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PART 1: OVERVIEW OF ENVIRONMENTAL ASSESSMENT
REQUIREMENTS AND PROCEDURES

l. INTRODUCTION
A. ADB’s Environmental Assessment Mandate
1. Rapid population growth, dramatic changes in production and consumption patterns,

and massive rural to urban migration have all contributed to environmental degradation.
Unless environmental degradation is arrested, the growth rates necessary to reduce poverty
will not be sustained and the millennium development goals will not be achieved. The Long-
term Strategic Framework (LTSF) 2001-2015 of the Asian Development Bank (ADB)
emphasizes the need to increase efforts to address environmental degradation. Environmental
concerns are to be reflected in all ADB initiatives, whether at the project, sector, or national
level.

2. The ADB’s Environment Policy mandates the consideration of environment in all aspects
of ADB'’s operations. The Environment Policy and Operations Manual (OM) 20: Environmental
Considerations in ADB Operations outline ADB’s environmental assessment procedures and
requirements. These environmental assessment guidelines were prepared to facilitate the
implementation of the Environment Policy and the OM 20.

B. Purpose

3. These guidelines are designed for use by ADB staff and its Borrowers to provide
guidance on how to fulfill ADB’s environmental assessment requirements. These guidelines
were also prepared to guide consultants who need to know ADB's policies and procedures in
preparation of an initial environmental examination (IEE) or an environmental impact
assessment (EIA) report for a project under consideration. Guidance is also provided on more
strategic tools such as country environmental analysis (CEA) and strategic environmental
assessment (SEA). The guidelines may also be of use to nongovernment organizations (NGOs)
and academe that are interested in ADB's environmental requirements and review processes.
The current version of the Guidelines has also taken into account the need to harmonize, to the
extent appropriate and possible, the procedures of the multilateral development banks.

C. Changes from Previous Environmental Assessment Guidelines

4. The guidelines update the existing environmental assessment guidelines adopted in the
early 1990s. They take into account the lessons learned from implementing ADB'’s existing and
previous guidelines. ADB’s previous guidelines were a useful tool for environmental assessment
for project loans. They served as useful guide for identifying impacts, and designing mitigation
measures and monitoring requirements for specific projects in the industrial, energy, social
infrastructure, agriculture and natural resources, and transport sectors. As the practice of
environmental assessment evolved and the expectations for the environmental assessment
process increased, it became clear that ADB’s environmental assessment needs had also
evolved. Past experience identified needs to (i) better integrate environmental concerns into the
development of the country strategy and program, (ii) have a more transparent procedure for
determining the environment category, (iii) formalize approaches for ADB’s lending activities to
financial intermediaries, (iv) refine approaches to sector lending where the subprojects and
specific the locations may not be known in advance, and (v) strengthen requirements for
environmental management plans.



5. The guidelines feature a number of changes to ADB'’s environmental assessment
procedures and practices (Table 1):

(0 introduction of rapid environmental assessment (REA) checklists for determining
the environment category;

(i) introduction of CEA as a requirement in preparation of the country strategy and
program (CSP);

(iii) introduction of SEA as an optional tool for environmental assessment for
program loans, sector development program loans, and sector loans;

(iv) establishing a new category FI for lending activities to financial intermediaries
and other intermediaries and outlining environmental assessment requirements
to apply to this category;

(V) strengthening the requirements of environmental management plans (EMP);

(vi) recommending environmentally responsible procurement; and

(viiy  strengthening public consultation as in integral part of environmental assessment
and management.

D. Organization of the Guidelines
6. The guidelines are organized into 2 parts. Part 1 is an Overview of Environmental

Assessment Requirements and Procedures. It provides a description of procedural
environmental requirements for the preparation of the country strategy and program, and in
lending operations. Part 2 provides the technical guidance on:

0)
(if)
(i)
(iv)
()
(Vi)

(vii)
(viii)
(ix)
x)
(xi)
(xii)
(xiii)
(xiv)
(xv)
(xvi)
(xvii)

Country Environmental Analysis,

Determination of the Environment Category,

Environmental Management Plans,

Environmental Assessment for Program Loans,

Environmental Assessment for Sector Loans,

Environmental Assessment of Financial Intermediation Loans and Equity
Investments,

Public Consultation and Information Disclosure

Environmental Standards and Emission Levels,

Social Dimensions and Environment Assessment,

Environmentally Responsible Procurement,

Cultural Heritage,

Strategic Environmental Assessment,

Cumulative Effects Assessment in Environmental Assessment,
Managing and Administering an Environmental Assessment Study,
Economic Analysis in Environmental Assessment,

Multilateral Environmental Agreements, and

Environmental Auditing.



Table 1: Summary of Changes to Guidelines

1993 Guidelines

New Guidelines

Country Program and
Strategy

Required to take into account
environmental concerns, but no
tool was suggested

Requirement to conduct CEA for systematically
taking into account environmental concerns at
the country programming level

Determining the
Environment Category

Employs 3 environmental
categories (A, B, and C) based on
the type of environmental impact of
proposed projects

Employs 4 environment categories (A,B,C, and
FI)

Process to Classify
Proposed Projects

Undertaken by Environment
Division by using available
information provided by the project
division

Undertaken by Regional Department sector
divisions by using the REA checklist

Sector Loans

Required to take into account the
environmental concerns in
selecting subprojects, but no tool
was suggested. If sub-projects
identified, initial environmental
examination (IEE) or an
environmental impact assessment
(EIA) for sample core subproject
required

Provides more specific guidance and
recommends the use of SEA for systematically
taking into account environmental concerns and
to develop environmental selection criteria for
subprojects, as well as to evaluate cumulative
impacts.

If subprojects have been identified, an IEE or
EIA for sample projects is required

Program and SDP Loans

Required to take into account
environmental concerns in
formulating program and sector
development program (SDP) loans
by providing environmental policy
matrix, but no tool was suggested

Provides more specific guidance and
recommends use of SEA to assess the
environmental implications of policy
interventions to support formulation of the
environmental of the policy matrix.

Environmental
Management Plan (EMP)
as Part of an IEE and EIA
Report

Very little guidance was provided to
formulate an EMP

Detailed guidance on how to formulate an EMP
is provided, and therefore, it can be interpreted
easily for implementation in all stages of project
processing and operation

Environmentally
Responsible Procurement

Very little guidance on procurement

Provides more specific guidance and
recommends use of environmentally
responsible procurement as part of the EMP

Public Consultation

Little guidance on consultation

Strengthened requirements for public
consultation and specific guidance provided

7. Part 2 is supported by technical appendixes providing more detailed guidance including
0] Rapid Environmental Assessment Checklists,
(i) Content and Format for EIA reports,

(i)

Content and Format for IEE reports,

(iv) Environmental Assessment of Policy Matrix,

v) Environmental Assessment of Sector Loans,

(vi) Environmental Assessment and Review Procedures, and

(vii) Environmental Assessment of Financial Intermediation Loans and Equity

Investments.



E. Commitment to Improvement

8. In preparation of these guidelines, effort was made to reflect the current implementation
of the ADB environmental assessment procedures, and to provide knowledge on international
good practice in environmental assessment. The practice of environmental assessment is still
evolving and new methods and approaches are being developed within the ADB and in
environmental assessment community outside of ADB. The Environment and Social Safeguard
Division (RSES) of the Regional and Sustainable Development Department (RSSD) and the
ADB Environment Committee are committed to improve the guidelines through regular review of
the effectiveness of the guidelines and the systematic incorporation of new knowledge on best
practices in environmental assessment.

F. Need to Adapt Guidelines to Fit the Circumstances

9. No set of guidelines can provide a comprehensive set of tools and techniques for
conducting environmental assessment. And no set of guidelines can include all the potential
impacts and mitigation measures for every possible case. Each individual assessment is
expected to consider the specific aspects of the project, the environment, and institutional
context. The key is to identify all relevant environmental issues, focus the assessment on the
most significant issues, and develop a plan to address the environmental issues. The guidelines
provide recommended approaches and formats that are to be adapted to fit the circumstances
of the assessment.

G. Harmonization

10. These guidelines have been developed within the context of the overall efforts of
multilateral development banks efforts at harmonization of environmental assessment
procedures. The guidelines are also designed to be flexible enough for use in ADB’s DMCs.



Il. ADB’s ENVIRONMENTAL ASSESSMENT PROCESS
A. Integrating Environmental Considerations into ADB Operations

11. ADB’s Environment Policy requires that environmental considerations be incorporated
into ADB operations. Environmental assessment is the primary administrative tool to integrate
environmental considerations into decision-making of all types of development initiatives such
as formulating policies, programs, and development plans or projects to ensure that proposed
development will have minimal environmental impacts and be environmentally sound.

12. Environment is considered at all stages of the ADB’s business processes from country
strategy and program development through Project Preparation Technical Assistance and Loan
(PPTA/Loan) processing to completion and post evaluation (Figure 1). ADB requires the use of
CEA to integrate environmental concerns at the programming level. In PPTA/Loan Preparation,
all loans are subject to environmental categorization, impact assessment, safeguard
compliance, and preparation of loan covenants. During loan implementation and supervision,
ADB review missions are undertaken to review the progress on implementation of the mitigation
and monitoring requirements outlined the environmental management plan. During project
completion and project evaluation, reports are prepared to document the actual environmental
impacts, the degree of implementation of the environmental management plan, and to evaluate
the overall effectiveness of the EMP in reducing and preventing adverse environmental impacts.

Figurel: Environmental Requirements in ADB’s Business Processes
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B. Integrating Environmental Considerations into the Country Strategy and Program
1. Country Environmental Analysis

13. The ADB’s new business processes require an assessment of environmental
considerations as a fundamental part of the supporting thematic analyses for the CSP.

14. A CEA will be prepared as an input to the CSP exercise. It will provide the necessary
background information for informed decision making on environmental constraints, needs, and
opportunities in a developing member country (DMC), including those that impinge upon poverty
partnership agreements. The CEA will outline environmental issues that are most important to a
DMC'’s development strategy and describe ADB'’s role in helping remove the environmental
constraints on the DMC'’s sustained development. The assessment s directed at the policy,
program, and sector levels, although it may highlight issues associated with environmental
sensitive projects in the pipeline. The CEA is envisaged as a participatory process that is
initiated before the CSP, and continues through CSP preparation to assess potential
environmental issues associated with the CSP.

15. The CEA is prepared by the regional department (RD) concerned, and will focus
specifically on relevant sectors and institutional analysis of direct concern to ADB operations.
The analysis will be tailored to the requirements of each DMC, and will purposefully build on
complementary work undertaken by other agencies. In addition to enhancing the consideration
given to environmental factors in formulating policies, plans, and programs, the information and
analysis contained in the CEAs will support and facilitate the downstream environmental
assessment of individual ADB-financed projects. The CEA will also provide a basis for
monitoring country environmental performance.

16. Guidance for conducting CEA, which will provide a systematic, replicable approach, is
being developed.! A suggested method and approach to country environmental analysis is
provided in Part 2, Chapter IV. In general, a CEA should include:

(i) description of role of environment and natural resources in the economy;

(i) identification of environmental issues, problems, constraints and opportunities that
are directly relevant to the DMCs development strategy;

(iii) institutional analysis for environment and natural resource management;

(iv) review of country’s record in environmental matters;

(v) environmental indicators and monitoring requirements;

(vi) an overview ADB sectoral strategies and work programs, and links between ADB
strategies and work program with the Government, bilateral and multilateral funding
agencies operating in the country;

(vii) needs for technical or financial support for priority and unfunded environmental
projects, if any;

(viiiyassessment of environmental consequences of CSP; and

(iX) conclusions on environmental benefits and adverse implication of CSP; and

(X) recommendations to ensure environmentally sustainability of CSP

! Methods and approaches for CEA are being developed and tested as part of ongoing preparation of the country

and strategy programs in cooperation with other multilateral development banks and development assistance
agencies in order that commonly required information can be of high quality, efficiently collected and analyzed, and
result in consistent policy and program recommendations.



C. Environmental Requirements in PPTA/Loan Processing

17. ADB requires environmental assessment of all project loans, financial intermediation
loans, program loans, sector loans, sector development program loans, and private sector
investment operations.” ADB’s environmental assessment process starts as soon as
potential projects® for ADB financing are identified, and covers all project components
whether financed by ADB, cofinanciers, or the Government. Potential projects in a DMC are
normally identified and conceived in the technical assistance and lending programs as
presented in the CSP or CSP update.

1. Overview of Lending Modalities

18. Project Loans (OM 3, OM 4). Project loans are given by ADB to assist a DMC for
project-related investments. Among other things, project lending is aimed at developing energy,
agriculture, transport and communications, and other basic infrastructure as well as health and
education..

19. Sector Lending (OM 5). Sector lending is a form of ADB assistance to a DMC for
project-related investments based on considerations relating to a sector or subsector as a whole
in the DMC. The purpose of a sector loan is to assist in the development of a specific sector or
subsector by financing a part of the investment in the sector, planned by the DMC. Such lending
is appropriate particularly when a large number of subprojects in the sector or subsector are to
be financed. A sector loan is expected to improve sector policies and strengthen institutional
capabilities.

20. Program Lending and Sector Development Programs (OM 6). Program loans are
given by ADB to assist a DMC in developing a sector (or subsector) as a whole and improving a
sector's performance through appropriate policy and institutional improvements over the
medium to long term. Program loans are given only to DMC governments. A broad-based sector
reform and development plan that will enhance sector efficiency and performance, comprising in
particular policy changes and institutional enhancement, is the basis for program lending.
Program loans, as well as SDPs, should be targeted at sectors where the government is firmly
committed to reform, but where significant economic, financial, or social costs are associated
with the reform program are likely to hinder its smooth and timely implementation without the
additional support and inducement provided by a program loan. Strong government ownership
of the reform program is essential.

21. Rehabilitation Assistance After Disasters (OM 25). ADB's policy is to assist in the
rehabilitation efforts of its DMCs after they are struck by disasters. These may be natural and
sudden in their impact (e.g., floods, earthquakes, windstorms, tidal waves, volcanic eruptions,
wildfires, landslides, and avalanches), slow in materializing (e.g., crop failures, environmental
degradation, and droughts), or caused by human action (e.g., civil strife). ADB's assistance
seeks to enable DMCs to continue their development expenditures that otherwise would have to

2 Emergency rehabilitation loans are subject to the same environmental assessment requirements.

% In the context of describing the environmental assessment of projects, the term “project” is defined here as a
Borrower’s planned undertaking and the recommended environmental assessment activities refer to project loans
and to program loans, sector loans, sector development program loans, financial intermediation loans, and private
sector loans and investment operations, unless otherwise stated.



be reallocated for disaster rehabilitation. ADB's rehabilitation loan finances immediate needs for
specific repairs that are aimed at rapid restoration of infrastructure and production facilities
subsequent to the disaster. ADB does not finance relief operations such as providing
emergency food, temporary shelter, medical supplies, etc.

