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INTRODUCTION
1. Description of the DBE SME Finance Project
Small and Medium Enterprises Finance Project (SMEFP) is financed by the World Bank1, the
International Development Association (IDA) credit to the Government of Ethiopia with co-financing by
European Investment Bank. Under this project, DBE will in parallel serve as: i) direct lender of lease
finance to SMEs through its regional branch network; ii) wholesaler of finance to participating leasing
companies for provision of lease finance to SMEs; and iii) wholesaler for commercial banks and MFIs
focused on provision of working capital finance to SMEs. These eligible participating financial
institutions (PFIs) will have access to a line of credit for the provision of leasing and/or working capital to
underserved SMEs.2
2. Overview of the SMEFP Environmental and Social Management System
The Environmental and Social Management System (ESMS) for the SMEs Finance Project, approved by
DBE’s Executive Management is one of the major guiding as well as governing operational principles to
help adequately manage environmental and social (E&S) risks and impacts associated with business
activities of SMEs financed by SMEFP, whether directly through DBE branch office or indirectly through
PFIs.
“ESMS” is a systematic approach for financial institutions to manage E&S risks and impacts arising from
business activities financed. The ESMS at DBE’s level for the SMEFP project is anchored in the
following key elements:
•

Policy statement, endorsed by senior management and publicly disclosed, outlining the scope of
the ESMS and applicable technical requirements for business activities financed;

•

Procedures (internal) for screening, identification, assessment, mitigation, monitoring and
reporting of E&S risks; these procedures include environmental and social categorization, record
keeping, and disclosure. DBE’s SMEFP E&S Procedures are sub-divided into two key parts:

•

(i)

Procedures for DBE direct investments in the form of lease finance (Tier 1 lending
activities);

(ii)

Procedures for DBE’s wholesale finance through Participating Financial Institutions in
the form of lease finance and working capital finance (Tier 2 lending activities).

Supplementary Guidance and Tools, which are practical resource materials, such as E&S
screening checklists (with accompanying instructions) for implementing E&S risk management
measures by DBE and PFIs. These tools are developed as needed and improved on an on-going
basis.

The above key elements are supported by (i) reporting to internal and external stakeholders; (ii)
organizational capacity, roles and responsibilities for environmental and social risk management within
the organizational structure; (iii) resources for implementation such as organizational capacity, budget,
training; (iv) adequate training and capacity building for relevant DBE staff and PFIs. All of these are
also integral parts of the ESMS.
1

Another project supported by the World Bank, Women Entrepreneurship Development Project (WEDP), aims to strengthen existing structures
to facilitate access to finance for female growth-oriented entrepreneurs and for this purpose provides lending to participating microfinance
institutions. WEDP implements and Environmental and Social Framework (ESMF) consistent with WB safeguard policies.
2
Based on Eligibility Criteria stipulated in the SMEFP Project Implementation Manual.
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3. Summary of Applicable E&S Requirements and Mitigation Measures for DBE Direct
Investments and Wholesale Investments through PFIs
The following is a summary of core provisions of the DBE E&S Policy and Procedures.
The core applicable E&S requirements are stated as follows:
a. For DBE direct investments:
•

All sub-borrowers and sub-projects follow relevant E&S national and local laws and
regulations;

•

No financing will be provided to activities on the List of Excluded Activities or on the
List of Excluded Sectors; and,

•

For sub-borrowers and sub-projects categorized as High Risk relevant provisions of
World Bank Performance Standards will apply.

b. For wholesale investments through PFIs:
PFI will put in place and maintain an Environmental and Social Management System (ESMS)
that will ensure the following applicable E&S requirements are met:
•

All sub-borrowers and sub-projects follow relevant E&S national and local laws and
regulations; and,

•

No financing will be provided to activities on the List of Excluded Activities or on the
List of Excluded Sectors.

E&S assessment and risk management measures, as summarized in Tables 1 and 2 below, for subborrowers and sub-projects will be commensurate with E&S categorization system (High, Medium, and
Low risk). While parameters for DBE categorization system for direct investments may differ from those
developed by PFIs as part of their own E&S policy, it will take into account the following key criteria:
•

Sectors of operation (this criteria will rely on relevant national regulations that consider
industry sectors as key determinant of the magnitude of inherent E&S risks, and in
particular (i) Directive no.1/2008 on Proclamation No. 299/ 2002 (ii) Schedule 1 of EIA
Procedural Guideline Series 1 (2003);

•

Loan size;

•

SME size, defined by number of employees; and,

•

Risk factors specific to particular sub-borrowers and sub-projects determined based on
the E&S risk screening checklists (DBE will adopt an E&S screening checklist for lease
finance covering its direct investments under SMEFP, and PFIs will adopt adequate E&S
screening checklists as part of their responsibilities for E&S screening under SMEFP).
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Table 1 Summary of E&S assessment and management measures based on E&S categorization
DBE Direct Lending
E&S
Level of E&S
Mitigation
Supervision
Disclosure
Responsibili
risk
Assessment
Measures
Requirements
ty
category
Low risk E&S
screening Corrective Action N/A
N/A
DBE
using standardized Plan (CAP) based
Branches
E&S
Screening on findings of E&S
Checklist
screening,
if
necessary
Medium
Screening as above, CAP based on
- Annual E&S EIA disclosure DBE
risk
followed by partial partial EIA, where
Performance
by client (if Branches
EIA where required available;
where
Reports
required by law)
under
Ethiopia’s not
available,
- Optional site
national law
results of E&S
visits
screening
- Full
ESIA Senior E&S
High
Screening as above, E&S Management
- Annual E&S
disclosure by Officer, SFA
Risk
followed by full
Plan (ESMP) and
Performance
client
ESIA as per
other risk-specific
Reports
& RFIP
Summary of Coordination
Ethiopia’s national
management plans,
- Mandatory
ESIA
law and World Bank as required
site visits
Directorate
disclosure by
Performance
DBE
Standards
Table 2 Summary of E&S assessment and management measures based on E&S categorization by PFIs
E&S
risk
category
Low risk

Medium
risk

High
Risk

Level of E&S Assessment

Mitigation Measures

Supervision

E&S
screening
using
standardized E&S Screening
Checklist (to be prepared by
PFIs as part of ESMS)
Screening
as
above,
followed by partial EIA
where
required
under
Ethiopia’s national law

CAP
based
on N/A
findings
of
E&S
screening, if necessary

N/A

CAP based on partial
EIA, where available,
and results of E&S
screening

EIA disclosure
by client (if
required by law)

Annual
E&S
Performance
Reports;
optional
site
visits
Screening
as
above, ESMP based on full Annual
E&S
followed by full EIA per EIA
Performance
Ethiopia’s national law
Reports;
mandatory site
visits
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4. DBE Management of Labor and Working Conditions for its Employees
Along with the provisions of the World Bank Performance Standard and Ethiopian Labor Proclamation
No. 377/2003, DBE has prepared human resources policy appropriate to its size and workforce that set
out its approach to managing workers consistently. In addition, DBE has a Workers Union led by a
president elected from the employees and have a collective agreement signed between the union and the
DBE consistent with Ethiopian Labor Proclamation and labor and working conditions stated in
Performance Standard 2 of the World Bank.
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ENVIRONMENTAL AND SOCIAL POLICY FOR DBE SME FINANCE PROJECT
1. Vision and Policy Approach
1.

Development Bank of Ethiopia (DBE) recognizes that effective management of environmental and
social (E&S) impacts associated with its operations is critical to the success of the SME Finance
Project (SMEFP);

2.

DBE will ensure sound management of environmental and social risks associated with business
activities3 to be financed under the SMEFP. Thus, DBE is committed to put in place and implement
adequate measures to identify, assess and manage E&S risks and impacts associated with financing
under the SMEFP, both directly through DBE branches and through the eligible leasing companies,
commercial banks, and MFIs (collectively, Participating Financial Institutions, or PFIs);

3.

Under SMEFP, DBE will finance projects that meet adequate E&S standards. Therefore, DBE will
assume the responsibility for conducting E&S due diligence and for screening, reviewing,
monitoring projects throughout the project cycle4 in conformity with the principles and requirements
embodied in the environmental and social policies of the country, including environment, social, and
health and safety legal requirements, as well as requirements of lenders/investors under the SMEFP,
as applicable; and,

4.

DBE will not finance projects that do not comply with the country’s E&S laws and regulations and
will ensure that certain environmentally and socially harmful activities are excluded from financing
as per the List of Excluded Activities.

2. Policy Objectives
5.

Through the application of this policy, DBE will seek to ensure that E&S due diligence and
monitoring processes are designed and implemented in compliance with applicable SMEFP
requirements, including regulatory requirements of Ethiopia.

6.

The main objectives of this policy are:
•

To set out applicable E&S requirements for all business activities financed under the SMEFP;

•

To establish criteria and procedures for identification, assessment, and management of E&S
risks and impacts to be followed by DBE and PFIs under the SMEFP;

•

Fully implement and comply with national requirements for E&S risk management in
Ethiopia, as well DBE’s bilateral and multilateral lender requirements under SMEFP; and,

•

Promote greater transparency and accountability on E&S issues internally and externally
through disclosure and reporting.

3

Business activities is a general term used to mean, as appropriate, sub-borrowers (where, for example, working capital is
provided to support ongoing business need of an SME), sub-projects (where financing is provided for a specific set of activities
such as expansion or existing or construction of new production facility), or – in case of lease finance – equipment and assets to
be financed.
4 In the case of DBE financing through other financial institutions, these institutions will be responsible for environmental and
social due diligence, including screening.
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3. Scope of Application
7. This policy applies to:
(a) Direct investments: Financing provided to all SMEs5supported by DBE SMEFP in the form of
lease financing.
(b) Investments through PFIs: DBE wholesale finance under SMEFP to PFIs for on-lending to
SMEs, in the form of lease financing through eligible leasing companies and in the form of
working capital through eligible commercial banks and microfinance institutions.
4. Applicable Environmental and Social Requirements
8. DBE will only finance business activities that are expected to meet Applicable E&S Requirements
within a reasonable period of time. Persistent delays and gaps in meetings these requirements shall
lead to loss of financial support from DBE.
4.1. Applicable E&S Requirements for DBE Direct Lending Activities
9. DBE will ensure that business activities to be financed are environmentally and socially sound and
will apply to its direct investments. The Applicable E&S Requirements are the following:
a.

All sub-borrowers6 and sub-projects follow relevant E&S national and local laws and regulations
(overview provided in Annex 1);

b.

No financing will be provided to activities on the List of Excluded Activities7 (Annex 2) or on
the List of Excluded Sectors (Annex 3);

c.

For sub-borrowers and sub-projects categorized as High Risk, in accordance with this Policy,
relevant provisions of World Bank Performance Standards will apply; and,8,9

5The

definition of SMEs adopted by the SMEFP project is aligned to the one contained in the Lease Financing Policy for SMEs
(Code-DBE/03/2007) in terms of minimum number of employees (i.e. above 6). The maximum number of employees per SME is
determined to be at 100. Moreover, under component 1, working capital loans to SMEs will be limited to a maximum of Birr 10
million, while lease finance loans will be aligned with the Lease Financing Policy requirements: i.e. a maximum lease loan size
of Birr 30 million. The policy also indicates that DBE will be focusing on direct provision of lease finance for SMEs in need of
loans from Birr 1-30 million, while leasing companies will serve SMEs with lease finance needs of below Birr 1 million.
6 Sub-borrowers may also referred to as “clients” or “lessees” in case of DBE direct investments under SMEFP.
7 List of Excluded Activities may be amended from time to time.
8 “World Bank Performance Standards” are, in effect, IFC Performance Standards on Environmental and Social Sustainability
adopted as the “World Bank Performance Standards” in 2013 pursuant WB Operational Policy 4.03. IFC Performance Standards
were first introduced in 2006 and updated in 2012. IFC Performance Standards can be found here:
http://www.ifc.org/wps/wcm/connect/topics_ext_content/ifc_external_corporate_site/ifc+sustainability/our+approach/risk+mana
gement/performance+standards/environmental+and+social+performance+standards+and+guidance+notes. This will include
relevant
World
Bank
Group
Environmental,
Health
and
Safety
(EHS)
Guidelines:
http://www.ifc.org/wps/wcm/connect/topics_ext_content/ifc_external_corporate_site/ifc+sustainability/our+approach/risk+mana
gement/ehsguidelines
9
Application of the World Bank Performance Standards to sub-borrowers and sub-projects means that the process of
identification of E&S risks and impacts will follow the provisions of the World Bank Performance Standard 1 (Assessment and
Management of Environmental and Social Risks and Impacts). Typically, a full or limited Environmental and Social Assessment
(ESIA) for new or expanded operations or an environmental and social review for existing operations (to determine gaps in E&S
management measures) would be conducted by a qualified professional engaged by the sub-borrower. The results of the
assessment will determine applicability of relevant provisions of Performance Standards 2 through 8 to development and
implementation of E&S risk mitigation measures by the sub-borrower (typically, an E&S management plan and other relevant
risk management instruments or plans would be developed as necessary according to the findings of the risks and impacts
identification process and based on the requirements detailed in the Performance Standards). DBE would require such measures
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d.

Where there are affected communities, and sub-borrowers and sub-projects are categorized as
High Risk, they will be required to establish and maintain a grievance mechanism prepared and
implemented in accordance with the relevant provisions of the World Bank Performance
Standards.

4.2. Requirements for Participating Financial Institutions
10.

As a condition of eligibility to receive financing from DBE, the PFI will put in place and maintain
an Environmental and Social Management System (ESMS) to identify, assess, manage, and monitor
E&S risks and impacts associated with business activities they finance under SMEFP, as
commensurate with the nature and magnitude of such risks and impacts where the PFI can
demonstrate that it already has an ESMS at the time of DBE’s due diligence, it will provide
adequate documented evidence to that effect.10

11.

The PFI’s ESMS should include the following elements: (i) environmental and social policy, (ii)
clearly defined E&S risk identification, assessment, and management procedures, (iii)
organizational capacity and competency, (iv) monitoring and review of E&S risks of individual
transactions and the portfolio, and (v) external communication mechanisms.

12.

As part of the above elements, the PFI’s ESMS must include:
(i)

An E&S risk categorization system with clearly defined risk categories;11

(ii)

As part of the PFI’s E&S policy, PFIs will state the Applicable E&S Requirements as
follows:

(iii)

-

All sub-borrowers12 and sub-projects follow relevant E&S national and local laws and
regulations (overview provided in Annex 1); and,

-

No financing will be provided to activities on the List of Excluded Activities13 (Annex 2)
or on the List of Excluded Sectors (Annex 3).
PFI’s ESMS will also incorporate an appropriate E&S screening process, taking into
consideration provisions of section 6 of this Policy, to ensure that sub-borrowers and subprojects financed are environmentally and socially sound.

13. DBE will require PFI’s maintain labor management procedures in line with national laws and WB
Performance Standard 2 on Labor and Working Conditions.14
14. The PFI will prepare and submit to the DBE an Annual E&S Report on the implementation of its
ESMS that will include information on E&S risk profile of its portfolio financed through SMEFP.

to be identified before its investment and require the sub-borrower to comply with those through the legal agreement. DBE will
monitor compliance during the life of the investment.
10 Where DBE is providing support to a PFI, and other multilateral or bilateral funding agencies/or shareholders will or have
already provided financing to the same FIs, DBE may agree on a common approach or to rely on the requirements of such other
agencies project, including any ESMS already established by the PFI, provided that such requirements will enable the PFI to
achieve objectives materially consistent with this Policy. A PFI may be required to enhance or supplement its ESMS, as deemed
necessary by DBE.
11 A typical categorization system used by PFIs may consist of three risk categorizes, which correspond to high, medium, or low
risk.
12 Sub-borrowers may also referred to as “clients” or “lessees” in case of DBE direct investments under SMEFP.
13 List of Excluded Activities may be amended from time to time.
14
DBE will analyze and leverage the synergies that may exist between World Bank Performance Standard 2 and relevant national
labor laws and regulations. It should be noted that Ethiopia has adopted the majority of core ILO conventions.
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The PFI will promptly notify DBE of any significant accidents or incidents associated with subborrowers and sub-projects to be financed.
5. Environmental and Social Categorization
5.1. Categorization of DBE Direct Investments
15.

