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Message from Governor

Sustainability is a well-recognized central tenet to economic growth, particularly in emerging
economies. Nepal, one of the world’s emerging economies, is in a state of economic transition,
experiencing increasingly resource-intensive growth, rapid urbanization, changing consumption by
a fast-rising middle class, expanding production patterns, and demand for energy and
infrastructure. Nepal’s Millennium Development Goals include ensuring social protection,
prosperity, opportunity and equality, as well as environmental sustainability, by integrating the
principles of sustainable development into country policies and programs across a breadth of key
economic sectors (e.g., renewable energy, agriculture, tourism, manufacturing).

The social challenges facing Nepal include reducing poverty, sustaining human health, promoting
gender equality and empowering women, and improving working conditions. The environmental
challenges we face are as diverse as our geography and climate and include the increasing demand
for energy, the use of renewable energy and energy-efficient technology in rural areas, reducing
vulnerability to the impacts of climate change, and resource conservation and management. The
Government of Nepal has accorded high priority to social and environmental issues, integrated
these into its decision-making processes, and has formulated policies (e.g., National Agricultural
Policy, 2004; Industrial Policy, 2011; Climate Change Policy, 2011), strategies (e.g., Poverty
Reduction Strategy,2003, Sustainable Development Agenda, 2000) and programs (e.g., National
Adaptation Plan of Action, 2010), to ensure sustainable economic development.

As key actors in the economic development process, Banks and Financial Institutions (B/Fls), such
commercial banks, development banks, and leasing companies, have a significant role to play in
supporting sustainable development. Within the international financial sector, new standards and
codes of conduct have been developed for environment and social risk management by banks and
financial institutions. The goals of such standards are to promote corporate accountability and
transparency with respect to the impacts of businesses on environment and society, and to
encourage sustainable development. The role of environmental and social risk management in B/Fls
is to reduce the transaction risks resulting from environmental and social risk factors associated
with their clients’ business activities.

With a view to integrating sustainability into credit risk management in the financial sector, Nepal
Rastra Bank is releasing this Guideline on Environmental & Social Risk Management for Banks and
Financial Institutions. The objective is to establish the Environmental & Social Risk Management
Framework as the standard process for proactive evaluation and integration of environmental and
social issues into the credit risk assessment process of B/Fls.

This Guideline has come through a long process of drafting by experts of Nepal Rastra Bank,
International Finance Corporation (IFC), rigorous multi-step consultation with B/Fls as well as
development partners, and NRB will be fully supportive as always in implementation of the
Guideline along with capacity building initiatives.
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Environmental & Social Risk Management (ESRM) for Banks and Financial
Institutions

1. Introduction

Impressive growth of the urban and sub-urban populations and the related infrastructure in Nepal is leading
to rapid increase in air and water pollution and solid waste management problem. The quality of water and
air has deteriorated remarkably in past 15 years. The pollution level in major cities is above the WHO safe
limit and Nepalese environmental standards creating environmental, health, safety and occupational risks
leading to public health concerns. The risks are highest among populations living below poverty level.

As capital providers, Banks and Financial Institutions (B/Fls) are well placed to help the private sector adapt
to new economic realities linked to environmental and social (E&S) sustainability such as climate change,
changing communities, and increased resource scarcity, by increasing green financing and inclusive lending
which also contributes to national sustainable development agendas. In addition, B/Fls around the globe are
taking proactive steps to address the management of environmental and social risks within their own
business operations by managing E&S risks in their portfolio and reducing their own carbon footprint.

B/FlIs frequently report that their biggest concern about implementing E&S risk management procedures is
that they will be at a competitive disadvantage in the marketplace versus B/FIs which choose not to
implement such procedures. For B/Fls to effectively integrate new practices in E&S risk management and
green and inclusive lending, they require an enabling regulatory context that ensures a level playing field.

