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ENVIRONMENTAL AND SOCIAL MANAGEMENT SYSTEM 
 
 
1. The fund manager will establish and adopt an environmental and social management 
system (ESMS) consistent with the fund’s environmental and social safeguard policies. The 
ESMS will comprise an ESMS policy, ESMS procedures, and ESMS capacity building plan. 
 
A. Environmental and Social Management Policy 

2.  As part of the process of establishing an ESMS, the fund manager will prepare and adopt 
an environmental and social safeguard policy statement that mentions, among other things, that: 
 

(i) the objectives of the ESMS will include to avoid, and when avoidance is not 
possible, to minimize and mitigate impacts of investments on the environment and 
affected people, and maximize opportunities for environmental and social 
benefits; 

(ii) the business activities of the fund will be consistent with ADB’s Safeguard Policy 
Statement (2009) and the fund’s policies on the environment, involuntary 
resettlement, indigenous peoples, and ethnic minorities, and other social and 
disclosure policy requirements; 

(iii) the fund manager will integrate environmental and social risks into its internal risk 
management analysis; 

(iv) the fund manager will require the portfolio companies to undertake a social 
assessment, which includes careful consideration of gender issues and 
community engagement with emphasis on women’s participation in consultations 
in the project areas in order to identify potential project benefits to women and 
encourage portfolio companies to promote gender equity in their operations; 

(v) the fund manager will require the portfolio companies to comply with ADB’s social 
protection requirements, and follow internationally recognized labor practices 
consistent with national labor laws and regulations, and encourage portfolio 
companies to create opportunities for qualified and skilled workers and 
employees, particularly women, for project-related employment in localities where 
clean energy and climate change projects will be developed;  

(vi) if the relevant business activities of the portfolio company contravene applicable 
environmental and social safeguard requirements, the fund will take action to 
understand the reasons for noncompliance and discuss with the portfolio 
company corrective actions acceptable to the relevant authorities; and 

(vii) promoting investments with environmental and social benefits. 
 
3.  Wherever the relevant business activities of the portfolio company involve involuntary 
resettlement impact, the fund manager will satisfy itself that the portfolio has (i) avoided 
involuntary resettlement wherever feasible; (ii) minimized resettlement where population 
displacement is unavoidable; and (iii) ensured that affected persons have been compensated 
and assisted through replacement of land, housing, infrastructure, resources, income sources, 
and services, in cash or in kind, so that their economic and social circumstances will be at least 
restored to the pre-project level. All compensation will be based on replacement cost. 
 
4.  Wherever the relevant business activities of the portfolio company affect indigenous 
peoples or ethnic minorities, the fund manager will satisfy itself that the portfolio company has (i) 
avoided negative impact on indigenous peoples and ethnic minorities where possible; (ii) 
provided adequate and appropriate compensation when negative impact is unavoidable; and (iii) 
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ensured that development initiatives affecting indigenous peoples are effective and sustainable, 
and are compatible in substance and structure with their cultures and social and economic 
institutions, and commensurate with their needs, aspirations, and demands.  
  
B. Environmental and Social Management Procedures 

5.  Screening.  Before making any specific investment, the fund manager will verify that the 
proposed business activity is not on ADB’s Prohibited Investment Activities List. The fund 
manager will undertake an initial assessment of whether the relevant business activities of the 
portfolio company, in the reasonable opinion of the fund manager, have a potential to have 
adverse environmental or social impact or may involve land acquisition or involuntary 
resettlement, or affect indigenous peoples or ethnic minorities. These issues will continue to be 
assessed during the investment due diligence, in order to ensure that the relevant business 
activities of the portfolio company comply with the environmental and social requirements of the 
national and local governments. The fund manager will develop and implement a rigorous 
screening system to assess whether the proposed investments have adequately addressed 
environmental and social safeguards.  

