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Foreword from the CEO

Sustainability is in the genes of FMO, it is part of our raison d Etre; without it, there is no long-lasting
private sector development. For people to prosper, pro tand planet are not mutually exclusive.
Pro tability and sustainability go hand-in-hand. Sustainability is therefore, and has always been,

an integral part of our business.

In today s world it is often too easy to have a rather negative outlook on the current state of affairs. Daily headlines
and news programs bombard us with stories of natural disasters, economic crises and political instability.
Reality cannot be ignored, but my personal experience last year was much more balanced. | spent a great deal

of time talking to our clients in all corners of the world. Many of the conversations | had re ected a tremendous
amount of optimism. Our clients in developing countries are moving forward and developing their businesses,
creating jobs and stimulating their local community s economy. They share our sense of entrepreneurship, which
is key to economic development. | have seen the contribution FMO can make to increase development impact and
| feel privileged to lead an organization that helps to spread a positive, yet very realistic, message.

As well as assessing the social and environmental impacts on the communities in which we operate, we also
champion good corporate governance. Without it, corruption breeds and negative impact is high. Good governance
ensures that an organization is transparent, which in turns lends itself to stable, sustainable business; transparency
is a key ingredient for corporate governance and vice versa. | think that governance issues will remain one of the
top priorities on the agenda of the international business community. Good governance is the only effective tool
with long-lasting impact to ght corruption in developing countries.

So far | ve mentioned the impact that our investments have on the economic development, and by extension on
the social and environmental conditions, of the regions in which our projects are carried out. But sustainability
starts much closer to home. We are currently pursuing solutions to compensate for our CO, emissions and
developing a more environmentally conscious procurement policy. For FMO, sustainability is not only core to
the enterprises in which we invest, but also to our own business, although smaller in magnitude.
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Nanno D. Kleiterp

Last year s sustainability reporting process taught us a lot. It forced us to look more closely at our internal
processes; it also encouraged dialogue with our stakeholders. Since the publication of our rst Sustainability
Report we have taken feedback from 10 different stakeholder organizations, and revised the Report s content
based on their comments. The demand was for a shorter, less technical, more concrete Report: one that showed
how sustainability impacts on the day-to-day lives of the people involved in our projects. That s why this

year one of the sections of the Report (pages 12-19) is dedicated to project case studies and real-life dilemmas
encountered in emerging markets in which we invest. Above all, the feedback inspired us to better integrate
the messages of the Annual and Sustainability Reports. They are, after all, not separate issues. This has led

to a decision to fully integrate both reports in 2007, meaning that there will no longer be a separate
Sustainability Report.

We applied the Global Reporting Initiative 2002 guidelines to prepare this report, and believe it represents a
balanced and fair view of our organization s economic, environmental and social performance. Furthermore,
KPMG Sustainability B.V. has given limited assurance to this report. Nevertheless a report will always remain
just an account of the past year; what s important is that we take on new initiatives to improve in the future.
And as last year, | value your feedback. It is only by working together that we shall move the world forward
in a sustainable way.

Arthur Arnold
Chief Executive Of cer
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Key Facts and Figures

20049

2005

FMO clients

New clients contracted (FMO Finance)
Financial sector?
Companies?
Total
Total clients in portfolio ultimo pecember 31, 2005
Financial sector
Companies
Total
Number of A/B/C projects® of newly contracted clients
Environmental
Social
Percentage of A/B projects screened
Percentage of agreed upon action plans
Number of nancial institutions trained in setting up
an environmental & social management program

Economic Development Impact Score (EDIS) ®

Development Impact Indicator (DII)®

43

45

88

198

197

S95

80 2

100%
55%

36

N/A

N/A

20049

52
41
93

213
193
406

81 6
81 4
100%

53%

o o >

36

55.8

390

2005

FMO In-house environment

Energy use related to of ce
Electricity
Energy (district heating)

Business Travel
Plane”

Company car®

CO, Emissions

850 MWh
374 MWh

(4.3 MWh/FTE)
(1.9 MWh/FTE)

6.99 million kms (35,492 kms/FTE)
148,407 liters (1,879 I per car)

856 MWh
344 MWh

(4.2 MWh/FTE)®
(1.7 MWh/FTE)

8.10 million kms (39,890 kms/FTE)
159,826 liters (1,848 | per car)

Plane” 797 tons (4.0 tons/FTE) 921 tons (4.5 tons/FTE)
Company car® 353 tons (1.8 tons/FTE) 377 tons (1.9 tons/FTE)
Energy use 386 tons (2.0 tons/FTE) 378 tons (1.9 tons/FTE)
Total 1,536 tons (7.8 tons/FTE) 1,676 tons (8.3 tons/FTE)
2004 2005

Other
Countries where FMO is active 77 79
Standard & Poor s rating AAA AAA

Y Figures for 2004 have been adjusted to re ect contracted clients rather than
approved projects. The total of 93 clients in 2005 relate to the 96 contracts as

indicated in the FMO Annual Report 2005.
2 See page 8 for more details.
3 For an explanation of the Score Card risk categories (A/B/C) see page 9.
4 Refer to the FMO Annual Report 2005 for more details.
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9 FTE = Full-time equivalent.

