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Internationalization of SMEs Financing Facility (RG-X1217)

I. Project Description

1.1	The objective of this Facility is to promote internationalization activities of Small and Medium Enterprises (“SMEs”), particularly trade and new Foreign Direct Investment (“FDIN”) projects in LAC, by addressing financing gaps in these areas and strengthening financing channels.

1.2	Under a joint programme (the “Programme”) between the European Investment Bank (“EIB”) and IDB to support companies seeking overseas expansion, IDB will provide an uncommitted facility of up to US$250 million (“IDB Financing”) to finance Eligible Financial Intermediaries (“EFIs”) for on-lending to SMEs that conduct trade related activities between LAC and the EU; and to EFIs for on-lending to SMEs for the specific purpose of FDIN projects in IDB’s Borrowing Member Countries.

II. Project Status and Compliance

2.1	Based on Directive B.13 of the Environment and Safeguards Compliance Policy, and given this is a financial intermediary project, this operation is not categorized. An assessment will be carried out on each operation to be supported by the Facility.

III. Environmental and Social Risks and Impacts

3.1	The specific environmental and social risks and impacts and management capabilities for each EFI will be assessed when these individual loans are processed.

3.2 It is expected that the Facility will offer loans to EFIs which can either lend directly to the SMEs or can channel the resources through participating financial intermediaries which in turn will on-lend to SMEs. The Facility is envisioned to support lending to SMEs that conduct trade related activities between LAC and the EU and Foreign Direct New Investments (FDIN) projects undertaken by EU SMEs in all of IDB’s LAC countries and in all sectors except for those in the Lists of Activities Excluded from IDB Lending (see Annex 1).

3.3 The potential key Environmental, Social, Health and Safety (ESHS) and labor risks and impacts associated with the Facility are those related to the portfolios and lending practices and processes of participating EFIs in the Facility. These could include (i) environmental credit risks; (ii) specific ESHS and labor risks and impacts related to SME investment in certain sectors; and (iii) potential reputational risks to IDB associated with the activities of participating EFI operations. Based upon the differing nature of the EFIs to be funded under this Facility there may be a range of direct and indirect environmental, social or health and safety (ESHS) and labor risks and impacts.

3.4 More specifically for participating EFIs focusing on expanding SME portfolios, there may be exposure to a wide range of ESHS risks and impacts that could trigger one or more IDB safeguards. These risks will be mitigated by specific requirements to comply with IDB’s Safeguard Policies, including, but not limited to: 
A negative list that will stipulate the non-eligible products for financing with IDB resources. This list will be based on the IDB exclusion list and may add additional activities that are considered to have more elevated social and environmental risks. To the extent possible, the list for the Facility will be aligned with EIB requirements.
Compliance with host country laws.
Specific thresholds (amount or risk-based) to be defined for each operation above which the EFI will specifically assess the project’s associated social and environmental risks and impacts and apply appropriate environmental and social requirements as necessary to comply with IDB Safeguard Policies and, if necessary, request non-objection to the IDB.
These matters will have to be reviewed as part of the environmental and social assessment for each operation seeking support from the Facility with special focus on: (i) identifying sensitive sectors or regions where even small investments may have environmental and social impacts of significance or contribute to cumulative impacts, which must be adequately identified, and mitigated and/or managed; (ii) evaluating EFI capacity to manage E&S impacts.

IV.	Environmental and Social Safeguards Management

4.1	Under the Facility, the IDB will provide financing in parallel with the EIB loans. The IDB and EIB will at all times coordinate their actions with respect to the processing and execution of the individual loans to specific EFIs, however, each entity will enter into and administer its own loan agreements with its respective sub-borrowers. Each particular EFI will assume the risks of the FIs or the SMEs, in the case they lend directly. As part of each individual operation under the Facility, the IDB will verify that each EFI has the necessary institutional and operational capacity (including capacity to manage ESHS matters), a credit regulation or procedures (including ESHS standards and procedures), and a monitoring plan to successfully meet its obligations under the loans. It must be noted that EFIs typically carry a high profile in the participating countries and would most likely be a prior or existing counterparty of EIB, hence further validating their institutional capacity. 

4.2	Each individual loan under the Facility will be subject to the same review, assessment of institutional capacity and execution requirements applicable to all NSG operations.

