
Second Small and Medium-Sized Enterprise Development Project (RRP BAN 36200) 

ELIGIBILITY CRITERIA FOR PARTICIPATING FINANCIAL INSTITUTIONS, 

SUBBORROWERS, AND SUBPROJECTS 

 
1. Participating financial institutions (PFIs). Prior to declaring a financial institution (FI) 
as eligible for inclusion in the project as a PFI, Bangladesh Bank (BB) as the implementing 
agency (IA) will carry out a thorough financial due diligence of each candidate FI on their 
financial aspects as well as to determine their ability to handle social and environmental issues. 
Separately, BB, in collaboration with ADB, might conduct an integrity due diligence on each 
candidate PFI. ADB concurrence is required prior to declaring each PFI as eligible for inclusion 
in the project as a PFI. Moreover, all PFIs should continue to meet the eligibility criteria for the 
duration of project implementation. ADB reserves the right to disallow disbursements from the 
credit facility to any PFI not conforming with any of the above criteria until such time as the PFI 
is able to satisfy the PFI eligibility criteria. 
 
2. To ensure that only those PFIs that have sufficient capacity and interest to absorb the 
funds under the proposed Second Small and Medium Enterprise Development Project 
(SMEDP2) participating in the project, each PFI will have to commit to utilize a minimum of $5 
million equivalent for making subloans to eligible subborrowers for eligible subprojects over 2 
years from project commencement. Those PFIs that fail to comply with this requirement will be 
excluded from the project as an eligible PFI. 
 
3. Subject to the successful launch of SMEDP2, additional banks and nonbank financial 
institutions (NBFIs) will be encouraged to apply to be PFIs—due diligence conducted, selection 
completed, and subsidiary loan limits allocated. The allocation of the $200 million equivalent 
credit amount to PFIs will consider the following: (i) ensure competition, no PFI subsidiary loan 
limit should exceed 33% of the credit line; and (ii) avoid dependency on the project as a source 
of funding, no PFI subsidiary loan limit should exceed 25% of total liabilities of the PFI. 
 
4. The PFIs must comply with the following eligibility criteria: 
 

(i) Small and medium enterprise (SME) lending commitment and capacity of 
PFIs. Each PFI must have (a) lending policies and strategy related to SMEs, and 
(b) a track record of performance on relevant SME sector lending. 

(ii) Compliance with applicable prudential regulations and guidelines of BB. 
Each PFI must be in compliance with all applicable prudential regulations and 
guidelines of BB, including but not limited to those for: (a) a minimum capital of 
10% on a risk-weighted basis; (b) recognition of income; (c) loan classification; 
(d) loan provisioning; (e) overall nonperforming loan ratio for SME loans; and (f) 
anti-money laundering procedural requirements. 

(iii) Minimum credit rating. Each PFI must have at least a credit rating of BBB- 
(moderate degree of safety for timely repayment of financial obligations), as per 
the Bangladesh long-term national rating scale of Credit Rating Information and 
Services Limited or an equivalent rating by a credit rating agency acceptable to 
ADB. Each PFI must at least maintain its credit rating throughout the life of the 
project 

(iv) Minimum CAMEL rating. Each PFI must have a minimum rating of 3 or better 
on the CAMEL-based assessment carried out by BB.1 Each PFI must at least 
maintain its CAMEL rating throughout the life of the project. 

                                                           
1
 The CAMEL rating methodology is a banking supervisory rating system to measure the soundness of a bank 

measured on a scale of 1 (strongest) to 5 (weakest). 
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(v) Maintenance of financial soundness during project life. Provisions will be 
included in each participation agreement between BB and a PFI that require the 
PFI to (a) maintain financial soundness; (b) conduct its operations in accordance 
with sound financial principles and practices; (c) maintain a lending and 
investment policy acceptable to ADB and BB to enable it to effectively appraise 
the financial, technical, environmental, and economic feasibility of investment 
projects; and (d) supervise and monitor the implementation of investment 
projects by beneficiaries. ADB reserves the right to disallow disbursements from 
the credit facility to any PFI not conforming with any of the above criteria until 
such time as the PFI is able to satisfy the criteria. Such PFI shall be required to 
remedy any default of eligibility criteria within 6 months of default and in any 
event, within the disbursement period of the SMEDP2. 

