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ENVIRONMENTAL AND SOCIAL MANAGEMENT SYSTEM ARRANGEMENTS 
 

A. Introduction 
 
1. The Aureos South-East Asia Fund (ASEAF) II is classified category FI for impacts on the 
environment, involuntary resettlement, and indigenous peoples. ASEAF II will pursue an 
investment strategy similar to that of ASEAF and the Aureos Malaysia Fund (AMF) within the 
same target countries (Cambodia, Indonesia, the Lao People’s Democratic Republic, Malaysia, 
the Philippines, Thailand, and Viet Nam). ASEAF II will seek to make investments in the range of 
$2 million–$10 million each, in a balanced and diversified portfolio of 20–25 established, high-
growth businesses with expected enterprise values of $20 million–$100 million. The fund 
manager will focus primarily on companies servicing domestic demand and/or regional markets, 
in sectors that reflect a country’s comparative advantage. ASEAF II’s potential environmental and 
social safeguards impacts, its risks associated with the likely future portfolio, commitment, 
systems, and capacity for managing environmental and social safeguards impacts of its small and 
medium-sized enterprise (SME) portfolio were assessed. The Asian Development Bank (ADB) 
reviewed the existing environmental and social management system (ESMS) of ASEAF II’s 
sponsor Aureos Capital, and referred to other safeguards documents of the sponsor such as the 
annual environmental and social monitoring reports for ASEAF II’s predecessor. Areas where 
improvements are needed have been identified and effective measures to address them are 
described below.  
 
 B.         Findings of the Review 
  

1. Principles and Policies  
 
2. Aureos Capital adopts a set of business principles and has been implementing an ESMS 
consisting of policies, rules, and procedures to guide its interaction with investee companies and 
their stakeholders. The fundamental business principles include (i) openness and honesty in all 
dealings; (ii) objectivity, consistency, and fairness in the treatment of all shareholders; (iii) good 
corporate citizenship and integrity in all dealings; (iv) respect for the dignity and well-being of all 
its stakeholders; (v) respect for the environment and social capital of host countries and 
commitment to sustainable business practices; and (vi) professional operation and commitment to 
continuous improvement. Aureos Capital has three sources of business policies: (i) specific 
exclusions which provide the investments to be excluded and prohibited; (ii) business policies on 
integrity, health and safety, the environment, and social (HSES) issues; and (iii) issue-specific 
policies relating to areas of concern and/or potential controversy.1

 
  

3. The business principles, policies, and ESMS take into account the requirements of 
national laws in host countries, as well as requirements of the International Finance Corporation 
(IFC) and ADB. 2

                                                
1  Issue-specific policies include those associated with genetically modified organisms, human rights, animal testing, 

consultative workplace structures, gender, HIV/AIDS, endocrine-disrupting chemicals, and supply chains. 

 All investments apply legally enforceable standards and aim for standards 
provided in United Kingdom legislation such as the United Kingdom Health and Safety at Work 

2  ADB has invested in four of Aureos Capital’s Asian funds: ADB. 1997. Report and Recommendation of the President 
to the Board of Directors to the Kula Fund (formerly Pacific Investment Capital Fund). Manila; ADB. 2005. Report and 
Recommendation to the President to the Board of Directors: Proposed Equity Investment in Aureos South-East Asia 
Fund. Manila; ADB. 2006. Report and Recommendation to the President to the Board of Directors: Proposed Equity 
Investment in Aureos South Asia Fund. Manila; and ADB. 2005. Report and Recommendation to the President to the 
Board of Directors: Proposed Equity Investment in Kula Fund II. Manila. Three of these funds required an 
environmental management system following ADB’s Environment Policy (2002).   
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Act of 1974, and other internationally accepted standards and best practices such as the World 
Bank Group IFC’s Environmental, Health and Safety Guidelines. 3

  

 Aureos Capital’s policy on 
environmental and social safeguards also provides for adherence to relevant international 
environmental and social conventions and agreements. The HSES policies are adequate.  