As part of the review of E&S risks and impacts of a proposed investment, DBE uses a process of
E&S categorization to reflect the magnitude of risks and impacts. For DBE’s direct investments,
E&S categorization will be based on the outcomes of the E&S due diligence of sub-borrower and
sub-projects and will determine the resulting level of assessment and mitigation measures, as
detailed in DBE SMEFP E&S Procedures for direct investments, which may be amended by DBE
from time to time. The categories are stated as follows:
▪ High Risk: Business activities with potential significant adverse E&S risks and/or
impacts that are diverse, irreversible, or unprecedented. High risk activities may
involve significant impacts on physical, biological, ecosystem, socioeconomic, or
cultural resources. Given that SMEs often lack capacity for management of such risks,
proposed investments that involve certain high risk activities are excluded from
financing as per the List of Excluded Activities (Annex 2);
▪ Medium Risk: Business activities with potential limited adverse E&S risks and/or
impacts that are few in number, generally site-specific, largely reversible, and readily
addressed through mitigation measures; and,
▪ Low Risk: Business activities with minimal or no adverse E&S risks and/or impacts.

16. In determining E&S risk categorization, DBE will rely on outcomes of E&S screening and any
further due diligence that may be required and additionally consider15 (a) size of the investment16;
(b) size of the enterprise in terms of number of employees; (c) nature of business activities; (d)
sector-based risks determined in line with the requirements for full or partial EIA under relevant
national laws and regulations17.
5.2. E&S Risk Rating for Participating Financial Institutions
17. Each PFI considered for DBE wholesale investments for the purpose of financing SMEFP-eligible
business activities will be assigned an E&S risk rating by DBE according to the PFIs’ risk profile
that can change over time.
18. E&S risk rating assigned to each PFI will be based on the outcomes of the E&S screening and due
diligence of the PFIs, including portfolio of proposed business activities to be financed by SMEFP
funds and PFI’s E&S competency and capacity. PFIs’ risk rating will determine the level of DBE
E&S due diligence and supervision. The risk ratings are elaborated as follows:
▪ RR-1 (High Risk): When a PFI’s proposed portfolio includes, or is expected to include,
substantial financial exposure to business activities with potential significant adverse E&S
risks or impacts;
15

These criteria will be based on the established thresholds as included in DBE E&S Procedures and amended from time to time.
DBE will require PFIs to, exercise professional judgment with regard to categorization based on a combination of these factors.
16
Size of the investments provide an additional indication of the magnitude of E&S risk exposure of the financial institution (e.g.
credit risk linked to potential default of a sub-borrower due to excessive fines or business closure as a result of environmental
contamination), as well as indicate the degree of leverage the financial institution has to enforce compliance of sub-borrowers
and sub-projects with applicable E&S requirements.
17 In particular, the following national laws and regulations will be considered: (i) Directive no.1/2008 to implement
Environmental Impact Assessment Proclamation No. 299/ 2002 of Ethiopia, (ii) Environmental Impact Assessment Procedural
Guideline Series 1 (2003), or (iii) any other directives by local authorities.
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▪

▪

RR-2 (Moderate Risk): When a PFI’s proposed portfolio is comprised of, or is expected to
be comprised of, business activities that have potential limited adverse E&S risks or impacts
that are few in number, generally site-specific, largely reversible, and readily addressed
through mitigation measures; and,
RR-3 (Low Risk): When a PFI’s proposed portfolio includes financial exposure to business
activities that predominantly have minimal or no adverse E&S impacts.

19. DBE recognizes that the investment activities it considers for financing through PFIs have different
levels of information available at the time of DBE’s PFI-level due diligence. For SMEFP, the use of
proceeds from DBE’s investment and the associated E&S risks and impacts are largely understood
across the eligible sectors, even though they are often not directed at specific assets or projects in the
case of working capital finance.
20. Therefore, given that funds provided to PFIs through SMEFP are fully traceable and intended for a
specified end use, DBE will determine the E&S risk rating of its PFI investment in relation to risks
associated with the specified end use of SMEFP funds. DBE will consider size, and type of
investments as well as the sectoral exposure of investments in the PFI’s relevant portfolio.
21. As a result of DBE’s regular supervision of PFIs with regard to their E&S performance as described
in section 7.2, DBE may change a PFI’s risk rating based on the outcomes of PFI’s portfolio risks
profile and E&S capacity assessment. Such re-assessment may take place on an annual basis or in
connection with the PFI’s new request for SMEFP funds, whichever is sooner.
6. Environmental and Social Due Diligence
22. Environmental and social due diligence applies to all DBE SMEFP investment activities, both direct
investments and investments through PFIs. E&S due diligence is integrated into DBE’s overall due
diligence of the investment under consideration, including the review of financial and reputational
risks. DBE weighs the costs and benefits of proposed business activities and articulates its rationale
and specific conditions for the proposed activity. These are provided to appropriate DBE Approval
Teams when the investment is presented for approval.
23. Legal agreements pertaining to the financing of business activities through DBE’s direct investments,
as well as legal agreements between DBE and PFIs for financing under SMEFP, shall incorporate
specific E&S provisions. These include complying with the applicable E&S requirements as detailed
in section 4 of this Policy and specific conditions included in Corrective Action Plans18 if applicable,
as well as relevant provisions for E&S reporting, as appropriate. If the sub-borrowers and subprojects financed through direct investment or PFIs fail to comply with their E&S commitments as
expressed in the legal agreements and associated documents, DBE or PFIs will work with them to
bring them into compliance. If they fail to establish compliance, DBE or PFIs will exercise their
rights and remedies, as appropriate.
6.1. Direct Investments

18

A Corrective Action Plan is a short/itemized list of key risk mitigation measures that a client/lessee will need to undertake
within a reasonable period of time to comply with the E&S requirements. A Corrective Action Plan is based on the outcomes of
E&S screening (and further E&S due diligence, if required). Corrective Action Plans range from a simple list of mitigation
measures (for lower risk transactions) to the potential legal requirement to prepare Environmental and Social Assessments
(ESIAs) and follow detailed E&S Management Plans (ESMPs) with actions that can be measured quantitatively or qualitatively
(for high risk transactions).

Environmental and Social Policy - DBE SME Finance Project

Page 9

24. DBE’s E&S due diligence is commensurate with the nature, scale, and stage of the business activities,
and with the level of E&S risks and impacts. DBE conducts due diligence of all new direct
investments (lease finance under SMEFP) that are being considered for DBE support, whether the
sub-borrowers’ operations are in the design, construction, or operational stage.
25. E&S due diligence typically includes the following key components: (i) reviewing available
information, records, and documentation related to the E&S risks and impacts of the business activity
during E&S screening process; (ii) conducting site inspections and interviews of sub-borrower and
relevant stakeholders, where appropriate; (iii) analyzing the business activity’s E&S performance in
relation to the Applicable E&S Requirements; and (iv) identifying any gaps therewith, and
corresponding additional measures and actions to mitigate E&S impacts.
26. Where there are significant E&S impacts associated with the business activity, DBE works with its
sub-borrowers to determine possible mitigation measures based on the outcomes of the E&S due
diligence. To ensure the business activity meets the Applicable E&S Requirements, DBE makes these
mitigation measures, as captured in the Corrective Action Plan, a necessary condition of its
investment.
27. E&S screening will be carried out early in the application process using a standard E&S screening
checklist for lease finance that may be prepared and amended by DBE from time to time. The
screening process will consider potential negative E&S impacts whether direct, indirect, or
cumulative in nature, including environmentally related social impacts. Depending on the outcomes
of E&S screening, further E&S due diligence may be required for higher risk transactions.
28. DBE will require that sub-borrowers inform DBE when there is a material change in their businesses
or when they plan to enter into new business activities that are materially different from what was
presented during initial DBE E&S due diligence process. In such circumstances, DBE will assess
whether the new business area poses higher E&S risks and impacts, and if so, DBE will conduct
additional E&S due diligence and may require the sub-borrower to adjust its E&S risk mitigation
measures in a manner consistent with (i) potential E&S risks and impacts associated with material
changes of these new business activities; (ii) this E&S Policy; and (iii) applicable requirements of the
World Bank Performance Standards, as necessary.19 DBE may request the sub-borrower to provide
results of its E&S assessment and mitigation measures/plans for new business activities.
6.2. Participating Financial Institutions
29. In order to appropriately identify the E&S risks associated with providing support to PFIs during the
appraisal process, DBE will review the existing and proposed business activities of the PFIs to
identify risk and impacts associated with sub-borrowers and sub-projects. Based on this assessment,
DBE defines requirements and standards the PFIs will apply to manage these risks. DBE will also
review the capacity of the PFIs to manage E&S risks and impacts.
30. During the PFI assessment, DBE will take into consideration (a) the types of products and services
provided by the PFI with DBE’s support; (b) size of financing; (c) the nature of the PFIs portfolio,
including sectors and locations; (d) adequacy of PFI’s ESMS including organizational capacity to
identify, assess and manage environmental and social risks and impacts of its DBE-supported
portfolio; (e) any contextual risks, to the extent possible.

19

In cases when an enterprise significantly grows in its size, changes the nature of its operations, resulting in an increase in E&S
risks and impacts during the life of a loan. In such cases, the investment would be re-categorized and application of PSs may
become necessary.
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31. Where necessary, DBE will require the PFIs to strengthen their ESMS as well as organizational
capacity, responsibilities, and accountability for implementing the ESMS to be commensurate with
DBE’s assessment of the PFI’s E&S risk profile.
7. Supervision
7.1. Direct Investments
32. DBE will implement a regular Programme of supervision for business activities in accordance with
the requirements of E&S Procedures for DBE direct investments under SMEFP. Review and
monitoring of implementation performance will be based on the provisions as per the Corrective
Action Plan, if applicable, and any additional instruments included as E&S conditions for investment.
7.2. Investments through Participating Financial Institutions
33. DBE will develop and maintain a regular Programme and procedures for supervision of its PFI
investments, based on a clearly defined set of E&S performance criteria included in DBE’s E&S
Procedures for investments through PFIs. DBE will periodically review adequacy and implementation
effectiveness of the PFIs ESMS, including the processes and the results of the E&S due diligence
conducted by the PFIs on its sub-borrowers and sub-projects, PFIs organizational competency and
capacity, on-going and consistent compliance with Applicable E&S Requirements, E&S records
maintenance and availability of supporting documentation etc. In addition, DBE will periodically
review a sample of PFIs sub-borrowers and sub-projects, especially for business activities with
significant E&S risks.
8. Disclosure
34. This E&S Policy DBE SMEFP shall be approved by DBE’s Executive Management. The approved
SMEFP E&S Policy will be publicly disclosed on DBE’s website (http://www.dbe.com.et).
35. Sub-borrowers will be required by DBE or PFIs, as appropriate, to disclose full or partial ESIAs, if
applicable, and any corresponding risk management instruments prepared for investments categorized
as High Risk.20 Such disclosure will be done as part of the overall process of stakeholder engagement
in a manner consistent with the World Bank Performance Standards, as applicable.
36. In addition, in case of an investment categorized as High Risk in accordance with this E&S Policy,
DBE will disclose a summary of the ESIA on its website (http://www.dbe.com.et).
9. Accountability and Grievance Mechanism
37. DBE recognizes the importance of accountability and that stakeholder concerns should be addressed
in a manner that is fair, objective, and constructive. The purpose of a grievance mechanism is to
establish a way for affected individuals, groups or communities to communicate their enquiries,
concerns or formal complaints. Grievance mechanism will address affected persons’ concerns and
complaints promptly, using an understandable and transparent process that is gender responsive,
culturally appropriate, and readily accessible to all segments of the affected parties.
20

For High Risk direct investments by DBE, this disclosure will be done in accordance with the relevant laws and regulations of
Ethiopia and relevant requirements of the World Bank Performance Standards. For all other investments, this disclosure will be
done in accordance with the relevant laws and regulations of Ethiopia.
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38. To that effect, Corporate Promotion and Communication Directorate is one of the Directorates of
DBE designed in a way to cultivate favorable relations for DBE with its key stakeholders through the
use of variety of efficient and cost effective channels of communication. Corporate Promotion and
Communication Directorate is a supporting process of DBE in reaching and satisfying customer’s
interest and some objectives of the Directorate are to inform the customers about the policies,
procedure, guidelines and services of DBE and disseminate reliable and timely information to
customers/stakeholders and the public. This mechanism will be leveraged to receive and address
concerns from stakeholders in relation to DBE’s SMEFP.

10. Sector-Specific Guidelines
39. As part of its E&S management system for SMEFP, if necessary DBE may develop sector-specific
guidelines which would be applicable to lending activities – whether direct lending by DBE or
wholesale lending through eligible PFIs – within the specific sectors eligible for SMEFP financing.
11. Amendment
40. This Policy shall be amended by DBE’s own initiative and based on feedback obtained from
Branches, District Offices, PFIs, lenders/ investors and other stakeholders and concerned government
organs as deemed necessary. The amendment of the ESMS should not lower the minimum provisions
stated in it.
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ANNEX 1. RELEVANT LEGAL FRAMEWORKS OF ETHIOPIA

1. The Constitution of the FDRE
The Constitution of the Federal Democratic Republic of Ethiopia had issued in August 1995 with several
provisions, which have direct policy, legal and institutional relevance for the appropriate implementation
of environmental protection and rehabilitation action plans to avoid, mitigate or compensate the adverse
effects of development actions. Some of the articles with environmental provisions are: A) Article 14Rights to Life, the Security of Person and Liberty; B) Article 35- Rights of Women; C) Article 40- The
Right to Property; D) Article 43- The Right to Development; E) Article 44- Environmental Rights; F)
Article 90- Social Objectives; G) Article 92- Environmental Objectives
2. Environment Policy of Ethiopia
The environmental policy of Ethiopia, approved in 1997, is aimed at guiding sustainable social and
economic development of the country through the conservation and sustainable utilization of the natural,
man-made and cultural resources and the environment at large. The Policy among others seeks to:
a.

Ensure that the benefits from the exploitation of non-renewable resources are extended as far into the
future as can be managed, and minimize the negative impacts of their exploitation on the use and
management of other natural resources and the environment;

b.

Incorporate the full economic, social and environmental costs and benefits of natural resource
development into the planning, implementation and accounting processes by a comprehensive
valuation of the environment and the services it provides, and by considering the social and
environmental costs and benefits which cannot currently be measured in monetary terms;

c.

Prevent the pollution of land, air and water in the most cost-effective way so that the cost of effective
preventive intervention would not exceed the benefits;

d.

Conserve, develop, sustainably manage and support Ethiopia’s rich and diverse cultural heritage; and,

e.

Raise public awareness and promote understanding of the essential linkages between environment
and development.

Specifically, with regard to Environmental Impact Assessment (EIA), out of the policies issued two are
stated as follows:
a.

To ensure that environmental impact assessments consider not only physical and biological impacts
but also address social, socio-economic, political and cultural conditions; and,

b.

To ensure that public and private sector development Programmes and projects recognize any
environmental impacts early and incorporate their containment into the development design process.

3. National Social Protection Policy of Ethiopia
The main objectives of Social Protection Policy of Ethiopia are the following:
a.

Protect poor and vulnerable individuals, households, and communities from the adverse effects of
shocks and destitution;

b.

Increase the scope of social insurance;
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c.

Increase access to equitable and quality health, education and social welfare services to build human
capital thus breaking the intergenerational transmission of poverty;

d.

Guarantee a minimum level of employment for the long term unemployed and under‐employed;

e.

Enhance the social status and progressively realize the social and economic rights of the excluded
and marginalized; and,

f.

Ensure the different levels of society are taking appropriate responsibility for the implementation of
social protection policy.

