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EXECUTIVE SUMMARY

This document is designed to describe the entire process of environmental and social risk
management and is applicable for all the Bank’s staff who have dealings with external customers
directly or indirectly. This policy/procedure sets out the Bank’s path for managing its exposure to
environmental and social risks resulting from its dealings with borrowers, their assets and their
business activities.

The document is based on European Investment Bank’s (EIB) “Environmental and Social Standards”,
published on 2 February 2022:
https://www.eib.org/attachments/publications/eib _environmental and social standards en.pdf

The Standards are the state-of-the-art set of principles and norms for Banks and other Financial
Intermediaries throughout the world. In particular, they set out how the environmental, climate and
social (ECS) impacts and risks arising from sub-projects shall be identified, assessed for their
significance, managed and monitored, in line with applicable requirements (national and
international).

The list of Standards:

Standard 1 — Environmental and Social Impacts and Risks
Standard 2 — Stakeholder Engagement

Standard 3 — Resource Efficiency and Pollution Prevention
Standard 4 — Biodiversity and Ecosystems

Standard 5 — Climate Change

Standard 6 — Involuntary Resettlement

Standard 7 — Vulnerable Groups, Indigenous Peoples and Gender
Standard 8 — Labour Rights

Standard 9 — Health, Safety and Security

Standard 10 — Cultural Heritage

Standard 11 — Intermediated Finance

Furthermore, the adherence is observed in relation to the EIB’s list of eligibility, excluded activities
and excluded sectors list:

https://www.eib.org/attachments/publications/eib eligibility excluded activities en.pdf

To be specific, the Bank strives to apply all standards in their entirety, in particular those referred to
the countries outside of EU and EFTA, Candidate and potential Candidate countries, i.e. so called
“rest of the world”.

1 INTRODUCTION

It is the policy of XYZ Bank Uzbekistan (the Bank) to conduct its business as a good and responsible
corporate citizen. Accordingly, the Bank strives to comply with all the laws and regulations of
Uzbekistan, including those dealing with environmental and social issues and is driven to improve
environmental and social (E&S) risk management capacity to reduce credit and liability risks.


https://www.eib.org/attachments/publications/eib_environmental_and_social_standards_en.pdf
https://www.eib.org/attachments/publications/eib_eligibility_excluded_activities_en.pdf
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In addition, as a professionally-run financial institution, the Bank manages different categories of risks,
including liability risk, financial risk, reputational risk, operational risk, credit risk and market risk. The
Bank’s exposure to environmental and social risk may represent financial, legal and reputational
consequences. Environmental and social risk management requires that the Bank identify, measure,
control and monitor possible adverse environmental events that may affect its professional reputation
and financial situation and may result in legal liabilities. Environmental and social issues include but
are not limited to environmental pollution, hazards to human health, safety and security, impacts on
community and threats to biodiversity and cultural heritage.

The Bank has also set an internal policy/procedure for dealing with the external complaints directed
to the Bank or to its customers. This procedure is applicable for the entire bank staff who participate
in the process of customer service. In case a customer or a third party complaint to the intermediaries
for the product or the service of the bank, the bank has the responsibility for the resolution of the
complaint. Any complaint against any intermediary related to products or services provided by the
bank, the complainant should be informed that the financial institution that the intermediary
represents is ultimately responsible for handling the complaint and therefore the intermediary must
pass on the complaint without delay. Complainants shall be informed about the resolution of their
complaint. The response shall be reasonably concise and written in plain language with minimum use
of legalistic or professional language. Complaints should be handled and resolved promptly. Each
complaint should be evaluated within __ hours. A decision about the complaint should be made
and communicated to the complainant within ___ hours,  working daysorten __ working days
based on the complaint priority. For complex complaints the deadline may be extended to
working days. We should inform the complainant immediately about the extension, its cause and
expected date when the bank investigation and evaluation is likely to be completed. The total duration
of the extension shall not exceed working days.

The purpose of internal Bank grievances is to allow employees to submit their individual formal
complaints regarding an alleged violation of bank policies and procedures, which can also relate with
the treatment, harassment and dissatisfaction at work. Employees must address their grievances with
factual support to their line management and/or to Human Resources Department for resolution.

If applicable [the Bank is signatory to financial and other agreements with international financial
institutions (e.g. EIB, EBRD, IFC) that require that the Bank abstain from financing projects that may
be harmful to the environment or detrimental to public health and safety.]

2 POLICY OBJECTIVES

This document establishes the Bank’s vision and mission with respect to the environment, social and
governance (ESG) aspects of development. The Bank recognizes the importance and relevance of
environmental and social risk management. In this regard, the Bank is committed in identifying and
addressing all short, medium and long-term environmental and social risks associated with its
activities by effecting sound environmental and social risk management at the Bank’s client level.

