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1. Introduction

The treatment of animals in the food industry is a prominent social issue throughout the world,
and is gaining attention from individual consumers, national and multinational food retailers,
industry associations, and governments, as well as public and private financial institutions in
both developed and developing/emerging economies. In June 2013, Humane Society
International (HSI) released the original version of this report” that exposed numerous
investments in extreme farm animal confinement practices in non-European Union (EU)
countries. Since then, there have been a number of promising developments with respect to farm
animal welfare and international financing, including:

1. The International Finance Corporation (IFC) updating some of its animal welfare
guidelines and recommendations.

2. The World Bank Group (World Bank) initiating a review of their environmental and
social policies that may include animal welfare.

3. The European Investment Bank (EIB) committing to ensuring lending will reflect
European Union animal welfare standards.

4. The European Bank for Reconstruction and Development (EBRD) including animal
welfare in its updated Environmental and Social Policy.

Since the 2013 HSI report, there have also been meaningful discussions and calls for action
within EU Member States:

Austria: Strategic Guidelines for International Financial Institutions included a call for “animal
husbandry criteria that meet the European standards.”

Denmark, Germany and the Netherlands: Agriculture Ministers commonly declared their
intention “to promote animal welfare in the framework of national and international financial
institutions that engage in the farming sector, as well as in the international policy framework for
national export credit agencies.”

Germany: In an August 2013 resolution, the Conference of German State Ministers of
Agriculture (Conference of Ministers) called on the Government to ensure export credit
guarantees only go to farm animal operations that comply with or exceed national and EU
standards.? In April 2014, they asked the Government to work actively within the International
Finance Institutions (IFIs) towards binding animal welfare criteria based on EU laws when
granting investments. They also asked the Government to initiate a common position of EU
Member States to meet this goal.* Most recently, in October 2015, the Conference of Ministers
acknowledged the efforts of the Government based on the issue being included in the
Government’s comments to the First Draft of the World Bank Safeguard Policies.”

* http://www.hsi.org/assets/pdfs/hsi_ifi_report_june 2013.pdf.
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They did however note that the German government referred to recommendations by the World
Organisation for Animal Health (OIE).® Nevertheless, the OIE does not currently have specific
welfare standards for a number of species, including laying hens and pigs. In fact, OIE standards
allow for the rearing of broilers in cages.” Continually confining broilers in cages on operations
with more than 500 broilers is essentially banned in the EU because the EU requires broilers to
have permanent access to litter.2 The Conference of Ministers also asked the Government to
advocate that the Organisation for Economic Co-operation and Development’s (OECD’s)
Common Approaches use the EBRD’s Environmental and Social Policy alongside the World
Bank standards for benchmarking export credit guarantee grants, and also to seek cooperation
with the EU Commission to this end.’

The United Kingdom: The Government publication “5 year Progress Report on International
Animal Welfare” stated that the animal welfare problems highlighted by the 2013 HSI report
“[were] at odds with the Government’s desire to promote better animal welfare standards
worldwide, with those in the EU as the benchmark.” The Government also called on multilateral
banks to ensure that their lending “strongly supports the delivery of appropriate animal welfare
standards™°

Sow Stalls / HSI
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2. National Policies Protecting Farm Animals

As a significant geo-economic region, the EU has made noteworthy progress in the area of farm
animal welfare. The EU passed the following Directives which protect farm animals:

Council Directive

Purpose

98/58/EC

set general rules for the protection of farm animals, including: movement
“must not be restricted in such a way as to cause [a farm animal]
unnecessary suffering or injury”™!

1999/74/EC

set minimum standards for protection of laying hens, including that
effective 1 January 2012 all caged laying hens must have access to a nest,
perching space, litter and unrestricted access to feed*?