4. Proclamations and Regulations
Environmental Impact Assessment Proclamation (Proclamation No. 299/2002)
Environmental Impact Assessment is used to predict and manage the environmental effects of a proposed
development activity as a result of its design sitting, construction, operation, or an ongoing one as a result
of its modification or termination, entails and thus helps to bring about intended development. The
proclamation is an effective means of harmonizing and integrating environmental, economic, cultural and
social considerations in to the planning and decision making processes thereby promoting sustainable
development. Moreover, it serves as a basic instrument in bringing about administrative transparency and
accountability, to involve the public and the communities in particular, in the planning and execution of
development Programmes that may affect them and their environment.
Directive No. 2/ 2008 issued to determine the Categories of projects subject to the Environmental
Impact Assessment pursuant Proclamation No. 299/ 2002
This Directive is based on Article 5 of the Environmental Impact Assessment Proclamation No. 299/
2002, which provides for the determination of categories of projects requiring environmental impact
assessment, as follows (1) every project which falls in any category listed in any directive issued pursuant
to this Proclamation shall be subject to environmental impact assessment; (2) Any directive provided
under Sub Article 1 of this Article shall, among other things, determine categories of (a) projects not
likely to have negative impacts, and so do not require environmental impact assessment;(b) Projects likely
to have negative impacts and thus require environmental impact assessment.
Environmental Impact Assessment Procedural Guideline Series 1 (2003)
The Environmental Impact Assessment Procedural Guideline Series 1 is one of the three guidelines
formulated by the then Environmental Protection Authority in November 2003. This procedural guideline
among others classified projects in to three i.e. Schedule 1, Schedule 2 and Schedule 3 where the projects
require full environmental impact assessment, preliminary environmental impact study and projects that
may not require environmental impact assessment respectively.
Environmental Pollution Control Proclamation (Proclamation No. 300/2002)
This proclamation is aimed at eliminating or, when not possible, to mitigate pollution as an undesirable
consequence or social and economic development activities. It has also an objective of protecting the
environment and safeguarding of human health, as well as the maintaining of the biota and the aesthetic
value of nature are the duty and responsibility of all citizens. The Proclamation, among others has
considered control of pollution; management of hazardous waste, chemical and radioactive substances;
management of municipal wastes; the importance and need to respect environmental standards; and
punitive and incentive measures.
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Regulation to Provide for the Prevention of Industrial Pollution (Regulation No. 159/2008)
This regulation had been formulated to implement environmental pollution control proclamation
(Proclamation no. 300/2002) which among others has provisions on emergency responses system,
management of environmental safety and information on pollution management.
Proclamation Provided for the Establishment of Environmental Protection Organs (Proclamation
No. 295/2002)
The first objective of this proclamation is to assign responsibilities to separate organizations for
environmental development and management activities on the one hand, and environmental protection,
regulations and monitoring on the other which is instrumental for the sustainable use of environmental
resource. The second objective is to establish a system that fosters coordinated but differentiated
responsibilities among environmental protection agencies at federal and regional levels.
Proclamation to Provide for the Expropriation of Land Holdings for Public Purposes and Payment
of Compensation (Proclamation No. 455/2005)
The major objectives/rationales for the formulation of this proclamation were the need of the government
to use land for development works it carries out for public services; to provide land through
redevelopment schemes for the construction of dwelling houses, infrastructure, investment and other
services and supply of land for development works in rural areas and to define the basic principles that
have to be taken into consideration in determining compensation to a person whose landholding has been
expropriated.
Ethiopia Labor Proclamation (Proclamation No. 377/2003)
The major objectives of the proclamation include the following:
•

To ensure that worker-employer relations are governed by the basic principles of rights and obligations;

•

To guarantee the right of workers and employers to form their respective associations and to engage,
through their lawful elected representatives, in collective bargaining, as well as to lay down the procedure
for the expeditious settlement of labour disputes, which arise between workers and employers; and,

•

To strengthen and define by law the powers and duties of the organ charged with the responsibility of
inspecting, in accordance with the law, labour administration, particularly labour conditions, occupational
safety, health and work environment.21

According to article 89, sub-article 1 of the Proclamation, "Young worker'' means a person who has
attained the age of 14 but is not over the age of 18 years. As per article 89, sub-article 2 of the
proclamation it is prohibited to employ persons less than 14 years of age. In sub-article 3, it is stated that
21

In Part Seven of the Proclamation- “Occupational Safety, Health and Working Environment”, article 92, i.e. Obligations of an
Employer, the following has been stated: An employer shall take the necessary measure to safeguard adequately the health and
safety of the workers; he [/she] shall in particular:
1) Comply with the occupational health and safety requirements provided for in this Proclamation;
2) Take appropriate steps to ensure that workers are properly instructed and notified concerning the hazards of their
respective occupations and the precautions necessary to avoid accident and injury to health; ensure that directives are
given and also assign safety officer; establish an occupational, safety and health committee of which the committee’s
establishment, shall be determined by a directive issued by the Minister;
3) Provide workers with protective equipment, clothing and other materials and instruct them of its use;
4) Register employment accident and occupational diseases and notify the labor inspection of same;
5) Arrange, according to the nature of the work, at his own expenses for the medical examination of newly employed
workers and for those workers engaged in hazardous work, as may be necessary;
6) Ensure that the work place and premises do not cause danger to the health and safety of the workers;
7) Take appropriate pre-executions to insure that all the processes of work shall not be a source or cause of physical,
chemical, biological, ergonomical and psychological hazards to the health and safety of the workers.

Environmental and Social Policy - DBE SME Finance Project

Page 15

“It is prohibited to employ young workers which on account of its nature or due to the condition in which
it is carried out, endangers the life or health of the young workers performing it”.
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ANNEX 2. DBE SMEFP LIST OF EXCLUDED ACTIVITIES
DBE SMEFP will not provide financing to any projects involving the following activities. This includes
financing provided by DBE directly and through the eligible PFIs.
1. Production or trade in any product or activity deemed illegal under Ethiopian laws or regulations
or international conventions and agreements;
2. Production or trade in weapons or ammunitions;1
3. Gambling, casinos and equivalent enterprises;1
4. Production or trade in alcoholic beverages (excluding beer and wine);1
5. Activities targeting tobacco manufacturing, processing, or specialist tobacco distribution, and
activities facilitating the use of tobacco (e.g. “smoking halls”);.1
6. Trade in wildlife or wildlife products regulated under Convention on International Trade in
Endangered Species (CITES);
7. Production or trade in radioactive materials. This does not apply to the purchase of medical
equipment, quality control (measurement) equipment and any equipment where DBE considers
the radioactive source to be trivial and/or adequately shielded;
8. Production or trade in or use of unbounded asbestos fibers;
9. Any activities involving significant degradation or conversion of natural2 and/or critical habitats3
and/or any activities in legally protected areas;4
10. Activities damaging to national monuments and other critical cultural heritage;5
11. Unsustainable fishing practices such as drift net fishing in the marine environment using nets in
excess of 2.5 km in length, electric shocks, or explosive materials;
12. Production or trade in wood or other forestry products other than from sustainably managed
forests;6
13. Production or trade in pharmaceuticals, pesticides/herbicides, ozone depleting substances,
polychlorinated biphenyls (PCBs) subject to international phase outs or bans;
14. Production or activities involving harmful or exploitative forms of forced labor 7or harmful child
labor8;
15. Production, trade, storage, or transport of significant volumes of hazardous chemicals, or
commercial scale usage of hazardous chemicals (gasoline, kerosene, other petroleum products,
textile dyes etc.);
16. Production or activities that have adverse impacts, including relocation, on the lands, natural
resources, or critical cultural heritage subject to traditional ownership or under customary use by
historically underserved traditional local communities;
17. Activities involving land acquisition and/or restrictions on land use resulting in involuntary
resettlement or economic displacement;9
18. Military or police equipment or infrastructures, and equipment or infrastructure which result in
limiting people’s individual rights and freedom (i.e. prisons, detention centers of any form) or in
violation of human rights; and,
19. Activities involving live animals for experimental and scientific purposes.
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Footnotes
1. This does not apply to enterprises that are not substantially involved in these activities. "Not substantially involved" means that
the activity concerned is ancillary to an enterprise’s primary operations.
2. Natural habitats are areas composed of viable assemblages of plant and/or animal species of largely native origin, and / or
where human activity has not essentially modified an area’s primary ecological functions and species composition.
3. Critical habitat is a subset of both natural and modified habitat that deserves particular attention. Critical habitat includes areas
with high biodiversity value that meet the criteria of the World Conservation Union (IUCN) classification, including habitats of
significant importance for required for critically endangered or endangered species as defined by the IUCN Red List of
Threatened Species; habitats of significant importance for endemic or restricted-range species; habitats supporting globally
significant concentrations of migratory species and /or congregatory species; areas with unique assemblages of species or which
are associated with key evolutionary processes. Primary Forests or forests of High Conservation Value shall be considered
Critical Habitats.
5. Critical cultural heritage consists of (i) the internationally recognized heritage of communities who use, or have used within
living memory the cultural heritage for long-standing cultural purposes; and (ii) legally protected cultural heritage areas,
including those proposed by national governments for such designation.
6. Sustainable forest management may be demonstrated by the application of industry-specific good practices and available
technologies. In some cases, it may be demonstrated by certification/ verification or progress towards certification /verification
under a credible standards system.
7. Forced labor means all work or service, not voluntarily performed, that is extracted from an individual under threat of force or
penalty.
8. Harmful child labor means the employment of children that is economically exploitive, or is likely to be hazardous to, or to
interfere with, the child's education, or to be harmful to the child's health, or physical, mental, spiritual, moral, or social
development.
9. Land acquisition and/or restrictions on land use may result in the physical displacement of people (involuntary resettlement) as
well as their economic displacement (as loss of assets and/or means of livelihood, regardless of whether or not the affected
people are physically displaced). Land must be acquired on willing-seller willing-buyer basis.
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ANNEX 3. DBE SMEFP LIST OF EXCLUDED SECTORS

DBE SMEFP will not provide financing to the following economic sectors. This includes financing
provided by DBE directly and through the eligible PFIs.
1. Mining and quarrying;
2. Agricultural activities (primary agricultural production);
3. Tourism and construction industries in case they receive funding for working capital only1;
4. Activities constituting pure real estate development activity (including the construction of new
buildings, renovation of existing buildings, and purchase of land for the purpose of selling to
others)2; and,
5. Activities constituting pure financial transactions (such as brokerage firms trading public stocks,
other securities or any other financial product; re-financing of existing liabilities)2.
Footnotes:
1. For SMEs receiving working capital only, the activity sector is restricted to manufacturing and agro-processing. Those in
construction and tourism that receive leasing finance from DBE or Leasing Companies may receive working capital finance
under this project from a participating Commercial Bank or a micro-finance institution.
2. These sectors and activities are not eligible under EIB funds.
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activities) rests with the DBE SMEFP Senior Social and Environmental Officer in Special Fund
Administration and Rural Financial Intermediation Programme Coordination Directorate of DBE. She/he
shall be responsible for the implementation of the process across relevant lending activities.
Review
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adequacy, and alignment to business imperatives (current and future) on an annual basis or on a more
frequent basis if deemed necessary.
Review Log
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1. OVERVIEW
1.1. Purpose
E&S Procedures set out DBE’s institutional arrangements for SME Finance Project (SMEFP) and
processes that aim to support the implementation of SMEFP E&S Policy. These procedures describe how
DBE conducts its due diligence on investment activities under consideration, as well as its supervision on
activities to which financing has been provided. The procedures also identify the relevant functions and
individuals involved in implementation.
These procedures are embedded in the overall investment screening and appraisal process. E&S
Procedures are based on the principle of continuous improvement. The objective of these E&S Procedures
is to facilitate and promote:
•
•
•
•

Proper implementation and institutionalization of the ESMS;
Identification and mitigation of E&S risks involved in DBE’s lease finance under SMEFP;
Fulfillment of E&S legal and multilateral lenders’ requirements under SMEFP; and,
Measuring, monitoring, reviewing and reporting E&S risks of the portfolio.

1.2. Scope of Application
The implementation of these E&S Procedures will apply to lease finance provided by DBE directly to the
eligible SMEs under the SMEFP and involve the following units:
1. Special Fund Administration and Rural Financial Intermediation Programme Coordination
Directorate (SFA & RFIP Coordination Directorate); and,
2. Branch Offices i.e., Grades A, B and C Branch and District Office Appraisal Teams and Branch
and District Office Approval Teams.
1.3. E&S Due Diligence in Lease Finance
E&S due diligence for leasing activities involves analysis of potential risks related to (1) the lessees’
activities supported by the leased equipment and assets and (2) the operation and maintenance of the
equipment and assets. The procedures and tools for conducting E&S due diligence for leasing activities
should include the following steps as part of a desktop review and a site visit, if necessary:
•

Screening of client’s activities against the List of Excluded Activities and List of Excluded
Sectors in line with SMEFP E&S Policy;

•

Review of potential E&S issues that are typically associated with the client’s industry sector and
the activities for which the leased equipment and assets will be used, including operation and
periodic maintenance;

•

Consider use of leased equipment;

•

Consider E&S risks that may be linked to repossession, sale or disposal of equipment or assets to
avoid any potential liabilities through procedures such as E&S regulation compliance check;
check on conditions of equipment and assets; and review of repair, maintenance, and accident
records;

•

Review of client’s capacity and resources to ensure proper use and maintenance of leased
equipment and assets;
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•

If the client’s operations are in a sensitive sector with potentially significant environmental and
social risks, as part of E&S screening review of the client’s track record on E&S issues, in terms
of potential non-compliance with national regulations or negative publicity; and,

•

Review of the client’s actions (if any) to mitigate potential E&S issues associated with both
leased equipment and business operations.

1.4. Structure of E&S Procedures for DBE Direct Investments
The E&S Procedures are comprised of four distinct components, with each component representing a
critical step of the integrated E&S risk management approach embedded in the credit cycle (Figure 1).
The structure of the procedures follows the typical chronology of events in the investment project cycle.22
A detailed visual flow for transaction-level decision-making process is provided in Annex 1.

2. E&S SCREENING AND DUE DILIGENCE
This procedure outlines steps required for initial transaction screening for E&S risks and further E&S due
diligence, where required. It describes steps to assess E&S risks and identify mitigation measures and
actions, where deemed necessary in compliance with the applicable E&S laws and regulations of
Ethiopia, as well as the requirements of the bilateral and multilateral lenders under SMEFP.
2.1. Purpose of E&S Due Diligence
E&S due diligence is carried out with the following key objectives:
•

The project/ client must be able to demonstrate compliance to the Applicable E&S Requirements
as specified in the SMEFP E&S Policy. Demonstration of compliance must be to DBE’s
satisfaction;

•

Where E&S issues are identified and full compliance with Applicable E&S Requirements cannot
be demonstrated before the investment is granted, a Corrective Action Plan must be agreed to in
order for the investment to proceed. The plan must specify all of the necessary actions to bring a
project/ client into compliance. A target completion date for each specified action must also be
agreed; and,

•

Prospective clients must provide all requested information and the designated E&S officer must
have concluded that the project/client is expected to meet the Applicable E&S Requirements
(with Corrective Action Plan if required) prior to DBE’s decision to make an investment.

22

The sequencing may vary to satisfy specific project needs (e.g. the needs for disclosure according to the requirements of the
Ethiopian law or bilateral and multilateral lenders and/or shareholders.
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Figure 1 Structure of E&S Procedures for DBE Direct Investments
• Instruments: Loan contract;
review of client E&S performance
reports; site visits
• Outputs: E&S monitoring report

Monitoring

Screening
and
Categorizati
on

Approval

Due
Diligence
(for high risk
investments)

• Instruments: E&S legal
covenents; E&S performance
reporting format
• Output: Legal agreement

• Instruments: List of Excluded
Activities, List of Excuded Sectors;
E&S Screening Checklists
• Outputs: Preliminary E&S
categorization (High, Medium,
Low); determination of required due
diligence level (e.g. full or partial
• ESIA, Corrective Action Plan)

• Instruments: Full or partial ESIAs
or E&S reviews; Sector Guidelines, as
needed
• Outputs: Final E&S categorization,
E&S requirements; Corrective Action
Plan, as needed

Supporting processes/ systems: (i) Disclosure; (ii) Information and record-keeping system;
(iii) Reporting

2.2. Initial E&S Screening (All Transactions)
The screening process begins with the identification of a potential new financing opportunity.
E&S Screening Steps
The initial E&S screening involves the following steps:
1. Credit Appraisal Teams in DBE Branch or District Offices screen customers applying for lease
financing based on eligibility criteria. As part of this overall transaction screening process, initial
E&S screening is done on the basis of the information received from the client using E&S
Screening Checklist for Lease Finance (Annex 6);
2. A completed E&S Screening Checklist for Lease Finance, including initial E&S categorization,
constitutes an E&S Due Diligence (ESDD) report at the screening stage. The screening stage
ESDD report is submitted by credit staff conducting screening for verification by Credit
Appraisal Teams and final approval by Head of Branch Office. Investment decisions are made
taking into consideration the outcomes of E&S screening stated in ESDD report by Branch and
District Office Approval Teams; and,
3. In case the E&S screening determines that further E&S due diligence – specifically an
Environmental and Social Impact Assessment (ESIA) – is required, the investment is referred for
further E&S due diligence to the DBE’s Senior Social and Environmental Officer at the Special
Fund Administration and Rural Financial Intermediation Programme Coordination
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Directorate23for in-depth E&S due diligence to be completed before investment decision can be
made by Branch and District Office Approval Teams.
E&S Screening Outcomes
1. Branch and District Office Appraisal Teams determine whether the proposed investment is on the
List of Excluded Activities or List of Excluded Sectors in accordance with SMEFP E&S Policy.
In this case, the investment is rejected at screening stage and rationale provided in the ESDD
report;
2. If the investment can proceed, then on the basis of information received from the client, initial
E&S categorization (High, Medium, or Low) is assigned in accordance with SMEFP E&S Policy
and using the considerations provided in Annex 2. Initial E&S categorization is recorded in the
ESDD report;
3. E&S categorization and findings of the E&S screening determine whether further E&S due
diligence is required, including a full or partial ESIA. These requirements are recorded in the
screening stage ESDD report;
4. In the case where the nature of the transaction does not require further E&S due diligence (all
Low and Medium Risk), the client application will proceed through the regular investment
acceptance procedures by Branch and District Office Approval Teams, with a Corrective Action
Plan (Box 1), if needed, on the basis of E&S screening and as defined in section 2.5 of these E&S
Procedures;
5. Branch and District Office Appraisal Teams document the outcomes of the E&S due diligence
process in the updated ESDD report, along with supporting documentation; and,
6. In the case of High Risk transactions where further E&S due diligence is required, it will follow
the process described in section 2.3 of these E&S Procedures.

