of contracts went to firms
providing a broad or comprehensive array of financial
sector services, 32 percent went to specialist firms,
and 7 percent went to individual consultants.

The total value of the contracts awarded in fiscal year
2006 was $8.4 million, compared with $10.7 million in
fiscal year 2005 and $6.6 million in fiscal year 2004.

In the future, all procurement for consulting assignments
funded by FIRST will be done in accordance with
World Bank procurement guidelines. As such, FIRST
will no longer maintain a formal panel of consultants.
FIRST will continue, however, with its efforts to build
a network of financial sector experts available to pro-
vide services to FIRST clients and partners.

The findings of the impact evaluation were predomi-
nantly positive and indicated that FIRST performed
well during its FIRST phase, reaching most of the
objectives defined in its Charter. While the impact
evaluation provided recommendations for strengthen-
ing the program in the future, recipients, donors, and
other stakeholders participating in the review con-
firmed the view that FIRST fulfills an important role in
the global market for financial sector technical assis-
tance. The positive impact assessment, coupled with
FIRST's achievements over the last four years, consti-
tuted a solid foundation for the Governing Council
decision to continue FIRST's operations.



As noted earlier in this report, March 1, 2007
marks the beginning of Phase Il for FIRST. In Phase
I, the World Bank serves as administrator of the
FIRST trust fund and manages it on behalf of the
donors. By channeling assistance through a
Program Management Unit housed in the World
Bank headquarters in Washington, D.C., the model
is expected promote donor harmonization, help
improve coordination among stakeholders, and
increase support of FSAP and ROSC follow up.
FIRST is also expected to benefit from World Banks

oversight, financial and accounting systems, infra-

structure and controls, and procurement processes.

Although now a World Bank trust fund, FIRST
maintains its brand identity in carrying out its
work. FIRST is dedicated to supporting sound and
results-driven projects that contribute to healthy
and dynamic financial sectors in low- and middle-
income countries. The overall objectives, basic
principles and activities eligible for FIRST support

remain unchanged in the second phase.

13
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The importance of credit bureaus is well
understood among donors. By collecting the
individual information lenders need, credit

bureaus widen access to credit by making
lending less risky. They also enable lenders to
reach new borrowers and market segments,
reduce loan defaults, and cut costs through
new technologies (such as automated or
semi-automated loan-decision tools).

Although the International Finance Corporation
supports the emergence and early functioning
of private commercial credit-rating agencies,
similar support is often lacking for commercial
credit bureaus in countries whose financial
system cannot sustain them. FIRST fills this
gap by helping to establish credit bureaus in
countries with less developed financial systems,
such as Zambia, Madagascar, and Lesotho,
and in others wracked by war, such as Timor-
Leste, Rwanda, and Angola.

FIRST’s assistance in setting up credit bureaus
is an essential step in improving access to
finance, notably through microcredit schemes.
It also helps build sound and sustainable
financial institutions capable of managing

risk responsibly, thus improving financial and
economic stability in the country as a whole.

Case study: Establishing a
credit registry in Timor-Leste

Timor-Leste gained its independence in 2002,
after three years under the tutelage of the
United Nations. As a new country devastated
by decades of war, it has had to create a
financial system where none existed. FIRST is
helping Timor-Leste to set up a credit registry
by conducting a feasibility study; estimating the
costs of setting up and operating the registry;
defining the laws and regulations needed to
enable it to begin operations; and then ham-
mering out the details of its operational
requirements.

Through the new registry, Timor-Leste’s financial
sector will gain a source of credit information
that operates in line with international best
practice. The result will be wider access to
credit, better risk management, and more
effective supervision of banks and other
financial institutions.



THIRD-PARTY
LIABILITY
INSURANCE

Most countries require that drivers who cause
death or injury on the road compensate their
victims financially. Because few people have
sufficient resources to make such compensation,
governments typically demand that all drivers
obtain insurance to cover potential claims—a
requirement known as compulsory third-party
liability insurance. The problem is that developing
countries often find it hard to ensure that all
drivers take out insurance, and harder still to
ensure that their insurance scheme is well
managed, pays out quickly and fairly, and cov-
ers its costs and risks. FIRST has helped sever-
al countries to learn from best practices in other
countries, including some developing and
transition countries with effective third-party
liability schemes.