4.3	The Environmental and Social Safeguards Unit (ESG) of the IDB will be responsible for assessing the environmental and social aspects of each potential loan to an EFI under the Facility. To facilitate the environmental and social management of the Facility, an Environmental and Social Procedure is being set out to guide the Facility through the necessary steps and processes (see Annex 2). Participating EFIs will be subjected to the IDB’s Environment and Safeguards Compliance Policy and other Safeguard Policies[footnoteRef:1] and related guidelines. Each individual EFI operation under the Facility will commit to have corresponding environmental and social requirements applied commensurate with the identified impacts and risks. [1:  	Access to Information, Involuntary Resettlement, Gender Equality, Indigenous Peoples, Disaster Risk Management Policies and Gender Equality.] 


4.4 	A Procedure (Annex 2) will be followed to identify and asses potential environmental and social risks and impacts for each participating EFI. Appropriate measures for the management of the environmental and social risks and impacts identified will be set out in the relevant documents, in order to guarantee that operations are adequately monitored and reported upon. An Environmental and Social Management Report (ESMR) will be required for each participating EFI and will be annexed to each individual Loan Proposal. 

IV. Environmental and Social Safeguard Requirements

5.1	At this stage, eligible FIs and SMEs have not yet been fully identified. Therefore the specific environmental and social safeguard requirements will be established when participating EFIs apply to the Facility and the particular loan is under preparation.

5.2	The IDB team will review each operation with the respective participating EFI in order to define requirements for compliance with all applicable national environmental, social, health and safety, and labor regulatory requirements, and the applicable Directives of the IDB Environment and Safeguard Compliance Policy and other Safeguard Policies, IDB List of Excluded Activities for Non-Sovereign-Guaranteed (NSG) operations, and with the Fundamental Principles of the Rights at Work. These commitments will be set out in the Loan Agreement, Operating Regulations, E&S systems and procedures, as appropriate, to establish: (i) the EFI’s commitment to properly manage the ESHS risks and impacts of the activities to be financed; and (ii) the steps to be taken by the EFI (procedure or system) to properly identify, assess, mitigate and monitor the potential environmental impacts and risks associated with projects financed with IDB funds through the participating EFI. 

5.3	In all cases, the Bank will monitor environmental aspects of participating EFI operations as part of the Bank’s loan supervision and evaluation in a manner consistent with the level of environmental and social risk identified, and require each EFI to present environmental and social  compliance  reports  in  form,  content  and  frequency  satisfactory  to  the  IDB.
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Annex 1

List of Excluded Activities for NSG Operations

The IDB does not finance projects or companies involved in the production, trade, or use of the products, substances or activities listed below.

1. Those that are illegal under host country laws, regulations or ratified international conventions and agreements
2. Weapons and ammunitions
3. Tobacco 1
4. Gambling, casinos and equivalent enterprises 2
5. Wildlife or wildlife products regulated under Convention on International Trade in Endangered Species of Wild Fauna and Flora (CITES) 3 
6. Radioactive materials 4
7. Unbonded asbestos fibers 5
8. Forestry projects or operations that are not consistent with the Bank’s Environment and Safeguards Compliance Policy (GN-2208-20)
9. Polychlorinated biphenyl compounds (PCBs)
10. Pharmaceuticals subject to international phase outs or bans 6
11. Pesticides/herbicides subject to international phase outs or bans 7
12. Ozone depleting substances subject to international phase out 8
13. Drift net fishing in the marine environment using nets in excess of 2.5 km. in length
14. Transboundary trade in waste or waste products 9, except for non-hazardous waste destined for recycling
15. Persistent Organic Pollutants (POPs) 10
16. Non-compliance with workers fundamental principles and rights at work 11