22. Emergency Rehabilitation Assistance Loans for Small DMCs (OM 24). ADB has a
special facility to assist small island DMCs in speedily restoring vital economic infrastructure and
social services following damage caused by natural disasters. The emphasis is on financing
urgent rehabilitation requirements, primarily to re-establish the status quo ante, leaving any
more substantial expansion and modernization needs to be addressed in a potential future loan
proposal.

23. Financial Intermediation Loans and Equity Investments. DMCs use financial
intermediaries to manage funds received from government, multilateral development banks
(including ADB), other donors, and the financial markets. The financial intermediaries act as
intermediaries in providing loans and equity contributions to public or private sector
organizations in sectors, or subsectors, such as agriculture, industry, and small-scale or
medium-scale enterprises. Financial intermediaries include commercial banks and other
financial institutions. ADB can support financial intermediary operations in both the public and
the private sectors.

24. Private Sector Loans (OM 7). ADB’s Private Sector Operations Department (PSOD)
provides loans or equity investments directly or indirectly to private enterprises, private equity
funds, and financial intermediaries. ADB assistance may be provided in one or more of the
following forms: (i) loans to financial institutions to finance small and medium scales private
enterprises; (i) direct loans to medium and large scale enterprises; (iii) equity investments in
private enterprises including private financial institutions; underwriting of issues of debt
instruments on national or international security markets; (v) assistance of infrastructure
projects; (vi) guarantees of debt service obligations of private enterprises with or without
counter-guarantees of DMC governments.

2. Determining the Environment Category

25. All loans and investments are subject to classification for the purposes of
determining environmental assessment requirements. Environment categories are to be
determined (see Chapter V for a detailed description) using REA. REA uses sector-specific
checklists developed based on the ADB’s past knowledge and experience. These checklists
consist of a set of questions relating to (i) the sensitivity and vulnerability of environmental
resources in project area, and (ii) the potential for the project to cause significant adverse
environmental impacts. Checklists have been developed for many sectors and are included
in Appendix 1.

26. The process of determining a project’s environment category is to be initiated by the
RD sector division, which will prepare a REA screening checklist, taking into account the
type, size, and location of the proposed project. Through REA, a project is classified as one
of the environmental categories (A, B, C, or Fl). The RD sector division director will submit
proposed environment category and the checklist to the Director, RSES for concurrence or
further discussion as required. Final categorization will be the responsibility of the chief
compliance officer (CCO). As defined in OM 20, Projects are classified into



@ Category A:  Projects with potential for significant adverse environmental
impacts. An environmental impact assessment (EIA) is required to address
significant impacts.

(i) Category B: Projects judged to have some adverse environmental impacts, but of
lesser degree and/or significance than those for category A projects. An initial
environmental examination (IEE) is required to determine whether or not
significant environmental impacts warranting an EIA are likely. If an EIA is not
needed, the IEE is regarded as the final environmental assessment report.

(iii) Category C: Projects unlikely to have adverse environmental impacts. No EIA or
IEE is required, although environmental implications are still reviewed.

(iv) Category Fl: Projects are classified as category FI if they involve a credit line
through a financial intermediary or an equity investment in a financial
intermediary. The financial intermediary must apply an environmental
management system, unless all subprojects will result in insignificant impacts.

27. The Environment Category is based on the Most Sensitive Component. The
determination of the environment category is to be based on the most environmentally
sensitive component of the project. This means that if one part of the project is with
potential for significant adverse environmental impacts, then project is to be classified as
Category A regardless of the potential environmental impact of other aspects of the project.
Similarly, if the most sensitive component is classified B, then the project is to be classified
B. Of course only those aspects of the project with potential for significant adverse
environmental impacts need to be assessed in detail. The scoping for the environmental
assessment and the terms of reference (TOR) for the environmental assessment report
should focus on the significant environmental issues.

28. Confirmation of Categorization. Projects are tentatively assigned a category during
an initial screening of anticipated potential environmental impacts on the basis of a concept
document. This category is reconfirmed by the chief compliance officer at the time of the
management review meeting.” However, categorization is an ongoing process, and the
environment category can be changed at any time with the approval of the chief compliance
officer as more detailed information becomes available and project processing proceeds.

3. Environmental Assessment Reporting
29. The Borrower prepares EIA reports® for category A projects and IEE reports® for

category B projects. The Borrower also prepares the summary EIA (SEIA) or summary IEE
(SIEE) reports highlighting the main findings of the IEE or EIA. ADB recognizes that

* The classification is reconfirmed in the safeguard policy compliance memorandum issued by the chief compliance

officer.

A typical EIA report includes the following major elements: (i) description of the project, (ii) description of the
environment, (iii) anticipated environmental impacts and mitigation measures, (iv) alternatives, (v) economic
assessment, (vi) an environmental management plan that includes institutional requirements and environmental
monitoring program, (vii) public consultation and disclosure, and (viii) conclusion. The report is prepared by the
Borrower and reviewed and cleared by the EIA regulatory agency of the borrowing country and ADB.

A typical IEE includes the following major elements: (i) description of the project, (ii) description of the environment,
(i) potential environmental impacts and mitigation measures, (iv) institutional requirements and environmental
monitoring program, (v) public consultation and disclosure (vi) findings and recommendations, and (vii) conclusion.

5
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conventional project-focused EIA has limited application to policy-based lending instruments,
like program loans. The format of the environmental assessment report for program loans is
therefore flexible, but includes a matrix describing the environmental consequences and
mitigation measures for the policy actions underpinning the program loan. For sector loans, the
content of the environmental assessment report will include a description of the institutional
arrangements and process to be followed for environmental assessment of subprojects to be
approved during implementation. For projects that are classified as category FI, the
environmental assessment report will include a description of the environmental management
system to be applied by the financial intermediary. The results described in environmental
assessment reports, including environmental management plans, should be reflected in the
report and recommendations of the President (RRP).

4, Public Consultation and Information Disclosure

30. Public Consultation. ADB requires public consultation in the environmental
assessment process. For category A and B projects, the Borrower must consult with groups
affected by the proposed project and local nongovernment organizations. The consultation
should be carried out as early as possible in the project cycle so that views of affected groups
are taken into account in the design of the project and its environment mitigation measures.
Such consultation will also take place during project implementation to identify and help address
environmental issues that arise. For category A projects, the Borrower will ensure that
consultation will take place at least twice: (i) once during the early stages of EIA field work; and
(i) once when the draft EIA report is available, and prior to loan appraisal by ADB. The public
consultation process needs to be described in the EIA and SEIA reports. Chapter X describes
the best practice for consulting stakeholders and providing access to information.

31. In cases where the environmental assessment report for a project has been completed
prior to ADB involvement in that project, ADB will review the public consultation and disclosure
carried out by the project sponsor during and after preparation of the environmental assessment
report. If necessary, ADB and the project sponsor should then agree on a supplemental public
consultation and disclosure program to meet the requirements of OM 20 and address any
deficiencies identified by ADB. If the project is classified as category A, and no consultation
whatsoever has been carried out’, then the sponsor should agree to (i) consult with
stakeholders on the draft EIA and incorporate their views in a revised EIA; and (ii) consult
stakeholders on the revised EIA, and how it addresses their concerns.

32. Information Disclosure. Environmental assessment reports for ADB projects are
accessible to interested parties and the general public. The SIEE and SEIA reports are required
to be circulated worldwide, through the depository library system and on the ADB web site. The
full EIA or IEE reports are also made available to interested parties on request. ADB's “120 day
rule” requires that the SEIA, or in the case of category B projects that are deemed
environmentally sensitive®, the SIEE, is available to the general public at least 120 days before

’ No or limited public consultation would be contrary to good practice and inconsistent with most DMC's
environmental assessment requirements.

8 Category B projects that are deemed by ADB’s Chief Compliance Officer to be environmentally sensitive for the
purposes of (i) the 120 day rule, and (ii) the environmental management plan requirements could involve: projects
that are near environmentally sensitive areas; projects that involve deforestation or loss of biodiversity; projects
that involve involuntary resettlement issues; projects that involve the processing, handling and disposal of toxic and
hazardous substances; or projects that involve other environmentally sensitive activities that also may be of
concern to a wide group of external stakeholders.
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ADB's Board of Directors considers the loan, or in relevant cases, before approval of significant
changes in project scope or subprojects. The 120-day rule applies to all public and private
sector category A projects and to those category B projects deemed to be environmentally
sensitive. To facilitate the required consultations with project-affected groups and local
nongovernment organizations, the Borrower will provide information on the project's
environmental issues in a form and language(s) accessible to those being consulted.

33. Environmental Management Plans and Loan Covenants. Category A and category B
projects deemed to environmentally sensitive require, as part of the environmental assessment
process, the development of EMPs that outline specific mitigation measures, environmental
monitoring requirements, and related institutional arrangements, including budget requirements.
Loan agreements include specific environmental covenants that describe environmental
requirements, including the EMPs. The provisions for the EMPs must also be fully reflected in
the project administration memorandums.

5. Environmental Assessment and Review for Project Loans

34. Environment must be considered at all stages of the project cycle from project
identification through implementation. This section provides a detailed description of the
environmental assessment and review process for project loans in terms of activities that take
place during the project cycle. The environmental assessment requirements depend on the
environment category (Table 2). Category A projects have the most stringent requirements and
need the highest level of effort and resources; category B have less stringent requirements, and
category C, has the minimum requirements.

Table 2: Environmental Assessment Requirements for Project Loans

Category Basic Environmental Assessment Requirements
A. Projects with potential - EIA
for significant adverse - Public consultation (at least twice)
environmental impacts . E|A report to be prepared (see Appendix 2 for contents)
(OM 20) Environmental management plan and budget to prepared
SEIA to be circulated to the Board 120 days prior the Board
consideration

SEIA to be disclosed to public
EIA available to public on request
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Category

Basic Environmental Assessment Requirements

B. Projects judged to
have some adverse
environmental impacts —
but of lesser degree
and/or significance than
category A (OM 20)

IEE

Public consultation

IEE report to be prepared (see Appendix 3 for contents)

For projects deemed to be environmentally sensitive,

(i) SIEE to be circulated to the Board120 days prior to Board
consideration

(i) SIEE to be disclosed to public
(i) Environmental management plan and budget to be prepared

IEE available to public on request
if it is not circulated, the SIEE is normally to be attached as a
core appendix to the RRP

C. Projects unlikely to
have adverse
environmental impacts
(OM 20)

No IEE or EIA
Environmental implications to be summarized in the RRP

a. Category A

35. In ADB’s business processes, environmental categorization during project design is the
first step in the environmental assessment of a project loan (Figure 2). Because a category A
project has potential for significant adverse environmental impacts, it is necessary that a
rigorous scoping to determine the TOR for the EIA be undertaken at this early stage in project

preparation.
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Figure 2: Environmental Assessment and Review of Category A Projects
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36. Scoping® during PPTA Fact Finding. In many projects, project preparation is
supported by a PPTA™. During the PPTA Fact-finding Mission, participation by an Environment
Specialist from the RD is desirable to: (i) to inform the borrower of the environmental category
and corresponding environmental assessment requirements, and (ii) to discuss and agree with
the borrower and environmental agencies on a TOR for the EIA. Based these discussions the
environment category should be confirmed or the project reclassified, if necessary. The
Mission’s environmental assessment activities usually involve: (i) collection of information in the
field, (ii) conducting reconnaissance surveys of the potential sites for projects, and (iii) holding
discussions with all concerned agencies. The Mission assesses the environmental policy,
management system, and capacity of the executing agency and determines the need for any
institutional strengthening. Through consultation, where appropriate, the Mission discloses the
project information'! to project-affected people and local NGOs to solicit their views and
concerns - taking account of their comments and suggestions.

9 Scoping is a process for determining the issues to be addressed, the information to be collected, and the analysis
required to assess the environm ental impacts of a project.

ii Note private sector projects do not use PPTASs for project preparation.
The information disclosed includes the project’s objective, description, and potential impacts



14

37. The findings of the Mission may include:

() an evaluation of the environmental soundness of the concept, approach, and
prospective sites of the project;

(i) an evaluation relevant environmental legislation including environmental
standards,
(iir) a review of the DMC’s administration of the EIA process and degree of

participation in multilateral environmental agreements;

(iv) an identification of major environmental concerns;

v) an exploration of other feasible technology and design alternatives;

(vi) a determination of the level and scope of environmental assessment; and

(vii) an assessment of the environmental management capability of the executing
agency.

38. Terms of Reference for the EIA. The findings of the mission are used to prepare the
draft TOR, cost estimates, and implementation arrangements for the EIA. The draft TOR are to
be discussed and agreed to with the national environmental agency. ADB, the executing
agency, and the national environmental agency then agree on the level of effort and TOR for the
environmental assessment.

39. The TOR defines the scope of the environmental assessment, the responsibilities or
obligations of the environmental assessment team, and the expected outputs, and may include:

background of the project;

objectives, scope, and size of the project;

delineation of the area(s) to be covered by the environmental assessment;

brief description of the potential environmental problems and possible alternatives to
address the environmental problems that the consultants will be required to investigate;
description of the expected outputs, including information to be collected, analysis of
environmental impacts of alternative project sites and designs, mitigation measures,
monitoring programs, an EMP, and action plan for implementing the EMP;

estimates of inputs required for the environmental assessment;

institutional involvement/strengthening;

public consultation and information disclosure action plan; and

arrangements for implementing the environmental assessment.

40. The TOR for EIA are incorporated into the draft PPTA paper. At this stage, RSES
reviews and provides comments, with particular emphasis on the TOR. After the TA paper is
approved and early in the field work of the PPTA, the environment assessment team is to
disclose the TOR to the affected people and local NGOs to seek additional views and concerns
to be included as part of the EIA study. In addition, the final TOR for the EIA should be
discussed and agreed to by the executing agency, and the national environmental agency.
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41. Environmental Impact Assessment. During the project design, the EIA should be
undertaken as part of the feasibility study. The environmental assessment team should work
closely with the technical planning and design group to ensure that environmental
considerations are integrated into the project design. Representatives of the executing agency
should participate as members of the environmental assessment team. Their participation in
field work, public consultations and report writing will increase their understanding of the
environmental issues and will help build institutional capacity in EIA. In general, the
environmental assessment team will:

0] coordinate with government concerned and environment agencies;

(i) prepare a project description, define the study area, collect environmental
baseline data, prepare site maps, and other relevant maps for the study area;

(iii) identify potential environmental impacts based on the information obtained on the
proposed project and the baseline environmental conditions of the study area;

(iv) identify alternatives and analyze the environmental impacts of each alternative
and propose measure to avoid or prevent impacts;

v) estimate the magnitudes of environmental impacts and assess the significance of
the impacts;”

(vi) recommend environmental mitigation measures and estimate the mitigation
costs;
(vii) prepare an EMP to be implemented by the executing agency during project

implementation, operation and abandonment;
(viii) prepare the EIA and SEIA reports;

(ix) conduct public consultation and ensure information disclosure; and develop plans
for public consultation and information disclosure during project implementation;

() assess the executing agency’s capacity to undertake an environmental review of
the environmental assessment report and EMP recommendations, and
recommend measures for capacity building, if necessary; and

(xi) ensure that the proposed project, with EIA and EMP implementation, conforms to
the Government and ADB environmental assessment requirements, policies and
regulations.