The Bank is committed to:

- Incorporating environmental and social risk considerations into its financing activities;
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Setting strategic environmental and social objectives that address environmental and social
sustainability;

Excluding financing clients whose business activities do not meet the Bank’s principles and the
XYZ Bank Exclusion List — Annex 1 [If applicable, with reference to international organizations
exclusion listsi.e. EIB, IFC, EBRD, KfW, etc] and conducting proper Environmental and/or Social
Impact Assessment (ESIA) prior to financing of any project classified as high ESC risk projects
Annex 2,

“High ESC risk projects”: projects that are likely to have significant environmental, climate
and/or social impacts and risks and require the preparation of an Environmental Impact
Assessment (EIA)/Environmental and Social Impact Assessment (ESIA) report due to: ii)
national and/or EU Law requirements; or ii) determination made by the competent authorities
in the host country and/or by Fls on a case-by case basis

Assisting its clients in identifying, mitigating and managing environmental and social risks;
Establishing environmental and social requirements for its clients;

Developing an Environmental and Social Management System (ESMS) which screens
investments against the XYZ Bank Exclusion List and is in line with the applicable Uzbek
environmental and social legislative requirements and relevant international best practices,
where applicable;

Communicating environmental and social expectations to all staff, clients and other external
stakeholders;

Committing to improving the overall environmental and social performance of its portfolio
through enhanced risk management.

This policy sets out the Bank’s path for managing its exposure to environmental and social risks
resulting from its dealings with borrowers, their assets and their business activities.

The objectives of the policy document are as follows:

to inform the staff of the Bank’s obligations under the Environmental and Social Risk
Management Policy and existing laws and regulations in Uzbekistan;

to make the Bank staff aware of environmental and social issues, and their potential impact
on the Bank;

to identify, measure, control and monitor the Bank’s exposure to environmental and social
risks;

to establish criteria for selecting borrowers and projects that meet acceptable environmental
and social standards;

to introduce tools to facilitate the screening of projects that meet such standards, and to
monitor their on-going compliance with these standards.

3 THE LEGAL ASPECT OF ENVIRONMENTAL AND SOCIAL PROTECTION IN UZBEKISTAN

Legal framework in Uzbekistan promotes integral system of environmental protections, risk reduction
for human life and health according to the concept of sustainable development.

Legal framework aims to encourage rational use of natural recourses and limitation of pollution
discharge on environment, prevention of damage, rehabilitation and improvement of defective
environment.


http://firstforsustainability.org/risk-management/managing-environmental-and-social-risk-2_2/components-of-an-esms/environmental-and-social-standards/
http://firstforsustainability.org/risk-management/managing-environmental-and-social-risk-2_2/implementing-an-esms/internal-communication-and-training/
http://firstforsustainability.org/risk-management/managing-environmental-and-social-risk-2_2/managing-environmental-and-social-risk-2_2_2/responsibilities-and-decision-making/
http://firstforsustainability.org/risk-management/managing-environmental-and-social-risk-2_2/business-case-for-managing-environmental-and-social-risk/benefits-of-addressing-environmental-and-social-risks/
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Furthermore, regulatory framework also provides improvement of environmental conditions in
correlation with life quality and protection of human health, saving and maintenance of natural
recourses, those renewable and un-renewable as well as its sustainable management.

XYZ Bank Uzbekistan as one of the crucial players of the financial sector in Uzbekistan has a role in
stimulation and public participation on activities related to environmental protection. XYZ BANK
promotes loan products, especially mortgage loans, which are considered energy efficient and
continues to seek projects in “green” housing that conserve energy and natural resources, promote
health, and provide easy access to jobs, products and services that are environmentally friendly.

According to the Law on Environmental Protection (link) the following bodies are responsible for
administration of environmental protection, the Government on the national level and municipalities
on the local level:

- [l

According to the Law on Safety and Health at work (link) employers are obligated to create
environmental conditions that prevent any hazards that may have adversary effect on employee’s
health and take any necessary measures and preconditions that aim to improve working conditions
and create healthy working environment for them.

- [l

4 XYZ BANK’s DIRECT EXPOSURE

The Bank is exposed to environmental and social risks either directly through its own activities, or
indirectly through the operations of enterprises to which it extends credit and which pledge assets as
guarantee for their loans.

Because of its nature as a financial institution, the Bank’s day-to-day operations have
little/medium/high negative impact on the environment and are generally not dangerous for the
health and safety of its employees.

It is the Bank’s policy to make sure that its staff operates in a healthy and safe environment. The Bank
also encourages its staff to minimize the environmental impact of their activities, more specifically by
adopting the following measures:

Examples:
- Energy efficiency measures (lightbulbs, insulation, etc)
- buying vehicles that are energy efficient;
- using power generators with limited emissions and noise;
- managing solid wastes, particularly by recycling paper and plastic items whenever possible;
- disposing of old electronic equipment, including computers, in ways that are not harmful to
the environment.
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5 XYZ BANK’s INDIRECT EXPOSURE

A client’s exposure to environmental and social risk involves the potential of an adverse event that
may have implications for the client and may jeopardize its financial and operational viability. Client
activities may cause environmental impacts, present a hazard to human health, or could negatively
affect the surrounding community as a result of improper management. Because these risks may
present a credit, liability or reputational risk to financial institutions, they can take steps to identify
and mitigate these risks. High environmental and social risk is generally associated with industry
sectors such as extractive industries, infrastructure, construction, large scale agriculture and
manufacturing.
The unexpected implications of environmental and social risk associated with a client’s operations
ultimately also impact the Bank as a result of the transaction that links the client to the Bank. The
unexpected implications for a client may include:

- Disruption of operations;

- Legalissues;

- Loss of market share;

- Liabilities and market devaluation;

- Poor reputation.