1 This does not apply to project sponsors who are not substantially involved in these activities. “Not substantially involved” means that the activity concerned is ancillary to a project sponsor’s primary operations.
2 This does not apply to project sponsors who are not substantially involved in these activities. “Not substantially involved” means that the activity concerned is ancillary to a project sponsor’s primary operations.
3 www.cites.org.
4 This does not apply to the purchase of medical equipment, quality control (measurement) equipment and any equipment where it can be demonstrated that the radioactive source is to be trivial and/or adequately shielded.
5 This does not apply to the purchase and use of bonded asbestos cement sheeting where the asbestos content is <20%.
6 Pharmaceutical products subject to phase outs or bans in United Nations, Banned Products: Consolidated List of Products Whose Consumption and/or Sale Have Been Banned, Withdrawn, Severely Restricted or not Approved by Governments. (Last version 2001, www.who.int/medicines/library/qsm/edm-qsm-2001-3/edm-qsm-2001_3.pdf)
7 Pesticides and herbicides subject to phase outs or bans included in both the Rotterdam Convention (www.pic.int) and the Stockholm Convention (www.pops.int).
8 Ozone Depleting Substances (ODSs) are chemical compounds which react with and deplete stratospheric ozone, resulting in the widely publicized ‘ozone holes’. The Montreal Protocol lists ODSs and their target reduction and phase out dates. The chemical compounds regulated by the Montreal Protocol include aerosols, refrigerants, foam blowing agents, solvents, and fire protection agents. (www.unep.org/ozone/montreal.shtml).
9 Defined by the Basel Convention (www.basel.int).
10 Defined by the International Convention on the reduction and elimination of persistent organic pollutants (POPs)(September 1999) and presently include the pesticides aldrin, chlordane, dieldrin, endrin, heptachlor, mirex, and toxaphene, as well as the industrial chemical chlorobenzene (www.pops.int).
11 Fundamental Principles and Rights at Work means (i) freedom of association and the effective recognition of the right to collective bargaining; (ii) prohibition of all forms of forced or compulsory labor; (iii) prohibition of child labor, including without limitation the prohibition of persons under 18 from working in hazardous conditions (which includes construction activities), persons under 18 from working at night, and that persons under 18 be found fit to work via medical examination; (iv) elimination of discrimination in respect of employment and occupation, where discrimination is defined as any distinction, exclusion or preference based on race, color, sex, religion, political opinion, national extraction, or social origin. (International Labor Organization: www.ilo.org)

Annex 2
Environmental and Social Management Procedure for
Internationalization of SMEs Financing Facility 
(RG-X1217)

Introduction
Environmental and Social standards are important to ensure that IDB financed operations are assessed, approved and monitored with due regard to environmental, social, labor, health and safety concerns, and that all project-related impacts and risks are adequately mitigated or controlled. Recognizing this, the Internationalization of SMEs Financing Facility (Facility) will apply an Environmental and Social Management Procedure to ensure that these standards are applied to Participating EFIs. IDB and EIB expect to work together to develop a single harmonized approach for the Environmental and Social Requirements for the participating EFIs, which will ensure compliance with IDBs Environmental and Social Safeguard Policy, and other applicable IDB Safeguard Policies[footnoteRef:2]. [2:  	Access to Information, Involuntary Resettlement, Gender Equality, Indigenous Peoples, Disaster Risk Management Policies.
] 

Scope
This procedure will apply to all Participating EFIs applying for a loan under the Facility.
Roles and Responsibilities
The Environmental and Social Safeguards Unit of the IDB (ESG) will be responsible for environmental and social management of the Facility in coordination and collaboration with the Financial Markets Division (FMK).
Procedure
Participating EFIs in the Facility, will implement (or maintain) procedures or management systems to comply with requirements, based on IDB’s Safeguards Policies and guidance. The procedure or system will ensure that potential environmental and social risks and impacts are identified and assessed; commensurate requirements for environmental and social management of these risks and impacts are set out in the relevant documents (each individual utilization of the Facility’s Loan Proposal and Loan Contract); and that the environmental and social aspects of these operations are adequately monitored and reported upon (see flowchart below).
Useful Information
IDB’s Sustainability and Safeguard policies and guidelines:
http://www.iadb.org/en/topics/sustainability/sustainability-and-safeguards-policies,1515.html
 EIB environmental and social safeguards:
http://www.eib.org/infocentre/press/news/all/environmental-and-social-safeguards.htm

Contacts
Maria da Cunha, Environmental and Social Lead Specialist, mariadc@iadb.org
Colin McKee, Environmental Safeguard Associate, colinm@iadb.org
Paula Valencia, Environmental Consultant, paulava@iadb.org



Environmental and Social Management Procedure
Process Flow
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	SAFEGUARD POLICY FILTER REPORT
	PROJECT DETAILS

	IDB Sector
	[Not Set]

	Type of Operation
	Financial Intermediation/Global Credit

	Additional Operation Details
	

	Investment Checklist
	Generic Checklist

	Team Leader
	[Not Set]

	Project Title
	Toolkit: Internationalization of SMEs Financing Facility

	Project Number
	[Temporary Project]

	Safeguard Screening Assessor(s)
	Da Cunha, Maria (MARIADC@iadb.org)

	Assessment Date
	2014-01-19



	SAFEGUARD POLICY FILTER RESULTS

	Type of Operation
	[Not Set]

	Safeguard Policy Items
Identified (Yes)
	The Bank will make available to the public the relevant Project documents.
	(B.01) Access to Information Policy– OP-102