42. Review of the Draft EIA and SEIA Reports. The draft EIA, as well as SEIA, which
highlights the main findings of the report, is to be reviewed by ADB (RD sector division and then

2 The assessment of the significance should include consideration of whether the impacts are (i) acceptable, (ii)
acceptable after mitigation measures are applied, or (iii) are unacceptable — because of significant adverse impacts
to people and their livelihoods, or because there will be an irreversible impact on the ecosystem.
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RSES) and the executing agency. The Borrower should provide the SEIA conclusions to the
project-affected people and local NGOs to solicit their comments. The Borrower should also
solicit the comments of the national environmental agency on the draft environmental
assessment documents. Comments are to be incorporated in the final environmental
assessment reports together with those of ADB, the project executing agency, the affected
groups and local NGOs.

43. Environmental Considerations in Loan Fact Finding. During the early stages of loan
processing, loan fact finding is undertaken to: evaluate the soundness of the proposed project;
identify unresolved issues; identify loan covenants; revise the project design and
implementation plan, as appropriate; prepare an appropriate financing plan and determine a
suitable ADB loan amount; and reach initial agreement with the Borrower on various aspects of
project implementation. At this stage, the EIA results and recommendations including mitigation
costs and EMP costs should be available and incorporated into the proposed project design.

44, The loan fact-finding Mission is to assess the institutional capability of the executing
agency and environmental agency and designs appropriate implementation and institutional
arrangements for the environmental monitoring program. Consistent with the specific
environmental requirements of the DMC, the national environmental agency clears the EIA and
SEIA reports. Agreement is then reached with the executing agency on the implementation of
the EMP.

45. The final environmental assessment documents prepared under the PPTA are further
reviewed and processed. The environment specialist in the RD reviews the SEIA report. From
the safeguard compliance point of view, RSES reviews the report to ensure that the
environmental assessment recommendations comply with ADB’s environmental assessment
requirements. The project executing agency and the national environmental protection agency
make a final review the EIA and EIA reports. The executing agency then officially submits the
EIA and SEIA reports to ADB for submission to the Board of Directors or for incorporation in the
RRP. The SEIA report is edited by the Economics Editor prior to circulation to the Board of
Directors and the public. The cover memo, attached to the report, highlights that the report is a
Borrower's document and that it has not been formally reviewed nor approved by ADB.

46. Circulation to the Board. SEIA is to be submitted to the Board at least 120 days
before Board consideration. The SEIA and the EIA, if requested, may also be made available by
ADB to locally affected groups and NGOs through the Board of Directors. The RD also provides
RSES with copies of the SEIA. Similarly, a copy of the report is provided the CCO; Director,
RSES; and General Counsel, OGC.

47. Disclosure of the SEIA to the Public. After Management approval to circulate the
report to the Board has been sought, the report is forwarded to the Secretary’s office for
circulation and posting in the ADB website. The Office of External Relations circulates the report
to the members of the ADB Library Depository Program and places this in the ADB website.

48. Environmental Review of the RRP. ADB’s final evaluation of the environmental
aspects of the project including loan covenants and assurances are documented in the
environment section of the RRP. An economic evaluation of environmental impacts is also to be
incorporated in the RRP. The RRP should document any prominent recommendations of the
EMP, environmental loan covenants, and other special features. If any changes to the project
that have been made after SEIA circulation to the Board, an assessment of any environmental
impacts associated with these changes should be included.
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49. RSES reviews the first draft of the RRP and provides advice to the Mission on safeguard
compliance issues. The Mission includes its response in an Issues Matrix, which documents
how any issues raised by RSES will be addressed in subsequent processing of the project.

50. Issuance of the Safeguard Policy Compliance Memo before the MRM. The MRM is
a critical checkpoint for environmental safeguard compliance with ADB’s safeguard policies.
Compliance is assessed based on the review by RSES and the Issues Matrix prepared by the
Mission leader. Immediately prior to the MRM the CCO issues the Safeguard Policy Compliance
(SPC) Memorandum. The SPC memorandum advises Management either that (i) the project in
compliance, or (ii) certain actions are necessary to ensure compliance prior to the second MRM.

51. During loan appraisal, if undertaken, the Mission makes a final evaluation of the
proposed project, refines the project design, addresses issues raised at the MRM, resolves
pending issues with the project executing agency and the government, and finalizes
implementation arrangements. At this stage, environmental aspects are to be integrated with the
technical, institutional, economic, and financial aspects of the project, and the foundation is laid
for implementing and evaluating the project. The Environment Specialist in the RD is to confirm
final agreement on the implementation of the EMP executing agency and the national
environmental agency.

52. Environmental Loan Covenants. At this stage, loan covenants are to be finalized and
included in the Loan Agreement to ensure efficient and effective EMP implementation by the
agencies concerned, including the executing and environmental agencies. The environmental
covenants should cover the following:

key environmental mitigation measures and monitoring requirements;

institutional arrangements and responsibilities for EMP implementation;

requirements for evaluating the EMP’s effectiveness, and reporting to ADB; and

special requirements, as necessary, for public consultation and environmentally
responsible procurement.

53. During the Loan Appraisal, the Mission should confirm clearance of the environmental
assessment by the national environmental agency and the final agreement reached with the
project executing agency and the national environmental agency on the implementation of the
EMP. At this stage, the project team leader assisted by the RD environment specialist should
translate the relevant provisions of the EMP into the Project Administration Memorandum.

54. Before the second MRM or Staff Review Committee (SRC) meeting, RSES reviews the
revised RRP, and where warranted, issues a second SPC memo to advise Management of
environmental safeguard risks posed by the project. For fully compliant projects, RSES reaffirms
its satisfaction of the project’s environmental safeguards in a memo to the Mission leader.

b. Category B
55. Category B projects must follow the same general set of steps as Category A projects
(Figure 3). However, the environmental assessment requirements for Category B are less
stringent than those for Category A. The main differences are:

() the requirement is for an IEE, which has a more limited scope and content than
an EIA;
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(i) less public consultation is required; and

(iii) with the exception of projects deemed to be environmentally sensitive, there is no
specific requirement for an EMP; and circulation to the Board and public
disclosure of the SIEE are not required to meet the “120 day rule”.

56. Terms of Reference for the IEE. In general, the scope of the IEE is more limited and
the level of effort to prepare the IEE is significantly less than for an EIA. Specifically, there is
limited consideration of alternatives and a description of “institutional arrangements and
environmental monitoring plan” replaces the requirement for preparation of an EMP.

Figure 3: Environmental Assessment and Review of Category B Projects
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57. Initial Environmental Examination. The IEE should be conducted as part of feasibility
study. The environmental assessment team should work closely with the technical planning and
design group to ensure that environmental considerations are integrated into the project design.
While scope of the IEE TOR is the more limited and the level of effort needed smaller, the
environmental assessment team conducts many of same tasks and analysis as required for an
EIA (see Appendix 3). The IEE must come to a conclusion as to "whether or not significant
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environmental impacts warranting an EIA are likely.” If the EIA is warranted, the IEE must
provide a recommendation on scope and TOR for the EIA.

58. Review of Draft IEE and SIEE. The draft IEE, as well as SIEE, which highlights the
main findings of the IEE, is reviewed by ADB (RD sector division and then RSES) and the
executing agency. Depending the scope of public consultation activities, additional comments
may be sought from the project affected people and other stakeholders. All comments are to be
incorporated into the final documents. The project executing agency and the national
environmental protection agency make a final review the IEE and SIEE reports. The executing
agency then officially submits the reports to ADB for submission to the Board of Directors or for
incorporation in the RRP, as required. The SIEE report is edited by the Economics Editor prior
to circulation to the Board of Directors and the public. The cover memo, attached to the report,
highlights that the report is a Borrower’'s document and that it has not been formally reviewed
nor approved by ADB.

59. Circulation to the Board and Disclosure to the Public. SIEE reports are required to
be circulated world wide, through the depository library system and ADB web site. IEEs will also
be made available on request. Only Category B projects deemed to be environmentally
sensitive have the requirement that SIEEs must be circulated to the Board and disclosed to the
public following the “120 day rule”.

60. Environmental Review of the RRP. As with category A projects, ADB’s final evaluation
of the environmental aspects of the project, loan covenants and assurances are included, and
special features of the project are documented in the RRP. Unless it is has been circulated, the
SIEE is normally attached as a core appendix of the RRP.

61. From this stage onward, the environmental assessment steps (review by RSES,
issuance of the SPC Memo, loan covenants) are the same as for Category A projects.

C. Category C

62. Category C projects do not require the preparation of EIAs or IEEs. However,
environmental assessment is to be undertaken. The environmental implications of these
projects need to be assessed. The assessment is to be reported in the RRP. In some
instances, capacity building activities during implementation may be needed to ensure that
environmental considerations are addressed. In other cases, environmental loan covenants may
be needed to ensure to ensure compliance with environmental and social safeguards policies.

d. Change in Scope During Implementation and Supervision

63. Project implementation commences after the loan is declared effective, and includes the
preparation of detailed engineering designs and tender documents, construction of project
facilities or physical development of project sites, and testing and commissioning of project
facilities. Mission leaders should provide copies of the back-to-office reports (BTORS) of review
missions to RSES. The BTOR should provide details on major environmental issues discovered
during field visits and on proposed remedial measures, with an indication of the nature of follow-
up action needed.

64. Major changes in a project will trigger the environmental assessment process (Figure 4).
A major change is one that materially alters or fundamentally affects the project's purpose
(immediate objectives), components, costs, benefits, procurement, or other implementation
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arrangements as approved by the Board.** All major changes in scope will be screened for
environmental significance, and the environment category determined. All proposed changes
classified as category A will require an EIA, and those classified as B, will require an IEE. In the
case of environmentally sensitive changes, the SEIA or SIEE will be made available to the
general public, as well as the Board of Directors, at least 120 days before the change in scope
is approved.

Figure 4. Environmental Assessment and Review of a Major Change in Scope
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6. Environmental Assessment and Review of Program Loans

65. Program loans must follow the same general environmental assessment and review
process as projects loans. However, analysis of environmental impacts takes on different form.
ADB requires that the environmental impacts of policy actions associated with program loans be
evaluated, and that appropriate mitigation measures be identified and incorporated as loan
covenants. The environmental assessment will focus on the policy actions to be supported by
the program loan. While IEEs and SIEEs or EIAs and SEIAs do not have to be prepared for
program loans, unless there is also an investment component in the loan, a matrix of potential
environmental impacts of each policy action, together with appropriate mitigation measures, will

13 Project Administration Instructions 5.04 on Change on Project Scope or Implementation Arrangements.
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be prepared for each program loan, with a qualitative indication of the likely order of magnitude
of each impact and brief reasons for the judgment. The principles followed in preparing the
matrix include screening of potential environmental impacts (including indirect impacts);
mitigation of potential adverse impacts; and ensuring that the institutional basis for implementing
mitigation measures, including environmental monitoring, is in place. The basic environmental
assessment requirements for program loans are summarized in Table 3.

Table 3: Environmental Assessment Requirements for Program Loans

Category Basic Environmental Assessment Requirements
A: Projects with potential - Environmental Assessment of Policy Matrix (see Appendix 4 for
for significant adverse contents)
environmental impacts. - Environmental Assessment of Policy Matrix is normally
(OM 20) attached as a core appendix to the RRP

- For any project loans included, the Category A requirements for
project loans apply

B: Projects judged to have - Environmental Assessment of Policy Matrix (see Appendix 4
some adverse for contents)

environmental impacts — - Environmental Assessment of Policy Matrix is normally

but of lesser degree attached as a core appendix to the RRP

and/or significance than - For any project loans included, the Category B requirements for
category A (OM 20) project loans apply

C: Projects unlikely to - Environmental implications to be summarized in the RRP

have adverse
environmental impacts
(OM 20)

66. SEA, which facilitates systematic evaluation of the environmental impacts of a policy,
plan or program and its alternatives, may be usefully applied as a best practice approach in the
preparation of the environmental assessment (see Chapter VII). If an investment component is
included in the program loan and specific projects are identified as a part of the program loan,
these projects should follow normal project loan environmental assessment requirements for
project loans.

7. Environmental Assessment and Review of Sector Loans

67. Under the sector lending modality, ADB finances the capital investment needs of a given
sector (i) in a specified geographical area, (ii) over a specified period of time, or (iii) both. Policy
and institutional changes introduced as conditions under a sector loan may have an impact on
the environment, directly or indirectly. Accordingly, policy and institutional changes proposed in
a sector loan should also be examined to determine their environmental implications, and
appropriate environmental interventions should be introduced. Under the sector lending
modality, subprojects are not necessarily identified prior to loan processing, and ADB financed
sector loans normally include only small subprojects. The basic environmental assessment
requirements for sector loans are summarized in Table 4.
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Table 4: Environmental Assessment Requirements for Sector Loans

Category Basic Environmental Assessment Requirements
A. Projects with Prior to Loan Approval
potential for - General Requirements for Category A Projects
significant adverse . ElIAs of sample subprojects, as necessary
environmental . Environmental Assessment and Review Procedures for subprojects
impacts. (OM 20) (including environmental criteria for subproject selection)

Environmental Assessment of Sector Impacts including analysis of
cumulative and/or synergistic impacts (recommended)

After Loan Approval

- Category A subprojects and Category B subprojects deemed
environmental sensitive are to be reviewed by ADB

- SEIAs disclosed to public

B. Projects judged to  Prior to Loan Approval

have some adverse - General Requirements for Category B Projects

environmental . IEEs of sample subprojects, as necessary

impacts — but of . Environmental Assessment and Review Procedures for subprojects
lesser degree and/or (including environmental criteria for subproject selection)
significance than - Environmental Assessment of Sector Impacts including analysis of
category A (OM 20) cumulative and/or synergistic impacts (recommended)

After Loan Approval
- Category A subprojects and Category B subprojects deemed to be
environmentally sensitive are to be reviewed by ADB

- SIEE disclosed the Public

C. Projects unlikely - No IEE or EIA
to hgve adverse - Environmental implications to be summarized in the RRP
_envwonmental - Feasibility studies of sample subprojects are to review of
impacts (OM 20) environmental implications

a. Prior to Sector Loan Approval

68. Sector loans must follow the same environmental assessment and review process as
project loans (Figure 5). Sector loans must also fulfill the same public consultation, information
disclosure, and reporting requirements as project loans. In addition, the Borrower is to:

()  conduct environmental assessments of sample subprojects;
(i)  develop an environmental assessment and review procedures for subprojects; and
(i)  undertake an environmental assessment of sector impacts (recommended).