2001/88/EC

set minimum standards for protection of pigs, including banning the sow
stall for most of the sow’s pregnancy

2007/43/EC

set minimum standards for protection of chickens kept for meat
production on facilities with more than 500 chickens, including:
requirement of permanent access to litter, setting minimum space
requirements and requiring owner to maintain a record of stocking density
in each house™

2008/119/EC

set minimum standards for protection of calves, including: banning the
use of narrow crates for young calves and banning individual pens for
calves after eight weeks of age™

2008/120/EC

set minimum standards for protection of pigs, including: pigs must be
housed in a way to allow them to “rest and get up normally”” and be
provided “permanent access to a sufficient quantitﬁy of material to enable
proper investigation and manipulation activities”

EU producers of animal products, particularly eggs and meat, have
responded to this new legislation by adopting housing and
production methods that better reflect concern for animals’ well-
being, resulting in the improved quality of animal products
produced within the EU. The majority of countries still lag
significantly behind the EU in terms of farm animal welfare
standards. The EU is working to include animal welfare in trade
agreements, organises events aimed at promoting its views on
animal welfare, remains active with relevant multilateral
institutions such as the OIE and the Food and Agriculture

Cag,:re Hen / HSI Organisation of the United Nations (FAO), and is exploring ways

to integrate animal welfare into the EU Neighbourhood policy."’

A number of other governments and agricultural producers have either mandated protections to
farm animals or are on record as considering such protections, including, but not limited to:
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Australia

barren battery cages banned in one territory,™ use of stalls for pregnant
sows restricted in two territories and Australian pork producers voluntarily
phasing out sow stalls by 2017,"*?*%" and non-therapeutic removing or
trimming of laying hens’ beaks banned in one territory®?

Bhutan

caged confinement of laying hens banned®®

Canada

all newly built or rebuilt systems must house mated gilts and sows in
groups, any sow housed in a stall must be able to stand or lay down without
touching both sides of the stall, and, by 2024, any sow in a stall must be
able to exercise periodically or turn around in their stall**

India

barren battery cages illegal in majority of states and Animal Welfare Board
of India advising all states to phase out battery cages by 20172°2°

Israel

in process of enacting reforms for laying hens, including setting minimum
standards for raising hens and only increasing production quotas for cage-
free eggs?’

New Zealand

prohibits the use of sow stalls after mating and requires, among other
things, individually-penned pigs to have room to stand up and turn around
without touching walls;?® caged confinement of laying hens being phased
out®

Norway

battery cage use for laying hens banned™

South Africa

Pork Producers Organisation committed to phasing out sow stalls by 2020°"

Switzerland

battery cage use for laying hens banned™

United States

33,34,35,36,37

barren battery cage use restricted in five states and use of sow

stalls banned in nine states®

Battery Cages / HSI
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3. Animal Welfare Standards of International Finance Institutions

IFIs have their own animal welfare guidelines and standards, which are described below. In some
cases, such protections are based upon EU Council Directives. As will be discussed later in this
report, often these recommendations and mandates are not followed.

3.1. The World Bank Group

The World Bank Group consists of five organisations that provide technical and financial
support to developing countries, with the goal of stimulating income growth for the bottom 40%
of every country and ending extreme poverty:3*4°

International Bank for Reconstruction and lends to governments of middle-income and
Development (IBRD) creditworthy low-income countries
International Development Association provides interest-free loans and grants to
(IDA) governments of the poorest countries
International Finance Corporation (IFC) finances private sector investment, mobilizes

capital in global financial markets, and
provides advisory services to businesses and

governments
Multilateral Investment Guarantee Agency promotes foreign direct investment into
(MIGA) developing countries to support economic

growth, reduce poverty, and improve people’s
lives by offering political risk insurance
(guarantees) to investors and lenders

International Centre for Settlement of provides international facilities for conciliation
Investment Disputes (ICSID) and arbitration of investment disputes

3.1.1. The World Bank’s Safeguard Policies

Over the past two decades, the World Bank has developed policies to help identify, avoid and
minimise harms to people and the environment by requiring borrowing governments to address
specific social and environmental risks before receiving funding.*! In 2012, the World Bank
commenced a review of its social and environmental policies that is still in progress. The
consultation phase will close on March 15, 2016.% The policies, known as the Safeguard
Policies, not only govern IBRD and IDA projects, but are also adopted by other development
banks across the globe, including the Asian Development Bank and the African Development
Bank. Together, these institutions are the largest sources of development finance in the world,
and are key influencers in the dialogue on development.*®