Case study: Reforming third-
party liability insurance in
Macedonia

The compulsory third-party liability insurance
system in the former Yugoslav Republic of
Macedonia was rife with problems. Only half
of drivers took out coverage. Claims were
processed extremely slowly, leaving victims
in the lurch and undermining the credibility of
the scheme as a whole. And premiums were
poorly regulated, making the scheme unsus-
tainable.

Macedonia’s Ministry of Finance asked FIRST
for advice on how to reform the system. FIRST
proposed a reform plan after studying local
conditions and needs, as well as the experience
of other countries (including neighboring Albania)
that had reformed their third-party liability
insurance system. The reform had four aims:

to cut the number of uninsured drivers;

to institute a risk-based approach to setting
insurance premiums; to reduce the litigiousness
of the system and speed claim settlements;
and to improve enforcement, notably by
linking vehicle registration renewals to proof
of insurance.

FIRST offered the finance ministry a menu

of reform options, including one based on

a no-fault system, as recommended by the
FSAP. After the government accepted FIRST’s
preferred option, FIRST fleshed out the
proposals and helped draft the new insurance
law. Once the legislation was approved by
parliament, FIRST provided advice on how

to implement the new system.

15
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Financial expertise can be extremely helpful in
making disaster insurance available in developing
countries, as illustrated by the following two
examples.

ES

; |"I' f F-r li.l.'T".I- 5

Case study 1:

Indian crop insurance

In India, agriculture accounts for a fifth of the
economy and three-fifths of employment.
But the country’s government-backed crop-
insurance scheme covers only 15 percent

of farms—and its huge losses are financially
unsustainable.

India’s government asked FIRST to help a state-
owned insurance company expand coverage,
price it accurately, and better manage risks.
FIRST proposed to limit adverse selection and
moral hazard in a standard way: by setting pre-
miums on an actuarial (that is, risk-related) basis,
with the government making coverage affordable
to poor farmers through upfront subsidies.
FIRST’s solution to the problem of inadequate
information was highly innovative. According to
the FIRST’s design, premiums would be based
on an index of average local crop yields, with
payouts linked to an easily measurable event

outside the farmer’s control, such as a shortfall
of rain. Linking payouts to the weather has another
advantage, as well. It allows the insurance
company to insure itself against the risk of a
catastrophic event, such as a generalized
drought, through the purchase of weather
derivatives (essentially bets on the weather).
The insurer sells to local and international
investors financial contracts under which it pays
out when rainfall is adequate, but collects from
the investors in time of drought. Spreading the
risk of a failed harvest more widely makes the
Indian government’s spending more predictable.

Case study 2:
Mexican catastrophe bonds

An international humanitarian relief effort may help
with the immediate crisis that follows a natural
disaster. However, governments are left to cope
with shattered towns, uprooted plantations,
bankrupted businesses, and broken bridges. By
issuing “catastrophe bonds” in the international
capital markets, governments can purchase
insurance from international investors willing to
forfeit all or part of their investment when a natural
disaster exceeds defined limits, while earning an
above-average rate of interest at other times—
the equivalent of an insurance premium.

With FIRST assistance, Mexico has pioneered
in this field by issuing $160 million in three-year
catastrophe bonds to insure against earthquake
damage. Investors who bought the bonds are
betting that a major earthquake will not hit
Mexico in the next three years. If they are right,
their bonds are repaid after three years. But if
a quake hits, the government retains the full
value of the bonds. In Mexico's case, the gov-
ernment collects the insurance payout if a
guake measuring at least 75 on the Richter
scale hits specific regions, regardless of the
extent of damage.