69. These activities are to completed during the project design phase and are to be
incorporated in project reporting on the environmental assessment. The environmental
assessment of sample subprojects is to follow project loan requirements of IEEs and EIAs.
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Figure 5. Environmental Assessment of Sector Loans - Prior to Loan Approval
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70. To establish the broad parameters (including environmental parameters) for selecting
subprojects to be financed under the loan, a few subprojects should be identified and appraised
prior to loan approval. Feasibility studies are prepared for such subprojects during the
formulation of the sector loan, and provide the executing agency with some indication of and
experience with, how feasibility studies, including IEEs or EIAs, should be prepared and cost
and benefit parameters established. These studies also help refine the eligibility criteria being
developed for the sector loan, including specific environmental criteria and concerns that need
to be carefully examined during subproject selection, design, appraisal, and implementation.

71. For category A or for category B sample subprojects deemed environmentally sensitive,
the SEIA or SIEE shall be submitted to the Board at least 120 days before Board consideration
of the sector loan to demonstrate the manner of treating environmental issues that may arise
during and after subproject selection*®. Environmental assessment and review procedures for
subprojects are to be prepared (see Appendix 6) and be described in the SEIA or SIEE.
Procedures are required for:

determining the environment category (if necessary);
using environmental criteria for subproject selection;

1% The IEE or EIA shall also be made available to the Board upon request.
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specification of free limits™ or other project size limits (e.g. capacity limits for
energy facilities), as appropriate;

preparation of IEES/EIAs

EMPs;

public consultation and information disclosure;

review of environmental assessment reports by environmental agencies;

review of environmental assessment reports by ADB RDs and RSES (where
necessary); and

monitoring environmental performance — reporting on environmental assessment
activities.

72. Criteria for Exemption from the Requirement to Submit IEEs. Sector loans, by the
very nature, may contain a large number of small subprojects. It is important that the
environmental assessment review procedures set free limits, project size limits, or other criteria
for exemption of small projects from the requirements to submit IEEs to ADB for review and/or
clearance. However, setting free limits does not exempt the executing agency from complying
with the national and local legislation in terms of environmental assessment and permitting
procedures.

73. During loan preparation, the capacity of the executing agency and environmental
agencies to implement the environmental assessment and review procedures needs to be
assessed. If the executing or environmental agency requires capacity building, a suitable
mechanism to strengthen institutional capability should be established to ensure conformity with
ADB's requirements. This may be done through special review arrangements, technical
assistance (TA) provision, or staff consultant recruitment.

74. Sector Impacts. As a best practice approach, SEA (see Chapter XV) can be undertaken
as part of the comprehensive sector study during program formulation to address social and
environmental issues and the sector’'s development needs, and identify potential win-win policy
interventions that can be included in the policy matrix. SEA can help identify better and more
responsive environmental criteria for selecting subprojects and policies for implementing the
sector loan. SEA is especially useful for assessing the cumulative and synergistic environmental
impacts of a series of projects proposed for a sector.

75. SEA may be used to help identify better criteria for selection of subprojects and
necessary policies for implementing the sector loan. SEA is appropriate if there is a need to
assess the cumulative environmental impacts of all projects proposed for a sector. In addition,
SEA can be useful where sector investment alternatives need to be evaluated e.g., expansion of
power generation capacity as opposed to improved demand-side management. Sectoral
policies can also be subjected to a “sector” SEA (e.g., setting of air emission standards for new
and existing sources of air pollution). SEAs are also cost-effective in reducing the need for
environmental assessments of individual projects. For sector loans, they can address possible
cumulative impacts arising within the sector, and provide guidance for sectoral environmental
policies, standards, institutional capacities, and environmental review requirements. SEA can be
used to streamline monitoring and supervision requirements across a large number of projects
while facilitating interagency coordination.

15 Free limit: A monetary limit above which subloans require the Bank's prior approval
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76. Based on the environmental assessment and review framework agreed upon at the time
of appraisal, the Borrower must undertake environmental assessment of all subprojects (Figure

6). As appropriate, the environmental agency or another mandated institution may assist the

executing agency in subproject selection following the environmental and other eligibility criteria
agreed upon. For any subprojects confirmed by ADB as a Category A project or a Category B
project deemed as environmentally sensitive, the proposal and the IEE or EIA of the subproject

should be forwarded to ADB for review and clearance. The SIEE or SEIA should be made

available to the general public at least 120 days before the subproject is approved.

Figure 6: Environmental Assessment and Management of Subprojects
after Sector Loan Approval
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Note: Shaded boxes only apply for Category A projects and Category B projects deemed environmentally sensitive

8. Environmental Assessment of Sector Development Program Loans

77. The sector development component follows the procedures for sector loans, while the
policy-based loan component follows the requirements of program loans.
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9. Requirements for Emergency or Rehabilitation Assistance Loans

78. ADB has a special facility to assist DMCs in restoring vital economic infrastructure and
social services following the damage caused by natural disasters. The emphasis is on financing
urgent rehabilitation requirements to re-establish the status quo ante, particularly on (i) water,
sewerage, and health facilities and education; (ii) power; (iii) transportation and
communications; and (iv) irrigation and drainage. A rehabilitation project is categorized
according to the significance of the environmental impacts of its components or subprojects.

79. The basic environmental assessment requirements for emergency of rehabilitation
assistance loans are summarized in Table 5. If the subprojects to be financed are known, then
environmental assessment requirements for project loans apply (see Table 2). If subprojects
are not known, the requirements, except the requirement to conduct an environmental
assessment of sector impacts, for sector loans apply (see Table 4).

80. In the case of emergency loans, all requirements for environmental assessment apply.
However, in view of the need for fast track processing of such emergency loans, there is a need
for procedural flexibility as provided for by relevant operational procedures. In all cases, the
RRP is to justify the departure from standard procedures as described in the respective
operations manual sections with reference to the specific circumstances of the individual project
and the emergency processing schedule. In practice, the nature of the emergency may require
loan approval before the environmental assessment is completed. In this case, the
environmental assessment should be completed during the detailed engineering design stage of
individual projects.

Table 5: Environmental Assessment Requirements for Emergency
or Rehabilitation Assistance Loans

Category

Basic Environmental Assessment Requirements

A. Projects with
potential for
significant adverse
environmental
impacts. (OM 20)

For any known projects included, the requirements for project loans

apply (see Table 2)

If subprojects are not known, requirements of sector loans apply (see
Table 4) — environmental assessment of sector impacts is not
required

B. Projects judged to
have some adverse
environmental
impacts — but of
lesser degree and/or
significance than
category A (OM 20)

For any known projects included, the requirements for project loans

apply (see Table 2)

If subprojects are not known, requirements of sector loans apply (see
Table 4) — environmental assessment of sector impacts is not
required

C. Projects unlikely
to have adverse
environmental
impacts (OM 20)

Feasibility studies of known and sample subprojects are to include
reviews of environmental implications
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10. Environmental Assessment and Review of Financial Intermediation Loans
and Equity Investments

81. ADB's involvement with financial intermediaries is normally in the form of credit lines or
equity investments. Table 6 summarizes environmental assessment requirements for financial
intermediaries. A detailed description is provided in Chapter IX.

Table 6: Environmental Assessment Requirements for Financial
Intermediation Loans and Equity Investments

Category Basic Environmental Assessment Requirements
FI: Projects are General Requirements:
categorized FI - The financial intermediary must adopt an appropriate environmental
if they involve management system, comprising policy, procedures, and capacity, to
and credit line comply with all relevant government environmental regulations and
through a requirements in its operations.
financial - Environmental assessment of financial intermediation loans and equity
intermedia_ry investments (see Chapter 1X)
for an equity - Reporting on Environmental assessment of financial intermediation loans

PVGStmlent ina  and equity investments to included in the RRP (see Appendix 7)
inancial

intermediary. For credit lines, additional requirements include:

Prior to Loan Approval
Environmental Assessment and Review Procedures for subprojects
(including environmental criteria for subproject selection)

After Loan Approval
Category A subprojects and Category B subprojects deemed
environmentally sensitive:
(i) SIEAS/SIEEs are to be cleared by ADB before subproject approval
(i) SEIAS/SIEEs disclosed to public

For Microfinance and subprojects projects below the free limit:
No requirement for the adoption of an environmental management system
or environmental assessment report.
Projects must comply with all DMC environmental regulations

a. Prior to Approval - Environmental Due Diligence

82. Financial intermediation loans and equity investments must follow the same
environmental assessment and review process as other projects (Figure 7). However, the focus
of the environmental assessment is on due diligence of the financial intermediary and its EMS.*®

'8 Here the term “environmental management system” is defined as a system for planning, implementing, reviewing
and improving the processes and actions that an organization undertakes to meet its environmental goals. The
major components of an EMS are (i) policy, (ii) planning, (iii) implementation and operation, (iv) checking and
corrective action, and (v) management review. Many EMSs are built on the "Plan, Do, Check, Act" model. This
model leads to continual improvement based upon

planning, including identifying environmental aspects and establishing goals [plan];
implementing, including training and operational controls [do];

checking, including monitoring and corrective action [check]; and

reviewing, including progress reviews and acting to make needed changes to EMS [act].
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Figure 7: Environmental Assessment and Review of Financial Intermediation
Loans and Equity Investments — Prior to Approval

i Project Cycle i Environmental Process Steps ¥ Consultation and Documentation i
i PPTA/L 0an Processing ; [ !
i : : | Environmental Categorization I—::—> Environmental Categorization Form |
! PreDesign i —¥ — H REA Checklist 1
: ;1 | TOR for Environmental Due Diligence | i :
: - 3 =

' f ¥ i !
' Project i Environmental Due Diligence H ;
: Desian B » Environmental Assessment of Financial i
i g 11| Environmental Management System 1| Intermediation Loans and Equity Investments 1
: . e T B :
E | i X i Environmental Assessment ! i Environmental Management Sygern 1
! v : i And Review Procedures o [fo— = == T !
i H S T ; Environmental Assessment | |
' o Y ¥ ; And Review Procedures | ‘
i : i | Review of Environmental Assessment | : i !
: = | = 1
' Loan H v ¥ |
! Processing e | Environmental Review of RRP I — » RRP !
i v Y H : Environment Section f
E i | Environmental Category Reconfirmation | o ’ :
: i v H :
; : : |Prepara1i on of Safeguard Compliance Memo I‘:—b SPC Memo | |
: L Y ¥ (prior to MRM) i
H ' | Preparation of Environmental Covenants | ! > ‘
: i v ¥ Loan Agreements |
: L | Board Approval | i Corporate Documents |

83. When ADB'’s investment is in the form of equity in a financial intermediary, no
subprojects to be financed by the financial intermediary are directly involved. For ADB projects
involving equity investment in a financial intermediary, where ADB funds will not finance specific
subprojects but where the financial intermediary may have operations with adverse
environmental impacts, the financial intermediary must adopt an appropriate environmental
management system, comprising policy, procedures, and capacity, to comply with all relevant
government environmental regulations and requirements in its operations. The financial
intermediary will ensure that the sub-borrowers will comply with the environmental regulations
and requirements of the DMC government and, if necessary, ADB. If required, ADB may also
address any need for strengthening capacity building of the financial intermediary and the
relevant environmental agency to deal with the environmental issues.
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b. Credit Lines for Subprojects

84. Where ADB involvement is a credit line for subprojects,”’ the assessment of the financial
intermediary and its EMS must be undertaken. In addition, the financial intermediary must have
appropriate environmental assessment and review procedures for all subprojects to be financed
with ADB funds. This situation is analogous to that for sector loans. In this regard, the
preparation of an environmental assessment and review procedures is required as part of the
environmental assessment. Any need for strengthening the environment agency and/or the
financial institution in the DMC should be addressed. For category A and category B projects
deemed environmentally sensitive the IEE or EIA must be cleared by ADB before subproject
approval. The SIEE or SIEA must be disclosed to the public at least 120 days before the
subproject is approved. For these subprojects, ADB will review compliance with ADB
environmental assessment requirements, including those related to consultation and information
disclosure. For subprojects below the free limit, ADB reserves the right to review the subproject
proposal and its IEE or EIA.

C. After Approval of Financial Intermediation Loans and Equity
Investments

85. As with sector loans, all subprojects financed through the financial intermediary should
follow the general environmental assessment requirement for projects loans (Figure 8). The
environmental assessment and review procedures of the financial intermediary should be in
place before the subproject approval.

d. Environmental Reporting Requirements

86. The environmental assessment reporting (Appendix 7) for a category Fl project includes
a description of the environmental management system to be applied by the financial
intermediary. Reporting on the environmental assessment is to be included in the RRP.

87. Financial intermediation loans and equity investments, generally microfinance projects,
where all subprojects will result in insignificant environmental impacts will be treated as category
C, and are not required to adopt of an EMS or prepare an environmental assessment report.
However, the financial intermediary should review these projects for compliance with all
government environmental regulations and abide by requirements outlined in an exclusion list."®

11. Private Sector Operations Department Investments

88. ADB’s environmental assessment requirements for private sector investments are the
same as those for the public sector (Table 7). However, it should be noted that PSOD
operations are not supported by PPTAs, and various approaches are used to assess the
technical, economic, social and environmental aspects of the project.

" Here the term "subproject” includes expansion or rehabilitation of an existing project.