2. Due Diligence Procedures 
 

4. Aureos Capital’s business principles and ESMS policies and procedures have been 
developed around the investment cycle, comprising five steps: (i) deal origination, (ii) screening, 
(iii) due diligence, (iv) investment management, and (v) exit. These procedures are summarized 
below. 
 
5. At the deal origination point, a prospective investment’s alignment with specific exclusions, 
and business policies on integrity, HSES, and other issue-specific policies is determined. The 
activities under the specific exclusions list are consistent with ADB’s prohibited investment list. 
With regard to screening procedures, an investment is screened and assessed against the 
business principles and HSES risks using checklists. Three checklists are used to determine 
potential health and safety risks, environmental risks, and social risks. Table 1 shows the risk 
rating and actions required.  
 

Table 1: Health and Safety, Environmental and Social Risk Ratings Requirements 
 
Risk Ratings Health and Safety Environmental Social 
High Formal assessment and monitoring Environmental impact 

assessment  
Social impact assessment  

Medium Formal assessment and self-
reporting 

Environmental appraisal Review by Aureos in-house 
specialist 

Low Routine assessment and self-
reporting 

Routine appraisal Routine appraisal 

Source: Aureos Capital. 
 
6. A brief outline action plan, where appropriate, is prepared for investments when the 
completed checklist reveals issues requiring attention, and is discussed with the London office. 
The results of screening are used as the basis for deciding the direction and extent of due 
diligence and may be revised as more information becomes available. Investments deemed high 
environmental risk will require a formal environmental impact assessment (EIA) by a qualified 
consultant. Similarly, investments with high social risks will require a social impact assessment 
(SIA). The risk ratings for environment and the required level of assessment, e.g., for high-risk or 
category A investments and EIA requirement, are found consistent with ADB’s requirements. 
[CONFIDENTIAL CONTENT REMOVED].   
 
7. With regard to investment management, investments are monitored through Aureos 
Capital’s involvement with the investees, which is considered a key to minimizing risk. Monitoring 
is implemented through (i) HSES status checks; (ii) investment valuation reviews; (iii) reporting 
from investee company management; and (iv) site visits. HSES status checks are done by 
requesting the investee companies to complete an initial HSES status check form detailing the 
status of the HSES management system at the investee company. This status check is done on 
an annual basis to determine progress on developing management systems. Investment valuation 

                                                
3  Aureos Capital’s principles and ESMS policies have been updated to reflect key policies and procedures by IFC in 

2007.  
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reviews are completed by the investment manager and include a section on HSES issues, 
including progress on the investee company’s HSES management systems. Where an action plan 
has been prepared, the review includes a report of progress against this plan. Reporting from 
investee companies involves annual reporting on HSES issues to the company board and its 
investors. In addition to monitoring carried out by the investment manager, site visits are also 
conducted by the corporate office at this stage. There is no reporting arrangement for ASEAF II’s 
investors described in the ESMS.   
 
8. For exit of investments, issues including the impact on the employees, local communities, 
and the environment are reviewed for lessons learned and for consideration in future and new 
transactions.  

    
3. Institutional Arrangements and Capacity 

 
9. Aureos Advisers in London is available for advice and input, and in some cases 
consultation with the London office is mandatory with regard to issues associated with the 
investments. The investment manager within a fund is mainly responsible for the transaction and 
any associated business integrity and HSES issues. In cases when screening flags any key 
HSES risks associated with a prospective investment, initial discussions are held between the 
investment managers and the London office. [CONFIDENTIAL CONTENT REMOVED]. 
 
C. Recommendations 
 
10.  [CONFIDENTIAL CONTENT REMOVED].   
 
D. Conclusions 
 
11. Aureos Capital has a comprehensive system requiring minor modification in screening, 
categorization, and reporting. Aureos Capital has committed to ensure that investments will 
comply with applicable national laws and regulations and other requirements such as ADB’s SPS 
and disclosure requirements. [CONFIDENTIAL CONTENT REMOVED]. 
  
 