Mauritius

Drafting Securities Legislation . i
US$48k In several countries that have embarked on ambitious reforms,

FIRST has funded mutually reinforcing projects to optimize impact.
A good example is Mauritius, where FIRST's work has focused on

Strengthening Establishing a

Securities and Second-Tier both industry and regulations.
Listing Securities

Regulations Market ) i i , »
US$197k US$170k FIRST is working to strengthen the potential of the country’s securities

industry and nonbank financial institutions (NBFIs). Projects in cor-

Advice on Establishing Institute of porate governance, financial reporting, and anti-money laundering

i 1
E _ Directors _ E are strengthening the country’s capital markets and other financial
E HEEEl ZOSII;,;;;(O“ L ) E infrastructure. FIRST is also working with the Stock Exchange of

Mauritius to develop a second-tier market for smaller companies’

Establishing a Financial stocks and to diversify its activities. FIRST provides advice on legis-

Reporting Council lation and regulations affecting securities, insurance, and enforcement.
US$300k

In Laos, FIRST is supporting a large loan from the Asian
Implementation of Effective

Anti Money Laundering Measures
US$77k support consists of three linked projects designed to improve the

Development Bank (ADB) for reform of the rural financial sector. Its

environment for private sector providers of finance to the rural and
Preparation of a Corporate urban poor. In China, three related projects are strengthening the

Gove&rg;r;t;t;fode country’s capital markets. In the Slovak Republic, FIRST's projects

have strengthened the
capital markets and corporate governance.

China Slovak Republic

Regulation Strengthening Technical Assistance to the
of the Regulation Financial Market Authority
Distribution and US$93k
of Securities Supervision
Investment of Securities
Funds Firms
US$270k US$375k

MFI Supervision Capacity
Building US$325k

Rural and Rural and
Microfinance J Microfinance
Strategy/ Survey

E Strengthening
Legislation US$155k H

Strengthening
Corporate Bank

Governance
of Listed
Amendments to the Companies US$65k
Securities Law US$307k US$92k

Corporate

US$149k Governance

Wider Asian Development
Bank Rural/Microfinance
Loan Program
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PROJECT COMMITMENTS AND DISBURSEMENTS BY REGION AND COUNTRY
(Fiscal 2006, July 1, 2005-June 30, 2006)

Country / Commitments Disbursements

Region Project Title Sector (US dollars) (US dollars)

SUB-SAHARAN

AFRICA

Ghana Payment Systems Project Design for Payment Systems 47000 44,550
the Millennium Challenge Corporation

Guinea Development of a Microfinance Financial Sector Legal, 300,000 0
Regulatory and Supervisory Framework Regulatory, and Supervisory

Frameworks

Fostering Foreign Exchange Market Financial Sector Diversification 148,000 0
Development

Lesotho Automated Clearing House Systems Payment Systems 47,000 42,189
Project Design for the Millennium
Challenge Corporation

Madagascar Developing a Microfinance Credit Financial Sector Diversification 350,000 0
Information Bureau
Project Design for Assistance on Pensions and Collective
Modernization and Reform of the Investment Schemes 5,000 0
Private Sector Pension Fund

Malawi Evaluation of Central Bank Book Entry  Capital Markets 15,000 13,934
System
Strengthening the Legal Framework for Financial Sector Legal, 290,000 44,503
NBFIs and Providing Preliminary Advice Regulatory, and Supervisory
on Pension Reform Frameworks
Enhancement of Central Bank Book Capital Markets 99,000 31,71
Entry System

Mali Strategy for Introducing Workers' Insurance 553,000 98,671
Hazard, Health Insurance and Funded
Pillar for Public Pensions

Mauritius Establishment of the Mauritius Corporate Governance 38,000 0
Institute of Directors

Rwanda Advice on the Financial Sector Financial System Reform, 538,000 0
Development Plan Policy, and Strategy
Strengthening Supervisory Capacity of  Insurance 208,000 0
the Insurance Commission

Sudan Banking Sector Regulation and Banking Systems 350,000 0
Supervision
Access to Financial Services for Financial Sector Diversification 137,000 0
Farmers in the Gezira Region

Tanzania Capital Markets and Securities Capital Markets 175,000 0
Authority: Development of Operational
Strategy and Implementation Plan
Updating Accounting and Auditing Accounting and Auditing 360,000 0
Legislation

Uganda Strategic Options for Post Bank Banking Systems 141,000 72,507
Uganda

Regional Workshop on Consolidated Supervision Financial Sector Legal, 62,000 38,105

and the Supervision of Conglomerates Regulatory, and Supervisory
Frameworks
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Country /
Region