Box 1. Corrective Action Plan
The purpose of a Corrective Action Plan is to mitigate potential E&S risks in the context of a transaction to an
acceptable level for the financial institution. A Corrective Action Plan is a short / itemized list of key risk mitigation
measures that a client/ lessee will need to undertake within a reasonable period of time to comply with the E&S
requirements. A Corrective Action Plan is based on the outcomes of E&S screening (and further E&S due diligence,
if required).
Corrective Action Plans range from a simple list of mitigation measures (for lower risk transactions) to the
requirement to prepare Environmental and Social Assessments (ESIAs) and follow detailed E&S Management Plans
(ESMPs) with actions that can be measured quantitatively or qualitatively (for higher risk transactions). The
Corrective Action Plan should include a description of the specific mitigation actions to be taken by the client, a
timeframe for implementation and a reporting requirement to inform DBE on the status of completion. The
timeframe for implementation of specific mitigation measures will vary according to the identified E&S risks and
may range from being a condition of transaction approval to a reasonable timeframe from disbursement or when
E&S issues were identified during transaction monitoring.
DBE staff will need to discuss the Corrective Action Plan with the client and agree on its scope and timeframe for
completion. If the Corrective Action Plan is developed as part of the transaction appraisal process, it should be
included in the legal/loan/lease agreement. Compliance is monitored during subsequent supervision.
23

Branch and District Office Appraisal Teams may also refer other transactions for verification/ advice by the Senior Social and
Environmental Officer, as deemed necessary.
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2.3. E&S Due Diligence for High Risk Transactions
For all High Risk transactions, oversight of the E&S due diligence process is with DBE’s Senior Social
and Environmental Officer at the Special Fund Administration and Rural Financial Intermediation
Programme Coordination Directorate.
E&S due diligence is conducted to evaluate the level of risk associated at the project and/or client level.
This involves a detailed assessment of the technical aspects of the project, including information on the
project site, environmental issues, community interactions, social issues and labor issues and is carried
out during preparation of an ESIA in accordance with the World Bank Performance Standards.
As part of the overall risk assessment, the DBE will require clients to ensure compliance with applicable
national laws on environment, health, and safety. This includes requirements for full or partial ESIA
under Directive no.1/2008 to implement Environmental Impact Assessment Proclamation No. 299/ 2002
of Ethiopia and Schedule 1 or 2 of Environmental Impact Assessment Procedural Guideline Series 1
(2003).
E&S Due Diligence Steps
1. Branch and District Office Appraisal Teams refer High Risk transactions to the Senior Social and
Environmental Officer at the Special Fund Administration and Rural Financial Intermediation
Programme Coordination Directorate, including the completed ESDD report and any supporting
documentation;
2. Senior Social and Environmental Officer initiates the process of full or partial ESIA, as required
by the relevant Ethiopian law and the WB Performance Standards by (i) preparing a TOR for
such assessment and (ii) conducting procurement of a qualified firm or consultant to prepare the
ESIA report for the client.24 A typical outline of an EISA is presented in Annex 5;
3. As part of the E&S due diligence process, Senior Social and Environmental Office may engage
with the client and conduct a site visit, if deemed necessary. Site visit may involve stakeholder /
community engagement where deemed appropriate and necessary;
4. Upon completion of the ESIA, Senior Social and Environmental Officer reviews the assessment
and associated E&S Management Plan(s) for quality; and,
5. Senior Social and Environmental Officer updates the ESDD report, including the Corrective
Action Plan (Box 1), if needed, included therein with the E&S risk mitigation requirements
determined on the basis of the ESIA and defined in section 2.5 of these E&S Procedures.
E&S Due Diligence Outcomes
1. On the basis of information provided in the ESIA, the Senior Social and Environmental Officer
confirms final E&S categorization in accordance with SMEFP E&S Policy and using the
considerations provided in Annex 2. Final E&S categorization is recorded in the ESDD report.
This completed and verified E&S Screening Checklist, including final E&S categorization,
constitutes an E&S Due Diligence (ESDD) report at the due diligence stage.
2. When Senior Social and Environmental Officer is satisfied with the outcomes and quality of the
ESIA, he/she refers the transaction back to the Branch and District Office Approval Teams with

24

Costs of preparation of a full or partial ESIA are born by the client/ lessee.
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the recommends for the investment to either proceed or be rejected in case E&S risks and impacts
are found to be unacceptable.
3. Senior Social and Environmental Officer documents the outcomes of the E&S due diligence
process in the updated ESDD report, along with supporting documentation.
2.4. New Transactions with Existing Clients
DBE conducts supervision and performance monitoring of all existing clients in accordance with section
4 of these E&S Procedures.
For new transactions with existing clients, the process of E&S screening and due diligence follows the
same structure as presented in Annex 2. However, it is simplified as follows:
1. For clients with existing E&S monitoring reports completed within the last 12 months and do not
indicate any non-compliance with the agreed Corrective Action Plan, the new transaction can
proceed to the approval stage by Branch and District Office Approval Teams without additional
E&S screening or further due diligence;
2. For clients with existing E&S monitoring reports completed within the last 12 months and
indicate non-compliance with the agreed Corrective Action Plan, new transactions can proceed
only once agreed E&S risk mitigation measures are completed;
3. For clients without E&S monitoring reports completed within the last 12 months, new
transactions will follow the full assessment process starting with E&S screening and
categorization; and,
4. In case the initial transaction was categorized as High Risk or re-categorized as High Risk as a
result of subsequent monitoring, new transactions will be referred for review to the Senior Social
and Environmental Officer who will recommend further course of action.
2.5. Level of E&S Assessment and Management Requirements
With regard to the levels of E&S assessment and management measures that are needed following the
initial E&S screening (required for all transactions) or E&S due diligence (for High Risk transactions), the
following will be required depending on the E&S risk category (Table 1).
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Table 1 Summary of E&S assessment and management measures required for each E&S risk
category
E&S risk Level
of
E&S Mitigation Measures Supervision
Disclosure
category
Assessment
Requirements
High Risk

Full ESIA as required by
Ethiopia’s national law
and carried out in
accordance with WB
Performance
Standards.25

Medium
risk

Partial ESIA where
required by Ethiopia’s
national
law26
(otherwise,
screening
using E&S Screening
Checklist for Lease
Finance only).
No
further
E&S
assessment post E&S
screening using E&S
Screening Checklist for
Lease Finance.

Low risk

Corrective Action Plan
based
on
E&S
Management
Plan
(ESMP) and other
risk-specific
management plans, as
required.
Corrective Action Plan
based on partial EIA,
where available, and
results
of
E&S
screening
using
checklist.

Annual
E&S
Performance
Reports
Mandatory site
visits.

Full
ESIA
disclosure
by
client
Disclosure of a
summary of the
ESIA by DBE.

Annual
E&S
Performance
Reports
Optional
site
visits,
as
deemed
necessary.
Corrective Action Plan N/A
based on findings of
E&S screening using
checklist.

EIA disclosure by
client,
where
required
by
national law.

N/A

3. APPROVAL
This procedure outlines the approach to considering E&S issues in the process of investment decisionmaking and describes material considerations to be taken into account.
A decision on whether to proceed with the project is reached on the basis of multiple sources of
information for which the E&S risk issues are identified and overall project/transaction categorization is
one such criteria. Following the appropriate level and type of E&S due diligence, DBE forms a decision
on proceeding with the client or transaction, and where relevant, identifies mitigation measures to include
in loan documentation pursuant the Corrective Action Plan. These decisions and recommendations are
documented by Branch and District Office Approval Teams and incorporated into credit approval records.
DBE may also choose to decline transaction where the E&S issues are egregious or where the client
repeatedly fails to improve its E&S performance and meet the DBE’s requirements.
Approval Matrix
Approval based on E&S criteria may be as indicated as follows (i) reject; (ii) accept/reject with
management decision; (iii) accept with a Corrective Action Plan. The approval is recorded in the ESDD
25This

includes relevant WBG Environmental, Health and Safety (EHS) Guidelines:
http://www.ifc.org/wps/wcm/connect/topics_ext_content/ifc_external_corporate_site/ifc+sustainability/our+approach/risk+mana
gement/ehsguidelines
26 In particular, (i) Directive no.1/2008 to implement Environmental Impact Assessment Proclamation No. 299/ 2002 of Ethiopia,
(ii) Environmental Impact Assessment Procedural Guideline Series 1 (2003), or (iii) any other directives by local authorities.
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report. A completed E&S Screening Checklist, including final E&S categorization and approval decision,
constitutes an E&S Due Diligence (ESDD) report at the approval stage.
Responsibility for recommending approval, based on the criteria presented in the approval matrix (Table
2), to Branch and District Office Approval Teams or Corporate Loan Approval Team are as follows:
-

In case of Low Risk and Medium Risk transactions, Branch and District Office Appraisal Teams
are responsible for making the recommendation for approval;

-

In case of High Risk transactions and some of the Medium Risk transactions overseen by Senior
Social and Environmental Officer, he/she is responsible for making the recommendation for
approval to Branch and District Office Approval Teams; and,

-

In certain cases of High Risk transactions where potential E&S risks and impacts are deemed to
be exceptionally severe/ sensitive, Senior Social and Environmental Officer makes the
recommendation for management decision to the Corporate Loan Approval Team.

Table 2 Approval Matrix
E&S
Category

Accept with Corrective Action
Plan

High Risk

-

-

-

Medium
Risk

-

-

-

Low Risk

-

-

Accept/reject with
management decision
- Decisions referred to Branch
and District Office Approval
Teams, and in certain
sensitive cases, Corporate
Loan Approval Team;
- ESIA prepared Ethiopian
regulatory requirements and
WB Performance Standards;

Reject

-

The project is located in a
highly polluted area or ecosensitive zone; and

-

-

Significant
identified.

EIA, where required, meets
Ethiopian
regulatory
requirements;
E&S clearances per Ethiopian
law are completed and
available;
Corrective
Action
Plan
accepted by the client; and,
Legal covenants prepared and
include E&S conditions of
financing.

-

Decisions referred to Branch
and District Office Approval
Teams;
Follow-up may be needed if
initial E&S screening does
not
contain
sufficient
information on risks and
impacts (e.g. client did not
provide required permits or
they are expired); and,
Corrective Action Plan is
pending acceptance by the
client.

Corrective Action Plan, where
required, accepted by the
client; and,
Legal covenants prepared and
include E&S conditions of
financing (where required).

N/A

ESIA prepared by qualified
consultant meets Ethiopian
regulatory requirements and
WB Performance Standards;
E&S clearances per Ethiopian
law are completed and
available;
Corrective
Action
Plan
accepted by the client; and,
Legal covenants prepared and
include E&S conditions of
financing.

-

-

E&S

Issues

-

-

-

-

-

-

-

Involves activities on
DBE SMEFP List of
Excluded Activities and
/or List of Excluded
Sectors;
No permits, clearances
required by law are
available;
EIA required by law but
client does not intend to
compete it; and,
Presents an unacceptable
level of E&S risks for
DBE, as identified during
ESDD.
Involves activities on
DBE SMEFP List of
Excluded
Activities
and/or List of Excluded
Sectors;
No
permits
required
bylaw are available; and,
Corrective Action Plan is
not accepted by the client.

Involves activities on
DBE SMEFP List of
Excluded Activities and
/or List of Excluded
Sectors; and,
No
permits
required
bylaws are available.
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Conditions of Financing
Where mitigation measures or performance improvement commitments are required in order to meet
Applicable E&S requirements, as stated in SMEFP E&S Policy, these will be communicated to the client
and formalized in the corresponding loan documentation.
Conditions of financing shall include the following:
-

Design, construct, operate, and maintain client’s operations and leased equipment in compliance
with the relevant laws and regulations of the Federal Democratic Republic of Ethiopia, and,
where relevant, additional applicable E&S requirements as per the DBE E&S Policy;

-

Implement the environmental and social mitigation and management measures specified in the
Corrective Action Plan; and,

-

Within three days of occurrence, notify DBE of any social, labor, health and safety, security or
environmental incident, accident or circumstance having, or which could reasonably be expected
to have, any material impact on compliance of with applicable E&S requirements.

4. SUPERVISION AND MONITORING
This procedure outlines ongoing supervision and monitoring to evaluate client’s progress over the life of
the loan. The procedure also provides a mechanism for managing non-compliance with clients that
continually fail to improve their management of E&S issues.
The E&S performance clients will be monitored on a periodic basis to ensure on-going compliance with
the applicable E&S requirements and the agreed Corrective Action Plan, as included in loan agreement.
All of DBE Branch and District Offices are authorized to administer SMEFP within their jurisdiction and
will be responsible for monitoring, including E&S issues.
The Environmental and Social Management System team/Senior Social and Environmental Officer within
the SMEFP Project Management team within the Special Fund Administration and Rural Financial
Intermediation Programme Coordination Directorate is directly responsible for oversight of the
supervision and monitoring and evaluation of E&S issues related to SMEFP lending.
DBE will monitor all SMEs clients/ lessees under SMEFP at least once a year. DBE undertakes project
supervision and follow-up activities using both on-site and off-site supervision and monitoring methods,
as needed. DBE will require its clients to submit periodic monitoring reports on their E&S performance. 27
In addition to the standard performance reporting, clients are also requested to report any major incidents
and/or accidents (this condition is an explicit requirement in the loan covenants).
Supervision and Monitoring by DBE Branch and District Offices
Branch and District Offices are responsible for supervision and monitoring of Low Risk and Medium Risk
transactions as follows:
-

27

Branch Offices prepare, review and discuss the appropriate and timely supervision and
monitoring actions for each investment in consultation with District Offices and Lease Financing
Follow up Directorate, as appropriate;

A client E&S reporting format will be developed as part of the overall investment reporting format.
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-

Branch and District Offices, as appropriate, will conduct E&S performance review for
investments overseen by them (Low Risk and Medium Risk transactions) and prepare E&S
Supervision and Monitoring report (Annex 6). This includes E&S information provided as part of
the client reports. For Medium Risk transactions, this may include a site visit, if necessary;

-

Compliance with the agreed Corrective Action Plan is assessed and any outstanding issues are
recorded for further follow-up;

-

In case of any changed project circumstances resulting in higher adverse E&S impacts, DBE
would work with the client to address them and exercise remedies where applicable. In such
cases, DBE may upgrade E&S risk category. If the risk category is upgraded to High Risk as a
result of supervision and monitoring outcomes, these cases are referred to Senior Social and
Environmental Officer for further follow-up; and,

-

In case any major incidents or accidents are reported by clients or identified as part of supervision
and monitoring activities, these are referred to Senior Social and Environmental Officer for
further follow-up.

Supervision and Monitoring by DBESMEFP Project Management Team within the Coordination
Directorate
Senior Social and Environmental Officer in the SFA & RFIP Coordination Directorate is responsible for
supervisor and monitoring of High Risk and some Medium Risk transactions, where they were referred
for further E&S due diligence to the SFA & RFIP Coordination Directorate by Branch and District
Offices. Senior Social and Environmental Officer:
-

Reviews E&S information provided as part of the client reports, conducts site visit and prepares
an E&S Supervision and Monitoring report (Annex 6);

-

Compliance with the agreed Corrective Action Plan is assessed and any outstanding issues are
recorded for further follow-up;

-

In case of persistent non-compliance in High Risk projects, recommends remedial actions to
management, including exercising available legal remedies for terminating the transaction; and,

-

In case any major incidents or accidents are reported by clients or identified as part of supervision
and monitoring activities, these are referred to Senior Social and Environmental Officer that is
responsible for reporting these to DBE senior management and lenders/investors as per their
specific requirements for notification.

5. ROLES AND RESPONSIBILITIES
This section describes the roles and responsibilities of DBE staff in charge of implementing and
maintaining oversight of the various parts of the SMEFP E&S Policies and Procedures. Key departments/
individuals with accountability for implementation are listed in Table 2 below.
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Table 2 Roles and Responsibilities
Unit/Person

Summary of Responsibilities

DBE
Senior DBE Senior Management and Board will oversee the following:
Management and
- Review and formal approval of SMEFP E&S Policies and Procedures;
Board
- Allocation and approval of the resources and budget for implementation;
-

Management oversight and overall accountability for E&S risk
management to external stakeholders, Government of Ethiopia, and
bilateral and multilateral lenders and/or shareholders.