6.  Projects are categorized by the significance of their impact on the environment, 
involuntary resettlement, and indigenous peoples. Significance is determined through scrutiny of 
the type, location, scale, nature, and magnitude of a project’s potential impact. The 
environmental and social safeguard categories that ADB uses are as follows:  
 

Table 1: Safeguard Requirements (SR)  
 

Category  
(Risk Rating) 

Environmental  
Safeguards  

Involuntary 
Resettlement 
Safeguards 

Indigenous Peoples 
Safeguards 

Category A (with 
potential significant 
impacts) 

Comply with (i) SR1 of 
the ADB SPS, 
including EIA 
preparation & 
submission, and (ii) 
national laws 

Comply with (i)  SR2 
of the ADB SPS, 
including RP 
preparation & 
submission, and (ii) 
national laws 

Comply with (i) SR3 of 
the ADB SPS, 
including IPP 
preparation & 
submission, and (ii) 
national laws 

Category B (with less 
significant impacts) 

Comply with national 
laws 

Comply with national 
laws 

Comply with national 
laws 

Category C (with 
minimal or no impacts)  

Comply with national 
laws 

Comply with national 
laws 

Comply with national 
laws 

   
7. Due Diligence.  The Environmental and Social Safeguard Manager (or other 
designated staff) of the deal team of the Fund will undertake environmental and social due 
diligence. Depending on the complexity of the investment, due diligence can be a desk review 
(for category C investments), based on a site visit (for category B investments), or a full-scale 
review conducted by qualified staff in charge of environmental and social safeguards, or by 
consultant(s) (for category A investments). The portfolio company must provide all requested 
information to the deal team, and should be able to demonstrate responsiveness with regard to 
the applicable environmental and social safeguard requirements. A due diligence report will be 
prepared for category A and B investments and the results of the due diligence will be reflected 
in the report to the investment committee of the Fund, which will take into account these issues in 
approving the investment.  
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8. For an investment using ADB funds and likely to be classified as category A for any of 
their environment, involuntary resettlement, or indigenous peoples impacts, the Fund will refer 
the investment to ADB and provide relevant environmental and social information to ADB early in 
its due diligence process, and submit the draft EIA, RP, and/or IPP to ADB for review and 
clearance before the investment is approved by the Fund.1

 

 The draft EIA report will be made 
publicly available at least 120 days before the approval of the investment, and the draft RP and 
draft IPP will be made publicly available before the approval of the investment. 

9. Reporting.  The fund manager will require reports from its portfolio companies 
appropriate to the significance of the environmental and social impact (e.g. semiannual during 
construction and annual during operation in the case of significant impact). The environmental 
and social monitoring reports prepared by portfolio companies will be submitted to the fund 
manager. The fund manager will then prepare and submit to ADB an annual environmental and 
social performance report with respect to investments made by the fund, summarizing:  
 

(i) environmental and social impact of investments financed by the fund, including 
progress and performance for each investment under its EMP, resettlement plan, 
IPDP, and EMDP;  

(ii) any areas of noncompliance or other issues arising from the environmental and 
social safeguards, including resettlement (for each individual investment), and a 
description of any prospective investments where such policies may be triggered; 
and  

(iii) periodic reviews of the ESMS, striving for continual improvement.  
 
C. Organizational Responsibilities, Resources and Capacity 

10. Organization and Responsibilities.  The Environmental and Social Safeguard 
Manager (or other designated staff) reports to the fund manager. The Environmental and Social 
Manager has oversight of environmental and social issues, ensures the resources are made 
available for environmental and social management, and should sign and submit the annual 
environmental and social performance report to ADB. S/he should ensure that the ADB is notified 
if and when the responsible staff has been changed or replaced with new staff. 
 
11. Resources and Capabilities. The Environmental and Social Safeguard Manager (or 
other designated staff) should work with management to ensure that adequate resources have 
been committed to allow for the effective implementation of this ESMS policy and procedures. 
S/he will need to be technically qualified to be able to carry out the screening and due diligence 
or able to review the work carried out by consultant(s). S/he should attend ADB-sponsored or 
approved environmental and social safeguard training related to compliance and monitoring 
activities.  The Fund should also maintain a pool of qualified environmental and social 
consultants who can be called upon to assist in conducting environmental and social reviews as 
appropriate. 

                                                
1  For a category A investment involving facilities and/or business activities that already exist or are under 

construction, the Fund will require the portfolio company to undertake an environmental and/or social compliance 
audit, and submit the draft audit report to ADB for review and clearance before the investment is approved. The draft 
audit report will be made publicly available at least 120 days before the approval of the investment.  A typical 
environmental and/or social audit report includes the following major elements: (i) executive summary; (ii) facilities 
description, including both past and current activities; (iii) summary of national, local, and any other applicable laws, 
regulations, and standards; (iv) audit and site investigation procedure; (v) findings and areas of concern; and (vi) 
corrective action plan that provides the appropriate corrective actions for each area of concern, including costs and 
schedule. 




