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SAFEGUARD REQUIREMENTS OF FINANCIAL INTERMEDIARY LOANS 
APPROVED BEFORE THE SPS 
 
1. All 20 financial intermediary (FI) loans with environmental management systems (EMSs) 
approved before the Safeguard Policy Statement (SPS) of 2009 were reviewed to ascertain the extent to 
which they had complied with the pre-SPS safeguards requirements of the Asian Development Bank 
(ADB). As per ADB’s 2002 Environment Policy, the FIs were all required to establish an EMS. In addition, 
five multitranche financing facility (MFF) or sector loans categorized as FI that had been approved 
before the SPS were also evaluated (Appendix 1, Linked Document A, Table 2, and Supplementary 
Appendix 1). For the FI projects, the EMS documents as well as project preparation documents (e.g., 
report and recommendation of the President (RRP), loan and project agreements) were evaluated on 
the basis of the following: (i) due diligence (ADB and FI); (ii) policy statement; (iii) procedures 
(screening, categorization and review); (iv) organizational structure and staffing; (v) training; and  
(vi) arrangements for monitoring and reporting.  
 
2. ADB due diligence applied to the preparation of loan projects. The review found that ADB had 
conducted due diligence for 30% of the FI loans and 80% of the MFF or sector loans with FI 
categorization approved before the SPS. The review team used a set of indicators for due diligence that 
was applied to the RRPs, environmental assessment review frameworks (EARFs), EMS, and ESSF of loans 
(Supplementary Appendix 1).1 
 
3. Due diligence applied by FIs regarding subloan approval. The review team assessed this by 
checking how the 20 pre-SPS FIs dealt with subloans in general. This review checked the EMS 
documents available at project approval. The check was made using two indicators:  
(i) compliance with national laws and regulations, and (ii) use of a prohibited investment activities list 
(PIAL). The review found that all FIs had received present or partly present ratings. This indicated that 
the EMS fully or partly included statements that the project complied with national laws and 
regulations, and/or worked with a prohibited investment activities list. The review found that 85% had 
included the first criteria while less than half had included the second. 
 
4. Compliance with national laws and regulations was underscored in the 20 pre-SPS loans 
reviewed, where the FI required formal documentation from the clients to aid in subproject appraisal 
(for instance, permits, licenses from appropriate authorities including environmental clearances).  
 
5. While the SPS formally introduced the need for a PIAL, 7 out of the 20 pre-SPS loans had 
already applied such an exclusion list in the FI screening exercise. In some cases, the EMS had FI 
exclusion lists which had been either distilled from national laws and regulations or from requirements 
of international agencies such as the World Bank and the International Finance Corporation (IFC) and 
European Bank for Reconstruction and Development (EBRD). Overall, FIs already applied due diligence 
procedures to assess the subloans to a large extent before 2009. 
 
6. Subproject evaluation procedures. Of the 20 pre-SPS projects, eight adequately described 
screening and categorization procedures with the same or an equivalent approach to ADB: each project 
was individually assessed with regard to environmental risk factors (e.g., nature of the investment, 
proximity to sensitive receptors, and discharge characteristics) and then categorized as high, medium, 
or low environmental risk. Three loans utilized the “list approach” by which a project is compared to 
established lists of projects presenting high, medium or low environmental risk. This is basically the 
approach of the EBRD and the European Union. However, the list approach only addresses the nature 
of the project and the size of the investment. Factors that may affect environmental risk such as 

                                                   
1 Where no EMS or appropriate safeguards were in place already before the ADB project, ADB provided support for their 

development in conjunction with capacity development. In cases where the FI already had an EMS, the adequacy of the 
policies and procedures were assessed in terms of their responsiveness to ADB’s environmental policy and objectives. 
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proximity to protected habitats are not formally included. One investment used a risk-based assessment 
that this operational review saw as equivalent and in some respects more sophisticated than the ADB 
screening system. 
 
7. Capacity. Only eight of the FI projects reviewed adequately described the chain of responsibility 
within the organization (i.e., who is responsible for what) and the potential need for and role of 
environmental experts in the implementation of the EMS. While training requirements for FIs were not 
specified in EMS documents prior to SPS, three included adequate information and five had some 
discussions on the planned training. 
 
8. Monitoring and reporting responsibilities. Only two pre-SPS FI projects provided sufficient 
detail in the EMS on monitoring and reporting responsibilities and frequencies.  
 
9. Of the 20 projects approved before the SPS, 12 had specific requirements in the loan 
agreement to submit monitoring reports to ADB periodically, normally on a semi-annual or annual 
basis. These 12, which included two sovereign loans and 10 nonsovereign loans, all complied with the 
provisions of the loan agreement to submit periodic safeguard monitoring reports. The remaining eight 
did not require submission of monitoring reports, based on the loan agreements signed with ADB 
(Supplementary Appendix 1). 
 