6 ENVIRONMENTAL AND SOCIAL RISK MANAGEMENT PRINCIPLES

The Bank considers that its business activities should at all times be guided by the following principles:

- Conditions: Performance Standard 1, 8, 9 and 11 should be applied generally to conduct its

activities with due regard to environmental and social factors and with the principles of
environmentally sound and sustainable development in Uzbekistan;

- to comply with Uzbekistan’s laws and regulations dealing with environmental and social
issues, and ensure that the borrowers and projects it finances do likewise, for instance by
ensuring that they have obtained all necessary permits and licenses;

- to abide by the environmental and social requirements of the international agencies with
which it has concluded financing and other agreements

- in cases of project finance and corporate loans with a tenor of not less than 36 months and
funding as part of a project amounting to at least €10 million of total capital cost. In such cases
all EIB Standards 1, 8, 9 and 11 should be applied.

- in cases where other corporate loans provided to a single client exceed €5 million, on an
aggregated basis over the prior 36 months. In such cases EIB Standard 11 should be applied

- to screen prospective borrowers and projects based on their potential impact on the
environment and the health and safety of their workers;

- to take into consideration the environment and public health and safety when selecting the
assets it takes as collateral for loans;

- to monitor the business activities of the borrowers and projects it finances to ensure that they
comply with acceptable environmental and social standards on an on-going basis.

7 ENVIRONMENTAL AND SOCIAL RISK MANAGEMENT GUIDELINES

The Bank intends to manage its exposure to environmental and social risk by following these main
policy guidelines:
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abstaining from financing projects that fall under the XYZ Bank Exclusion List;

conducting an environmental and social due diligence process for all projects depending on
their risk category as per the XYZ Bank Project Risk Categorization List;

any financing of projects depending on their risk categories as per the XYZ Bank Project Risk
Categorization List should include a detailed due diligence for proper evaluation of the risks,
ensuring that those risks are mitigated and managed. In addition, external consultants may be
used if necessary, in case of high risk projects.

ensuring that prospective borrowers have all the necessary licenses and permits and comply
with their conditions;

reaching an agreement with prospective borrowers on corrective measures if necessary to
comply with said licenses and permits (to be included in all loan agreements);

monitoring the environmental and social situation of borrowers’ activities on a regular basis,
and promptly reacting with appropriate measures in the case of events in their operations
that may have damaging environmental consequences.

8 ASSIGNMENT OF RESPONSIBILITIES

Responsibilities for ensuring compliance with the Bank’s Environmental and Social Risk Management
Policy rests primarily with the Bank’s Management Board and Environmental and Social Manager of
the bank while the responsibility for implementation of the Environmental and Social Risk
Management Policy is within Credit and Risk Management Department, with some responsibilities
being assigned also to Front Line Employees and to Legal Department.

8.1.1 Management Board Responsibilities:

The Management Board is responsible for the Bank’s overall commitment to environmental and
social objectives. The Management Board establishes the Bank’s environmental and social
requirements and conditions for clients.

If cases of unresolved environmental and social issues or non-compliance associated with a
transaction that cannot be resolved, the Management Board determines the appropriate course of
action to follow.

8.1.2Environmental and Social Manager Responsibilities:

The main responsibilities of the Environmental and Social Manager are summarized below:

Oversee the Bank’s environmental and social risk management and assure implementation
of the ESMS;

Ensure the coordination and integration of E&S risk management procedures with the
Bank’s internal credit process;

Report any major issues to the Bank’s Management Board and secure the support for
approval of E&S risk management issues by the Management Board,

Review and approve the Bank’s ESMP (Annex 3);

Identify potential difficulties with operational aspects of ESMS implementation and making
changes as necessary;

10
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Supervise environmental and social compliance of a target client company with applicable
requirements from time to time, which may include:

o Conducting site visits, reviewing clients’ annual reports, and recording clients’ E&S

ongoing performance.