SUB-SAHARAN
AFRICA

Regional

Regional Total
EAST ASIA AND
PACIFIC

Indonesia

Lao People’s DR

Timor-Leste

Vietnam

Regional Total
EUROPE AND
CENTRAL ASIA

Armenia

Azerbaijan

Georgia

Project Title

Regional Seminar on Risk-Based
Supervision

Financial Sector Assessment of
Microfinance in the CEMAC Zone

Financial Sector Assessment of
Housing Finance in the CEMAC Zone

SADC and East Africa: Project Design
for NBFI Regulator's Strategy and
Capacity Building Program

FinScope Africa: Technical Assistance
for Strategy Development

EASRA: Advice on Achieving
Compliance with IOSCO MMoU

SADC and East Africa: Training
Program for NBFI Regulators

Strategic Options for Reforming Civil
Service Pension and Savings Scheme
(TASPEN)

MFI Supervision Capacity Building

Strategy for Establishing a Credit
Registry

Establishing a National Association
for People's Credit Funds

Regulation and Guidance for
Management of Investment Funds

Preliminary Advice on Establishment
of Unified Regulator

Advice on Establishment of Unified
Regulator

Advice on Insurance Law and
Regulations

T-Bills Process, Municipal Bonds
Issuance

Commitments

Sector (US dollars)
Financial Sector Legal, 29,542
Regulatory, and Supervisory
Frameworks
Microfinance 75,000
Housing Finance 70,000
Financial Sector Legal, 19,350
Regulatory, and Supervisory
Frameworks
Access to Finance 75,000
Capital Markets 155,000
Financial Sector Legal, 410,000
Regulatory, and Supervisory
Frameworks

4,696,892
Pensions and Collective 450,000
Investment Schemes
Microfinance 325,000
Banking Systems 131,200
Financial System Reform, Policy, 360,000
and Strategy
Pensions and Collective 463,000
Investment Schemes

1,729,200
Financial Sector Legal, 24,663
Regulatory, and Supervisory
Frameworks
Financial Sector Legal, 50,000
Regulatory, and Supervisory
Frameworks
Insurance 325,000
Capital Markets 327,000

Disbursements
(US dollars)

29,5642

17454

64,395

7,050

42,680

547,291

14,000

24,663

25,545

95,599



Country /
Region

EUROPE AND
CENTRAL ASIA

Kazakhstan

Kosovo

Kyrgyzstan

Regional Total

LATIN AMERICA
AND
CARIBBEAN

Costa Rica

Mexico

Nicaragua

Regional

Regional Total

MIDDLE EAST
AND NORTH
AFRICA

Egypt

Regional Total

SOUTH ASIA
India

Regional

Regional Total

Project Title

Assisting in the Development of Public
Sector Accounting Standards

Strengthening Banking Supervision

Privatization of Kyrgyz Agricultural
Finance Corporation

Strengthening Public Debt
Management and Developing
Domestic Debt Market

Developing Framework for the
Issuance of Catastrophe Bonds

Design of Management Information
Systems for the Nicaraguan Deposit
Insurance Agency (FOGADE)

AML/CFT Workshop for Regulators of
Casinos and Internet Gaming Entities

AML/CFT Workshop for Caribbean
Insurance Regulators/Supervisors

Securities Supervisors Leadership
Training

Upgrading Third-Party Liability Motor
Insurance Capacity

Development of Crop Insurance

South and East Asia: Workshop for
Emerging Financial Intelligence Units

Professional Risk Managers'
International Association: Development
of Academies in India and Indonesia

Sector

Accounting and Auditing

Banking Systems

Financial System Reform,
Policy, and Strategy

Capital Markets

Financial Sector Diversification

Banking Systems

Market Integrity and Financial
Crime (Anti-Money Laundering)

Market Integrity and Financial
Crime (Anti-Money Laundering)

Capital Markets

Insurance

Insurance

Market Integrity and Financial
Crime (Anti-Money Laundering)

Financial Sector Diversification

Commitments

(US dollars)

80,000

310,000
383,800

1,500,463

532,000

266,000

178,000

56,200

79,000

68,000

1,179,200

110,000

110,000

644,000

77,000

200,000

921,000

Disbursements
(US dollars)

44,085

189,892

3,319

56,825

36,600

96,744

55,694

55,694
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Country /
Region

GLOBAL

Total global

GRAND TOTAL

Project Title

Developmental Implications of
International Taxation and AML/CFT
Initiatives

Technical Reserving for Non-Life
Insurers

Sector

Financial System Reform,
Policy, and Strategy

Insurance

Commitments
(US dollars)