& An exclusion list for screening negative activities should be established between the ADB and the financial
intermediaries before the ADB’s loan considerations.
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Figure 8: Environmental Assessment and Management of Subprojects Financial
Intermediation Loans and Equity Investments - After Project Approval
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Table 7: Environmental Assessment Requirements for Private Sector Operations

Basic Environmental Assessment Requirements

Direct Loans

Direct loans and equity investments are required to follow the project
loan requirements

Indirect Loans and
Equity Investments

Category FI: Indirect loans and equity investments are required to
follow the requirements for financial intermediation loans and equity
investments

Partial credit and
political (partial) risk
guarantees

. Partial credit and political (partial) risk guarantees can only be
provided to companies that have complied with Government
environmental regulations and do not have any environmental
liabilities (e.g. site contamination, pollution or encroachment on
protected areas)

Guarantees for specific projects are required to follow the project
loan requirements

Guarantees that enable a financial or other institution to establish a
credit line or otherwise on lend are to follow the requirements for
financial intermediation loans and equity investments
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89. Private sector entities and implementing institutions are a diverse group with varying
environmental awareness and capabilities, and ADB generally adopts a flexible procedure in
dealing with private sector loans, to tailor environmental requirements to the project and
expected subprojects. Nevertheless, the substance of ADB’s environmental assessment
requirements for private sector investments is the same as those for the public sector. For direct
investments and equity investments with specific identified projects or subprojects, the general
environmental assessment requirements for project lending (see Table 2) will be applied. For
indirect investments in the form of a credit line and equity investment operations through a
financial intermediary where only some subprojects will be known prior to project
implementation, ADB’s environmental requirements for financial intermediation loans and equity
investments will apply (see Table 6).

12. Cofinancing

90. ADB'’s Environment Policy covers all components of projects, whether financed by ADB,
governments, or cofinanciers. Cofinancing comprises financing from official sources (e.g.,
official loans and grant cofinancing) as well as commercial sources (e.g., commercial banks,
insurance companies, institutional investors, and export credit agencies). Commercial
cofinancing may be provided with or without an ADB credit enhancement instrument (i.e., a
partial credit guarantee, a political risk guarantee, or the complementary financing scheme).
Project components that use cofinancing in any form must have environmental assessments
carried out in accordance with the requirements set forth in OM 20. Wherever possible, a single
environmental assessment will be conducted to satisfy the requirements of ADB and the
cofinanciers.

D. Implementation and Supervision

91. Project implementation commences after the loan is declared effective, and includes
the: preparation of detailed engineering designs and tender documents, construction of
project facilities or physical development of project sites, and testing and commissioning of
project facilities and procurement materials. At the appraisal stage, it is necessary to ensure
that the EMP and other environmental loan covenants are incorporated into the Project
Administration Memorandum (PAM).*

92. For category A and category B projects deemed environmentally sensitive, the
subject of compliance with environmental covenants should be adequately covered and
checked during the Inception Mission. At the same time, a tripartite meeting involving ADB,
and the executing and environmental agencies may be convened to clarify and confirm the
EMP and related relevant implementation arrangements, particularly the funding, capacity
of institutions and third party organizations, and need to include environmental mitigation
measures in the tender documents to fully implement EMP compliance.

9 The project administration memorandum contains project data and information that allows the Borrower, executing
agency implementing agency, and ADB to monitor project implementation and evaluate project impact. The loan
appraisal mission should initiate detailed discussions with the Borrower and executing agency on the content of the
PAM. The PAM is generally drafted prior to the inception mission in consultation with other offices (Consulting
Services Division, Loan Administration Division, Operations Evaluation Department, and Project Coordination and
Procurement Division) for discussion with the Borrower, executing agency and implementing agency during the
mission. To minimize potential disagreement on project implementation arrangements, the PAM is attached as an
appendix to the inception mission's memorandum of understanding, and signed by the Borrower or executing
agency, and the mission.
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93. In most cases, environmental problems arising during project implementation can be
readily minimized through sound construction planning and implementation of effective
environmental control measures during construction. It is therefore important that the project
administration memorandum, detailed engineering designs, and tender documents
incorporate the environmental assessment reports’ findings and recommendations.
Likewise, the cost implications and responsibilities for environmental management should
be identified early in the project cycle. Environmental management during the detailed
design phase can then focus on ensuring that

0] environmental assessment, and technical planning and design groups work
closely to reconfirm the EMP in light of any project design changes, and revise
the EMP, as necessary, for environmental compliance monitoring;

(i) contractor’'s covenants for good construction practices are clearly stipulated in
the construction contracts to minimize environmental impacts, with appropriate
penalties for non-compliance; and

(iii) construction contracts include clauses on adequately qualified personnel,
equipment, and organization to ensure that the contractors implement good
engineering practices and use environment-friendly products.

94. During the physical development period, the thrust of environmental management by the
executing agency is on strict control and monitoring of contractors’ compliance with good
environmental practices and measures stipulated in the contracts. The EMP’s effectiveness is
also monitored and evaluated, and deficiencies detected are corrected in a timely manner.
Failure of contractors to comply with environmental clauses of the contract should be reported
to ADB through project progress reports. These reports will include information on the
contractors’ environmental performance.

95. During project review missions, the executing agency’s progress and performance in
EMP implementation are reviewed, and an independent review panel is created to monitor
environmental compliance, if necessary. The midterm review mission includes a major review of
project environmental performance. Back-to-office reports of review missions should provide
details on any major environmental issue discovered during field visits and on proposed
remedial measures, with an action plan for follow-up measures in addition to assessment on the
implementation of EMP and environmental loan covenants.

96. As project implementation is normally reviewed by ADB not more than twice a year, the
effectiveness of environmental management will depend, to a large extent, on the DMC'’s
executing agency and close monitoring by the environmental agency. Consequently, a strong
partnership between ADB and the environmental agency in overseeing project environmental
management is necessary to strengthen compliance. Third party monitoring may also be
employed to ensure compliance. Cost implications, responsibilities and reporting mechanism
must be identified early in the project cycle to support such monitoring mechanism. During
project operation, environmental problems arise from (i) project operation (e.g., waste disposal),
and (ii) utilization of resources (e.g., water, land, and energy) necessary to produce the project
output or product. The focus of environmental management during project operation will be on
() managing the process operation to avoid, abate, and minimize pollution and wastes; (ii)
ensuring efficient operation of pollution control facilities and procedures; and (iii) implementing
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environmental protection measures. The thrust of environmental management is on rational
management of environmental resource utilization to ensure their sustainability.

E. Completion and Post-Evaluation

97. Environmental Reporting in Project Completion Reports. To ensure proper
documentation of the actual environmental impacts or the project and the success of the EMP, a
project/program completion report (PCR) is prepared by the responsible RD. The PCR is to
include a concise history of the environmental aspects of the project to completion, (i) an
evaluation of the implementation of the EMP and environmental loan covenants, and (iii) an
assessment of the performance of the executing agency. The environmental section of the PCR
is to be based on the facts documented in Borrower's/executing agencies’ semiannual reports
and annual environmental review missions’ back to office reports. The PCR should contain the
necessary information to fulfill the benefits monitoring and evaluation® (BME) requirements of
the Project Performance Management System (OM 22).

98. Environmental Evaluation in Project Performance Reports. To foster organizational
learning and project improvement, project/program performance audit reports are prepared for
selected projects. These independent evaluations by ADB'’s Operations Evaluation Department
include an analysis of the effectiveness of the EMP in achieving intended objectives. These
reports also assess the PCR’s environmental reporting in terms of its adequacy and integrity
and focus on specific issues relating to the environmental aspects as documented in the PCR.
Thus it is important that executing agencies be required to continue to submit annual or semi-
annual project operation performance reports to ADB from project completion to post
evaluation. The reports should include adequate details on the environmental performance and
associated costs and human resources capacity.

F. Uncertainty and the Unexpected

99. Uncertainties in Locations and Alignments of Infrastructure. For most category A
projects and category B projects deemed environmentally sensitive, major site selection issues
will have been addressed by the time of Board approval. Where uncertainty exists about specific
locations or alignments of major infrastructure or project facilities at the time of Board approval,
the EIA or IEE will include an EMP that presents full details on the agreed process to be
followed for environmental assessment, including any special studies of environmental issues
and specification of environmental mitigation measures during project implementation. The
pertinent details will be presented in the SEIA or SIEE, and summarized in the RRP. The details
will also be fully reflected in the loan agreements.

2 BME seeks to provide information about the benefits and impacts of projects and thereby to assist both the Bank
and concerned organizations in Daces in improving the effectiveness of development and related investment
policies. BME comprises three distinct activities: (i) preparation and analysis of benchmark (baseline) information;
(ii) monitoring benefits during implementation and after completion of a project; and (iii) evaluation of the benefits of
the completed project. BME is designed to address the concerns of those adversely affected, and to assess the
impact of the project after it is completed. Benefit monitoring makes available information that will help in assessing
whether the project services are delivered to the intended beneficiaries, how much they have actually benefited,
and whether adverse effects of the Bank intervention have been adequately mitigated. BME is important in projects
in the following sectors: agriculture, fisheries, forestry, livestock, irrigation, rural development, microcredit,
education, health, population, water supply and sanitation, urban development, housing, and rural electrification.
BME is required particularly in projects with components that address crosscutting issues such as poverty
reduction and women in development, in those with environmental concerns and where intensive beneficiary
participation is necessary for project success, and in program loans.
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PART 2. TECHNICAL GUIDELINES
. OVERVIEW

100. Part 1 of these guidelines provides procedural guidance on “what must be done” to
compy with ADB’s environmental assessment requirements. Part 2 provides an overview of
ADB'’s technical guidance on “how to conduct” the environmental assessment associated with a
given loan or investment.

A. The Nature of Environmental Impacts

101. Environmental Impacts Defined. An environmental impact is any change that activities
associated with a project may cause in the environment, including the impact of any such
change on health and socio-economic conditions, on physical or cultural heritage, on the current
use of lands and resources for traditional purposes by Indigenous Peoples, or any structure,
site, or thing that is of historical, archaeological, paleontological, or architectural significance.

102. Environmental Impacts include Socio-economic Impacts. During the environmental
assessment, the social and economic impacts of the project are to be considered. The definition
of environmental impact (above) goes beyond impacts on the physical and biological
environmental components. It includes impacts on various social and economic components.

103. Direct and Indirect Impacts. In conducting environmental assessment of its projects,
the ADB is concerned with the both direct and indirect impacts. Direct impacts are those occur
through direct interaction of an activity with an environmental, social, or economic component
(Figure 9). For example, a discharge of industrial effluent into a river may lead to a decline in
water quality. Direct impacts on one environmental component may lead to indirect impacts on
other components. For example, the decline in water quality in the river may lead to a
secondary indirect impact on fish in the river. In turn, the impact on the fish population may lead
to reduced harvests of fish with corresponding reductions in fishing incomes.

104. In ADB project loans or sector loans, the project activities have potential to directly
impact on the environment. In ADB’s program loans, the impacts on the environmental
components are normally indirect. That is, the policy reform components of the program loan
are designed to bring about changes in social and economic behavior. These social and
economic changes may in turn lead to potential indirect impacts on the environment.

105. Induced Development Impact. Indirect impacts may include growth-inducing impacts
and other effects related to induced changes to the pattern of land use, population density or
growth rate, and related effects on air and water and other natural systems including
ecosystems. For example, acne of the more contentious issues is the induced development
impact of roads on forests, other ecological habitats, and cultural sites. New roads may be
planned to open a new area to settlement, to provide access to natural resources or to connect
two areas of economic activity by crossing a forest or biologically sensitive area. The
environmental assessment must not only consider the direct impacts of road construction and
use, but also the induced impacts that will come from more people and more economic activity.
However, the actual impacts of induced development over a long time horizon are uncertain.
Therefore the decision whether or not to build roads must take these risks into account. Before
action is taken to open access to new areas satisfactory provisions must be in place to avoid or
mitigate adverse ecological and cultural consequences, even if they appear to have a low
probability of occurrence.
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Figure 9: Conceptual Overview of the Environmental, Social, and Economic Impacts of
Policies, Programs, and Projects.
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B. Specialized Guidance

106. ADB’s specialized guidance for environmental assessment includes methods and
approaches that might be used in the conduct of a specific aspect of the environmental
assessment, irrespective of the sector or project type. This is to be contrasted with sector
guidance, which focuses on the environmental impacts and mitigation measures for given types
of projects within a sector (see Section C). These guidelines provide specialized guidance on:

0] Country Environmental Analysis (Chapter V),
(i) Determination of the Environment Category (Chapter V),
(iii) Environmental Management Plan (Chapter VI),
(iv) Environmental Assessment of Program Loans (Chapter VII),
v) Environmental Assessment of Sector Loans (Chapter VIII),
(vi) Environmental Assessment of Financial Intermediation Loans and Equity
Investments (Chapter 1X),
(vii) Public Consultation and Information Disclosure (Chapter X),
(viii) Environmentally Standards and Emission Levels (Chapter XI),
(ix) Social Dimensions (Chapter XII),
(x) Environmental Responsible Procurement (Chapter XiIII),
(xi) Cultural Heritage (Chapter XIV), and
(xii) Strategic Environmental Assessment (Chapter XV),
(xviii) Cumulative Effects Assessment in Environmental Assessment (XVI1),
(xix) Managing and Administering an Environmental Assessment Study (XVII),
(xx) Economic Analysis in Environmental Assessment (XVIII),
(xxi) Multilateral Environmental Agreements (XIX), and
(xiii) Environmental Auditing.

107. Country Environmental Analysis. CEA is a new requirement under ADB'’s
environment policy. Methods and approaches are under development. Chapter IV provides
information on and examples of CEA current practices.

108. Determination of the Environment Category. The environment category is to be
determined early in the assessment of projects. Chapter V provides an overview of the
classification process, examples forms and REA checklists, classification criteria, and example
categorizations for different types of projects.

109. Environment Management Plan. The EMP is an important output on the environmental
assessment process. The EMP is to guide implementation of mitigation measures and
monitoring requirements. Chapter VI outlines the information and level of detail needed in
environmental management plans.

110. Environmental Assessment of Program Loans. For program loans, environmental
assessment involves the preparation of a matrix of environmental impacts of policy and
institutional actions, mitigation measures, institutional basis for implementing mitigation
measures and monitoring program. The environmental assessment should review
environmental and sustainability objectives of the program or sector development program and
propose a set of criteria, targets or indicators for evaluating the effect of the loan. Chapter VII
provide more details on environmental assessment of program loans.
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111. Environmental Assessment of Sector Loans. For sector loans, the environmental
assessment of sector impacts should consider the cumulative effects assessment of all projects
envisioned as a part of the loan. Assessment at the sector level can enhance the efficiency of
subproject-level IEEs by avoiding redoing analyses for issues covered adequately in an
assessment for the entire sector. The assessment can concentrate on the site-specific impacts
of the subproject. Chapter VIII provides more detail on environmental assessment of sector
loans.

112. Environmental Assessment of Financial Intermediation Loans and Equity
Investments. ADB’s environmental assessment activities focus on a due diligence assessment
of the financial intermediary. Environmental due diligence should concentrate on two main
aspects; (i) evaluation of the financial intermediary’s EMS; and 2) if the project involves credit
lines or other forms of on lending, an evaluation the financial intermediary’s procedures for
environmental assessment and review of loans. Chapter IX provides more detail on
environmental assessment of financial intermediation loans and equity investments.