Previous versions of these standards did not address animal welfare, though recently
there has been some progress in this regard. For instance, the July 2015 Draft of the

T Together, IBRD and IDA are referred to as the World Bank.
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Proposed Environmental and Social Framework contains the following paragraph that the
World Bank stated a Guidance Note would be developed from:***

Borrowers involved in the industrial production of crops and
animal husbandry will follow GIIP [Good International Industry
Practice] to avoid or minimize adverse risks and impacts and
resource consumption. Borrowers involved in large-scale
commercial farming of animals for meat or other animal products
(such as milk, eggs, wool) will employ GIIP in animal husbandry
techniques, with due consideration for religious and cultural
principles.

While it is encouraging that animal husbandry is mentioned, there is
no explicit reference to animal welfare, whether with regard to
breeding, rearing, housing, transporting or slaughtering. Further, it is
questionable why the paragraph should only apply to large commercial
operations, as opposed to all commercial operations, regardless of
their size. Finally, as will be discussed below, the World Bank’s IFC
has already developed animal welfare recommendations and
guidelines in the form of a Good Practice Note. These guidelines
should be incorporated into all relevant World Bank Group
organizations and policies, including the Safeguards Policies.
Otherwise, the validity and enforceability of World Bank standards are
weakened.

Sow Stall / HSI

3.1.2. The International Finance Corporation

The IFC is the largest global development organisation focusing on private sector lending in
developing countries.*® As discussed below, the IFC employs four different guidelines when
assessing potential projects and ultimately dispersing loans to private entities.

3.1.2.1. The IFC’s Good Practice Note on Animal Welfare

In 2006, the IFC introduced the GPN on Animal Welfare in Livestock Operations, a set of
guidelines and recommendations developed for the IFC’s agribusiness clients, including:*’

housing should “allow all animals space to stand, stretch, turn around, sit, and/or lie down
comfortably at the same time”

animals should be able to “directly interact with herd or flock mates”

“[s]tocking densities should be low enough to prevent excessive temperatures and humidity;
competition, stress, and aggression between animals, and abnormal behavior; and to enable
good litter management”

surfaces and flooring should “provide for the animal to bear weight on the entire sole of the
foot”
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However, by 2010, HSI and other animal protection organisations had begun to express concern
that IFC investments may not consistently conform to the GPN — particularly as these guidelines
are not binding.

In December 2014, the IFC released its GPN on Improving Animal Welfare in Livestock
Operations, which supersedes the 2006 GPN. This document reflects feedback given from a
number of stakeholders, such as HSI and the OIE. Like the 2006 version, the GPN cites the Five
Freedoms of Animal Welfare.} If implemented properly, the Five Freedoms prevent:*

confinement of hens in battery cages
confinement of sows in stalls
confinement of dairy calves in veal crates

It should be noted that the 2014 GPN appears to
place particular emphasis on OIE guidance,
referring to their standards as the “de facto
international reference for animal welfare” and
“envisag[ing] that they will be increasingly used
as a basis for bilateral agreements between OIE
member countries.” The 2014 GPN also notes that
“OIE standards may be particularly useful in
countries and contexts with poorly developed
animal welfare standards.”*

2471
am

Battery Cages / HSI

OIE standards, though, have not yet been developed for major species of concern, including egg
laying hens and pigs, at least as of February 2016. Additionally, current OIE standards for broiler
chickens allow for the caged confinement of birds,*® a practice strongly criticised by consumers
and animal welfare group for its cruelty.

The IFC’s emphasis on the animal welfare standards being developed by the OIE may
overshadow the more progressive aspects of the 2014 GPN, and it is not clear whether the yet-to-
be developed standards will prevent extreme confinement practices. Further, OIE standards are
designed to serve as a baseline for food safety, biosecurity, and animal health and welfare. The
[FC’s standards, on the other hand, should help agribusiness companies in developing and
emerging economies access the growing global market for higher welfare eggs, meat and milk by
adopting best international practices.