(vi) PFI corporate governance. Each PFI has to demonstrate compliance with BB's 
measures for corporate governance of banks and financial institutions, which 
includes (a) corporate governance structures that promote effective identification, 
monitoring, and management of all material business risks; (b) systems for 
ensuring compliance with all statutory and regulatory requirements; (c) 
implementation of financial disclosure requirements for market participants and 
observers; and (d) setting of corporate governance objectives, strategies, and 
techniques. 

(vii) Non-involvement in financial fraud. PFIs that are involved in large-scale 
financial fraud cases, or those with an observer placed by BB, will become 
ineligible for participation in SMEDP2. 

(viii) SME outreach. Each PFI must have demonstrated capability for lending to 
SMEs outside Dhaka and Chittagong metropolitan areas as evidenced by branch 
operations, lending data, as well as plans or availability for providing credit and 
advisory services. Collaboration between PFIs and nongovernment organizations 
and other civil society institutions is also crucial, as this can facilitate and play an 
instrumental role in the outreach programs. 

(ix) SME risk management procedures. Each PFI must have demonstrated 
capability for proper risk management with adequate processes and/or 
procedures (e.g. credit risk manual) that cover the necessary (a) credit risk, (b) 
asset-liability risk, and (c) operational risk. The PFI should have the control 
structure and capacity to systematically evaluate and/or conduct credit risk 
appraisal, asset-liability management, internal control and compliance, as well as 
market risks (e.g. interest rate risk and foreign exchange risk). 

(x) Environmental and social safeguard compliance. Each PFI must have 
environmental and social safeguards management arrangement in place in form 
of a subproject screening checklist designed to identify, remedy, and monitor 
subprojects’ compliance according to ADB’s Safeguard Policy Statement (2009).2 

 
5. Subborrowers. The following are eligible to access the project’s credit facility:  

(i) Start-up SMEs3 as well as SMEs undertaking expansion or modernization; 
(ii) Qualified female entrepreneurs will be given preference to access the credit 

facility. At least 15% under Component A of the credit facility of the proposed 
SMEDP2 (i.e. up to $20 million) will be earmarked for lending to qualified female 

                                                           
2
  Each participating financial institution will provide a written confirmation that the subproject screening checklist has 

been implemented in its SME operations 
3
  The small and medium enterprise definition as per the Bangladesh Industrial Policy 2010 will apply. 
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entrepreneurs.4 If it is found during the midterm review that women entrepreneurs 
have not sufficiently utilized the funds allocated to them, then ADB will review 
and examine the cause-and-take remedial actions, in consultation with BB, which 
could include, among other measures, that the money might be used for the 
financing of other SMEs; and 

(iii) Economically and financially viable SMEs. 
 
6. Subprojects. The subproject selection criteria have been designed for prioritizing SMEs 
activities outside the metropolitan areas. The subproject shall:  

(i) be located outside Dhaka and Chittagong metropolitan areas;  
(ii) be for start-up, expansion, or modernization activities in any of the eligible 

subsectors as agreed between the Government and ADB;  
(iii) comply with the Government’s and ADB’s environmental and social safeguard 

policies and not involve activities in ADB’s prohibited investment activities list 
(linked document 12); and 

(iv) not entail any activities that may have significant adverse environmental impact, 
which could be classified as Category A or B subproject pursuant to ADB's 
Environment Policy (2002) or which could have resettlement impact or affect 
indigenous peoples under ADB's social safeguard policies. 

                                                           
4
 As per Bangladesh Bank’s policy, women entrepreneurs will receive the ADB funds at interest rates of not more 

than 10%. 