113. Public Consultation. ADB requires public consultation and access to information in the
environment assessment process. For category A and B projects, the Borrower must carry out
consultations with groups affected by the proposed project and local NGOs?!. The consultation
should be carried out as early as possible in the project cycle so that the views of the project
affected groups are taken into account adequately in the design of the project and environment
mitigation measures. Chapter X provides additional information on public consultation.

114. Environmental Standards and Emission Levels. In determining appropriate
environmental standards for ADB projects, ADB will follow the standards and approaches
detailed in the World Bank’s Pollution Prevention and Abatement Handbook.? This handbook
describes generally acceptable pollution prevention and abatement measures and emission
levels. However, as in the case of the World Bank environmental assessment procedures®, the
environment assessment for any individual project may recommend adoption of alternative
emission levels and approaches to pollution prevention and abatement. This flexibility is
required to best reflect national legislation and local conditions in determining the appropriate
standards and emissions levels. In all such cases, the environment assessment report will
provide justification for the levels and approaches chosen for the particular project or site.
Chapter Xl provides more information environmental standards and emission levels.

115. Social Dimensions. Considering the central role of people in development and
recognizing that a development project could produce effects detrimental to the welfare of the
same people it intends to benefit, it is essential that the environmental assessment of a
proposed project include an analysis of the project's social dimensions. With the increasing
emphasis placed by ADB on the environmental and social aspects of development, there has
been heightened concern about issues such as beneficiary participation, poverty reduction, role
of women in development and environmental management, involuntary resettlement, and
vulnerable groups, including children and indigenous peoples. This concern for the social
aspects of development is articulated in ADB policies, reflected in strategic frameworks, and
incorporated in Bank operations through various guidelines, manuals, and handbooks as well as
instructions to its staff. ADB's environmental review process, in fact, specifies the need for social
analysis and public participation. Environmental assessment reports and summaries if possible

2 These consultation requirements are in harmony with those adopted by the World Bank.
World Bank 1999. Pollution Prevention and Abatement Handbook: Toward Cleaner Production. Washington, D.C.
% World Bank Operational Manual — OP 4.01 on Environmental Assessment. January 1999.
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are required to include: (i) an social acceptability assessment of the proposed project; and (ii)
recommended mitigation measures such as a Resettlement Plan and an Indigenous People's
Development Plan, as necessary. It should be noted that Resettlement Plans and Indigenous
People’s Development Plan are to be prepared as separate documents as required by the
relevant ADB policies. Chapter XIlI describes how to incorporate social dimensions into the
environmental assessment.

116. Environmentally = Responsible  Procurement.  Environmentally  responsible
procurement (ERP) is a systematic approach to purchase of goods and services that are
thought to be less damaging to the environment than other goods and services that serve the
same purpose. ERP requires that purchasing decisions and allocation of contracts be based in
part on environmental criteria along with other factors such as price, quality, and availability.
Consideration must be given to the total environmental costs throughout the product life cycle —
from manufacture, use, and disposal. Borrowers and executing agencies, should wherever
possible, ensure that the goods and services procured under ADB-financed projects have been
produced in a responsible manner with a view to resource efficiency, waste minimization and
environmental considerations. Suitable provisions will in due course be included in loan and
project agreements as well as bidding documents to ensure environmentally responsible
procurement. The form and content of such provisions will be developed in coordination with
other multilateral financial institutions. More details are provided in Chapter XIil.

117. Cultural Heritage. ADB requires that the impacts on cultural heritage be assessed as
part of the overall environmental assessment of a project. Cultural heritage is legally protected
in almost every country. The Convention for the Protection of the World Cultural and Natural
Heritage of 1972 has become the foundation for national and other legislation since it requires
signatories to adopt general policies; establish appropriate organizations and services; and
develop legal, scientific, and financial measures for the protection and conservation of cultural
and natural heritage. Chapter XIV provides more details of the environmental assessment of
impacts on cultural heritage.

118. Strategic Environmental Assessment. SEA is being introduced as an approach and
method for conducting environmental assessments of program loans and sector loans. It may
also be used in conducting country environmental analysis. Chapter XV provides an overview of
SEA and provides some criteria for screening projects to see determine whether SEA is an
appropriate tool.

119. Additional Guidance. Additional guidance on (i) cumulative effects assessment in
environmental assessment (Chapter XVI), (i) managing and administering an environmental
assessment study (Chapter XVII), (iii) economic analysis in environmental assessment (Chapter
XVII), (iv) multilateral environmental agreements (Chapter XIX), and (v) environmental auditing
(Chapter XX).

C. Sector Guidelines

120. The ADB has developed environmental guidelines for selected projects in the following
sectors: agriculture and natural resources, energy, industry, social infrastructure, and transport.
These sector guidelines are designed to assist ADB staff to incorporate environmental
considerations during loan preparation. The guidelines may be used to help determine whether
projects can be expected to cause significant adverse environmental impacts. The existing
guidelines can be found in the following ADB Publications:
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Environmental Guidelines for Selected Agricultural and Natural Resource Projects,
1987.

Environmental Guidelines for Selected Infrastructure Projects, 1993.
Environmental Guidelines for Selected Industrial and Power Development Projects,
1993.

121. ADBiis revising its sector environmental guidance and new versions are expected to be
available by the end of 2003.
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V. COUNTRY ENVIRONMENTAL ANALYSIS
A. Introduction

122. A country environmental analysis (CEA) is to be prepared as an input to the country
strategy and program (CSP) exercise. The CEA will provide the background information
necessary for informed decision making on environmental constraints, needs, and opportunities
in a developing member country (DMC), including those that impinge upon poverty partnership
agreements, as appropriate. The CEA will outline environmental issues that are most important
to a DMC’s development strategy and describe ADB’s role in helping remove the environmental
constraints on the DMC'’s sustained development. The CEA is directed at the policy, program,
and sector levels, although it may highlight important environment issues associated with
projects in the pipeline. The CEA is envisaged as a participatory process that is initiated before
the CSP, and continues through CSP preparation to assess potential environmental issues
associated with the CSP.

123. The CEA is prepared by the regional department concerned, and will focus specifically
on relevant sectors and institutional analysis of direct concern to ADB operations.** The analysis
will be tailored to the requirements of each DMC, and will purposefully build on complementary
work by other agencies. In addition to enhancing the consideration given to environmental
factors in formulating policies, plans, and programs, the information and analysis contained in
the CEAs will support and facilitate the downstream environmental assessment of individual
ADB-financed projects. The CEA will also provide a basis for monitoring country environmental
performance.

124. An ADB environmental specialist or qualified outside consultant should prepare the
CEA—working as part of the team responsible for preparation of the CSP.

B. Recommended Content of the Country Environmental Analysis

125. At this stage of development there is still limited experience with CEA.* This section

outlines the recommended contents for a CEA.

1. Background Information
a. Role of Environment and Natural Resources in Economy

description of the role environment and natural resources in the economy
and identification of the extent to which poor communities depend upon
environment and the natural resources for their livelihood and well being

estimates of the sector share of GDP from natural resources and
agriculture

% The Pacific Department will instead prepare a regional environmental strategy as an input to the Regional Strategy
for the Pacific.

2 Country environmental analysis is a new requirement. Methods and approaches are under development and are
being tested as part of the development of the CSP in various DMCs. Those wishing more information should
consult with the RSES division of RSDD.
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identification of opportunities for sustainable development in the
environment and natural resource sectors

b. Key Environmental Issues faced in the country
review of the key environmental indicators, qualitative and quantitative
information at the sub-national level distinguishing the problem in different
geographic areas, sectors and ecosystems
identification of policy failures, market and institutional failures, social,
economic and cultural factors
discussion of impacts on livelihoods, health and vulnerability of poor
communities and issues of global and regional concerns
identification of the opportunities and constraints the environment places
on development. The review would identify the extent to which
environment could contribute to economic growth and the gains to be
made from environmental improvement in specific sectors

C. Regulatory and Institutional Framework
identification of main stakeholders
review of the environmental standards, regulations, enforcement
mechanism and instruments
assessment of appropriateness and effectiveness of regulatory
environment
capacity and capability assessment of environmental agencies and other
organizations involved in environmental permitting, assessment,
monitoring, and enforcement
identification of and evaluation of the effectiveness of formal or informal
mechanisms for cross-sectoral coordination of policies and actions
examination of the extent and nature of public consultation in decision-
making

2. Priorities for Action

a. Past Environmental Record
review of he country’s record in dealing with difficult environmental
issues (e.g., energy, chemical, and other highly polluting industries)
assess record in complying with environmental conditions in projects
financed by international financial institutions

b. Environmental Information Needs

identification of data gaps that need to be filled for a better understanding
of the country’s environmental problems, either through one-time studies
or though improved on-going monitoring

identifying key indicators to be monitored so that trends in the main
environmental problems can be assessed. These indicators should be
based on existing or easily collected data and be policy-relevant



C. Review of Country Strategy and Program
() Overview of CSP

a brief overview ADB sectoral strategies and work programs, highlighting
environmental lending projects, if any

links between ADB strategies and work program with the Government,
bilateral and multilateral funding agencies operating in the country

(i) Assessment of environmental consequences of CSP

assessment of the impact of the CSP on the key environmental issues
facing the country

links between environmental implications and the objectives in individual
sectors need to be identified

including possible win-win situations (e.g., reducing land degradation
problems to help achieve agricultural growth targets, or reducing water
pollution to help achieve health targets) as well as possible trade-offs
(e.g., the impact on pollution or biodiversity of road development)

(iii) Conclusions and Recommendations

an overall assessment of the potential environmental benefits and
adverse implications

general recommendations to ensure environmental sustainability of the
planning and implementation of the country program

Appendixes

Appendix 1. Indicators for Monitoring Environmental Performance
definitions of key environmental indicators
presentation of trends (i.e. a time series) of key environmental indicators

Appendix 2. Key Environmental Institutions in the Country
organizational listing of institutions responsible for environment and
natural resource management in the country

Appendix 3. ADB Multi Year Lending Program
tabular summary of ADB multi year lending program

Appendix 4. ADB Multi Year Technical Assistance Program
tabular summary of ADB multi year lending program
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V. DETERMINATION OF THE ENVIRONMENT CATEGORY
A. The Process

126. All loans and investments are subject to categorization to determine environmental
assessment requirements. Categorization is to be undertaken using Rapid Environmental
Assessment (REA). REA requires the completion of the environmental categorization form
(Table 9). REA uses sector-specific checklists (Appendix 1), developed based on the ADB’s
past knowledge and experience. These checklists consist of questions relating to (i) the
sensitivity and vulnerability of environmental resources in project area, and (ii) the potential for
the project to cause significant adverse environmental impacts. For projects including a number
of different components (e.g., coastal resource management and fisheries harbor development)
it may be necessary to prepare more than one REA checklist

127. The process of determining a project’s environment category is to be initiated by the RD
sector division, which will prepare a REA screening checklist, taking into account the type, size,
and location of the proposed project. A project is classified as one of the environmental
categories (A, B, C, or Fl). The RD sector division director will submit the proposed environment
category and the checklist to the director, RSES for concurrence or further discussion as
required. Final categorization will be the responsibility of the CCO. Loans are classified into one
of:

(0 Category A (OM 20): Projects with potential for  significant adverse
environmental impacts. An environmental impact assessment (EIA) is required to
address significant impacts.

(i) Category B (OM 20): Projects judged to have some adverse environmental
impacts, but of lesser degree and/or significance than those for category A
projects. An initial environmental examination (IEE) is required to determine
whether or not significant environmental impacts warranting an EIA are likely. If
an EIA is not needed, the IEE is regarded as the final environmental assessment
report.

(iii) Category C (OM 20): Projects unlikely to have adverse environmental impacts.
No EIA or IEE is required, although environmental implications are still reviewed.

(iv) Category FI ©OM 20): Projects are classified as category Fl if they involve a
credit line through a financial intermediary or an equity investment in a financial
intermediary. The financial intermediary must apply an environmental
management system, unless all subprojects will result in insignificant impacts.

128. Categorization based on the Most Environmentally Sensitive Component.
Categorization is to be based on the most environmentally sensitive component. This means
that if one part of the project is with potential for significant adverse environmental impacts, then
project is to be classified as Category A regardless of the potential environmental impact of
other aspects of the project. Of course only those aspects of the project with potential for
significant adverse environmental impacts need to be assessed in detail. The scoping for the
EIA and the TOR for the EIA report should focus on the significant environmental issues.
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Table 9: Environmental Categorization Form

ENVIRONMENTAL CATEGORIZATION

A. Instructions:

(i) This form is to be completed by the Sector Division in the Regional Department and submitted to the
Environment and Social Safeguard Division (RSES) for endorsement by RSES Director, and for approval
by the Chief Compliance Officer (CCO) of the Regional and Sustainable Development Department.

(i) The environment categorization of a project is a continuing process. If there is a change in the
components or/and site of a project that may result in category change, the Sector Division should submit
a new environmental categorization form for endorsement by RSES Director and approval by the CCO.
The old form should be attached for reference.

a. B. Project Data: Project No.

Country/Project Title: Date:

Department/ Division: Processing Stage:

Lending Modality: [ ] Project Loan [ 1 Program Loan [ ] Financial Intermediation
[ ] Sector Loan [ ] SDP Loan Loan or Equity Investment

Coverage: [ 1Country [ ] Subregional [ ] Inter-regional

C. Environment Category: [ ] New [ ] Recategorization --- Previous Category

D Category A
D Category B
D Category C

D Category FlI
Additional information is needed for categorization and is to be gathered by the Mission
Leader. In the interim, the project is classified as:

D Category A/B [ ] Environmental Specialist to participate in fact finding
D Category B/C
Comments:

D. Documents attached: The categorization will be considered incomplete if proper documentation is
not attached.

Basis for Categorization/ Recategorization:
[ ] REA Checklist
[0] Project and/or Site Description (must be attached)
[ ] Other:

Terms of Reference for EIA/IEE:
[ 1] Key issues identified and attached
[ ] Under preparation and will be submitted on (date
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b. E. Basic Environmental Assessment Requirements
Please check one of category A, B, C or FlI

[ ] Category A:
m Environmental Impact Assessment (EIA)
m Environmental Management Plan including a Budget
m Public Consultation (at least twice)
m Disclosure 120 days in advance of Board Consideration

[ ] Category B:
m [nitial Environmental Examination (IEE)
m Public Consultation
[ 1 Check if the project is to be deemed environmentally sensitive (by CCO)
m Environmental Management Plan including a Budget
m Disclosure 120 days in advance of Board Consideration

[ ] Category C:
m Review of Environmental Implications

[ ] Category FI:
> If Category FI, please check one of the following

[ 1Equity Investment
m Environmental Management System

[ ] CreditLines
m Environmental Management System - including Environmental Assessment and

Review Procedures for Subprojects

[ ] Credit Lines where all subprojects will only have insignificant impacts

m Review of Environmental Implications

For program, sector, or sector development program loans, please check the applicable
requirements
Program and Sector Development Program Loans
[ 1= Environmental Assessment of Policy Matrix

Sector Loans
[ ]m IEEs of Sample Subprojects
[ ]= Environmental Assessment and Review Procedures
[ 1= Environmental Assessment of Sector Impacts (recommended)

F. Sighatures

Category Assigned by: Endorsed by:

RD Mission Leader Director, RSES

Date: Date:

Endorsed by: Approved by:

Director, Sector Division Chief Compliance Officer

Date: Date:
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Sample Rapid Environmental Assessment Checklist (for AGRO-INDUSTRIAL Project)

AGRO-INDUSTRIAL

Rapid Environmental Assessment (REA) Checklist PROJECTS

Instructions:

Q This checklist is to be prepared to support the environmental classification of a project. It is to be
attached to the environmental categorization form that is to be prepared and submitted to the Chief
Compliance Officer of the Regional and Sustainable Development Department.