92004 gures have been adjusted to re ect a more accurate gure.

7 FMO s developing markets can only be reached by plane.

See page 20 for more details.

8 FMO company cars are mainly an employee bene t and are

primarily for personal use.



About FMO

FMO has a clear mission to stimulate growth in developing countries by investing in successful

entrepreneurship, thereby maximizing sustainable development impact. Our mission is based on

the proven concept that long-term economic growth is stimulated by a healthy private sector.

Our nancial teams proactively seek out potentially successful enterprises and nancial institutions,

supporting their growth through loans and guarantees, equity participations and knowledge transfer.

Our organization

FMO nances sustainable economic development in
challenging high-risk developing markets in Africa,
Asia, Europe & Central Asia and Latin America & the
Caribbean. We build bridges between private sector
entrepreneurs and investment capital and know-how,
working in professional partnership with our clients.

Our clients

FMO s strength is our network of local and

international partners. These include counterparts in
European countries, nancial institutions in our focus
markets, and individual companies in those countries.

Our portfolio

With an investment portfolio (including government
funds) of EUR 2.4 billion, 96 new investments with
93 clients in developing countries in 2005, and 438
projects making up our total portfolio, FMO is one of
the world s largest bilateral development banks for
the private sector.

Our shareholders

FMO is a public-private partnership with the
Dutch Government holding 51 percent and major
Dutch banks owning 42 percent of our shares.
Private companies, trade unions and individuals
hold the remaining 7 percent.

Our products

FMO provides a range of nancial products tailor-made
to support our sustainable development impact goals.
We focus on three key sectors: the Financial Sector as a
means to improve access to nancial services for all
types of enterprises, from large exporting companies
to small and medium-sized enterprises (SMEs) and
micro-entrepreneurs; Infrastructure to create the
backbone for economic activity, from harbors, to
telecom, energy and water; and Trade & Industry to
enhance the development of second tier enterprises.

Our reasons for a Sustainability Report

Making a sustainable difference is more than a slogan
at FMO. We not only talk about it, we also measure
and report on the impact our activities help

achieve. In September 2005 we published our rst
Sustainability Report, not only because transparent
sustainability reporting is increasingly becoming an
industry standard, but more importantly, because
sustainable development is part of what we stand for.
We use our Score Card ex-ante to assess the potential
development impact of a nancial investment and
ex-post to evaluate whether the expected impacts have
been achieved; this assessment is built into our
business strategy and processes. In 2005 we established
the Development Impact Indicator (DII) to measure
our progress in sustainable development impact on
an annual basis.

Our Annual Report 2005 provides more details about
sustainability at FMO. We have also chosen to include
information about our human resources in that report.
Therefore, the Practicing what we preach chapter
in this report only includes in-house environmental
information. The GRI matrix provides references to
both our annual and sustainability reports, which
are conveniently provided to you in one folder.

While both reports can be read independently, FMO
is best understood after reading the combination of
the two. Sustainability is so much a part of how we
do business that it is counter-intuitive to report on
them separately. Just as sustainability is integral to
our business, so is it integral to our annual reporting.
The decision made in 2005 to present these reports
together precludes their full integration into the
Annual Report 2006.
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Our commitment to
sustainable development

In all economies, sustainable growth in prosperity and continuous improvement in living standards can

only be achieved if there is a strong private sector operating within a public-sector framework that

provides an enabling environment. Therefore we invest in potentially successful and well-managed

businesses, nancial institutions and projects. This approach is key in the structural improvement of

all economies and has a major social impact by changing people s perspective and stimulating their

aspirations. By supporting private sector development, the pyramid is impacted positively, stimulating

the creation of a larger and stronger middle class and the ensuing empowerment of people.

High
Income Countries

Top (10%)

Middle (80%)

Bottom (10%)

Investing in entrepreneurship means partnership,
building trust, sharing know-how and managing
and mitigating negative social and environmental
impacts in a responsible way. At the same time,
people, local culture and good governance are key
factors in all our activities. Through this integrated
approach, we support our clients aims of growing
into healthy companies or nancial institutions with
a sustainable outlook. Both capital and know-how
help companies generate sustainable returns. In turn,
the economic vitality that is created by our clients
contributes to increasing prosperity and improves
the quality of the societies in which they operate.