* Originally conceived by the United Kingdom Farm Animal Welfare Council, the Five Freedoms of Animal Welfare are: (1)
Freedom from hunger and thirst; (2) Freedom from discomfort; (3) Freedom from pain, injury, and disease; (4) Freedom to
express normal behavior; and (5) Freedom from fear and distress, citing: Farm Animal Welfare Council. 2012. Five freedoms.
webarchive.nationalarchives.gov.uk/20121007104210/http:/www.fawc.org.uk/freedoms.htm. Accessed 4 January 2016.
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HSI is also aware that agribusiness companies planning major expansions seek capital
investments from multiple sources. We are concerned some companies may circumvent animal
welfare considerations by only seeking IFC financing for feed mills or other aspects of their
vertically integrated operations that have no direct animal welfare impacts, while financing
animal housing facilities through other private sources. However, regardless of how IFC
financing may be applied, it will ultimately go towards supporting an increase in animal
production. Therefore, the GPN must apply to all aspects of a client’s operations and not just
those specifically being financed by the IFC. Continuing with the example above, this would
mean that a vertically integrated agribusiness company that receives an IFC loan for the
construction of a feed storage unit would still be required to bring its animal welfare practices in
compliance with the GPN on animal welfare.

There is also the issue of how and to what extent the GPN will be enforced: Responding to a
parliamentary question, the Austrian Ministry of Finance stated that “Austria is, together with
other EU Member States, calling for a binding character of the GPN.”! However, the GPN does
not currently function as a binding set of standards, but rather as a set of suggested good
practices.

3.1.2.2. The IFC’s Performance Standards

The 2014 GPN is intended to complement the IFC’s 2012 Performance Standards on
Environmental and Social Sustainability.>® Last updated in 2012, these Performance Standards
specify IFC clients’ responsibilities for controlling their environmental and social risks.>®
Performance Standard 6 states that clients engaged in the primary production of living natural
resources, including animal husbandry will manage those resources sustainably, by applying
“industry-specific good management practices and available technologies.”>* The corresponding
Guidance Note expands on this reference to industry-specific management practices. It points to
its own EHS Guidelines and GPNs as useful initial sources for clients, noting that new materials
are being published regularly.®

The Equator Principles, which are based on the IFC’s Performance Standards,® are followed by
83 major private institutions (including Citibank, Rabobank, Lloyds Bank and JP Morgan
Chase). Together, they account for over 70 percent of international project financing in emerging
markets.>’

3.1.2.3. The IFC’s Environmental, Health and Safety Guidelines

The IFC’s EHS Guidelines provide general and industry-specific examples of GIIP. IFC uses the
EHS Guidelines as technical references when appraising project activities. The EHS Guidelines
contain performance levels and measures that the IFC considers to be acceptable and generally
achievable in new facilities. Application of EHS Guidelines to existing facilities may require
site-specific targets and an appropriate timetable for completion.*®

Published in 2007, the EHS Guidelines on Mammalian Livestock Production,> Poultry
Production® and Aquaculture® deal specifically with animals kept for food production. The
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EHS Guidelines for mammals and poultry state that the IFC GPN on Animal Welfare should be
used for “guidance” on animal welfare. The Guidelines for aquaculture do not mention animal
welfare. In 2013, the World Bank began a three-year process to review and update its 2007 EHS
Guidelines. However, the process is behind schedule and the revision of the EHS Guidelines
related to farm animals has not yet begun.®?

3.1.2.4, The IFC’s Environmental & Social Reviews

As part of the loan process, the IFC generates an Environmental and Social Review Summary, a
publicly disclosed document describing the environmental and social risks and potential impacts
of the project. The document also includes an Action Plan detailing how the client should
mitigate such risks and impacts. As part of the review process, the IFC classifies the level of
potential adverse harm created by the project as either A, B or C:®®

Category A Project: “significant” and “diverse, irreversible, or unprecedented” impacts

Category B Project: “limited” impacts “that are few in number, site-specific, largely reversible”

Category C Project: “minimal or no adverse” impacts

Farm animal projects are generally classified as
Category B by the IFC,* indicating limited potential
for adverse environmental or social impacts.®
Industrial farm animal production facilities, though,
have been known to have significant negative
impacts on the environment and surrounding
communities.®® When a project is classified as

| Category A, the public is allowed additional time to
review details of the project, as compared to
Category B and C projects. Category A projects also
receive additional and higher-level review by IFC
staff."’