Q This checklist is to be completed with the assistance of an Environment Specialist in a Regional
Department.

O This checklist focuses on environmental issues and concerns. To ensure that social dimensions are
adequately considered, refer also to ADB checklists and handbooks on (i) involuntary resettlement,
(i) indigenous peoples planning, (iii) poverty reduction, (iv) participation, and (v) gender and
development.

O Answer the questions assuming the “without mitigation” case. The purpose is to identify potential
impacts. Use the “remarks” section to discuss any anticipated mitigation measures.

Country/Project Title:

Sector Division:

0 0 0

SCREENING QUESTIONS Yes | No REMARKS

A. Project Siting

Is the Project area adjacent to or within any of the following
environmentally sensitive areas?

= Cultural heritage site

= Protected Area

= Wetland

= Mangrove

= Estuarine

= Buffer zone of protected area

= Special area for protecting biodiversity

= Bay

O|oougo|go|g @™
O|lgooooo d
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SCREENING QUESTIONS

REMARKS

B. Potential Environmental Impacts

Will the Project cause...

= ecological disturbances arising from the establishment of
a plant or facility complex in or near sensitive habitats?

= eventual degradation of water bodies due to discharge of
wastes and other effluents from plant or facility complex?

= serious contamination of soil and groundwater?

= aggravation of solid waste problems in the area?

= public health risks from discharge of wastes and poor air
quality; noise and foul odor from plant emissions?

= short-term construction impacts (e.g. soil erosion,
deterioration of water and air quality, noise and vibration
from construction equipment?

= dislocation or involuntary resettlement of people

O Ogol O|o

0| Oo{o|g O

= social conflicts arising from the influx of construction
laborers from other areas?

= environmental degradation (e.g. erosion, soil and water
contamination, loss of soil fertility, disruption of wildlife
habitat) from intensification of agricultural land use to
supply raw materials for plant operation; and modification
of natural species diversity as a result of the
transformation to monoculture practices?

= water pollution from discharge of liquid effluents?

= air pollution from all plant operations?

0O

O

= gaseous and odor emissions to the atmosphere from
processing operations?

O

O

= accidental release of potentially hazardous solvents,
acidic and alkaline materials?

= uncontrolled in-migration with opening of roads to forest
area and overloading of social infrastructure?

= occupational health hazards due to fugitive dust,
materials handling, noise, or other process operations?

= disruption of transit patterns, creation of noise and
congestion, and pedestrian hazards aggravated by
heavy trucks?

= disease transmission from inadequate waste disposal?
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129. Confirmation of Categorization. Projects are classified during an initial screening of
potential environmental impacts. However, the classification is subject to change as more
detailed information becomes available and preparation proceeds. The environment category
must be reconfirmed by the CCO prior to the first MRM.

B. Basic Environmental Assessment Requirements

130. Category A. EIA is required to examine the project's potential impacts, and to
recommend an environmentally sound project by comparing all possible alternatives. Public
consultation must be undertaken at least twice during the EIA process, once during the early
stage of the EIA field studies and after the draft EIA report has been prepared. The EIA should
recommend mitigation measures for minimizing the adverse impacts and identify environmental
monitoring requirements. The mitigation measures and proposed monitoring are to be
incorporated into the EMP. An EIA report must be prepared following the recommended format
in Appendix 2. The SEIA shall be circulated to the Board at least 120 days prior the Board
consideration. The EIA and SEIA are to be made available for public (and published it on ADB’s
web-site). The Borrower should translate the SEIA into the local language.

131. Category B. An IEE is required for Category B projects to determine whether or not
significant environmental impacts warranting an EIA are likely. If an EIA is not needed, the IEE
is regarded as the final environmental assessment report. Public consultation must be
undertaken during the IEE process. An IEE report is required to follow the recommended
format in Appendix 3. For Category B projects deemed environmentally sensitive, the SIEE
should be submitted to the Board at least 120 days prior to the Board consideration. In addition
to the SIEE, IEE will be made available to Board members upon request. The Bank may make
the SIEE available to locally affected groups and NGOs, upon request, through the Board
Member of the DMC concerned, or through the Bank’s Depository Library program, except
where confidentiality rules would be violated.

132. Category C. No EIA or IEE is required but environmental implications of the project still
need to be reviewed and mitigation measures if any should be directly integrated into the project
design.

133. Category FI. Environmental Assessment of the financial intermediation and equity
investments is required. A due diligence assessment of the financial intermediary and its
environmental management system (EMS) is required, except in the where the subproject
involves only small loans with insignificant impacts. In the cases where there will be on lending
through credit lines, an environmental assessment and review procedures for subprojects are
required. The environmental assessment and review procedures is similar to that for sector
loans and the requirements for public involvement, information disclosure, and in some cases,
clearances by ADB apply.

C. Classification Criteria

1. Category A

134. A proposed project is classified as Category A if it is likely to have significant adverse
environmental impacts that are sensitive, diverse, or unprecedented, and affect an area broader
than the sites or facilities subject to physical works. For these projects, the environmental
assessment examines the project's potential negative and positive environmental impacts,
compares them with those of feasible alternatives (including the "without Project” situation), and
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recommends measures needed to pevent, minimize, mitigate, or compensate for adverse
impacts and improve environmental performance.

135. The following locations for prospective projects suggest a Category A classification:

0] in or near sensitive and valuable ecosystems (e.g., protected areas, wetlands,
wild lands, coral reefs, and habitats of endangered species);

(i) in or near areas with cultural heritage sites (e.g. archaeological, historical sites
or existing cultural sites);

(iir) densely populated areas where resettlement may be required or pollution
impacts and other disturbances may be significant;

(iv) regions subject to heavy development activities or where there are conflicts in
natural resource allocation;

v) watercourses, aquifer recharge areas, or reservoir catchments used for potable
water supply; and

(vi) lands or waters containing valuable resources (e.g. fisheries, minerals, medicinal
plants, prime agricultural soils).

136.  The following are examples of potential environmental impacts suggesting a Category A
classification.

0] permanent conversion of potentially productive or valuable resources (e.g.,
fisheries, natural forests, wild lands);

(i) destruction of natural habitat and loss of biodiversity or environmental services
provided by a natural system;

(iii) risk to human health and safety (e.g. from generation, storage, or disposal of
hazardous wastes, inappropriate occupational health and safety measures,
violation of ambient water or air quality standards);

(iv) displacement of large numbers of people or businesses; and
v) absence of effective mitigation or compensation measures.

137. Environmentally sensitive issues which require special attention during the
environmental assessment process include the following: disturbance to tropical forests,
conversion of wetlands, potential adverse effects on protected areas/sites, encroachment on
lands or rights of indigenous peoples or other vulnerable minorities, involuntary resettlement,
impacts on international waterways and other transboundary issues, and toxic waste disposal.
The best way to ensure proper treatment of such issues is to classify the project as Category A,
so that the level of effort will be adequate in terms of analytical expertise, decision making,
interagency coordination, public involvement, and disclosure.”

% \World Bank. 1993. Environmental Screening. Environmental Assessment Sourcebook Update No. 2. World Bank:
Washington, D.C., USA.
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138. Measuring the Magnitude of Impacts. The following criteria may use to measure the
magnitude of environmental impact:

(i) absolute amount of resource or ecosystem affected,

(i) amount affected relative to existing stock of the resource or ecosystem,

(ii) intensity of impact,

(iv) timing and duration of impact, and

(v) probability of occurrence for a specific impact

2. Category B

139. A project is classified as Category B if its potential adverse environmental impacts on
human populations or environmentally important areas, (e.g., wetlands, forests, grasslands, and
other natural habitats) are less adverse than those of Category A projects. These impacts are
site-specific, and few are irreversible. In most cases, mitigation measures can be designed
more readily than for Category A projects.

3. Category C

140. A project is classified as Category C if it is likely to have minimal or no adverse
environmental impacts.

4. Category FlI

141. A project is classified FI if involves and credit line or an equity investment in a financial
intermediary. Projects that involve small loans, generally microfinance projects, where all
subprojects will result in insignificant environmental impacts will be treated as category C, and
do not have a requirement for the adoption of an EMS or environmental assessment report.

D. Sample Environmental Categorizations
142. The sample categorizations for project types are provided in the Table 10.

Table 10: Sample Categorizations for Project Types

Category A

Category B

Category C

Category Fl

Dams and reservoirs

Forestry and production
projects (large-scale)

Industrial plants (large-scale)

Irrigation, drainage, and flood
control (large-scale)

Mineral development (oil and
gas)

Port and harbor development

Thermal and hydropower
development

Agro-industries
Rural electrification
Electrical Transmission

Urban water supply and
sanitation

Rural water supply and
sanitation

Irrigation and drainage (small-
scale)

Watershed projects

Renewable energy

Forestry research and
extension

Rural health services
Marine research

Family planning
program

Microfinance projects
likely to have minimal or
no adverse impacts

Credit Lines

Equity Investments
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E. Reclassification of a Project

143. ltis possible for a project to be reclassified as new information becomes available or as
modifications are introduced in the project design. For example, a Category A project may be
reclassified as Category B if all components with significant impacts are cancelled. Conversely,
a Category B project may become Category A if new information reveals that it may have
significant adverse environmental impacts that were originally thought to be limited to one
environmental aspect. Upwards reclassification (e.g. B to A; or C to B) carries some costs. As a
result, additional resources will be required for environmental studies, public consultations, and
report preparation. Moreover, the schedule for project preparation may be delayed if a decision
to conduct more environmental assessment activities is taken during the latter stages of the

PPTA.
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VI. ENVIRONMENTAL MANAGEMENT PLAN

A. Introduction

144. An important objective of environmental assessment is to develop procedures and plans
to ensure that the mitigation measures and monitoring requirements approved during the
environmental compliance review will actually be carried out in subsequent stages of the
project. As a result, ADB places strong emphasis on the preparation of EMPs during project
processing and on setting out conditions and targets to be met during project implementation.
The terms of reference for an EIA thus require the Borrower or their consultants to prepare an
EMP as a major output of the environmental assessment. Where appropriate, the key contents
of EMPs are incorporated into the loan agreement, for implementation and monitoring by the
Borrower.

145. ADB requires that an EMP be included as part of the EIAs and IEEs (for Category B
projects deemed environmentally sensitive). The EMP is carefully reviewed to ensure
environmental safeguard compliance prior to the first MRM. However, at this stage in the project
cycle, the specific construction and operational activities may not be well defined. And often it is
not possible or practical to provide the details required for an effective EMP. Thus the ADB
requires that the Borrower ensure that a revised EMP be prepared at the beginning of the
implementation stage

B. Institutional Arrangements
1. Environmental Management Office

146. Where relevant, a project environmental management office (EMO), or its equivalent
within the Project Management Office/Unit at the executing agency, should be established. To
ensure long-term institutional capacity building, it is recommended that the staff of the EMO be
drawn from the permanent full-time staff of the executing agency. Major responsibilities of the
EMO are to ensure the mitigation measure and monitoring programs are carried out as agreed,
and reporting is completed in compliance with the ADB requirements.

147. Successful environmental supervision requires a mechanism to (i) determine whether
the executing agency is carrying out the project in conformity with the EMP, (ii) identify
problems, and (iii) to develop plans for corrective action.

148. In some cases, technical assistance may be required to build capacity, including
technical support, equipment and financial resources, for strengthening of the EMO. In general,
institutional strengthening should

help the EMO to supervise the implementation of the EMP including supervision and
evaluation of the work to be undertaken by or on behalf of the Borrower with respect to
the mitigation measures and monitoring requirements;

provide on-the-job training to officials of the EMO in order to build technical expertise in
the environmental and social aspects of environmental management;

instruct EMO personnel in the proper techniques of project inspection, monitoring, use of
field monitoring equipment, and data collection; and
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assist the EMO to coordinate and consult with other government agencies, local
communities, NGOs, and other stakeholders concerned with the environmental aspects
of the project.

C. Contents of the EMP Prior to the MRM

149. The minimum contents of an EMP that should be included with EIAs or IEEs ( for
Category B Projects deemed environmentally sensitive), are described below:

1. Summary of Impacts

150. This section should summarize the predicted adverse environmental and social impacts
that must be mitigated.

2. Description of Proposed Mitigation Measures

151. This section should set out clear and achievable targets, and quantitative indicators of
the level of mitigation required. Each measure should be briefly described in relation to the
impact and conditions under which it is required. These should be referred to designs,
development activities, equipment descriptions, and operating procedures and implementation
responsibilities.

3. Description of Monitoring Programs and Parameters

152. This section should outline the specific monitoring protocols, parameters, and expected
frequencies. It should identify objectives and specify the type of monitoring required; it also
describes environmental performance indicators which provide linkages between impacts and
mitigation measures identified in the EIA/IEE report — parameters to be measured, methods to
be used, sampling location and frequency of measurements detection limits and definition of
thresholds to signal the need for corrective actions. Monitoring and supervision arrangements
should be agreed by the ADB and the executing agencies to ensure timely detection of
conditions requiring remedial measures; furnish information and the progress and results of
mitigation and institutional strengthening measures; and assess compliance with national and
ADB environmental safeguard policies.