Internal evaluations have con rmed that independent
development impact indicators such as contribution
to economic growth and social and environmental
development impact are interrelated. Our ndings
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Low and Middle
Income Countries

Top (10%)

Middle (10%)

Bottom (80%)

show that most projects that have a positive impact
on economic growth also rate well in terms of their
contribution to environmental and social development
impact, and vice versa. Positive impact on economic
growth therefore requires a minimum level of business
success, which translates positively to sustainability.
On the other hand, FMO clients who do not perform
well economically often place low priority on improving
their social and environmental policies and
management systems. This nding lends support to
the reverse hypothesis: that paying proper attention
to sustainability issues is, generally, good for business.

We are therefore guided by the principles of
sustainable development. The integrated approach
of economic prosperity, social development and
environmental preservation is part of our way of
doing business. We work according to the de nition



of sustainable development of the Brundtland
Commission: Development that meets the needs
of the present without compromising the ability of
future generations to meet their own needs.

As one of the largest Dutch private sector investors
in the developing world, we further aim to make

an effective contribution to poverty alleviation and
the UN Millennium Development Goals of job
creation, access to healthcare and clean drinking
water and global partnerships through co- nancing.
Unfortunately, not all of our efforts to reach these
goals are always clearly measurable.

The governance of sustainability
Sustainability is an integral part of the risk
management system at FMO. In addition to the
general risk management know-how every bank
has, FMO has a dedicated team of 7 (6.3 FTEs)
environmental and social specialists for assessments,
assistance and advice.

The responsibility for FMO s sustainability policy

is vested in our Supervisory Board. As part of its
responsibilities, the Supervisory Board assesses the
policies and progress on sustainability and its impact
on development. With the appointment of Professor
Jacqueline Cramer to the Supervisory Board in 2005,
speci c expertise in sustainability now forms part of
this body.

Standards and policies

The management and mitigation of environmental
and social risks is the basis on which we work.

We have a set of policies on corporate governance
and environmental and social practices that guide
our processes. Our exclusion list identi es no go
activities.

A healthy private sector can only function within an
appropriate public framework. Clear, predictable and
enforceable government regulations and a robust
legal system are necessary for economic stability.
Arbitrary legislation, corruption, bureaucratic systems
and a lack of protection of ownership rights can
create hurdles for entrepreneurs, who therefore make
little attempt to emerge from the informal economy.
Our corporate governance guidelines are based

on international standards as promoted by the
Organization for Economic Cooperation and
Development (OECD) and the Institute of International
Finance (I1F).

For environmental and social assessment, we apply
World Bank and International Finance Corporation
(IFC) guidelines. Furthermore, we apply social criteria
related to labor conditions based on the International
Labor Organization (ILO) conventions. These criteria
are described in more detail in the FMO Policy on
Sustainability and the FMO Social Policy.

These documents, along with the FMO Exclusion List,
are available for review on www.fmo.nl under the

! b &Y

link Publications: Investment Policies.
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Sustainable development
In practice

FMO s mission has practical implications in the communities and environments in which we work.

Our investment of cers and social and environmental specialists regularly carry out detailed

onsite analyses and evaluations based on our investment criteria; these make a real difference to

our decision-making process, which in turn have an impact on the regions in which we operate.

Our nancing process

Our main contribution to sustainable development is
through our core activities: nancing and investing.
This means that nancing decisions are based not
only on nancial viability, but also on the assessment
of corporate governance, and environmental and
social impacts. When nancing companies directly
(company nancing: CF), we assess the activities of
the company; when nancing nancial institutions
(FI), we assess the way the institution screens and
manages these impacts when selecting its clients.

Our nancing process consists of ve basic steps:
1) identifying opportunities

2) appraisal and approval

3) contract

4) monitoring and

5) impact evaluation.

Figure 1
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Careful assessment of the expected impact on people,
planet and pro tis embedded in all ve steps.

FMO actively seeks projects that are aligned with
our investment policies, resulting in around 100 new
company and nancial institution investments every
year. Investment of cers are responsible for making an
initial selection based on these policies. Once selected
for further review, a dedicated deal team is assembled,
made up of one or more investment of cers, legal,
environmental and social experts. Where necessary,
external expertise is brought in. The deal team visits
the company and evaluates the investment plan and
management structure. Using FMO s Score Card ,
the economic, environmental and social risks, the
economic, environmental and social development
impacts, and the special contribution and role of FMO
are assessed. All of these factors are incorporated
into the nancing proposal. This forms the basis for
approval by the Investment Committee and the
Management Board. Figure 1 shows the structure of
the Score Card and its three sections.
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