247000

67500

314,500

10,451,255

Disbursements
(US dollars)

114,000

114,000

1,017,621
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INDEFPENDENT ALDIT(:RS" REPORT B

Ta:  The Inmtemational Bank for Reconstuction and Development (IBE12) and [ntermational
Treviebapmeont Association (IDA]
as Acdminisiralors
for the Financial Sector Refurmn aud Strengthening Initiative (TIRST) Funds

W have audited the accompanying combined stalemeris of cash reccipis, dishuriements and
fund ‘balance of FIRST Low |ngome Fumd and  FIRET  Middle  lncome  Fund,
{Financial Secwor Reform and Steengtheming Imbative (FIKSTY Fumds) both of which have
common doners &nd fommen managemenl, as of Jane I, 2006 and for the perisd from
Movember X2, 200% {date of inceprion) o June 30, 2006, This financiel stalement is the
respomsibility of the FIRST Fuids Adminastrators' management. Our responsibility 18 1w express
el opinion on 15 financial statement based on our aodit,

We conducied our audit in accordance with auditing standards gewerally Bexpted inthe §lnited
States of America and Intermational Sundards on Auditing. Those standardy require that we plan
and perform the audin 1o obiain reasonable assurance about whether the Dnancial s1ale ment 15 free
of material misstacctent, These Funds are nol requiced o have, nor wete we sngaged to reclorm,
an audit of their intemal control over Brancial reporing, Our audil ingluded consideration of
imigrmal control over financial regarting 25 1 basis for designing auwdit procedoces thay are
appropriale in the cireumsianses, bul nat for ihe purpose of expressing an opinion oo the
effecliveness of the Funds' internal control over Tinancial repartitig, A<cardingly, we express no
sich epinian, An audit also includes exaiminiag, on a test bagis, evidence suppurting e amounls
and disclosures in the finantial sTatemnent, assessing the accounting principles used and significant
estimates made by wanagement, a5 well ac evaluating the averal| financial slstement presentanion.
W belicye that our audit provides a reasonable basis for cur epinion.

As deserbed i Mote 2 o the Aoanciol statenent, this finaneial statement wes preperad on the
madificd cash receipts and disbursements bagis of acepunting, which is s comprelensive basis el
secounting wiher than aceousting principles gencrally aceepted in the United Saics of America or
International Financial Reporting Standards. This Ninancial statement is not intended 1@ be a
presentation in conformily with accounting peingiples generally accepted in the Unied SHates ol
America or Inlernational Finangial Reporting Standards.



In vur epimion, such Mowoedal stkement presents faily, in all material respects, the combined
fund balpnce of the Financial Sector Refomm and Strengilening Indiative (FIRST) Funds at June
30, 2004 and their combined cash receipts and disbursements for the period from Movember 232,
2002 (date ol inteption) to Juns 30, 2004 an the basia of acernnting described in Mate 2 to the
finangial sigdsment,

Cur audit was conducted for the purpose of forming at opinaon on the financial statement taken
as a whale. The supplementary schedule w the combined stploment of gash regeipts and
gitbursements and fund balanee ingluded on pages 1 4o |0 is presented {or the purpose of
additional analysis and 5 nod & required part of the kasic Mnanc @l staoement, Tlis sgheduke 13 (he
respomsibility of the FIRST Funds Administrators' enanagement, The informnlion in the
supplementary schedole has been sebjected toe the anditing procedures applied in the audit of the
financial swatement and, i0 our apunien, based on our audit s fancly stated i all matdnal respects
when considered in relation o the finantial stacement tiken as a wheole,

Deloctty, + Tovtlie L1E

March 2, 2007
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FINANCIAL SECTOR REFORM AND STRENGTHENING INITIATIVE FUNDS
COMBINED STATEMENT OF CASH RECEIPTS, DISBURSEMENTS AND FUND BALANCE
(EXPRESSED IN U.S. DOLLARS)

November 22, 2002
(date of inception) to
June 30, 2006

Contributions (Note 3 and 6)

Canada $ 8,334,009
Netherlands 7.816,897
Sweden 2,626,714
Switzerland 10,865,198
United Kingdom 26,832,593
Total contributions 56,475,411
Investment income (Note 4) 2,242,826
Total receipts 58,718,237
Disbursements (Note 5 and 6) 18,756,308
Administrative fees (Note 4) 903,607
Coordination Unit and Steering Committee expenses 2,864,717
Total disbursements 22,524,632
Excess of receipts over disbursements 36,193,605

Fund balance:
Beginning of period -

End of period $ 36,193,605

Fund balance consists of:
Share in pooled cash and investments $ $36,193,605

The accompanying notes are an integral
part of this financial statement.