Review the scope of ESMS procedures to ensure that emerging environmental and social
risks of projects are detected and identified during the due diligence process;
Update E&S Risk Management Policy/Procedure to reflect revisions in applicable Uzbekistan
laws on environment, health, and safety;
Report immediately to the Management Board and any other relevant international
institutions if XYZ BANK clients experience major accidents or incidents;
The Management Board and any other relevant international institutions (including EIB) will
be informed in written (email) as soon as any significant accident/incident has happened
with XYZ BANK clients which may or may not receive media attention. This information will
be conveyed by the Environmental and Social Manager of XYZ BANK (who coordinates
closely with XYZ BANK Public Relations and the Management Board).
To ensure that the borrowers report accidents/incidents to the Bank in a timely manner, and
no later than three days after occurrence, a clause stating this point will be included in all loan
agreements (to be included in all loan agreements);

8.1.3 Front Line Employees Responsibilities:

The principal responsibilities of Front Line Employees with regard to environmental and social risk
management can be summarized as follows:

to ensure that prospective borrowers and projects are acceptable under this policy;

to follow usual loan monitoring activities to ensure that the borrower continues to comply
with applicable environmental and social standards and with the environmental and social
covenants included in the loan agreement;

to alert the Risk and Credit Management Department of any material incident or accident at
the borrower’s business that may cause environmental damage or present a risk to the health
and safety of its workers and the public, in contravention of the borrower’s legal, regulatory
and contractual obligations.

8.1.4Risk and Credit Management Department Responsibilities:

Specific responsibilities of the department include the following:

to confirm the acceptability of the proposed project with regard to XYZ Bank Exclusion List and
Project Risk Categorization List;

to perform an environmental and social due diligence of prospective borrowers, based on the
risk category of the project. The steps are as listed below:

o Front Line Employees are the backbone for providing information from site visits and
from other sources, including all information required with Environmental and Social
Checklist, as well as screening against XYZ Bank Exclusion List.

o Corporate credit analyst/risk analyst will input this information in Environmental and
Social Checklist, based on information received from front line employees. This list is
to be an integral part of application/file.

11
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Risk Manager based on information from Environmental and Social Checklist will input
points in environmental social matrix, to classify project and industry in the final stage.
Risk Manager will state in CRM (credit risk management) statements, to which
category industry/project is classified as per XYZ Bank Exclusion List and Project Risk
Categorization List. Risk Manger will recommend in CRM statement if such risk is to
be taken by XYZ BANK.

Finally, the Approval Body will decide about application/exposure approval through
decision body’s minutes.

Conditions set by risk and Approval Bodies in regard to environmental issues will be
input by risk in the application.

Credit Control/Credit Administration before any disbursement, will ask for fulfilment
of conditions set.

If any disputes arise before disbursement, Risk Management or Approval Bodies will
have to interpret finally the conditions set.

After disbursement the relationship manager will conduct site visit to check use of
funds as per the loan purpose, through regular and extraordinary monitoring and in
case something is found not to be in line with Environmental & Social Risk
Management Policy, it will be noted in the monitoring sheet. For all project risk
categories, five site visits are conducted per year, the first being a month after
disbursement then followed on quarterly basis and/or on a needs basis.

After site visit, relationship manager will report through EWS (early warning system)
and directly to the Environmental & Social Manager (or in case of urgency through
telephone) about warning signs noticed in the field.

Early warning sign manager, based on information provided will ask from front line
employees to prepare action plan for correction measures, while Environmental &
Social Manager will inform the Management Board as per the pre-agreed schedule.
Action Plan will finally be accepted by risk management and will be followed up if
correction measures are undertaken by the client, through regular meeting (monthly)
between EWS, risk management and front line employees.

If no correction measures are taken by the client to improve environmental and social
issues identified and required by the Bank, then the application is sent back to
Approval Bodies for final review.

- to attach the completed ESMP — Annex 3 to the loan application package;

- to make sure that the Credit Administration Unit is informed of any environmentally-related
pre-disbursement conditions and similar covenants to be included in the loan agreement;
- promptly to take appropriate measures to protect the Bank’s interests when informed of
material incidents or accidents at a borrower’s business that may cause environmental

damage or present a risk to public health and safety;

- upon being informed by the Environmental & Social Manager to communicate to the Segment
Heads and respective staff any relevant changes in laws and regulations dealing with

environmental protection and workers’ health and safety.

8.1.5 Approval Bodies Responsibilities:

The main responsibility of the Approval Bodies is deciding if environmental and social risks are

acceptable to the bank’s overall exposure to risk before proceeding with a transaction.

12
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8.1.6 Legal Department Responsibilities:

The main responsibility of the Legal Department is to ensure that the bank’s environmental and social
requirements are incorporated in legal agreements.

Legal Department monitors changes in applicable laws and regulations related to environmental and
social risks and inform the Environmental & Social Manager and the Risk and Credit Management
Department of any change that may affect the Bank’s exposure to these risks.

In addition, the Legal Department is responsible for assisting the Bank in any legal proceedings related
to environmental and social issues.

Finally, the Legal Department is to co-ordinate with the Environmental & Social Manager and Risk and
Credit Management Department to identify appropriate measures to be taken in case of material
environmental or health/safety accidents affecting a borrower’s operations and with possible
negative consequences for the Bank.

9 ENVIRONMENTAL AND SOCIAL DUE DILIGENCE PROCESS

The Environmental and Social Due Diligence Process allows the Bank to identify, measure, control and
monitor its exposure to environmental and social risks.