Senior Social and Senior Social and Environmental Officer oversees the implementation of the
Environmental
SMEFP Environmental and Social Management System with regard to Tier 1
Officer,
SMEFP lending as follows:
Project
- Day-to-day management and oversight of E&S risk management, in line
Management Team
with SMEFP E&S Policies, Procedures, and supporting tools;
In SFA & RFIP
- Developing and improving E&S Policy, Procedures and tools to support
Coordination
implementation (e.g. checklists and other supplemental guidance, TORs,
Directorate
sector guidelines);
-

Ensure that Branch and District Office Appraisal Teams and Approval
Teams follow SMEFP E&S Policy, Procedures, and supplemental
guidance in conducting E&S screening and supervision, including
proper maintenance of all relevant documentation;

-

Manage E&S due diligence process for High Risk transactions, as
referred by Branch and District Office Appraisal Teams (including
confirmation of final E&S categorization);

-

For the above-mentioned transactions, prepare ESDD reports and
Corrective Action Plans at the E&S due diligence stage, recommend
approval to relevant approval teams, and ensure appropriate E&S
covenants are incorporated in loan agreements;

-

Contracting external consultants to assist with E&S due diligence, as
needed;

-

Ensure appropriate disclosure of E&S information is completed in
accordance with SMEFP E&S Policy;

-

Conduct supervision and monitoring activities for High Risk and certain
Medium Risk transactions;

-

Prepare E&S performance reports for senior management and
lenders/investors, as applicable;

-

Develop and implement an on-going Programme of E&S training for
DBE Branch and District Offices on the proper implementation of
SMEFP E&S Policy and Procedures;

-

Ensure that copies of SMEFP E&S Policy, Procedures and supporting
tools are available at each Branch and District Office administering
SMEFP lending.

Branch and District Overall, Appraisal Teams at Branch and District Offices focus on assessing the
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Office
Teams

Appraisal technical, market, financial and managerial viabilities as well as socio-economic
benefits of the project. With regard to E&S risk management, their
responsibilities include:
-

Conducting initial E&S screening using E&S Screening Checklist for
Lease Finance (as included in the SMEFP E&S Screening Checklists
and Procedure document);

-

Completing E&S Due Diligence (ESDD) report at the screening stage,
including initial E&S categorization;

-

Recommending approval to Branch and District Office Approval Teams;

-

Referring High Risk and certain Medium Risk transaction to Senior
Social and Environmental Officer for further E&S due diligence, as
necessary;

-

Ensure that suggested Corrective Action Plan is communicated to the
legal staff for inclusion in the loan agreement;

-

Conduct E&S supervision and monitoring of transactions after
investment; and,

-

Filing completed ESDD reports, E&S monitoring reports, and
supporting documentation together with the client’s loan application
package.

Branch and District Overall, Approval teams at Branch and District Offices review clients’ due
Office
Approval diligence assessment and appraisal report and make decision on an investment/
Teams
transaction to proceed or not. With regard to E&S risk management, their
responsibilities include:
-

Review of the E&S documentation and recommendations made by
Branch and District Office Appraisal Teams and/or Senior Social and
Environmental Officer, as applicable; and,

-

Incorporate E&S risk aspects into the overall investment decisionmaking.

Corporate
Loan Corporate Loan Approval Team review supporting documentation and make a
Approval Team
final investment decision on certain High Risk transactions at the approval stage,
as referred by Senior Social and Environmental Officer.
Legal Department / Legal Department/Staff (at Branch and District Offices) will ensure that
Staff (at Branch appropriate E&S covenants/conditions of financing are included in loan
and
District agreements with clients. This shall include the agreed Corrective Action Plan.
Offices)
In certain High Risk situations, where the decision to proceed with an investment
is made by the Corporate Loan Approval Team, Legal Affairs Directorate will be
responsible for final review and approval of E&S conditions of financing.
Lease
Financing Periodic compliance checks.
Follow
up
Directorate
Internal
Directorate

Audit Ensure that reviews are conducted at least once in a year on the Branch Offices,
Branch and District Office Appraisal Teams and Branch and District Office
Approval Teams and Lease Financing Follow-up and Branch Operation
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Directorate of DBE on their entire SMEs lease financing activities.
Vice
President Vice President Lease financing of DBE by its Lease Financing Follow up
Lease
financing Directorate and Branch Operation Directorate, will control all branches that
and
Lease administer SME finance.
Financing Follow
up Directorate
Vice
President
Credit Management
and SFA & RFIP
Coordination
Directorate

Project Management team that will be established under Vice President Credit
Management in SFA & RFIP Coordination Directorate will be responsible for
the implementation of wholesale finance to other financial Institutions for onlending to SMEs.

6. DISCLOSURE
This procedure describes how DBE can operationalize disclosure commitments as per SMEFP E&S
Policy and in line with national laws.
Senior Social and Environmental Officer, SFA & RFIP Coordination Directorate is responsible to ensure
that:
-

Disclosure of full or partial ESIAs and relevant documentation is done by clients in a timely
manner, in accordance with SMEFP E&S Policy, Ethiopian national requirements, and the
relevant provisions of the WB Performance Standards (as applicable to High Risk transactions).

-

For each investment categorized High Risk in accordance with DBE SMEFP E&S Policy, DBE
completes disclose of a summary of the ESIA in a timely manner and before the decision to
invest is made by DBE in accordance with the process described in section 2 of these E&S
Procedures.28

Disclosure records are maintained by DBE as described in section 7 of these E&S Procedures.

7. INFORMATION AND RECORD KEEPING
This procedure describes DBE’s approach to systematically capturing transaction information and
analyzing E&S performance at the portfolio level.
Branch and District Offices
Branch and District Offices are responsible for record-keeping for Low Risk and Medium Risk
transactions and will maintain as part of the client loan application and client file, as appropriate:

28

-

Completed E&S Due Diligence (ESDD) reports at screening and approval stages;

-

Corrective Action Plans agreed with the client;

-

Supporting documents such as relevant environmental and social authorizations and permits, and
any E&S assessments prepared by the client; and,

-

Completed E&S Supervision and Monitoring reports, including outcomes of site visits (where
necessary).

Such summaries are subject to review by the World Bank.
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Senior Social and Environmental Officer, SFA & RFIP Coordination Directorate, periodically reviews the
adequacy of record keeping by Branch and District Offices and recommends improvement.
SMEFP Project Management Team within the SFA & RFIP Coordination Directorate
For High Risk projects that have undergone E&S due diligence and where subsequent supervision and
monitoring are the responsibility of the Senior Social and Environmental Officer, SFA & RFIP
Coordination Directorate, DBE maintains a centralized record-keeping system that captures E&S
information of each transaction as follows:
-

Completed E&S Due Diligence (ESDD) reports at screening, due diligence, and approval stages;

-

Corrective Action Plans agreed with the client;

-

Supporting documents such as relevant environmental and social authorizations and permits;
ESIAs, ESMPs, and other management plans, as prepared by the client; and,

-

Completed E&S Supervision and Monitoring reports, including outcomes of site visits.

Senior Social and Environmental Officer is responsible for maintaining the above records in the system,
and for regular reviews of the completeness and accuracy of this information, analysis of risks at the
portfolio level, and providing periodic reports to senior management and external stakeholders as outlined
in section 8.

8. INTERNAL AND EXTERNAL REPORTING
DBE will report on E&S risk management activities for SMEFP in accordance with the requirements of
Development Finance Institutions (DFIs) and other investors, and we seek to incorporate such reporting
into DBE’s external annual publications, as appropriate.
In addition senior management will receive periodic assessments of the effectiveness of the E&S risk
management policies based on systematic data collection and analysis. The scope and frequency of such
reporting depends upon the nature and scope of the activities undertaken and other applicable investor
requirements and public commitments.

9. BUDGET AND TRAINING
DBE will allocate resources to prepare and distribute SMEFP ESMS documentation and materials, to
train relevant DBE staff in Branch and District Offices on E&S Procedures, and to account for staff time
to perform their E&S responsibilities in their day-to-day duties to ensure effective ESMS implementation.
Senior Social and Environmental Officer, SFA & RFIP Coordination Directorate, will be responsible for:
-

Assessing internal capacity and track the progress and development of employees and skills with
regard to E&S Policy and Procedures understanding and performance and undertake training need
identification exercise at regular periodic intervals in consultation with the employees and senior
management;

-

Assessing capacity of the Branch and District Offices to implement E&S Procedures on a regular
basis, including quality and consistency of implementation; and,
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-

Preparing and implementing a Capacity Building and Training Plan addressing skills and training
gaps identified, future training needs defined and training to be rolled out.

The Capacity Building and Training Plan for E&S risk management, including budget, would be
reviewed and approved by DBE senior management at appropriate level.
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ANNEX 1. E&S PROCEDURES FLOWCHART (DIRECT INVESTMENTS)
LOAN REQUEST (New or Existing Client)

INITIAL E&S SCREENING AND CATEGORIZATION
(Branch or District Offices Appraisal Teams using E&S screening questionnaire for lease finance)

HIGH RISK

MEDIUM RISK

E&S Due Diligence (ESIA required in line
with Ethiopian regulations and WB
Performance Standards)

LOW RISK

No further E&S Due Diligence (Corrective Action
Plan based on E&S Screening Questionnaire,
including partial EIA where required by law)

Senior S&E Officer at SFA & RFIP

Branch or District Offices Appraisal Teams

INVESTMENT REVIEW AND APPROVAL
Branch and District Office Approval Teams (in case of selected High Risk transactions, Corporate
Loan Approval Team)

Reject OR Further E&S Due
Diligence

NO

APPROVED?

YES
DISBURSEMENT

MONITORING

REPORTING

DBE Environmental and Social Procedures for SME Finance Project (Direct Investments)

Page 36

ANNEX 2. E&S CATEGORIZATION CRITERIA FOR DIRECT INVESTMENTS
These criteria are intended as indicative guidance for E&S risk categorization of SMEs. These considerations should be used together in each
categorization decision and will require exercising reasonable judgment. Moreover, it should be recognized that sector-related risks are only
one of the considerations in determining E&S risk categorization and associated mitigation measures. E&S risk categorization is also a deciding
factor in determining level of E&S due diligence, E&S assessment, and resulting E&S requirements, including application of World Bank
Performance Standards, in accordance with DBE SMEFP E&S Policy. E&S categorization criteria presented below have been developed based on
good international practice in combination with the following Ethiopian regulations:
(i)

Directive no.1/2008 to implement Environmental Impact Assessment Proclamation No. 299/ 2002 of Ethiopia (Annex 3); and,

(ii)

Environmental Impact Assessment Procedural Guideline Series 1 (2003) (Annex 4).

E&S Risk Categorization Criteria – DBE Direct Investments under SMEFP
Criteria/
Category
1. Sectors of
operation
2. Loan size
3. SME size
(number. of
employees)
4. Locations

29

High Risk

Medium Risk

Sectors listed in (i) Directive no.1/2008 on
Proclamation No. 299/ 2002 (ii) Schedule 1
of EIA Procedural Guideline Series 1 (2003)
Loans between 20 and 30 million Birr
(maximum)
From 61 to 100 (maximum)

Sectors listed in Schedule 2 of EIA Sectors listed in Schedule 3 of EIA
Procedural Guideline Series 1 (2003)
Procedural Guideline Series 1 (2003)

Highly sensitive locations (“sensitive
receptors”), including (i) densely populated
urban areas; (ii) proximity to critical
habitats29, legally protected areas, or other
ecologically sensitive areas; (iii) industrial
zones with high cumulative impacts of
pollution; (iv) proximity to sites of cultural
importance.

Moderately sensitive locations, such as
presence of local communities potentially
affected by client operations; proximity
to natural habitats30; or other salient
factors.

Loans between 10 and 20 million Birr
From 31 to 60

Low Risk

Loans between 1 (minimum) and 10
million Birr
From 7 (minimum) to 30

Low risk locations, such as where there
are no communities present, no indication
of sensitive receptors are evident during
E&S screening.

As defined in SMEFP List of Excluded Activities

30Ibid
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ANNEX 3. Project Types Subject to EIA under Directive No. 2/ 2008 Issued to Determine the Categories
of Projects Subject to the EIA Proclamation No. 299/ 2002
Directive No. 1/2008 had been promulgated in order to implement Environmental Impact Assessment
Proclamation No. 299/ 2002. Article 5 of the same proclamation provides provisions for the
determination of categories of projects requiring environmental impact assessment.
In relation to DBE direct investments and investments through PFIs, activities appearing in the
Environmental Impact Assessment Procedural Guideline Series 1 (2003) that are also on the
SMEFP List of Excluded Activities or SMEFP List of Excluded Sectors will not be considered.
Ser. no
1
2

3
4

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22

Project Types Subject to Environmental Impact Assessment
Mine Exploration that is subject to Federal Government Permit
Dam and Reservoir Construction
➢ Dam height 15 meter or more, or
➢ Reservoir storage capacity 3 million m3 or more, or
➢ Power generation capacity 10 MW or more
Irrigation Development
➢ Irrigated area of 3000 ha or more
➢ Construction of Roads (Design Standard DS1, DS2 and DS3) with a traffic flow of 1000 or
more;
➢ Railway Construction.
Taking Fish from Lakes on a commercial Scale
Horticulture and Floriculture Development for export
Textile Factory
Tannery
Sugar Refinery
Cement Factory
Tire Factory with Production Capacity of 15 000 Kg/day or more
Construction of urban and industrial waste disposal facility
Paper Factory
Abattoir Construction with Slaughtering Capacity of 10 000/Year or more
Hospital Construction
Basic Chemicals and Chemical Products Manufacturing Factory
Any project planned to be implemented in or near areas designated as protected.
Metallurgical Factory with a Daily Production Capacity of Equal or More Than 24000 Kilogram
Airport Construction
Installation for the Storage of Petroleum Products with a Capacity of 25,000 Liters or more.
Establishment of Industrial Zone
Condominium construction
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ANNEX 4. ENVIRONMENTAL IMPACT ASSESSMENT PROCEDURAL GUIDELINE
SERIES 1 (2003)
The Environmental Impact Assessment Procedural Guideline Series 1 is one of the three guidelines
formulated by the then Environmental Protection Authority in November 2003. This procedural guideline
among others classified projects in to three i.e. Schedule 1, Schedule 2 and Schedule 3 where the projects
require full environmental impact assessment, preliminary environmental impact study and projects that
may not require environmental impact assessment respectively as illustrated in the following pages.
In relation to DBE direct investments and investments through PFIs, activities appearing in the
Environmental Impact Assessment Procedural Guideline (2003) that are also on the SMEFP List of
Excluded Activities or SMEFP List of Excluded Sectors will not be considered.
Schedule 1: List of Projects That Require Full Environmental Assessment
Ser. no
1
1.1
1.2
1.3
1.4
1.5
1.6
1.7
1.8
1.9
1.10
1.11
1.12
1.13
1.14
2
2.1
2.2
2.3
2.4
2.5
2.6
2.7
2.8
3
3.1

Name of Projects by Category
AGRICULTURE
Water management projects for agriculture (drainage, irrigation)
Large scale mono- culture (cash and food crops)
Pest control projects
Fertilizer and nutrient management
Land development schemes covering an area of 500 hectares or more to bring forest land
into agricultural production
Agricultural Programme necessitating the resettlement of 100 families or more.
Development of agricultural estates covering an area of 500 hectares or more
Construction of dams, man-made lakes, and artificial enlargement of lakes with surface
areas of 200 hectares or more.
Drainage of wetlands wildlife habitat or of virgin forest covering an area of 100 meters or
more.
Introduction of new breed, species of crops, seeds or animals
Surface water fed irrigation projects covering more than 100 hectares
Ground water fed irrigation projects more than 100 hectares
River diversions and water transfers between catchments
Introduction of new breed, species of crops, seeds or animals
LIVESTOCK AND RANGE MANAGEMENT
Large Scale livestock movement
Introduction of new breeds of livestock
Introduction of improved forage species
Large scale open range rearing of cattle, horses, sheep etc
Large scale livestock production in Urban area
Large scale slaughter house construction
Ectoparasite management (cattle dips, area treatment)
Intensive livestock rearing units
FORESTRY ACTIVITIES
Timber logging and processing
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Ser. no
3.2
3.3
3.4
3.5
3.6

3.7
3.8
3.9
3.10
4
4.1
4.2
4.3
5
5.1
5.2
5.3
5.4
5.5
6
6.1
6.2
6.3
6.4
6.5
6.6
6.7
7
7.1
7.2
7.3
7.4
7.5
7.6
7.7
7.8