FINANCIAL SECTOR REFORM AND STRENGTHENING INITIATIVE FUNDS

NOTES TO FINANCIAL STATEMENT
June 30, 2006

Note 1 - Organization

The Financial Sector Reform and Strengthening Initiative (FIRST) is a joint initiative being undertaken by the
Department for International Development of the United Kingdom (DFID), the International Development
Agency of Canada, the State Secretariat for Economic Affairs of Switzerland, the Ministry of Foreign Affairs of
the Netherlands, the Swedish International Development Cooperation Agency (jointly referred to as donors),
the International Bank for Reconstruction and Development (IBRD) and the International Monetary Fund (IMF).
IBRD and the International Development Association (IDA) (hereinafter referred to as the Bank) (the adminis-
trator) and the donors entered into agreements, as amended, under which the Bank will administer the grants
made available by various donors to the FIRST Low Income Fund and the FIRST Middle Income Fund (jointly
referred to as the Fund) for the purpose of promoting robust and diverse financial systems in low and middle
income countries. This is the combined financial statement of the FIRST Low Income Fund and the FIRST
Middle Income Fund. IBRD also acts as the Fiscal Agent for the Fund.

FIRST is managed by a governing council (the Governing Council) and two executive arms. A private sector project
management unit (the Management Unit) is responsible for the day-to-day project management of FIRST. An

information and exchange center and public sector project coordination unit (the Coordination Unit) responsible
for donor relations, project proposal generation from IBRD and IMF, and knowledge management activities.

The Management Unit consults with other interested parties it identifies, and also with IBRD and IMF, in clas-
sifying project proposals into three types:

Type 1: These are projects for which the technical assistance is delivered by private sector expertise contracted
by the Management Unit

Type 2: These are projects where there is a need for IBRD and/or the IMF to take a more direct role because
of the project’s context. In these cases, while the technical assistance would be delivered by private sector
expertise contracted by the Management Unit, there would be a definite need for parallel policy support from
IBRD/IMF staff.

Type 3: These projects are those that could only be undertaken by IBRD, IMF or another official agency because
of both their centrality to policy advice and the sensitivities of the grant recipient.

Donors indicate how their contributions are to be allocated between the two funds. The FIRST Low Income
Fund is used (i) to fund grants made to low income countries and (ii) reimburse IBRD and IMF for their expenses
related to Type 2 and Type 3 projects for low income countries. The FIRST Middle Income Fund is used to (i)
fund grants made to middle income countries and (ii) reimburse IBRD and IMF for their expenses related to
Type 2 and Type 3 projects for middle income countries. Other costs associated with the operation of FIRST,
including, but not limited to the operating expenses of the Coordination Unit and the costs of the FIRST
website, are split pro rata between both funds. The administrator’s administrative costs are paid out of the
Fund in accordance with the provisions of the Administration Agreements.

In its capacity as Fiscal Agent, IBRD is responsible for collecting contributions, investing them pending their
disbursement, and disbursing them to, or on behalf of, the Governing Council based upon written requests
from the Management Unit. The responsibility for monitoring the use of the contributions of the Fund rests
with the Governing Council and not with IBRD.

IBRD performs certain administrative, accounting, financial reporting and treasury services related to trust
fund activities on behalf of the Bank. IBRD and IDA are members of the World Bank Group, which also
includes the International Finance Corporation, the Multilateral Investment Guarantee Agency, and the
International Centre for Settlement of Investment Disputes.
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FINANCIAL SECTOR REFORM AND STRENGTHENING INITIATIVE FUNDS

NOTES TO FINANCIAL STATEMENT
June 30, 2006

Note 2 - Significant accounting policies

The accompanying combined financial statement has been prepared on the cash receipts and disbursements
basis of accounting modified to mark investments to market (modified cash basis of accounting). Accordingly,
investment income includes realized and unrealized investment income.