The evaluation of the environment and social risk is performed on each stage of the credit process,
including:

- Preliminary and intermediate evaluation/control (analysis and risk identification)

- Decision making (Management control)

- Monitoring (Subsequent control)

Preliminary Intermediate Management Subsequent
control control control control

Credit funds usageis
Riskand Credit

Preliminary evaluation Management reviews Credit a_pplications are monit_ored by Riskand
of E&S risks is credit applications and consndered‘bv the Credit Mana;ement.
performed by Front gives further Approval Bodies of the Annual reviews are
Line Employees Bank performed by Front

recommendations Line Employees

The Environmental and Social Due Diligence Process consists of the following four steps:
- environmental and social screening
- environmental and social impact and risk evaluation
- risk control and prevention
- monitoring borrowers’ environmental and social risk situation.

13
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9.1 Environmental and Social Screening

The first step in the Environmental and Social Due Diligence Process consists in confirming that the
activities of prospective borrowers are not covered by the XYZ Bank Exclusion List. The Bank’s policy
is not to finance such activities, unless specifically authorized by the Management Board, as explained
later.

The primary responsibility for environmental and social screening rests with Front Line Employees. The
Risk and Credit Management Department intervenes as a second line of defence, to ensure that
environmental and social screening has been done properly at the front office level. The following
steps are followed:

- The relationship manager, through application process, will screen all potential projects
against XYZ Bank Exclusion List. A site visit will be performed with the purpose of gaining
information from the client as per the Environmental and Social Screening Checklist
requirements.

- Environmental and Social Screening Checklist will be filled in by Risk Management with
information provided by Front Line Employees for high risk (Category A) and medium risk
(Category B) projects while for low risk (Category C) projects only the first part of the checklist
needs to be completed. The E&S Screening Checklist is a tool used by front line employees
and risk management therefore a detailed training will be provided on the use of the
respective checklist.

- After the Environmental and Social Screening Checklist is filled in for high and medium risk
projects, the Environmental and Screening Matrix will be completed by assigning grades for
each dimension and the final grade will classify the project category. The Environmental and
Social Screening Checklist is a document that serves to gather information from the client and
from the site visit and its purpose is to provide enough detailed information to be able to
assign a category to a project in the Environmental and Screening Matrix. A final grade/project
category will be generated.

o For all projects categorised as high risk (Category A) the due diligence process will be
conducted by external consultants, if deemed necessary. The findings of the due
diligence process will be taken into consideration by the Approval Body.

- For projects categorised as medium risk (Category B), the due diligence process will be
conducted by the respective relationship manager (providing information to Risk Department)
and by Risk Management (completing the Environmental and Social Screening Checklist,
completing Environmental and Screening Matrix and reflecting the information in CRM
statement).Total Grade of the Environmental and Screening Matrix and judgement will be
reflected in CRM statement done by risk management before the application is submitted to
the Approval Bodies for final decision.

- Approval Bodies are notified through CRM (credit risk statement) about the environmental
and social issues, if the project is classified as medium/high risk, it will be justified by Approval
Bodies meeting minutes if the application is approved.

Environmental and Social Checklist below will be completed by Risk and Credit Management

Department with the information gathered from Front Line Employees while visiting the potential
borrower:
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Environmental and Social Aspects Screening Checklist

Project name: Location:

Lending amount, tenor (Sm) and financial purpose:

Industry sector: Brief project description:
Site visit date: Additional technical review
required:
Reviewed by: []  Yes
[l No

Compliance with applicable requirements—check all that apply:

[1  Exclusion list
[J National regulatory requirements
[J Environmental, health and safety permits granted (specify which permits)
[J Injuries and fatalities have occurred (how and when:
)

[J Labor-related fines (when and why:

)

[J Environmental incidents and fines (when and the reason behind:

)

Will the sub-project be located within or near the protected zones, or zones for which the
government is considering an official protected status? (Yes/No/NA)
Will the sub-project be a potential danger for the areas important for the local, regional or
national cultural heritage? (During public consultations, local citizens should be required to
render information on locations or structures on the official lists considered important which
should be protected) (Yes/No/NA)
Did the local citizens or a NGO express their concern or were they against because of the
influence of sub-projects to the environment? (Yes/No/NA)
Is there any other aspect of sub-projects that could create a risk or have impact to the
environment or citizens or be considered a disturbance during ordinary operations or under
special circumstances? (Yes/No/NA)

Risk classification:

Category C: Low Risk Group |:|

Category B: Medium Risk Group |:|

Category A: High Risk Group |:|

Low Risk: Transactions typically involve clients with business activities with minimal or no
adverse environmental and social impacts.

Medium Risk: Transactions typically involve clients with business activities with specific
environmental and social impacts that are few in number, generally site-specific, largely
reversible and readily addressed through mitigation measures and international best practice.
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Potential adverse environmental impacts on human populations or environmentally important
areas are less adverse than those of High Risk transactions.

