Environmental and Social Management Report (ESMR)
 Habitat for Humanity: Increasing access to home improvement financing for the BOP in El Salvador
(ES-L1086)
I. Project Description
1.1 [bookmark: _GoBack]The objective of the proposed operation (or the Project) is to support increased access to home improvement financing for the Base of the Pyramid (“BOP”) in El Salvador, contributing to reduce the qualitative deficit that disproportionately affects that population segment.  To this end, Opportunity for the Majority (OMJ) will seek to provide a loan of up to US$5 million to Association HPHES (“HPHES”), for on-lending to BOP families to finance home improvement investments.  

1.2 HPHES is a legally established private, nonprofit organization that has operated in El Salvador since 1992 providing housing solutions (building, financing, and technical assistance) for low income families to access safe, healthy, and dignified dwellings. HPHES is an affiliate of Habitat for Humanity International, Inc. (“Habitat International”), a global organization founded in 1976 with the purpose of making decent, affordable housing available to low income families.  

1.3	 With a minimum of US$200 and a maximum of US$2,500, the average loan for home improvement is US$1,200, with an average tenor of five years, an average monthly payment of US$42, and an average interest rate of 20%.  A 5% fee over the loan amount is included to cover the cost of the construction technical assistance and oversight that assures that the construction materials chosen by the beneficiary are acceptable and that the labor used is qualified. 

II. Project Status and Compliance
2.1 Based on Directive B.13 of the Environment and Social Safeguards Policy (OP-703), the Project is classified as a financial intermediary and as such is not categorized according to its potential environment and social (E&S) impacts and risks. The Environmental and Social Strategy for this Project was presented and approved on November 8, 2013, as an annex to the Project Profile presented in ERM on that date. 
2.2 HPHES has confirmed that it is in compliance with Directive B.2 (country laws and regulations) of the Environmental and Social Safeguards Policy, complying with all environmental, social, health and safety, and labor laws and regulations. 

III. Environmental and Social Impacts and Risks

A. Environmental and Social Risks Associated with HPHES’s Portfolio
3.1 HPHES total assets have doubled between 2008 and 2013 driven almost exclusively by portfolio growth. At year-end 2013 assets totaled US$24.5 million with the portfolio of short and long term loans accounting for US$ 22.5 million (92% of total assets). The portfolio includes mortgage loans, as well as the smaller short term home improvement and expansion loans. Fixed assets account for less than one percent of total assets. Until 2010 HPHES financed its portfolio growth solely through equity, a combination of retained earnings and donations.

3.2	There may be primarily low and occasionally moderate specific ESHS and labor risks and impacts relating to home improvement projects. The ESHS and labor impacts and risks could include: (i) inadequate planning and construction resulting in transport, traffic safety and noise as well as dust management issues; (ii) inadequate waste management; (iii) use of informal labor; (iv) weak occupational, health and safety standards; and (v) improvement credits for housing units located in areas prone to environmental issues, such as wastewater issues, natural disaster risks, such as flooding, land sliding, hurricanes, etc., and abandoned landfills or otherwise contaminated sites. These risks will be mitigated by HPHES’ construction technical assistance and oversight operating model, which includes a robust technical team, including qualified construction professional, engineers, and architects and avoidance of further renewal construction in areas that are prone to natural disaster and/or lack basic services such as potable water and electricity.

3.3	The housing solutions should avoid to be exposed to ESHS risks and impacts, including being located in high risk areas due to natural hazards or crime and insecurity; the design of home improvement; the quality and safety of the construction materials used; among others. HPHES, by policy, will not extend financing when the home improvement is to be undertaken in a high risk location that has no viable mitigation factors to said risks.  
3.4	HPHES has stated that, to date, it does not have financial liabilities in its existing portfolio related to ESHS issues, nor outstanding ESHS concerns related to its involvement in projects, companies or activities that could be considered unacceptable to the Inter-American Development Bank (IDB or the Bank) and potentially generate significant public opposition or concerns. HPHES has also stated that its credit analysis and approval process is equitable, fair and unbiased in terms of gender, age, ethnicity, cultural heritage, and others. 

B. Environmental and Social Risks Associated with HPHES’s Facilities and Human Resources Practices
3.5	Risks related to HPHES’ facilities and operations are considered minimal. HPHES has confirmed that it is in compliance with El Salvador’s labor laws and applicable rules and regulations on health and safety. HPHES has also confirmed that it does not have any material labor disputes or any material health issues.  Furthermore, HPHES has stated that it has not faced any financial or non-financial sanction for non-compliance with existing environmental regulations.
3.6	HPHES abides by an Internal Work Regulation (“Reglamento Interno de Trabajo”) that is duly approved by the Department of Labor, which is the oversight body that ensures compliance through audits of HPHES.  
IV. Environmental and Social Management
4.1 HPHES has juridical personality in El Salvador as a nonprofit association, and as such, complies with El Salvador’s Law and regulation governing Non-Profit Associations and Foundations (Ley de Asociaciones y Fundaciones sin Fines de Lucro). HPHES’ maximum governing body is its General Assembly.  The home improvements financed by HPHES comply with (i) national and international standards in terms of design (comfort and functionality); (ii) durability standards for construction materials and systems that are resistant to hurricanes, earthquakes, winds, flooding, and fires; and (iii) water and sanitation (standards for access to sanitary services and drainage systems).  In addition, HPHES should incorporate within the subloan selection process the exclusion of any hazards described under paragraph 3.2 of this ESMR. 
4.2 In the case of home improvement projects, to ensure quality HPHES mobilizes two quality control supervisors, two construction technicians, and a team of qualified technical assistance providers that guide the beneficiaries regarding the quality and price of construction materials.  Additionally, the technical assistance providers train the construction workers that are hired directly by the beneficiaries, under legal conditions and avoiding any type of labor discrimination and ensuring appropriate worker health and safety practices.  No illegal labor is used in home improvement projects.

V. Environmental and Social Requirements
5.1 The IDB will require, via Loan Agreement, that HPHES comply with: 
(i)	All applicable (a) Salvadoran ESHS and labor regulatory requirements; (b) Internal Work Regulations as approved by the Ministry of Labor; (c) the IDB List of Excluded Activities for Non-Sovereign-Guaranteed (NSG) operations; (d) the Fundamental Principles of the Rights at Work; (e) HPHES’s housing standards as described in paragraphs. 3.2, 3.3,4.1, and 4.2; and (f) HPHES’s fair and equitable credit analysis and approval process. 

(ii) Prior to the first disbursement provide IDB with a copy of HPHES procedures and standards as described in item (i) above. 

(iii) Designate the staff member(s) who will have primarily responsibility to screen for environmental and social issues and to ensure that the designated staff member(s), and other staff as appropriate, take part in the IIC/IDB Environmental Risk Management training course, or another training agreed upon with the IDB.

(iv) Present an Annual Environmental and Social Compliance Report (ESCR) with information on the HPHES portfolio and any particular risk issues identified during screening, mitigation measures agreed with clients as well as compliance status.

VI. Supervision
6.1 The IDB will supervise the environmental and social aspects of the Loan Agreement either through an in-house specialist or through an external consultant. HPHES will be required to present environmental and social compliance reports per IDB standards.
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