The modified cash basis of accounting is a comprehensive basis of accounting other than accounting principles
generally accepted in the United States of America or International Financial Reporting Standards; contributions
are recorded when collected rather than when pledged, and expenditures are recorded as disbursements when
paid rather than when committed. This combined financial statement is not intended to be a presentation in
conformity with accounting principles generally accepted in the United States of America or International
Financial Reporting Standards.

Transactions recorded in periods subsequent to the combined financial statement date, including refund of
disbursements deemed by management not to be eligible in accordance with the relevant Fund agreements,
whether these transactions relate to the reporting period or to prior periods, are reported in the Combined
Statement of Cash Receipts, Disbursements and Fund Balance in the period the cash transaction occurs.

The Bank is an international organization which conducts its operations in the currencies of all of its members.
Disbursements in currencies other than the reporting currency are translated at the rates of exchange on the
transaction dates. Transaction gains or losses, if any, are borne by IBRD.

Note 3 - Contributions

The resources of the Fund are held in U.S. dollars. Conversions of contributions received in various currencies
into U.S. dollars are initiated by IBRD upon the latter of the receipt of funds, or the receipt of the signed and
countersigned administration agreement. As of June 30, 2006, the contribution amounts committed by the
donors and received by IBRD for the FIRST Low Income Fund and Middle Income Fund are as follows:

Low-Income Fund

Donor Amounts Committed Amounts Received Contribution received
in/converted to US$
Netherlands € 6,660,000 US$ 7816,897 (1) US$ 7816,897
Sweden SKr 20,000,000 SKr 20,000,000 2,626,714
Switzerland SwF 8,400,000 SwF 8,400,000 6,515,392
United Kingdom £ 11,900,000 £ 10,827,756 18,782,815
Total Us$ 35,741,818

(1) equivalent to €6,660,000

Middle-Income Fund

Donor Amounts Committed Amounts Received Contribution received
in/converted to US$
Canada Can$ 12,000,000 Can$ 7.999,960 USs$ 5,668,221
uss 2,665,788 (2) 2,665,788
Switzerland SwF 5,600,000 SwF 5,600,000 4,349,806
United Kingdom £ 5,100,000 £ 4,640,467 8,049,778
Total US$ 20,733,593

(2) equivalent to Can$4,000,000




FINANCIAL SECTOR REFORM AND STRENGTHENING INITIATIVE FUNDS

NOTES TO FINANCIAL STATEMENT
June 30, 2006

Note 4 - Investment income and administrative fees

Amounts paid into the Fund, but not yet disbursed, are managed by IBRD, which maintains a single investment
portfolio (the Pool) for all of the trust funds administered by the World Bank Group. IBRD maintains all trust
fund assets separate and apart from the funds of the World Bank Group. Under the Pool’s investment strate-
gy in effect during the current reporting period, a significant portion of the Pool is invested in liquid instruments
such as money market deposits, U.S. Treasury securities and other high-grade bonds.

Investment income consists of the Fund’s allocated share of: interest income earned by the Pool, realized
gains / losses from sales of securities and unrealized gains / losses resulting from marking the assets held by
the Pool to market. To assist in the defrayment of cost incurred by the Bank for administration, supervision
and oversight of the Fund, IBRD retains for the Bank from the investment income received by the Fund, an
amount equal to 1.6% of the contribution amount. All remaining income is credited to the Fund. Investment
income in the amount of US$2,242,826 was credited to the Fund and administrative fees in the amount of
US$903,607 were deducted by IBRD from the Fund during the period from November 22, 2002 (date of
inception) to June 30, 2006, respectively.

Note 5 - Disbursements

IBRD in its capacity as fiscal agent, disburses amounts from the Fund to a disbursement bank account for
payments to technical assistance providers. The Management Unit engages the technical assistance providers
and supervises their activities. Upon verification of the invoices received from such providers, the
Management Unit forwards these to the Coordination Unit with instructions to authorize payments.