Name of Projects by Category
Forest plantation and afforestation and introduction of new species
selective removal of single commercial tree species
pest management
Conversion of hill forest land to other land use
Logging or conversion of forest land to other land use within the catchments area of
reservoirs used for municipal water supply, irrigation or hydropower generation or in areas
adjacent to parks
Logging with special emphasis for endangered tree species
Large scale afforestation/reforestation, mono-culture forest plantation projects which use
exotic free species
Conversion of forest areas which have a paramount importance of biodiversity
conservation to other land use
Resettlement Programmes in natural forest and woodland areas.
FISHERIES ACTIVITIES
Medium to large scale fisheries
Artificial fisheries (Aqua-culture for fish, algae, crustaceans shrimps, lobster or crabs).
Introduction of new species in water bodies commercial fisheries
WILDLIFE
Introduction of new species
Wildlife catching and trading
Hunting
Wildlife ranching and farming
Zoo and sanctuaries
TOURISM AND RECREATIONAL DEVELOPMENT
Construction of resort facilities or hotels along the shorelines of lakes, river, islands and
oceans
Hill top resort or hotel development
Development of tourism or recreational facilities in protected and adjacent areas (national
parks, marine parks, forestry reserves etc) on islands and in surrounding waters
Hunting and capturing
camping activities, walk ways and trails etc.
Sporting and race tracts/sites
Tour operations
ENERGY INDUSTRY
Production and distribution of electricity, gas, steam and hot water
Storage of natural gas
Construction of off shore pipelines in excess of 50 km in length
High power transmission line
Construction of combined cycle power station
Thermal power development (i.e. Coal, nuclear)
Hydro-electric power
Bio-mass power development

DBE Environmental and Social Procedures for SME Finance Project (Direct Investments)

Page 40

Ser. no
7.9
7.10
7.11
8
8.1
8.2
8.3
8.4
8.5
9
9.1
9.2
9.3
9.4
9.5
9.6
9.7
9.8
9.9
9.10
9.11
9.12
10
10.1
10.2
10.3
11
11.1
11.2
11.3
11.4
12
12.1
12.2
12.3
13
13.1
13.2
13.3

Name of Projects by Category
Wind -mills power development
Solar (i.e. Impact due to pollution during manufacture of solar devices, acid battery
spillage and improper disposal of batteries)
Nuclear energy
PETROLEUM INDUSTRY
Oil and gas fields exploration and development, including Construction of offshore and
onshore pipelines
Construction of oil and gas separation, processing, handling and storage facilities.
Construction of oil refineries
Construction of product deposits for the storage of petrol, gas, diesel, tar and other
products within commercial, industrial or residential areas.
Transportation of petroleum products
FOOD AND BEVERAGE INDUSTRIES
Manufacture of vegetable and animal oils and fats
Oil refinery and ginneries
Processing and conserving of meat
Manufacture of dairy products
Brewing distilling and malting
Fish meal factories
Slaughter - houses
Soft drinks
Tobacco processing
Canned fruits, and sources
Sugar factories
Other agro-processing industries
TEXTILE INDUSTRY
Cotton and Synthetic fibers
Dye for cloth
Ginneries
LEATHER INDUSTRY
Tanning
Tanneries
Dressing factories
Other cloth factories
WOOD, PULP AND PAPER INDUSTRIES
Manufacturing of veneer and plywood
Manufacturing of fiber board and of particle - board
Manufacturing of Pulp, Paper, sand-board cellulose – mills
BUILDING AND CIVIL ENGINEERING INDUSTRIES
Industrial and housing Estate
Major urban projects (multi-storey building, motor terminals, markets etc)
Tourist installation
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Ser. no
13.4
13.5
13.6
13.7
13.8
13.9
13.10
13.11
14
14.1
14.2
14.3
14.4
15
15.1
15.2
15.3
15.4
15.5
15.6
15.7
16
16.1
16.2
16.3
16.4
16.5
16.6
17
17.1
17.2
17.3
17.4
18
18.1
18.2
18.3
18.4

Name of Projects by Category
Construction and expansion/upgrading of roads, harbours, ship yards, fishing harbours, air
fields( having an air strips of 2,500mor long) and ports, railways and pipelines
River drainage and flood control works.
Hydro - electric and irrigation dams
Reservoir
Storage of scrap metal.
Military installations
Construction and expansion of fishing harbours
Developments on beach fronts
CHEMICAL INDUSTRIES
Manufacture, transportation, use and storage of pesticide or other hazardous and or toxic
chemicals
Production of pharmaceutical products
Storage facilities for petroleum, petrochemical and other chemical products (i.e. Filling
Production of paints, vanishes, etc.
EXTRACTIVE INDUSTRY
Extraction of petroleum
Extraction and purification of natural gas
Other deep drilling - bore-holes and wells
Mining
Quarrying
Coal mining
Sand dredging.
MINERALS EXTRACTION AND PROCESSING
Metallic minerals such as Iron, Lead, Copper, Nickel
Industrial minerals such as kaolin, diatomite,
Construction Minerals
Mineral Water
Thermal Water
Extraction of salts from brines.
NON-METALLIC INDUSTRIES (PRODUCTS)
Manufacture of cement, asbestos, glass, glass-fiber, glass-wool
Processing of rubber
Plastic industry
Lime manufacturing, tiles, ceramics
METAL AND ENGINEERING INDUSTRIES
Manufacture and assembly of motor - vehicles
Manufacture of other means of transport (trailers, motor-cycles, motor-vehicle bicyclescycles)
Body - building
Boiler - making and manufacture of reservoirs, tanks and other sheet containers
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Ser. no
18.5
18.6
18.7
18.8
19
19.a
19. a .1
19. a .2
19. a .3
19. a .4
19. a .5
19. a .6
19. a .7
19.b
19. b .1
19. b .2
19. b .3
19. b .4
19. b .5
19. b .6
19.c
19. c .1
19. c .2
19. c .3
19. c .4
20
20.1
20.2
20.3
20.4
20.5
20.6
20.7
20.8
21
21.1
21.2
21.3
21.4
21.5

Name of Projects by Category
Foundry and Forging
Manufacture of non - ferrous products
Iron and steel
Electroplating
WASTE TREATMENT AND DISPOSAL
(a) Toxic and Hazardous waste
Construction of Incineration plants
Construction of recovery plant (off-site)
Construction of waste water treatment plant (off-site)
Construction of secure landfills facility
Construction of storage facility (off - site)
Collection and transportation of waste.
Installation for the disposal of industrial waste
(b) Municipal Solid Waste
Construction of incineration plant
Construction of composting plant
Construction of recovery/re-cycling plant
Construction of Municipal Solid Waste landfill facility
Construction of waste depots.
Collection and transportation
(c) Municipal Sewage
Construction of waste water treatment plant
Construction of marine out fall
Night soil collection transport and treatment.
Construction of sewage system
Water Supply
Canalization of water courses
Diversion of normal flow of water
Water transfers scheme
Abstraction or utilization of ground and surface water for bulk supply
Water treatment plants
Construction of dams, impounding reservoirs with a surface area of 100 hectares
Ground water development for industrial, agricultural or urban water supply of greater than
4000 m3 /day
Drainage Plans in towns close to water bodies
TRANSPORT
Major urban roads
Rural road Programmes
Rail infrastructure and railways
Trans-regional and International high way
Upgrading or rehabilitation of major rural roads
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Ser. no
21.6
22
22.1
23
23.1
23.2
23.3
24
24.1
24.2
25
25.1

25.2
25.3
25.4
25.5
25.6
25.7
25.8
26
26.1
26.2
26.3
26.4
26.5
26.6
26.7
26.8
26.9
26.10
27
27.1
27.2
27.3
27.4

Name of Projects by Category
Airports with basic runway
HEALTH PROJECTS
Vector control projects (malaria, bilharzias, trypanosomes etc)
LAND RECLAMATION AND LAND DEVELOPMENT
Rehabilitation of degraded lands
Dredging of bars, grey ones, dykes, estuaries etc.
Spoil disposal.
RESETTLEMENT/RELOCATION OF PEOPLE AND ANIMALS
Resettlement plan
Establishment of refugee camps
MULTI-SECTORAL PROJECTS
Agro-forestry
➢ Dispersed field - tree inter-cropping
➢ Alley cropping
➢ Living fences and other linear planting
➢ Windbreak/shelterbelts
➢ Taungya system
Integrated conservation and development Programmes e.g. protected areas.
Integrated Pest Management (e.g. IPM)
Diverse construction - public health facilities schools, storage building, tree
Nurseries, facilities for ecotourism and field research in protected areas, enclosed
Latrines, small enterprises, logging mills, manufacturing furniture carpentry shop, access
road, well digging, camps, dams, reservoirs
River basin development and watershed management projects
Food aid, humanitarian relief
TRADE: IMPORTATION AND EXPORTATION OF THE FOLLOWING
Hazardous Chemicals/Waste
Plastics
Petroleum products
Vehicles
Used materials
Wildlife and wildlife products
Pharmaceuticals
Food
Beverages
GMOs and GMOs based products
PUBLIC INSTRUMENTS
Decisions to change designated status
Family planning
Technical assistance
Development strategies
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Ser. no
27.5
27.6
27.7
27.8
28

Name of Projects by Category
Urban and rural land use development plans e.g. master plans,
Structural adjustment,
National budget
Polices and Programmes formulations, etc.
All projects in environmentally sensitive areas should be treated as equivalent to Schedule

Schedule 2: List of Projects That Require a Preliminary Environmental Impact Study
Ser. no
List of Projects
1
Fish culture
2
Bee-keeping
3
Small animal husbandry and urban livestock keeping
4
Horticulture and floriculture
5
Wildlife catching and trading
6
Production of tourist handicrafts
7
Charcoal production
8
Fuel wood harvesting
9
Wooden furniture and implement making
10
Basket and other weaving
11
Nuts and seeds for oil processing
12
Bark for tanning processing
13
Brewing and distilleries
14
Bio-gas plants
15
Bird catching and trading
16
Hunting
17
Wildlife ranching
18
Zoo, and sanctuaries
19
Tie and dye making
20
Brick making
21
Beach sailing
22
Sea weed Farming
23
Salt pans
24
graves and cemeteries
25
Urban Livestock Keeping
26
Urban agriculture.
27
Fish landing stations.
28
Wood carving and sculpture
29
Hospitals and dispensaries, Schools, Community centre and Social halls, play grounds
30
Wood works e.g. boat building
31
Market places (livestock and commodities).
32
Technical assistance
33
Rain water harvesting
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Ser. no
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53

List of Projects
Garages
Carpentry
Black smith
Tile manufacturing
Kaolin manufacturing
Vector control projects e.g. Malaria, Bilharzia, trypanosomes
Livestock stock routes
Fire belts.
Tobacco curing kilns
Sugar refineries
Tanneries
Pulp plant
Oil refineries and ginneries
Artisanal and small scale mining
Rural road
Research having the potential to affect ecosystems functions, use, or the health and
Welfare of the society.
Rural water supply and sanitation
Land drainage (small scale)
Sewerage system

Note: Projects such as brewing and distillers, sugar refinery, tanneries, oil refineries and ginneries which
are stated as the projects require full EIA in schedule 1. Hence, such projects are treated the way
they are categorized in schedule 1.
Schedule 3: Lists of Projects That May Not Require Environmental Impact Assessment
Ser. no Types of Projects
1
Social Infrastructure and Services
➢ Educational facilities (small scale)
➢ Audio visual production
➢ Teaching facilities and equipment
➢ Training
➢ Medical centre (small scale)
➢ Medical supplies and equipment
➢ Nutrition
➢ Family planning
2
Economic infrastructure and services
➢ Telecommunication
➢ Research, small scale
3
Production Sectors
➢ Irrigation
✓ Surface water fed irrigation projects covering less than 50 hectares
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Ser. no

4

Types of Projects
✓ Ground water fed irrigation projects covering less than 50 hectares
➢ Agriculture
✓ All small scale agricultural activities
➢ Forestry
✓ Protected forest reserves (small scale)
✓ Productive forest reserves (small scale)
➢ Livestock
➢ Rearing of cattle (<50 heads); pigs (<100 heads), or poultry (<500 heads)
✓ Livestock fattening projects (small scale)
✓ Bees keeping projects (small scale)
➢ Fisheries- Artesian fisheries (small scale
➢ Industry
✓ Agro industrial (small scale)
✓ Other small scale industries having no impact to the environment
➢ Trade -All small scale trades except trade in endangered species and hazardous materials
➢ Financial assistance
✓ Program assistance
✓ Non-project or special country support
✓ Food aid not involving GMOs based food
➢ Emergency Operations- Assistance to refugee returned and displaced person
All projects involved in environmental enhancement Programmes
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ANNEX 5. TYPICAL OUTLINE FOR ESIA STUDY
I. Executive Summary
This section should define a concise summary of findings (positive and negative impacts) and suggested
actions (mitigating measures, monitoring and management plan).
II. Introduction and background information
This section should cover the purpose of the report, describe the proposed project to be assessed, and state
the executing agency and whether the agency has expertise that could contribute to the preparation of an
ESIA report and follow up mitigation and monitoring plan. It should also mention in brief the content of
the ESIA report and the techniques adopted.
III. Legal and Policy Issues
Statement concerning the legal and policy framework of the relevant national environmental and social
standards and their degree of implementation and enforcement; information on the international policy
and legal aspects are also important if the country has no policy on environment in the sector of the
proposed project; or information on environmental and social regulations of the financing institutions.
IV. Determination of Environmental and Socio-economic aspects
Description of the proposed project
This section should describe the project area and project components, capacity, construction activities,
facilities, staffing, availability of raw materials, source of raw materials (where they are coming from),
type of production, products, and land use system and so on.
Description of existing environment
This section should cover detailed description of existing project environment (for instance sensitive
areas, existing environmental concerns such as soil erosion, pollution, overgrazing, salinity, deforestation,
socio-economic or cultural values, and so forth) before the project implementation. The evaluation of
existing environment should be based on the prediction of future impacts of the proposed project.
Potential Environmental and Socio-economic Impacts
Analysis of positive and negative impact of the project components on the physical, biological and sociocultural environment should be described in this section. The analysis should consist of evaluation of all
impacts on land, water and bio-diversity (for example, waste water, solid wastes, atmospheric emissions,
soil erosion, deforestation, over-exploitation of natural resources); estimation of positive and negative
environmental/social impacts with an indication of their extent and intensity and an estimation of the cost
of prevention and remedial measures. Investigate the advantages and disadvantages of the project to the
local community. Analysis of the socio-economic impacts of the projects should include the following:
displacement of the populations affected by the project and their resettlement; increased land pressure due
to economic migrations and subsequent land reform; exacerbation of the economic conditions of the most
vulnerable groups (the poor, the youth, women and the elderly).
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V. Projects Alternatives
Evaluation of different approaches in terms of project site, size, technology, layout, raw materials, energy
sources and other inputs should be detailed in this section. The evaluation and choice of option should be
based on their cost estimations; suggestions for adequate mitigating measures or alternative designs to
limit negative environmental and social impacts.
VI. Mitigation Measures
Proposals of measures to prevent significant negative impacts; estimation of extent of the impacts and the
costs of their preventive and remedial measures and institutional and training requirements should be
highlighted in this section. In addition, preparation of management plan including work Programmes,
budget estimates, staffing and training requirements should be recommended.
VII. Monitoring Plan
This section should cover proposals of the monitoring Programme for assessing the impacts during the
project operation and beyond; authority and capability of institutions responsible for the project and
recommend ways to strengthen or expand their capacity so that the monitoring plans in the ESIA are
likely to be practically implemented.
VIII. Report format
The ESIA report should be organized according to the following outline:
• Executive Summary;
• Policy, legal and administrative framework;
• Description of proposed project;
• Existing environment of proposed project;
• Potential environmental/social effects (positive and negative impacts);
• Analysis of alternative approaches and designs;
• Mitigating Programme;
• Monitoring plan;
• Environmental and social management and training;
• Inter-agency and public/Civil Society Organizations (CSOs) involvement;
• Cost estimates for the different protection and remedial measures;
• Annexes; and,
• List of references.
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ANNEX 6. DBE SMEFP SCREENING CHECKLIST FOR LEASE FINANCE
a. Objectives of the E&S Screening Checklist
E&S screening is required for all transactions considered for financing under SMEFP. The E&S
Screening Checklist for Lease Finance is prepared for use by DBE during E&S due diligence process with
the following objectives:
• Set out E&S screening parameters to be followed under SMEFP by Branch and District Offices;
• Provide basic E&S screening instructions to be followed by the responsible staff at each stage; and,
• Identify E&S risks categorization and corresponding mitigation measures to be included in the timebound Corrective Action Plan for SME borrowers.
b. Timing for E&S Screening
E&S screening is done early the preparation of the investment. E&S screening must be completed prior to
final investment approval. During implementation, certain circumstances require the revision of
completed screenings. These include: (a) where there are substantive changes to the activities financed
(e.g. additional activities, business expansion), or (b) changes in the context that alters the client’s risk
profile. If the revised screening results in a higher risk profile (potentially requiring re-categorization),
E&S screening needs to be reviewed.
c. Key Steps for E&S Screening
As part of the review and preparation of the investment, DBE investment staff at Branch and District
Offices that directly interacts with prospective clients will:
• Review available information relevant to the client’s E&S aspects including required
environmental and social permits, relevant legal and regulatory framework (desk review)
submitted by the client;
• Determine if proposed activities are on the List of Excluded Activities or on the List of Excluded
Sectors;
• Discuss E&S issues with the client, collect necessary information, and complete the E&S
Screening Questionnaire addressing all questions to the extent they are relevant to the business or
proposed activity, and if deemed necessary conduct site visit; and,
• Determine E&S risk category (High, Medium, Low).
For Low and Medium Risk investments
• Review screening results and make recommendations out of the following:
(a) Accept with Corrective Action Plan, if relevant and required;
(b) Accept/reject with management decision (where staff responsible for screening needs
additional guidance for making a decision); and,
(c) Reject (if on the List of Excluded Activities and/or List of Excluded Sectors and based on
high E&S risks considered unacceptable).
• Prepare a Corrective Action Plan, as needed, and ensure these E&S risk management actions are
incorporated in financing proposal.
• Complete review and approval process and file a completed E&S Screening Checklist, which
constitutes an E&S Due Diligence (ESDD) report, with the overall client due diligence package
to be presented for credit approval.
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•
•

Ensure that E&S conditions are included in loan agreement with the client; this should include the
agreed time-bound Corrective Action Plan.
Ensure compliance with the Corrective Action Plan during follow-up, complete E&S Supervision
and Monitoring Report (Annex 7), and file it with overall client documentation.