Tl

Sow Stalls / HSI

3.2. The European Investment Bank

The EIB is the EU’s bank, owned by and representing the interests of the EU Member States.
The EIB works closely with other EU institutions to implement EU policy.® In 2014, the

EIB made over EUR 77,000,000,000 worth of investments, making it the largest multilateral
lender in the world.®® In July 2015, the EIB signed a Memorandum of Understanding with the
FAO aimed at encouraging “investment operations in agriculture, private sector development and
value chains that promote both EIB’s priorities and FAQO’s strategic obj ectives.”"®
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3.2.1. The EIB’s Environmental and Social Policy

The EIB’s Environmental and Social Policy, published in 2009, does not mention animal
welfare. The document does incorporate legislation pertaining to biological diversity and
e conservation of wild animals.” In instances when the EIB funds
~~_ projects involving animal testing, animal welfare is sometimes
included in the review.”>"

Though there is no explicit animal welfare requirement for EIB
lending, the EIB reportedly gives preference to companies “that go
further than the statutory requirements with respect to sustainability,
' in areas such as ... animal welfare.”’* Moreover, according to a 30

. November 2015 communication from the EIB, animal welfare

- standards will be included in the next Environmental and Social
Practices and Procedures Handbook. Highlights of the new EIB
standards will reportedly be as follows:”

Cage-Free Hens / HSI

all livestock operations will apply good international practice and international standards of the
OIE, including the Five Freedoms

in EU, EU candidate, EU potential candidate and Eastern Neighbourhood countries, operations
will comply with national regulations as well as EU legislation and associated standards

in other countries, operations will adopt good international practice, implement national
legislation and standards from multi- and bi-lateral agreements, and align with EU legislation

3.3. The European Bank for Reconstruction and Development

The EBRD was established in 1991 to help Central and Eastern European countries transition to
market-oriented economies.”® Currently, the EBRD is active in additional regions, including the
Southern and Eastern Mediterranean and Central Asia.”” The EBRD is owned by the EU, the EIB
and 64 countries.”® From 1991 to 2014, the EBRD financed more than 4,000 projects amounting
to a business volume of over EUR 90,000,000,000.”° As of January 2015, the EBRD had a net
cumulative investment in agribusiness of EUR 8,600,000,000.%°

3.3.1. The EBRD’s Environmental and Social Policy

In 2014, the EBRD updated its Environmental and Social Policy and included animal welfare.
EBRD Performance Requirement 6 “Biodiversity Conservation and Sustainable Management of
Living Natural Resources,” paragraph 28 reads: “Clients involved in the farming, transport and
slaughtering of animals for meat or by-products (e.g. milk, eggs, wool) will adopt and implement
national regulatory requirements, relevant EU animal welfare standards and [Good International
Practice], whichever is most stringent, in animal husbandry techniques.” The standards apply to
projects initiated after 7 November 2014.%* This is the first time that an IFI has adopted binding
animal welfare criteria for investments. The revised standards followed the 2013 version of this
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report that exposed numerous investments in extreme farm animal confinement practices in non-
EU countries. As detailed in HSI’s 2013 report, some of the facilities receiving EBRD support
prior to 2013 employed battery cages and practices that had already been phased out in the EU.

4. International Finance Institutions and Farm Animal Projects

Investment project descriptions produced by IFIs are often lacking information that would allow
an assessment of animal welfare. When animal welfare is mentioned, details of housing
conditions or stocking density are rarely mentioned. This is true even when animal welfare is
listed as a key environmental risk and issue. Frequently, animal welfare is listed as something
that needs to be improved but specific details about what needs to be improved are absent.
Where animal welfare is cited as being substandard, corrective actions are not always included
amongst the tasks a company must complete.

Based on the above, there is rarely a way to judge whether IFIs are in fact adhering to their own
guidelines for lending and whether the companies they finance are following the standards set
out for them. Below are examples of companies and projects funded by IFIs that either fall
considerably behind EU mandated requirements as well as internationally recognized standards,
or whose project details are so lacking, assessment of animal welfare is impossible.