4, Public Consultation Activities

153. The EMP should include a plan for public consultation activities during the
finalization and implementation of the EMP. The degree of consultation will depend on the
project and local situation, but will normally include (i) notification of local communities when
project activities are going to take place; (ii) disclosure of the results of monitoring programs
to local communities and other stakeholders; and (iii) provision for independent third party
monitoring, where necessary (see Chapter X). Projects will potential for significant adverse
may require public consultation on the design of mitigation measures and provide for public
participation in environmental monitoring. Stakeholder consultation is also recommended
during the preparation of final monitoring reports.
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5. Description of the Responsibilities for Mitigation and Monitoring
Requirements

154. This section should specify the institutional arrangements for implementation - taking
account of the local conditions. Responsibilities for mitigation and monitoring shall be defined
along with arrangements for information flow, and for coordination between agencies
responsible for mitigation. EMP specifies the organizations and individuals that will be
responsible for undertaking the mitigating and monitoring measures, e.g., for enforcement of
remedial actions, monitoring, training, and financing. A third party may be contracted in case
the local authorities’ capacity is limited. The EMP may propose institutional strengthening
activities including establishment of appropriate organization arrangements, appointment of key
staff and consultants; and arrangements for counterpart funding and onlending when necessary.

6. Preliminary Cost Estimates

155. To ensure that mitigation measures and monitoring are adequately funded, the EMP
should contain preliminary cost estimates.

D. Additional Contents of the EMP to include in Revised EMP during Implementation

156. During implementation, the EMP should be revised once construction and operational
activities are well defined. Additional information should be provided on (i) the responsibilities
for reporting, (ii) the work plan, (iii) the procurement plan, (iv) detailed cost estimates, and (v)
mechanisms for taking corrective action.

7. Description of the Responsibilities for Reporting and Review

157. This section should specify institutional responsibilities for contractors, Borrower (DMC
government), local authorities, and ADB, with the roles that prepare, submit, receive, review,
and approve the reports. An implementation schedule detailing the timing, frequency and
duration of mitigation measures, monitoring, and reporting of the progress should be prepared,
showing phasing and coordination with procedures in the project operations manual and loan
agreement. Recipients of such reports should include those with responsibility for ensuring
timely implementation of mitigation measures and for undertaking remedial actions. In addition,
the structure, content and timing of reporting should be specified to facilitate supervision, review
and approval (if necessary) by ADB.

8. Work Plan

158. This section should specify staffing chart for the EMO, where necessary, and other
related work, proposed schedules of participation by the project team members, and activities
and inputs of related government agencies. The responsibilities and requirements of contractors
should be clearly addressed to ensure integration into legal requirements and bidding/contract
documents—EMP requirements should be integrated into such documents to ensure that
contractors are clear with their obligations—where supervision identifies inadequacies in their
implementation such documents provide a basis for enforcement and reporting. Implementation
of major environmental covenants should be linked to disbursement conditions.
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9. Procurement Plan

159. This section should include 2 sections: (i) the plan for procurement of the specific
items and equipment required to implement of the mitigation and monitoring programs in the
EMP, and (ii) a description of procedures to ensure consistency of all project procurement
with the principles and practices of environmentally responsible procurement of goods and
services (see Chapter XIII).

10. Cost Estimates

160. This should section provide the detailed costs of implementation. These should be
specified for both the initial and recurring expenses for implementing all measures defined in the
EMP, integrated into the total project costs and factored into loan negotiations. All costs—
including administrative design and consultancy, and operational and maintenance costs—
resulting from meeting required standards or modifying project design should be captured. A
budgeting plan should be attached to resolve the issues of how those costs are to be met.

11. Project Feedback and Adjustment

161. The section should outline the procedures and mechanisms that will be used to modify
and reshape the project in the light of monitoring results. A feedback mechanism, with proposed
timing and procedures, should be included in the EMP to provide for modifications to the
Project, and the executing agencies, the EMO, and the ADB.

Contents of a Complete EMP

Summary of Potential Impacts

Description of Planned Mitigation Measures

Description of Planned Environmental Monitoring

Description of Planned Public Consultation Process

Description of the Responsibilities and Authorities for Implementation of Mitigation Measures and
Monitoring Requirements

Description of Responsibilities for Reporting and Review

Work Plan including staffing chart, proposed schedules of participation by various members of the
project team, and activities and inputs of various government agencies

8. Environmental Responsible Procurement Plan

9. Detailed Cost Estimates

10. Mechanisms for feedback and adjustment

arwdhpE

No

E. Sample Forms

162. The development of mitigation measures, the monitoring program, institutional
arrangements and scheduling can be aided by the use of the matrices presented in Tables 11 —
14 attached. These matrices should be included in the EMP document.
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Table 11: Template for summarizing Mitigation Measures

Project Stage | Project Potential Proposed Institutional Cost

Activity Environmental Mitigation Responsibilities Estimates
Impacts Measures

Pre-

Construction

Phase

Construction

Phase

Operation and
Maintenance
Phase

Table 12: Template for summarizing Monitoring Requirements

Mitigation | Parameters | Location | Measurements | Frequency | Responsibilities | Cost
Measure | To be
Monitored

Pre-Construction
Phase

Construction
Phase

Operation and
Maintenance
Phase




Table 13: Template for summarizing Institutional Strengthening and Training
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I. Strengthening Activity Position Strengthening Schedule | Cost
(Responsibilities) Program Estimate
Mitigation
Monitoring
[I. Training Activity Participants Course Content | Schedule | Cost
Estimate

1. EMP Implementation
Re-design
Conflict Resolution

2. Environmental Processes,
Methods and Equipment

3. Environmental Policies and

Programs
Table 14: Template for Scheduling and Reporting
Year 1 Year 2 Year 3
Activity Qr|o2 o3 |oa o123 |[oa[Q1|02]03]|04

Mitigation Measures

Institutional
Strengthening
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VII. ENVIRONMENTAL ASSESSMENT OF PROGRAM LOANS
A. Introduction

163. Program loans usually focus on specific economic sectors (energy, transport,
agriculture, etc) or on broader economy-wide structural adjustment, which tends to be directed
at reducing deficits, promoting market liberalization, privatization, strengthening government and
market institutions, and pricing reforms instead of investment program.

164. ADB’s internal document, “Environmental Considerations in Program Lending”®
provides the conceptual basis to understand the types of policy interventions (structural
adjustments) normally involved in a program loan. It links these policy interventions to potential
economic and social outcomes (Figure 10). These economic and social outcomes are the direct
impacts of the policy interventions. Based on these outcomes the environmental impacts of the
proposed policy interventions need to be assessed.

165. Environmental Conditionalities. Program loans should include conditions to promote
environmentally sound development. There are usually opportunities to promote efficient use of
resources that will in turn lead to environmental benefits. Table 15 provides some examples of
sector specific policy interventions designed to promote environmental sustainability. These
interventions should be incorporated into program loans and sector development programs as
appropriate to enhance to overall success and sustainability of the policy changes being
introduced.

B. Recommended Approach

166. The basic environmental assessment requirement for a program loans is to assess the
environmental consequences of specific policy and institutional reforms to be introduced with
and include appropriate environmental covenants in loan documents. Appendix 4 provides the
suggested contents for complete reporting on the environmental assessment of a program loan.
While IEEs and SIEEs or EIAs and SEIAs do not have to be prepared for program loans, except
where an investment component is also included, a matrix of potential environmental impacts of
each policy action, together with appropriate mitigation measures, should be prepared for each
program loan, with a qualitative indication of the likely order of magnitude of each impact and
brief reasons for the judgment. The principles followed in preparing the matrix include screening
of potential environmental impacts (including indirect impacts); mitigation of potential adverse
impacts to the levels of “no significant harm to third parties”; polluter paying for mitigation
measures; least-cost mitigation; and ensuring that the institutional basis for implementing
mitigation measures, including environmental monitoring, is in place.

167. Strategic environmental assessment (chapter XV), which facilitates systematic
evaluation of the environmental impacts of a policy, plan, or program and its alternatives, may
be usefully applied in the preparation of program loans. If an investment component is included
in the program loan and specific projects are identified as a part of the program loan, these
projects should follow the general project environmental assessment requirements.

" ADB 1995. Environmental Considerations in Program Lending; A Review of Bank’s Experience. Manila
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Figure 10: Economic and Social Outcomes of Structural Adjustments

Economic
Policies —]

- Short
Term —

— Fiscal Policy{

Monetary
— Policy

Medium/

| Long
Term

Exchange
Rate Policy

Trade
Liberalizatio

Pricing
Policy

Institutional
Reforms —

Investment

— Policy —

Government
Expenditure

Taxes

Subsidies

Credit

Interest Rate

Devaluation

Import &
Export Taxes

Trade
Controls

Price
Controls

Subsidies
Taxes

Land
Finance
Research &
Extension

Training

Valuation

Technology

Public
Infrastructure

- Reductions in government expenditure that affect general
welfare services, e.g., drought relief, food aid, agricultural
extension services, may encourage resource-intensive
exploitation. Public infrastructure, e.g., roads dams, may
encourage land uses that degrade fragile areas.

- Multi-sector ins truments can alter general demand
conditions and the use of resources. Higher taxes and
environmental charges will reduce the rate of resource
exploitation.

- Multi-sector instruments can alter general demand
conditions and the use of resources. Reductions in subsidies
will reduce the rate of resource exploitation.

- Reductions in credit availability that affect agricultural
inputs and farm investment, e.g., leveling, irrigation,
machinery, may encourage resource-intensive exploitation.

- Higher interest rates will reduce investment and the
demand for resources but may encourage resource-intensive
exploitation.

- Devaluation will increase the price of imported inputs, e.g.,
pesticides, logging equipment, and increase the profitability
of exports, e.g., crops, timber. The environmental impacts
will depend on the resources and products affected.

- Removal of protectionist taxes will have the same effects
as devaluation but on selected commodities only. It may alter
the relative returns to environmentally destructive versus
environmentally benign products.

- Removal of trade controls will have the same effects as
devaluation but on selected commodities only. It may alter
the relative returns to environmentally destructive versus
environmentally benign products.

- Price controls may encourage or retard resource-intensive
exploitation depending on the nature of the resources and
products affected.

- Subsidies impact directly via changes in demand but may
alter the choice of inputs and outputs.

- Taxes directly via changes in demand but may alter the
choice of inputs and outputs.

- Land reform may encourage on-farm investments and long-
term sustainable resource management.

- Improved credit mobilization may encourage resource-
intensive exploitation by agribusiness.

- Improved extension services will promote sustainable
resource management.

Human capital investments in agricultural extension and
resource management will benefit the environment.

- Project evaluation that takes into consideration
environmental costs and benefits will lead to improved
resource management and benefit the environment.

- Investments in industrial pollution abatement technologies
and adapted agricultural technologies will benefit the
environment.

- Investments in public infrastructure may increase access to
resources and encourage their exploitation. Supporting
infrastructure for producers will enable greater price
responsiveness.
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Table 15: Sector Specific Policy Interventions That May Promote
Environmental Sustainability

Sector Intervention Example
Energy Pricing Full cost pricing
Reduction in subsidies
Increase in prices/tariffs
| Institutional Strengthening_____ | . Action energy programs_ _____________________._
Environmental Energy Conservation Measures
Water | Pricing___________________]] Increase in water tariffs _______________________
| Legal Enforcement __________ | Water resource law _________________________._
| Institutional Strengthening_ ____ | Capacity building in water supply agency _ _________
| Incentives for Efficient Use ____ | Water fee collection programs _ _________________
Environmental Compliance with efficiency targets
Forestry | Support Functions __________ || Reforestation funding _ _______________________
| Legal Programs ____________|. Forest law enforcement _______________________
Environmental Eco-forestry policy
Forest conservation master plans
Industry | Legislation_ _______________|. Industrial and Hazardous Waste Management ______
| Taxation ________________|. Mineral taxation ___ _________________________
Environmental Environmental Auditing
Agricultural | Taxation _________________]. Taxes on agricultural produce _ _________________
| Pricing________ ] Agricultural inputs (e.g. water, pesticide, fertilizer) ___
Environmental Land and soil conservation
Environmental criteria for agricultural project
selection
Environmental | Institutional Strengthening Environmental management institutions
Environmental protection policies, strategies, and
action plans
Natural resource management plans
Environmental impact assessment
Market based instruments
Environmental standards
Environmental regulations

168. Environmental Assessment of the Policy Matrix. Whichever asses sment technique is
used, the results should be summarized in the “environmental assessment of policy matrix.”
This matrix should contain each of the policy reforms and the likely social or economic
outcomes. For the social and economic outcomes, the likely environmental impacts should be
presented. = Where necessary, mitigation measures should be provided to address
environmental impacts. Any proposed monitoring requirements should be linked specific
impacts and mitigation measures. Table 16 provides an example, based on an energy sector
program, of the information that should be presented in the environmental assessment of the
policy matrix.




Table 16: Example Policy Matrix for an Energy Sector Program
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Policy Area

Stated Objectives

Proposed Actions

Other Actions
Required

Economic and
Social Outcomes

Environmental
Impact

Energy
conservation

Pollution, sulphur
dioxide and
particulate matter
and water pollution

Resettlement of
displaced persons
from hydropower
sites

Energy pricing

Reduce energy
use intensity to
improve economic
efficiency and
promote
sustainable
economic
development.

Reduce energy
use through more
efficient energy
use and air and
water pollution
from energy use.

Adopt adequate
resettlement
practices.

Improve allocative
efficiency, ensure
operative efficiency
and stimulate
private sector
investment in the
energy sector.

Implement energy
audits and
investments to
improve energy
efficiency.

Strengthen the
environment unit
within the
government
institution
concerned and
pass
environmental laws
and regulations.
Establish a fund for
pollution
abatement
activities.

Under technical
assistance:
Establish a
program for
environmental
monitoring,
planning and
institutional
strengthening.
Include a
resettlement expert
in hydropower
project supervision
missions.

Increase rates to
economic cost
through a series of
regular increases.
Eliminate all
electricity tariff
subsidies. Diesel
and gasoline prices
need not be
changed.

Additional
incentives to
encourage the use
of alternative fuels
taking in
consideration the
border prices of
competing energy
carriers are
required. The full
cost of resources
needs to serve as
the basis for price
determination and
investment
decisions and
include the cost of
environmental
degradation.

No other actions
required.

No other actions
required.

Additional
incentives to
encourage
substitution to
cleaner energy
sources, e.g.,
higher quality coal,
oil, gas or
hydropower, may
be required.

Reduced need for,
or postponement
of, hydropower
development and
associated
resettlement of
population.

Reduced emission
of house gases
proportionate with
energy
conservation
achieved.

Siting and
construction of
resettlement areas

Economic and
social disruption of
existing
communities

The removal of
subsidies on
certain dirty fuels,
e.g., lignite will
encourage
substitution to
cleaner energy
sources.

Conserv