For High Risk investments
•

In case the E&S screening determines that further E&S due diligence – specifically an
Environmental and Social Impact Assessment (ESIA) – is required, the investment is referred for
further E&S due diligence to the DBE’s Senior Social and Environmental Officer at the Special
Fund Administration and Rural Financial Intermediation Programme Coordination Directorate31
for in-depth E&S due diligence to be completed before investment decision can be made by
Branch and District Office Approval Teams.

31

Branch and District Office Appraisal Teams may also refer other transactions for verification/ advice by the Senior Social and
Environmental Officer, as deemed necessary.
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ENVIRONMENTAL AND SOCIAL RISK SCREENING CHECKLIST FOR LEASE FINANCE
Ser.
No.

Client’s name:
Industry Sector:
Number of employees:
Loan size (tentative):
City/Town:
Leased asset:

Type of location
Urban

Rural

Other (please specify)

Site Visit Date:
A brief description of the project/ activities:

A brief description of the intended use of leased equipment
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COMPLIANCE WITH APPLICABLE E&S REQUIREMENTS
I
1.1

Exposure to Excluded Activities
Does the potential lessee carry out any activities listed on the List of Excluded
Activities?
If yes, the investment cannot proceed

1.2

Does the potential lessee operate in sectors listed on the List of Excluded Sectors
(as it applies to lease finance)?
If yes, the investment cannot proceed

II
2.1

E&S Regulatory Compliance and Liabilities
Has the client provided satisfactory evidence of operational compliance with
relevant environmental, sanitary, health, safety and labour regulations for both its
business and leased equipment? (Note and attach the type of evidence provided
below):

2.2
2.3

32

YES

NO

N/A32

Comments

 Warranty Letter
 Permit copies
 Reports from relevant authorities
 Other (please specify)
Have any injuries and fatalities occurred in the past 2 years? (if yes, describe how,
when, how many)
Has the client had any labor related or environmental incidents – e.g. chemical
spills, fires, groundwater contamination – in the past 2 years? (if yes, when and
why)

N/A means “Not Applicable”
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2.4

Has the client paid charges or fines/penalties for non-compliance with
environmental, sanitary, health, safety and labor regulations and standards in the
last two years? (if yes, when and why, please attach copies of most recent
inspection reports)

2.5

Is the client exposed to potentially significant environmental, sanitary, health,
safety and labor liabilities related to the client’s past or ongoing operations? (if yes,
specify magnitude)

2.6

Are there highly sensitive locations (“sensitive receptors”) present, including (i)
densely populated urban areas; (ii) industrial zones with high cumulative impacts
of pollution (if yes, provide details)

2.7

Do the client’s overall activities require an Environmental Impact Assessment
(EIA) pursuant Directive no.1/2008 to implement Environmental Impact
Assessment Proclamation No. 299/ 2002 of Ethiopia, Environmental Impact
Assessment Procedural Guideline Series 1 (2003), or any other directives by local
authorities? If yes, has the assessment been completed? (please attach a copy)

2.8

If yes to the above, has EIA been prepared by a consultant with environmental
certificate (competence) and license?

III

Reputational Risk Screening

3.1

Can the asset(s) to be leased and/or customer and its activity result with any
reputational risk? (e.g. potential affected community, known reputational risks,
occupational health and safety risk related with the customer operations, asset to be
used in another potential High Risk activity). Ensure that additional reputational
risk screening is conducted if the answer is yes.

3.2

Did the local citizens or a NGO express their concern or is there evidence of any
complaints against the client because of the impacts on the environment and/or
surrounding communities?

DBE Environmental and Social Procedures for SME Finance Project (Direct Investments)

YES

NO

N/A

Comments

Page 54

IV

Inspection of collateral

4.1

Is any property (buildings) or land being leased or taken as collateral?

4.2

If so have the buildings and/or land been inspected for environmental
contamination? (if yes please explain)

4.3

Are you satisfied that the buildings and/or land are not significantly contaminated?

4.4

Are there any movables being taken as collateral? If so, have they been inspected
for proper use and maintenance to ensure compliance with social, environmental,
and safety laws and regulations?

4.5

Do lessees have adequate resources and/ or are trained for proper use and
maintenance of leased equipment and assets?

V

Issues related to the leased asset/ equipment:

5.1

Are all moving parts, cold/hot surfaces, points generating hazards properly
guarded for safety?

5.2

Are there adequate emergency stops (such as switches/interlocks) installed for
energy and/or for moving parts where necessary?

5.3

Do lessees take any measures to conserve the energy and water usage associated
with the equipment?

5.4

Will there be noise generation from leased equipment? (if applicable for the type of
equipment, please indicate whether any noise reduction measures are taken)

5.5

Are there hazardous materials (lubricants, hydraulic fluids, fuels, etc.) used in the
operation of the leased asset or associated activities? (clarify type and how the
material will be stored)
Will there be air emissions? (please provide information on the emission
parameters if required by legislation)

5.6
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VI

Issues related to the client’s business activities:

6.1.

Environmental Issues
▪

Are there impacts on air, soil, water through emissions or similar?

▪

Is there evidence of strong smells and/or other irritants?

▪

Do the business activities require significant consumption of raw
materials, energy, and/or water?
Is there evidence of liquid and/or solid waste in the workplace?

▪

6.2.

▪

Is there current or potential generation of waste that cannot be recovered,
reused, or disposed of in an environmentally and socially sound manner?

▪

Is there current or potential generation of hazardous waste? Is there an
appropriate disposal mechanism in place?

▪

Is there current or potential generation of wastewater and other effluents?
What is the mechanism for wastewater treatment?

▪
▪

Are there current or potential air emissions (e.g. from stacks/ chimneys)?
Are there any current or potential impacts on biodiversity?

YES

NO

N/A

Comments

Occupational Health and Safety
▪ Availability of fire protection equipment, personal protective equipment,
sufficient lighting, and sufficient work space, availability of sanitation and
hygiene facilities?
▪

Is there evidence of high level of noise (intermittent or continuous)?

▪

Are there appropriate life and fire safety measures in place (e.g. access,
escape routes, fire hydrants etc.)?

▪

Do business activities pose potential risks and vulnerabilities related to
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OHS due to physical, chemical, biological, and radiological hazards during
Project construction, operation, or decommissioning?
6.3.

Labor and Working Conditions
▪ Are overall labor and working conditions satisfactory, in line with national
law?
▪ Are there provisions for both direct and contracted workers33?
▪

Is there policy that provides for non-discrimination?

▪

Does the client employ persons less than 14 years of age?

▪

Does the client employ young workers (between 14 and 18 years or age)
which on account of its nature or due to the condition in which it is carried
out, endangers the life, health, or physical, mental, spiritual, moral, or
social development of the young workers performing it?

▪

Will there be migrant workers required for construction and / or operation
of the facilities? If yes, estimate how many and if any labor influx issues
may arise (worker accommodation, interactions with local communities
etc.)

▪

Is there a mechanism for workers to raise workplace concerns with
management?

VII

Environmental and social risk management measures:

7.1

Are there any financial implications of the environmental and social risk
management findings and if so have they been incorporated in the financial or
business plans for the client’s company or lease? (if yes, please explain)

YES

NO

N/A

Comments

33

Contracted workers are those engaged through third parties to perform work related to core business processes of the client for a substantial duration (i.e. productions and/or
service processes essential for a specific business activity without which the business activity could not continue).
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7.2

If required, does the client have adequate emergency preparedness and response
mechanisms implemented in their facility?

7.3

If required, has the client prepared a mitigation plan/ measures for environmental
and social risks that can be associated with the leased equipment and/or overall
business activities? (if yes, please state mitigation measures currently followed by
the client)
If there is an existing EIA, state date prepared and include additional E&S impact
assessment requirements, if any, to be prepared in line with the World Bank
Performance Standards as part of the Corrective Action Plan below.

7.4

VIII

Comments/Suggestions

8.1

IX

E&S Risk Category

9.1

State justification:
Low Risk
Medium Risk
High Risk

[If High Risk, refer transaction to DBE’s Senior Social and Environmental
Officer at the Special Fund Administration and Rural Financial Intermediation
Programme Coordination Directorate]

X

Corrective Action Plan (to be included in the loan agreement):

10.1

List E&S risk mitigation actions required, based on risks and impacts identified in sections above (where answered “YES”) and completion
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dates
1. …. [completion date]
2. ….[completion date]
3. ….[completion date]

10.2

Full/ partial ESIA required?

Provide details and justification:

Yes, full ESIA
Yes, partial ESIA
No
XI

Disclosure and Community Consultation Requirements (if any)

11.1

XII

Decision on eligibility (approval)

12.1

State reasons:
Reject
Accept / reject with management decision
Accept with Corrective Action Plan

Screened By: Name__________________
Title: _____________________________
Date: _____________________________
Signature: _________________________

Checked By: Name __________________
Title: _____________________________
Date: _____________________________
Signature: _________________________
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ANNEX 7. E&S SUPERVISION AND MONITORING REPORT
Client’s name:
Ser.
No.
Industry Sector:
Number of employees:
Loan size:
City/Town:
Leased asset and purpose of use:
I

E&S Risk Category

1.1
Low Risk
Medium Risk
High Risk
II
2.1

Compliance with Corrective Action Plan (as in loan agreement):
Full/ partial ESIA completed (for High Risk investments)? Date of completion, date of
disclosure (for high risk
Yes, full ESIA
transactions), other details
Yes, partial ESIA

2.2

No
E&S risk mitigation actions required and completion dates

2.3

List any other outstanding issues

Suggested actions by the
client

2.4

List any new risks and impacts identified

List suggested additional
mitigation measures

2.5

Does the client risk profile require change in E&S
categorization?
Yes

If yes, provide justification

If completion dates are not
met, state reasons and new
agreed completion dates

No
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III
3.1

Comments

Prepared By: Name___________________
Title: ______________________________
Date: _____________________________
Signature: __________________________

Approved By: Name __________________
Title: ______________________________
Date: _____________________________
Signature: _________________________
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ENVIRONMENTAL AND SOCIAL PROCEDURES FOR DBE WHOLESALE
INVESTMENTS THROUGH PARTICIPATING FINANCIAL INSTITUTIONS
Revision Process for E&S Procedures
Ownership
The ownership of the Environmental and Social Procedures for DBE Wholesale Investments through
Participating Financial Intermediaries (Tier 2 lending activities) rests with the DBE SMEFP Senior Social
and Environmental Officer in Special Fund Administration and Rural Financial Intermediation
Programme Coordination Directorate of DBE. She/he shall be responsible for the implementation of the
process across relevant lending activities.
Review
Senior Social and Environmental Officer shall formally review this Procedure for its completeness,
adequacy, and alignment to business imperatives (current and future) on an annual basis or on a more
frequent basis if deemed necessary.
Review Log
Reviewer

Date

Key Changes

Version Control
Version No.

Approved By

Date

Revisions in (section
numbers)
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1. PURPOSE
The E&S Procedures set out for DBE’s SME Finance Project (SMEFP) arrangements and processes are
aimed to support the implementation of DBE SMEFP Environmental and Social Policy. These
Procedures describe how DBE conducts its due diligence with regard to the wholesale finance
components of the project, i.e. (i) financing to leasing companies for provision of lease finance to SMEs;
(ii) commercial banks and MFIs for on-lending of working capital finance to SMEs.
The core objective of these E&S Procedures are to facilitate and promote proper implementation and
institutionalization of the Environmental and Social management System (ESMS) at the level of leasing
companies, commercial banks, and MFIs (collectively, participating Financial Institutions, or PFIs). Such
ESMS will articulate processes, roles, and activities for ensuring that have in place adequate systems and
capacity for identification and mitigation of E&S risks involved in DBE’s wholesale finance under
SMEFP (see Box 1).These Procedures are an integral part of DBE’s risk management framework, which
are embedded in the overall investment screening and appraisal process under SMEFP.

Box 1. What is an ESMS for a financial institution?
In general, Environmental and Social Management System for the financial sector is defined as a systematic process
to assess the environmental and social risks and impacts arising from their investees’ business activities, manage the
financial institutions’ exposure to them, and improve operating efficiency and effectiveness. This system ensures
that environmental and social risk management plays a role in all of the investment decision-making processes. It
enables financial institutions to consider environmental and socioeconomic issues comprehensively, and by so
doing, move beyond simply complying with regulations to taking advantage of increased sustainability of their
operations.
An ESMS for financial institutions is normally anchored in the E&S policy and corresponding procedures,
supplemented by the internal capacity to identify, manage, and monitor E&S risks in the activities financed. The
effectiveness of the system is determined by the implementation performance factors such as consistent compliance
with the E&S risk management requirements and maintenance of adequate documentation to that effect by the
financial institution.

Figure 1 Core components of an ESMS for a financial institution
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2. SCOPE OF APPLICATION
The implementation of these E&S Procedures will apply to wholesale finance provided by DBE under
SMEFP to leasing companies, commercial banks, and MFIs. These Procedures will involve, in line with
DBE’s organizational structure, Special Fund Administration and Rural Financial Intermediation
Programme Coordination Directorate (SFA & RFIP Coordination Directorate). These Procedures are not
applicable to Branch Offices i.e., Grade A, B and C, Branch and District Office Appraisal Teams and
Branch and District Office Approval Teams.
3. STRUCTURE OF E&S PROCEDURES FOR DBE WHOLESALE INVESTMENTS
The ESRM Procedures are comprised of four distinct components (Figure 1). Visual flow for transactionlevel decision-making process is provided in Annex 1.

E&S screening
and initial risk
rating

• Desk review
• Compliance with
applicable
requirements
•Assign initial risk
rating

E&S due diligence
and final E&S risk
rating

• Gain deeper
knowledge of PFIs
systems, portfolios,
capacity etc.
•Assign final risk
rating in
accordnace with
E&S Policy

Approval/
financing decision
Conditions of
financing

Monitoring and
supervision

• Financing decision
• E&S requirements
included in legal
agreements

•Review of E&S
reporting
• PFI visit
• Site visits (subborrowers)

Supporting processes/ systems: (i) Disclosure; (ii) Information and record-keeping system; (iii) Reporting

Figure 1 Structure of E&S Procedures for DBE SMEFP Wholesale Lending
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4. E&S SCREENING AND DUE DILIGENCE
4.1. E&S Screening and Initial Risk Rating
This procedure outlines steps required for initial transaction screening for E&S risks when a new PFI is
identified for a financing opportunity. DBE’s Senior Social and Environmental Officer at the Special
Fund Administration and Rural Financial Intermediation Programme Coordination Directorate completes
the following steps:
•

Reviews the relevant information collected from the PFI (current portfolio, any existing E&S
screening and due diligence processes and capacity etc.). The review will include assessment of
the PFI’s current portfolio and lending activities against the SMEFP List of Excluded Activities34,
the financing product types offered to the sub-borrowers, the expected portfolio to be supported,
and the overall E&S systems and capacity (per criteria in Annex 5), including PFI’s commitment
to comply with national and local laws and regulations and DBE’s requirements.

•

Completes PFI E&S Screening Questionnaire (Annex 2).

•

Participates in all relevant credit / investment review meetings at the early stages of decisionmaking and provides inputs and recommendations with regard to E&S issues.