4.1. Myronivsky Hliboproduct
Lender / Loan Approval Date: IFC / 29 May 2014
Project Location: Ukraine
Amount: USD 250,000,000 (100,000,000 loan, 75,000,000

Managed Co-Lending Portfolio Program,
75,000,000 B® loan)

Project Details: Expand operations at Vinnytsia poultry complex
Lender / Date Loan Signed: EIB /1 December 2014

Project Location: Ukraine

Amount: EUR 85,000,000

Project Details: Build chicken fodder production complex near

Ladyzhyn in the Vinnytsia region

Lender / Loan Approval Date: EBRD /28 October 2015
Project Location: Ukraine

Amount: USD 85,000,000

Project Details: Fodder production

5 B loans are part of the IFC’s syndicated loan programme, in which the “IFC acts as a catalyst in raising capital from foreign and
domestic sources, in both private and public markets, for projects in the private sector of its member countries, citing:
International Finance Corporation. Syndicated loans & management.
http://www.ifc.org/wps/wem/connect/Topics_Ext_Content/IFC_External_Corporate_Site/IFC+Syndications/. Accessed 2
February 2016.
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The Ukrainian company Myronivsky Hliboproduct (MHP) is one of the largest poultry producers
in Europe.®> MHP is wholly owned by MHP S.A., a holding company in Luxembourg.®* MHP
Board member John Rich is an agribusiness consultant for the IFC and IFC invested clients.®*
Since 2003, MHP has received more than USD 500,000,000 in loans from the IFC alone.®®

From June 2014 to the end of December 2014, MHP exported more than 16,500,000 kilograms
of poultry meat to the EU with zero import duty.®® From 1 January 2015 to 1 October 2015,
MHP’s sales of chicken meat to the EU increased 80%.%” According to a 2015 MHP business
presentation, MHP is aiming to become the largest poultry producer in Europe, in part by
expaBQding into the EU through the acquisition of a poultry producer or meat processor in the
EU.

On their website, MHP makes a number of claims concerning animal welfare, including
committing to “the most humane methods of poultry rearing,” utilizing “calming measures
before slaughter,” and “ensuring instant and painless death.” MHP’s Poultry Welfare Policy
claims that MHP “follows the best international practices” and commits to “comply[ing] with the
highest welfare standards.” MHP also states that “[IFC and EBRD] representatives visit [MHP]
enterprises regularly, giving [MHP] recommendations concerning possible innovations and
improvements, which [MHP] implement[s] successfully.”®® MHP also claims to follow “the
scientific standards of the [EU] for the protection of animals and the guidelines of the [OIE].”*
Notably, MHP produces foie gras,®* the production of which involves force feeding ducks and
geese enormous quantities of grain. Foie gras production is banned in many EU countries and
widely-condemned by animal welfare organisations.*> MHP exports foie gras to Estonia,
Hungary and France.”

As described in HSI’s 2013 report, MHP received hundreds of millions of USD in support from
the IFC and the EBRD for the expansion and maintenance of its operations. Both the IFC and
EBRD documents indicated that the facilities were in line with EU animal welfare standards and
the IFC GPN. Nevertheless a 2010 EBRD assessment also stated that the consultants found “a
number of improvements needed to comply with the Bank’s [Performance Requirements], such
as animal welfare.”®

In 2013, the EBRD loaned MHP an additional USD 55,000,000 to finance operations in Russia
and Ukraine. In a loan document, the EBRD states: “The [2010 audit] include[ed] an assessment
of animal welfare issues and not[ed] that animals observed were in good condition and

appropriate policies and procedures ha[d] been developed to manage animal welfare issues.”®

In May 2014, the IFC approved another USD 100,000,000 loan to MHP to support further
expansion in Vinnytsia and to refinance its Eurobond. In addition to the loan, MHP would be
eligible for an additional USD 150,000,000 from other lenders, including USD 75,000,000 from
the IFC through a Managed Co-Lending Portfolio Program.® The IFC’s 2014 loan package, its
fifth investment in MHP, constituted the IFC’s biggest investment in Ukrainian agribusiness.97
The 2014 Environmental & Social Review Summary states the following about animal welfare:
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“Animal welfare policy consistent with the European Union Directives 98/58