High Risk: Transactions typically involve clients with business activities with significant adverse
environmental and social impacts that are sensitive, diverse, or unprecedented. A potential
impact is considered sensitive if it may be irreversible (such as loss of a major natural habitat),
affect vulnerable groups or ethnic minorities, involve involuntary displacement and
resettlement, or affect significant cultural heritage sites.

If the Loan Category is defined as Category C: Low Risk Group, it is possible to not complete the
remaining part of the checklist

Management systems—check all that apply:

[0 No written environmental and social policy

No written human resources policy (e.g., employee rights/non-discrimination)

No written fire/safety plan or emergency prevention/preparedness/response plan
No environmental, health and safety training for employees

No procedures for managing environmental and social risks

No designated person in charge of environmental and social issues

No internal process for sharing information

I Y A O B |

Project site—check all that apply:

[1  Non-urban/undeveloped land

[1 Proximity to river/stream/pond/lake/sea

[1 Proximity to protected area (e.g., forest/endangered species)/ecologically sensitive
area (e.g., wetland/breeding grounds)

[1 Proximity to culturally sensitive/indigenous area

Environmental issues—check all that apply:

Air emissions Waste water
[J Boilers [J Waste water discharged to
[1 Generators
J Vehicles and equipment [] Drains and grates
[0 Furnaces and incinerators 0 Oil separators
[]  Welding and soldering [l Separation tanks or filters
[]  On-site burning [J Reed beds
[]  Use of solvents []  Cut-off valves
[J Use of fumigation [] Foul sewers and septic tanks
[J Evaporation of chemicals [1 Water treatment units
[0 Refrigeration plant [] Cleaning operations
[0 Use of exhaust ventilation [l Spraying operations
[1 De-watering/water pump out
Solid and hazardous wastes Hazardous chemicals, fuels, and pesticides
[J Waste generated [J On-site chemicals or fuels storage

[0 Types of waste: Protective measures against leaks/spills
Signs of leaks/spills

On-site spill clean up equipment
Protective measures against rain

Signs of corrosion on tanks/containers

0 A o |
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[J Hazardous waste (e.g., waste oils, [J Secured storage areas against theft
pesticide washings, solvents, clinical [J Training on proper handling of chemicals
waste, asbestos) and fuels

[J Waste disposed to [J Pesticide use and management

Resource consumption Nuisance

[] Materials used: [] Dust

[1 Noise
[]  Odours

[1 Use of renewable natural resources [0 Fumes

[J Use of tools and equipment [0 Vibrations

[]  Water source: [1 Traffic congestion and obstructions

[l Energy source:

Community interactions—check all that apply:

[0 No designated person in charge of responding to questions from the community
[0 No procedures for managing community complaints
[J Use of security personnel

Social issues—check all that apply:

[J Land acquisition required

Displacement/resettlement of local settlements

Impact on local settlements/livelihood

Impact on indigenous peoples

Complaints from neighbors/communities

On or adjacent to site of cultural/archaeological importance

0 A o |

Labor issues—check all that apply:

[1 No Personal Protective Equipment provided (e.g., safety goggle/hard hat/protective

glove)

Inadequate employee health and safety measures (e.g., fall prevention/ventilation)

[1 Inadequate working conditions (e.g., air quality/lighting/confined spaces/on-site
hygiene)

[1 Inadequate terms of employment (e.g., working hours/rest breaks/time off/overtime

pay)

Unequal employment opportunities (e.g., discrimination against gender/ethnic

group/age)

Payment below minimum wage

Employees below minimum age

Child or forced labor

No process for employees to voice complaints

No recognition of employee organizations/labor unions

O

O

I B R

17



ECESBF With the support of the e

;Ibihk:_m ;lavl.at teti Erasmus Centre of Erasmus+ Programme A
/ 1S0d1yot universitetl . . B * *
d Y Excellence in Sustainable of the European Union ok

Business and Finance

Additional comments

It is a mandatory requirement that any application presented to the Approval Bodies encompass the
indication whether the industry is in the XYZ Bank Exclusion List and Project Risk Categorization List.

9.2 Environmental and Social Impact and Risk Evaluation

The second step in the Environmental and Social Due Diligence Process is the environmental and social
impact and risk evaluation of the prospective borrower’s activities.

The objectives of this evaluation are as follows:

to anticipate the possible environmental impact (air, soil and water contamination; hazardous
goods and waste; flora and fauna disturbance and loss) resulting from the prospective
borrower’s current and planned operations. A borrower with activities detrimental to the
environment may become legally liable and incur fines and other penalties that could
eventually affect its capacity to operate profitably and meet its loan obligations

to identify the possible impact of the prospective borrower’s business activities on the health
and security of its workers. The lack of appropriate health/safety measures may affect
negatively on the borrower’s capacity to operate productively and profitably, and result in
fines and other penalties

to identify any negative consequences that poor environmental and social conditions may
have on the value of assets pledged to the Bank as collateral.