•

Assigns an initial E&S risk rating to the PFI taking into account the general provisions of the
SMEFP E&S Policy and documents the summary of the initial risk screening and risk rating in
the E&S Risk Rating Memorandum (Annex 3). This memorandum may be adjusted following
E&S due diligence procedure outlined in section 3.2.

Based on the results of E&S screening, a PFI will not be eligible for financing by DBE under SMEFP
where (i) PFI has high exposure to activities on the List of Excluded Activities; (ii) PFI does not meet
minimum eligibility criteria for its E&S systems and capacity35, or (iii) E&S risks associated with a PFI’s
portfolio are deemed to be unacceptable to DBE.
4.2. E&S Due Diligence and Final Risk Rating
This procedure outlines steps required for PFI transactions found eligible following the initial E&S
screening. E&S due diligence for PFIs is the responsibility of the Senior Social and Environmental
Officer.
New clients (PFIs):
•

Transactions identified as RR-3 (Low Risk) during E&S screening do not require additional E&S
due diligence and are processed through the regular investment procedures following
confirmation of the final PFI’s E&S risk rating by Senior Social and Environmental Officer.

•

Transactions identified as RR-1 (High Risk) or RR-2 (Moderate Risk) may require further E&S
due diligence, commensurate with the risks and impacts identified during the screening stage,
which may involve PFI engagement where appropriate and necessary to determine whether the
PFI is committed to improving its Environmental and Social Management System (i.e. E&S
management policies, procedures, capacity), as well as E&S performance in relevant business
activities financed.

List of Excluded Sectors will not be taken into consideration by DBE as part of the E&S risk screening of PFI’s current
portfolio.
35 In accordance with the PFI eligibility criteria specified in the SMEFP Project Implementation Manual.
34

DBE Environmental and Social Procedures for SME Finance Project (Wholesale Investments)

Page 65

New transactions with existing PFIs:
•

The starting point for the review of any new transaction of existing PFIs is the previous
assessment report and E&S risk rating. Existing clients undergo E&S assessment of the new
transactions when such transactions are requested.

•

PFI’s E&S risk rating may be adjusted based on the results of the new assessment.

Senior Social and Environmental Officer:
•

Requests and reviews detailed PFI’s existing and proposed portfolio information to determine the
level and nature of E&S risks associated with the relevant activities financed by the PFI’s. The
portfolio review will include an assessment of the types of financing, transaction sizes, enterprise
sizes, and industrial sectors of the portfolio to be supported (particularly in connection with the
Ethiopian regulations (i) Directive no.1/2008 to implement Environmental Impact Assessment
Proclamation No. 299/ 2002 of Ethiopia, (ii) Environmental Impact Assessment Procedural
Guideline Series 1 (2003), or (iii) any other directives by local authorities); and the PFI’s business
plan and strategy;

•

Requests and obtains evidence of the PFI’s ESMS and capacity for its implementation. The
review will include the following aspects of the PFI’s system and capacity commensurate with
the nature of the activities supported as detailed in Annex 5;

•

Requests and obtains information about the PFI’s compliance with national labor laws and
evaluates compliance with the World Bank Performance Standard 2.36;

•

Provides final E&S risk rating based on the detailed information and due diligence actions, such
as PFI or project/borrower site visits if deemed necessary, taking into account considerations
detailed in Annex 4. These considerations should be used together and will require exercising
reasonable judgment;

•

Updates the E&S Risk Rating Memorandum (Annex 3) with the results of E&S due diligence,
including E&S Action Plan, as necessary; and,

•

Files all relevant documentation in a systematic manner.

4.3. E&S Action Plan for PFIs
Based on the results of the E&S due diligence, DBE will require the PFI to develop and/or maintain an
ESMS in accordance with DBE’s E&S Policy. The PFIs ESMS will enable application of SMEFP
applicable E&S requirements. Where the PFI’s ESMS must be strengthened in order to be acceptable to
DBE, the PFI will put in place a time-bound action plan as a condition of its eligibility37.
Senior Social and Environmental Officer:
•

Identifies key gaps in the PFI’s ESMS and institutional capacity (per Annex 5) and documents
proposed measures and actions to address the gaps in the PFI E&S Action Plan as included in the
E&S Risk Rating Memorandum (Annex 3);

•

Discusses and agrees on the Action Plan with the PFI; and,

36

DBE will analyze and leverage the synergies that may exist between World Bank Performance Standard 2 and relevant national
labor laws and regulations. It should be noted that Ethiopia has adopted the majority of core ILO conventions.
37
In accordance with the PFI eligibility criteria specified in the SMEFP Project Implementation Manual.
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•

Ensures it is included in the investment decision-making and subsequently in the legal agreement
with the PFI.
At a minimum, a PFI shall have:
(a) Written E&S policy and screening procedures in place;
(b) PFI designates staff with clearly defined responsibilities for
E&S risk management; and,
(c) Commitment to taking part in E&S training and capacity
building activities.

The process and timelines for achieving compliance with actions identified in the E&S Action Plan are as
pointed out as follows:
•

Gaps in the ESMS of a PFI rated as RR-1 (High Risk) or otherwise engaged in sub-projects with
potentially significant E&S risks must be closed to ensure compliance with the applicable E&S
requirements before first disbursement of funds by DBE;

•

Gaps in the ESMS (per the performance criteria in Annex 5) – e.g. inadequate E&S procedures,
no staff assigned to manage E&S issues, gaps in practical implementation of E&S screening
measures by PFIs’ credit staff, no documentation maintained for lending transactions etc. – of a
PFI rated RR-2 (Moderate Risk) with either relatively low E&S risks or no immediate financing
activities in risky areas must be closed according to agreed timelines in the E&S Action Plan as
specified in the legal agreements;

•

PFIs rated as RR-3 (Low Risk) are assumed to have no substantial gaps in their ESMS;

•

Significant gaps in the E&S performance (including outstanding E&S Action Plan items) of
existing clients / PFIs must be closed through the process of commitment as conditions of
commitment or as conditions of subsequent disbursements; and,

•

If a PFI is consistently not able to meet the requirements set out in the E&S Action Plan, and any
subsequent remedial actions, DBE may decide to terminate its financing to the PFI.

5. APPROVAL AND CONDITIONS OF FINANCING
This procedure outlines applicable requirements and performance commitments formalized in loan
covenants as part of the approval process by [the Approval Committee]. E&S loan covenants should
cover the following:
Environmental and Social Management System:
•

PFIs shall have an ESMS comprising written policy and procedures, acceptable to DBE, and will
delegate a person responsible for its implementation and reporting; and,

•

PFIs will provide an annual environmental and social performance report to DBE within 90 days
after the end of each calendar year.
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ANNEX 1. E&S PROCEDURE FLOWCHART (WHOLESALE INVESTMENTS THROUGH PFIs)
Request
Request for
for financing
financing from
from Credit
Credit Facility
Facility
under
under SMEFP
SMEFP

Initial
Initial E&S
E&S Screening
Screening and
and Risk
Risk Rating
Rating

RR-1
RR-1 (High
(High Risk)
Risk)

CVCV

RR-2
RR-2 (Moderate
(Moderate Risk)
Risk)

RR-3
RR-3 (Low
(Low Risk)
Risk)

Not
Not eligible
eligible
for
for financing
financing

1. Review PFI portfolio (List
of Excluded Activities,
sectors financed, minimum
PFI’s capacity)
2. Assign E&S risk rating for
further review

1. In-depth review of the
PFI’s ESMS

E&S
E&S due
due diligence
diligence

2. Review of portfolio for
compliance with laws and
regulations, applicable
standards

Final
Final E&S
E&S risk
risk rating,
rating, documenting
documenting risks
risks
and
and mitigation
mitigation measures
measures (PFI
(PFI Action
Action
Plan)
Plan)

3. Assessment of the PFI’s
capacity to manage
identified E&S risks and
impacts; recommend
improvements

Recommendation to the Approval Committee (Senior S&E Officer makes
the recommendation)
Further recommendations
for E&S due diligence
NO
Approved?
YES

OR
Request for Line of Credit
denied

E&S covenants included in the Legal Agreement
Periodic review of PFI’s
ESMS implementation
Monitor PFI’s E&S performance

Review of PFI’s E&S
reporting
Site visits (as needed)
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ANNEX 2. ENVIRONMENTAL AND SOCIAL SCREENING QUESTIONNAIRE (PFIs)

Development Bank of Ethiopia
SMALL AND MEDIUM ENTERPRISES FINANCE PROJECT
Environmental and Social Screening Questionnaire (Participating
Financial Intermediaries)
[date]
Section A. Financial Institution’s Details
Financial Institution Name:
Financial Institution Type (Leasing Company; Commercial Bank; Microfinance Institution)
Financial Institution Address:
Website:
Contact person for E&S issues:
Name and title of the person filling the Questionnaire:
Section B. Financial Institution’s SME Portfolio38
Total number of transactions approved over the last year:
Total value of transactions:
Number of transactions screened/assessed for E&S risks
Value of transactions screened/assessed for E&S risks
Number of transactions not approved for E&S reasons
Number of transactions exited poor E&S performance, non-compliance with agreed E&S Action
Plans, or breach of loan documentation covenants/conditions
(Please attach a summary of transactions by E&S risk category, where available, sector, size, financial
product type)
Section C. Exposure to Activities on the List of Excluded Activities
Do the financial institutions have investments / sub-borrowers that fall under SME category with
exposure to activities on SMEFP Exclusion List? (Yes/ No)
(If yes, please attach a summary of transactions with exposure to such activities)

38

The definition of SMEs adopted by the SMEFP project is aligned to the one contained in the Lease Financing Policy for SMEs
(Code-DBE/03/2007) in terms of minimum number of employees (i.e. above 6).
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Section D. Environmental and Social Management System
Does the financial institution have an Environmental and Social Management System (ESMS)? (Yes/No)
If yes, please attach any documents that can serve as evidence of an ESMS, including E&S policy and
procedures, and its approval by the FI’s Senior Management.
Does the financial institution have an E&S categorization system? (Yes/No)
If yes, please briefly describe the system below:
Does the financial institution require E&S risk mitigation measures from sub-borrowers? (Yes/ No)
If yes, number of corrective action plans developed for high and medium risk transactions/sub-borrowers
over the past year:
Does the financial institution require regular reporting from sub-borrowers on E&S issues? (Yes/ No)
If yes, percentage of transactions with regular reporting from sub-borrowers over the past year:
Does the financial institution have staff with clearly designated roles and responsibilities for E&S risk
management? (Yes/ No)
Does the financial institution conduct regular E&S monitoring visits? (Yes/ No)
Does the financial institution maintain an E&S records system? (Yes/ No)
Section E. Other Relevant Information
Please provide any other relevant information below
Date ______________________________
Signature __________________________
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ANNEX 3. ENVIRONMENTAL AND SOCIAL RISK RATING MEMORANDUM

Development Bank of Ethiopia
SMALL AND MEDIUM ENTERPRISES FINANCE PROJECT
Environmental and Social Risk Rating Memorandum (Participating
Financial Intermediaries)

[date]
Section A. Project Details
Project name:
Project reference number:
Financial Institutions’ contact information:
Project Description:
Section B. Eligibility for Financing
Is the PFI eligible for DBE financing based on E&S criteria?

Yes

No

Justification:
Section C. Environmental and Social Risk Rating
E&S category: RR-1 (High)

RR-2 (Moderate)

RR-3 (Low)

Justification for E&S risk rating:
(Types of lending, exposure to activities with potential significant E&S risks and impacts, activities on
List of Excluded Activities, PFI’s systems and capacity)
Section D. E&S Issues Identified at the E&S Screening Stage
Section E. E&S Issues Identified at the E&S Due Diligence Stage
Section F. Action Plan to Improve ESMS
Section G. Risk Rating Change
Date:
Reasons:
Signature _______________________________ (Senior E&S Officer)

DBE Environmental and Social Procedures for SME Finance Project (Wholesale Investments)

Page 71

ANNEX 4. KEY CONSIDERATIONS FOR E&S RISK RATING
Risk
Rating

Sector-based risks39

RR-1
(High
Risk)

Substantial lending in sectors subject
to full EIA per (i) Directive no.1/2008
to implement Environmental Impact
Assessment Proclamation No. 299/
2002 of Ethiopia and/or (ii) Schedule
1
of
Environmental
Impact
Assessment Procedural Guideline
Series 1 (2003)

RR-2
(Moderate
Risk)

Predominant lending in sectors
subject to partial EIA per Schedule 2
of Environmental Impact Assessment
Procedural Guideline Series 1 (2003)

Main types and nature of
financing proposed /
performed40under SMEFP
Loans with tenors over 36 months
Loan sizes over 10 million Birr
(in exceptional circumstances, for
commercial banks and MFIs)41
SME size: From 61 to 100

List of Excluded Activities

PFI’s Systems and Capacity
for E&S Risk Management

PFI’s portfolio includes Overall weak E&S systems and
some exposure to such capacity based on criteria in
activities that can be Annex 5.
eliminated
over
a
reasonable period of time

Loan sizes between 7 and 10 PFI’s portfolio includes no Overall moderate to strong
million Birr (established SMEFP exposure to such activities
E&S systems and capacity
maximum)
based on criteria in Annex 5.
SME size: From 31 to 60

RR-3 (Low Predominant lending in sectors not Loan sizes below 7 million Birr
PFI’s portfolio includes no E&S systems and capacity are
Risk)
subject to EIA per Schedule 3 of SME size: From 7 (minimum) to exposure to such activities
well in excess of minimum
Environmental Impact Assessment 30
capacity as above.
Procedural Guideline Series 1 (2003)

39In

particular, the following national laws and regulations will be considered: (i) Directive no.1/2008 to implement Environmental Impact Assessment Proclamation No. 299/
2002 of Ethiopia, (ii) Environmental Impact Assessment Procedural Guideline Series 1 (2003), or (iii) any other directives by local authorities.
40
When re-assessing PFIs based on E&S portfolio financed under SMEFP (on an annual basis or in connection with request for repeat transaction).
41 This consideration will not be applied to Leasing Companies due to the small loan sizes allowed under SMEFP (will not exceed 1 million Birr).
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ANNEX 5: PFI’S E&S PERFORMANCE CRITERIA

Area

Description
1. Systems and capacity

E&S Staffing
Capacity

and

▪
▪

E&S
process

screening

Staff with clearly designated roles, responsibilities and capacity to manage
E&S issues; and,
Internal training developed and implemented to sensitize relevant
investment staff on the required E&S screening process, criteria, and
documentation.

A systematic E&S screening process, including an E&S categorization system,
is supported by written documents (e.g. a policy statement, a standardized E&S
questionnaire) and adequately internalized within the PFI
Level of management commitment to incorporate E&S aspects into the PFI’s
risk management practices. Management commitment can be indicated by
formal endorsement of the E&S policies and procedures by the PFI’s
management and willingness to provide adequate resources (staff and budget)
for implementation.

Management
Commitment

2. Implementation
Compliance
applicable
requirements
Documentation

with

▪
▪
▪
▪
▪

Adequate implementation of the E&S screening process, including
evidence of application of DBE E&S requirements; and,
Corrective action plans for sub-borrowers are developed.
Adequate documentation is maintained by the PFIs and available upon
request from DBE;
Appropriate language is incorporated in financing agreements and other
relevant documentation with end borrowers; and,
Annual E&S reports are prepared and submitted in a timely manner to
DBE.
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REVISION PROCESS FOR E&S PROCEDURES
The E&S Procedures need to be reviewed periodically to ensure that it remains relevant and effective over
time and incorporates DBE’s and its client’s evolving needs. The review involves the following:
-

Identifying potential difficulties with operational aspects of the E&S Procedures implementation
and making changes as necessary;

-

Reviewing the scope of the E&S Procedures to ensure that emerging E&S risks are detected and
identified during the due diligence process;

-

Reflecting the changes in roles and responsibilities of various teams and directorates within DBE;
and,

-

Updating E&S Procedures to reflect revisions in DBE SMEFP E&S Policy and any other
supporting documents that form part of the ESMS, and applicable national laws of Ethiopia. DBE
will maintain hard copies of all applicable E&S laws governing its clients.

Senior Social and Environmental Officer shall be formally responsible for the review process and its
completeness, adequacy, and alignment to business imperatives (current and future) on an annual basis or
on a more frequent basis if deemed necessary. All amendments, additions or deletions should be properly
documented and authorized/approved by appropriate authorities in DBE prior to implementation. The
non-editable soft copy of the policy is maintained for internal distribution. Hard copies of E&S
Procedures for DBE Direct Investments shall be distributed to all Branch and District Offices.
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ISSUING AUTHORITY AND EFFECTIVE DATES

This Environmental and Social Policy and Procedures for SMEFP Direct Investments and
Wholesale Investments shall be effective ________________________.
Name of President of DBE_________________________________.
Signature________________________________________
Date____________________________________________
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