	
	The operation is in compliance with environmental, specific women’s rights, gender, and indigenous laws and regulations of the country where the operation is being implemented (including national obligations established under ratified Multilateral Environmental Agreements).
	(B.02)

	
	The Bank will monitor the executing agency/borrower’s compliance with all safeguard requirements stipulated in the loan agreement and project operating or credit regulations.
	(B.07)

	
	Operation for which ex-ante impact classification may not be feasible. These loans are: Policy-based loans, Financial Intermediaries (FIs) or loans that are based on performance criteria, sector-based approaches, or conditional credit lines for investment projects.
	(B.13)

	
	Suitable safeguard provisions for procurement of goods and services in Bank financed projects may be incorporated into project-specific loan agreements, operating regulations and bidding documents, as appropriate, to ensure environmentally responsible procurement.
	(B.17)

	Potential Safeguard Policy Items(?)
	Potential disruption to people’s livelihoods living in the project's area of influence (not limited to involuntary displacement, also see Resettlement Policy.)
	(B.01) Resettlement Policy– OP-710

	
	Potential to negatively affect Indigenous People (also see Indigenous Peoples Policy.).
	(B.01) Indigenous People Policy– OP-765

	
	Activities to be financed by the project are in a geographical area and sector exposed to natural hazards* (Type 1 Disaster Risk Scenario).
	(B.01) Disaster Risk Management Policy– OP-704

	
	Operation for which (Type 1 ) disaster risk is most likely to be low .
	(B.01) Disaster Risk Management Policy– OP-704

	
	The operation itself has a potential to exacerbate hazard risk* to human life, property, the environment or the operation itself (Type 2 Disaster Risk Scenario).
	(B.01) Disaster Risk Management Policy– OP-704

	
	The operation (including associated facilities) is screened and classified according to their potential environmental impacts.
	(B.03)

	
	The Borrower/Executing Agency exhibits weak institutional capacity for managing environmental and social issues.
	(B.04)

	
	Consultations with affected parties will be performed equitably and inclusively with the views of all stakeholders taken into account, including in particular: (a) equal participation of women and men, (b) socio-culturally appropriate participation of indigenous peoples and (c) mechanisms for equitable participation by vulnerable groups. 
	(B.06)

	
	Environmental or culturally sensitive areas, defined in the Policy as critical natural habitats or critical cultural sites in project area of influence (please refer to the Decision Support System for more information).
	(B.09)

	
	The operation has the potential to impact the environment and human health and safety from the production, procurement, use, and disposal of hazardous material, including organic and inorganic toxic substances, pesticides and Persistent Organic Pollutants (POPs).
	(B.10)

	
	The operation has the potential to pollute the environment (e.g. air, soil, water, greenhouse gases...).
	(B.11)

	
	Any part of the investment or component(s) is being co-financed.
	(B.15)

	Recommended Action:
	Operation has triggered 1 or more Policy Directives; please refer to appropriate Directive(s), including B13, for guidance. No project classification required. Submit Report and PP (or equivalent) to ESR.



	Additional Comments:
	B.13 Potential Risks: The specific intermediaries are not identified. Therefore it is not possible to determine the nature of impacts risks and the respective E&S requirements. Overall risks are expected to be predominantly low to moderate as the operations will focus on SME financing. An ESDD will be carried out as each intermediary applies for a loan. ESG will work with the team at that time to ensure that each operation contains the necessary E&S procedures, capacity and reporting arrangements to address the risks of the operations each proposes to finance. 



	ASSESSOR DETAILS

	Name of person who completed screening:
	Da Cunha, Maria (MARIADC@iadb.org)

	Title:
	

	Date:
	2014-01-19
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Environmental and Social (E&S) Screening


All participating Eligible Financial Intermediaries (“EFIs”) will be subject to a preliminary environmental and social eligibility assessment and screening. (once EFI files application)
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E&S Assessment


Together with the financial and legal due diligence to be done for each individual utilization of the Facility, the IDB ESG Officer will undertake an ESDD. 
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E&S Management Report


Based on the results of the assessment,the ESG Specialist will prepare the Environmental and Social Management Report (ESMR).  (pre QRR)
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E&S Requirements


Environmental and social requirements detailed in the ESMR, will be incorporated into the covenants, representations , guarantees or other applicable clauses of the Loan Contract and integrated in OR (during negotiations)
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Annual Monitoring and Supervision


IDB will supervise the E&S aspects of the Loan Agreement and require each EFIto present E&S compliance reports to the IDB (durig execution and repayment period).
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