Risk and Credit Management Department has a matrix in place by which environmental and social risk
level is done. The matrix includes 5 categories:
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ENVIRONMENTAL AND SOCIAL ANALYST GRADE LIMITS
MATRIX COMMENTS

1) Industry exposed to 0-7
environmental risk

2) Project (financing purpose) 0-7
exposed to environmental risk

3) Environmental licenses in place 0-5

4) Employees safety at the 0-5
premises

5) 0-5

a)Proximity to environmentally
sensitive areas

b) Potentially irreversible impacts
c) Extent of social and
environmental issues

6) Facility amount 0-5
A (up to 1.0 Mio — low risk 0-1)

B (1.0-3.0 Mio — medium risk 2-3)
C (more than 3.0 Mio — high risk 4-
5)

7) Tenor 0-5
A (up to 12 months — low risk 0-1)
B (12 to 36 months — medium risk
2-3)

C (more than 36 months — high risk
4-5)

1) 0-15 Low risk
Total grade / judgement 3) 16-28 Medium risk
4) 29-39 High Risk

Financing of projects that are classified as high risk as per the Environmental and Social Matrix should
include a detailed due diligence in ensuring that these risks are mitigated and managed.

9.3 Risk Control and Prevention

The results of environmental and social risk evaluation are considered at the stage of decision making:
= Each risk management statement contains evaluation of E&S risks with corresponding
recommendation to the Approval Bodies;
= E&S risks of a particular project are taken into account by the Approval Bodies within
consideration of the limit application and influence the decision making of the Approval
Bodies of the Bank.
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9.4 Monitoring

The fourth step in the Environmental and Social Due Diligence Process consists in the on-going
monitoring of a borrower’s business operations to detect possible environmental problems and
health/safety hazards, and in an early warning mechanism in case of accident as per established
monitoring procedures.

9.4.1Early Warning

Front Line Employees should obtain from their clients a commitment to inform the Bank as soon as a
material event occurs in their business that may affect the environment, the health and safety of their
workers, or public health and safety.

The Bank undertakes to control the purpose of financing and prevent usage of credit funds for the
purposes contradicting National laws and regulations and procedures adopted in the Bank. Not less
than once a year the Bank carries out reviews of the financed projects including evaluation of E&S
risks.

Upon learning of such an event, Front Line Employees should contact Risk and Credit Management
Department, the Legal Department and Environmental & Social Manager immediately to decide on
the best measures to adopt in order to protect the Bank’s interests, be they reputational, financial or
legal.

The Bank will undertake the following steps in case an accident/incident is reported in the client’s
premises:
= A preliminary report will be prepared including details such as: the industry of the client,
damage reported by the company, impact on environment and safety of employees, safety
measures taken by the company as an emergency solution.
= The Bank will prepare a preliminary action plan in Early Warning System. This application will
be submitted to the approval bodies for approval of the strategy for this exposure/Review.
=  Early Warning System staff in Risk and Credit Management Department will immediately
inform the Environment and Social Manager of any such cases reported in the system.

10 EXCEPTIONS

Only the Management Board of the Bank may authorize exceptions to this policy, such as financing
projects with activities that figure under the Exclusion List, unless these exceptions are prohibited
under special transactional agreements.

11 TRAINING

To ensure effective ESMS implementation across the Bank, it is necessary to train staff on ESMS
procedures, and to account for staff to perform their ESMS responsibilities in their day-to-day duties.
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All Bank employees that have direct responsibilities about E&S Risk Management Policy/Procedure
implementation will undertake a specifically designed training through E-learning platform. The rest
of the Bank will be informed about the Bank commitment and activities related to environmental and
social aspect through different means of communication.

Finally, the Bank needs to ensure that the entire ESMS is an integral part of the it’s standard operating
procedures.

12 ANNEXES
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ANNEX 1: XYZ Bank Exclusion List

To be developed upon specific requirements, goals, as well as national, international regulations, as
well as conditions of the financing of the Internation Financial Organoisations (EIB, EBRD, IFC; KfW);

The below is an example based on EIB eligibility, excluded activities and excluded sectors list
https://www.eib.org/attachments/publications/eib_eligibility excluded activities en.pdf

- Animal and human reproductive cloning

- Activities involving live animals for scientific and experimental purposes, including gene editing
and the breeding of these animals23

- Sex trade and related infrastructure, services and media

- Projects with the purpose of producing, manufacturing, processing or distribution of tobacco

- Gambling and related equipment, hotels with in-house casinos24
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ANNEX 2: Recommended Table of Contents for the ESIA Report

1 A description of the applicable environmental and social legal framework, including a gap analysis
indicating the differences between the relevant national legislation and EIB standards, as
applicable.

2 The description of the country and/or sector context relevant to the specific social-related risks
at project level, such as human rights, labour conditions, enabling environment for public
participation, gender-based and other types of violence and harassment, including risks of
reprisals, socio-economic inequalities including those related to gender, as well as any impacts
and risks specific to conflict-affected and fragile situations.

3 The description of the project, including in particular:

a. the location, site, design, size;

b. the physical characteristics of the project (including any demolition or land-use requirements);
c. the technical capacity and the characteristics of the operational phase;

d. an estimate of any residues, emissions and quantities and type of waste produced.