Note 6 - Administrative arrangements

IBRD makes payments from its own resources to external parties in executing Type 2 and Type 3 activities of
the Fund. These payments are periodically reimbursed to IBRD from the Fund. The Fund's disbursements include
amounts for direct staff costs, related benefits and overheads reimbursed to IBRD incurred for activities
consistent with the purpose of the Fund in accordance with the administration agreement.

Pursuant to the grant agreement between IBRD and the Management Unit, IBRD made contributions to the
FIRST initiative under the Development Grant Facility (DGF). As of June 30, 2006, contributions in the amount
of US$1,210,000 have been made by IBRD through the DGF window, which has been fully disbursed by the
Management Unit. In addition, IBRD through the DGF window has provided the Coordinating Unit a further
contribution of US$290,000, which has been fully disbursed by the Coordinating Unit as of June 30, 2006.
These contributions and disbursements are not included in the accompanying combined financial statement,
as they were paid directly to the Management Unit and Coordination Unit for disbursements.

The United Kingdom, acting through DFID, engages and compensates the Management Unit. As of June 30,
2006, DFID has compensated the Management Unit the amount of £5,070,178 (equivalent to US$9,235,583).
In addition, IMF has assigned a staff member to serve with the Coordination Unit. These costs incurred by
DFID and IMF are not included in the accompanying combined financial statement, as they were paid directly
by them to the Management Unit and IMF staff, respectively.

Payments from the Fund to the disbursing bank account have been reported as disbursements and accordingly,
the interest income earned on the undisbursed balance in the disbursing bank account has not been included
in this combined financial statement. During the period from November 22, 2002 (date of inception) to June
30, 2006 interest income including interest on DGF grant in the amount of US$14,835 has been earned on the
undisbursed funds held in the disbursing bank account of the Fund. The balance in the disbursement bank
account representing undisbursed balance and interest income as of June 30, 2006 is US$106,175.
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FINANCIAL SECTOR REFORM
AND STRENGTHENING INITIATIVE

SUPPLEMENTAL SCHEDULE TO
COMBINED STATEMENT OF CASH RECEIPTS,
DISBURSEMENTS AND FUND BALANCE
June 30, 2006

FUNDS
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Management Unit
London

Subhrendu Chatterji / Mark StGiles
(from May 2006)
Managing Director

Robert Woodbridge
Director

Robert Smith
Technical Officer

Cristina Bortes
Assistant Director

Kerry Hamilton
Project Officer

Sofia Martinez / Gulden Bayaz
(from April 2006)
Project Officer

Veda Poon / Hammad Hundal
(from March 2006)
Project Officer

Dian Marner
Accounting Officer

Nikki Cochrane
Program Manager

Lucie Hennelly
Project Administrator

Coordination Unit
Washington, D.C.

Dafna Tapiero / Alexandra Drees-Gross
(from May 2006)
Program Coordinator

Richard Hoffman
Senior Project Officer

Julie Knowles
Chief Administrative Officer

Dilek Goncalves
Senior Project Analyst

Xijia (Lily) Li
Program Assistant

Secretariat
Robert Stone
Secretary to the Governing Council

Katarina Kotoglu
Assistant Secretary

Alexandra Drees-Gross
Program Coordinator

Julie Knowles
Chief Administrative Officer

Robert Y. Liu
Senior Project Officer

Program Management Unit
Washington, D.C.

James Browne Rives
Senior Project Officer

Roman Didenko
Project Officer

Dilek Goncalves
Project Officer

Dian Marner
Accounting Officer

Peggy Johnston
Resource Management Analyst

Jocelyn Severino
Program Assistant
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DONORS

Canadian International Development Agency

www.acdi-cida.gc.ca

Department for International Development of the United Kingdom

www.dfid.gov.uk

International Monetary Fund

www.imf.org

Ministry of Foreign Affairs of The Netherlands

www.minbuza.nl

State Secretariat for Economic Affairs of Switzerland

www.seco.admin.ch

Swedish International Development Cooperation Agency

www.sida.org

The World Bank

www.worldbank.org

"FIRST Initiative is highly skilled in project diagnostic methodology,
renowned for its speed to respond and apt decision making in the

process of project management."

Alhaji Mohammad S. Fofana,

Chairman,

Sierra Leone Stock Exchange Committee,
and Deputy Governor,

Central Bank of Sierra Leone
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