4 The description of the reasonable alternatives (for example in terms of project design, technology,
location, size and scale) which are relevant to the proposed project, and an indication of the main
reasons for selecting the chosen option, including a comparison of the environmental and social
effects.

5 The description of the baseline scenario against which the project’s impacts are assessed. This
should be based on adequate and appropriate quantitative and qualitative, primary and
secondary data on the relevant aspects.

6 The description of the environmental, climate and/or social aspects28 likely to be affected by the
proposed project, including comprehensive and context-specific identification and analysis of
people and communities likely to be affected, as well as other relevant stakeholders, paying
particular attention to persons and/or groups that are vulnerable, marginalised, discriminated
against or excluded on the basis of their socio-economic characteristics.

7 Assessment of the likely significant environmental and social effects of the proposed project (also
taking into account the outcomes of any complementary assessments and/or focused studies as
referred to in paragraphs 9 and 10, if applicable), resulting from inter alia:

a. the construction and existence of the project;

b. the use of natural resources, considering as far as possible the sustainable availability of these
resources;

c. the technologies and substances used;

d. the emissions of pollutants, noise, vibration, light, heat and radiation, and the disposal and
recovery of waste;

e. the risks to human health, well-being, persons and/or groups that are vulnerable,
marginalised, discriminated against or excluded on the basis of their socio-economic
characteristics, cultural heritage or the environment;

f. the cumulation of effects with other projects and/or activities.

10 Environmental and Social Standards

The description should cover the direct effects and any indirect, secondary, cumulative,
transboundary, short-, medium- and long-term, permanent and temporary, positive and negative
effects of the project.

8 A description of the forecasting methods or evidence used to identify and assess the significant
environmental, climate and social effects, including details of difficulties related to technical
deficiencies or lack of knowledge, as well as the main uncertainties involved.

9 A description and justification of the measures planned to prevent, reduce and where possible,
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compensate/remedy any significant environmental, climate and/or social adverse effects as
outlined in the environmental and social management plan (ESMP), as defined in paragraph 24.
10 A description of the expected significant environmental, climate and/or social adverse effects
deriving from the vulnerability of the project to risks of major accidents and/or disasters that are
relevant to the project concerned, including those caused by climate change. Where appropriate,
a description of the measures planned to prevent such risks, as well as measures regarding
preparedness for and response to emergencies (as required by Standards 3 and 9), should be
included in the ESMP.

11 A description of opportunities and measures to further enhance the environmental and social
(including human rights) performance of the project and augment its positive impacts.

12 Arrangements for monitoring and evaluation of the effectiveness of impact management and any
positive enhancement action, where applicable, measured as part of the overall environmental
and social management plan and system, which should include appropriate qualitative and
guantitative indicators and draw on feedback from both internal and external sources, including
affected stakeholders.

13 A summary of the stakeholder engagement process undertaken with different groups of affected
men and women and/or communities, as well as other relevant stakeholders, including its results
and how those results have been incorporated/taken into account or otherwise addressed (full
stakeholder engagement process is described in Standard 2).

14 Arrangements for grievance mechanisms and the steps that will be taken to ensure effective
access to remedy for affected stakeholders; such mechanisms should reflect prevailing social
norms and cultural context to ensure that they are culturally and socially appropriate to and
inclusive of the intended users, in line with the relevant requirements set out in Standard 2.

15 A non-technical summary (or equivalent) of the information provided under the above-
mentioned

headings.
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ANNEX 3: Minimum information to be included in the ESMP

1 The mitigation and/or compensatory/remedial measures, reflecting the mitigation hierarchy
and determining the monitoring arrangements. Where stakeholders are identified as
disadvantaged, excluded, vulnerable or marginalised (as defined in Standard 7), the
ESMP/equivalent shall include differentiated measures so that adverse impacts do not fall
disproportionately on them and they are not disadvantaged in sharing any development
benefits and opportunities resulting from the project.

2 Opportunities to achieve additional environmental and social benefits of the project including,
when applicable, community development programmes noting clearly that any positive
contributions shall not be used to offset any adverse environmental and social effects.

3 Procedures to: (i) evaluate the effectiveness of the mitigation and/or compensatory/remedial
measures, including appropriate qualitative and quantitative indicators (disaggregated by sex,
age and any other relevant socio-economic characteristics, wherever possible), targets or
acceptance criteria; and (ii) identify any hitherto unforeseen adverse effects that draw on
feedback from both internal and external sources, including affected stakeholders. In addition,
the promoter may use third parties, such as independent experts, local communities or NGOs,
to complement or verify its own monitoring information.

4 Allocation of resources (including financial), responsibilities and timeframe for its
implementation and monitoring. As appropriate, the ESMP or equivalent shall recognise and
incorporate the role of relevant actions and events controlled by third parties to address
identified risks and impacts. It may also include provisions for the involvement of impacted
men and women, communities and other stakeholders as appropriate, e.g. as mentioned
above.
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