With this in mind, to date, 32 countries, represented by the banking regulators and banking associations,
have joined to form the Sustainable Banking Network (SBN) dedicated to promoting a shift in how the
financial sector contributes to achieving national environmental and social goals. Nepal Rastra Bank (NRB)
became a member in 2013. Fifteen (15) SBN countries have already launched sustainable banking national
policies, mandatory guidelines, voluntary principles, or roadmaps for their financial sector. They include
Bangladesh, Brazil, China, Colombia, Ecuador, Indonesia, Kenya, Mexico, Mongolia, Morocco, Nigeria, Peru,
South Africa, Turkey and Vietnam. A number of other SBN countries, including Cambodia, Fiji, Ghana, India,
Pakistan, Philippines and Sri Lanka are currently pursuing similar efforts.

As part of the SBN initiative, a growing number of emerging market banking regulators have partnered with
international financial institutions to pioneer the development of regulatory guidance that requires or
encourages local B/FIs to adopt sustainable banking practices. These include more effective management of
E&S risks in the transactions they finance and support for businesses that are greener, climate friendly and
socially inclusive. Recently, the International Finance Corporation (IFC) partnered with Nepal Rastra Bank
(NRB) to help the Bank propose improved environmental and social risk management practices for B/Fls to
strengthen portfolio performance, generate new business opportunities and boost competitiveness in the
region.

The experience from other countries clearly shows that adopting and adhering to such sustainable finance
principles and practices provides benefits to B/Fls, their clients, the communities in which they operate and
to the environment while contributing to the creation of a level playing field for the financial sector.



2. Overview of the ESRM Guideline

The core objective of the ESRM Guideline is to require B/FIs to integrate Environmental & Social risk
management into the overall credit risk management process in order to fully inform the credit authority of
E&S risks prior to the financing decision regarding individual transactions. This ESRM Guideline introduces
the following features:

e The Guideline focuses on environmental, social, and climatic risks, related to the business activities
of the B/FI’s client, which are becoming increasingly relevant and crucial for Nepal.

e The Guideline defines its scope of applicability to various type of financing (i.e., SME finance,
commercial leasing, Business Working Capital Finance/Term Finance, project finance).

e The Guideline requires all B/Fls engaging in the types of transactions mentioned above to develop
and implement an Environmental and Social Management System (ESMS) consistent with local
environmental and social laws and regulation and overtime with recognized international standards
such as IFC’s Performance Standards on Environmental and Social Sustainability and the Equator
Principles.

e The Guideline incorporates E&S Risk Management Tools and Templates to enable non-technical B/FI
staff to oversee and facilitate the management of E&S risk.

e The Guideline describes the necessary organizational roles and responsibilities built on the principles
of integrating E&S risk management into the B/FI's overall credit policy.

3. Typical E&S Risks for B/FI Clients

Environmental risks pertain to the potential for damage of the environment and ecosystem. The principal
sources of such potential damage are pollution of the air, water and land resulting from industrial activity.
Environmental risks are largely a function of the nature (i.e., sector) of the business activity. Social risks
pertain to the potential of business activities to cause an adverse impact such as damage, injury or loss to
persons (e.g., employees, customers) and communities (e.g., neighbors). Social risks can include violation of
labor standards, unsafe working conditions, community impacts such as public health, safety and security,
discrimination, impacts on indigenous peoples and cultural heritage, or involuntary resettlement. Social risks
are largely a function of the client’s behavior (Please see Annex 1 for details on typical E&S risks to which that
a B/FI's clients are exposed).

Every business activity has some inherent potential to cause adverse impact on communities or the
environment, and the extent of that potential varies greatly among different types of businesses and how
they are managed. If B/FI’s clients don’t recognize and manage those inherent E&S risks in their business,
they can incur unexpected financial, legal and/or reputational liabilities. Similarly, if B/FIs don’t manage their
exposure to such clients, they too can incur unexpected financial, legal and/or reputational liabilities.

Typical examples of environmental issues include generation of polluted waste water (e.g., textile dyeing and
tanning units), harmful fumes (e.g., brick kilns, metal re-rolling units), particulate air emissions (e.g., wood-
burning), and land contamination from use of chemicals (e.g., agriculture). In terms of social issues, concerns
include employee safety, community health and safety, child labour, discrimination, and vulnerable
populations. As investments are ramped up to generate increased electricity, develop infrastructure, and
expand manufacturing activities in the short to medium term in order to achieve higher growth rate and create
jobs, akey challenge willbetoensurethattheseactivities are environmentally and socially responsible so that
the resulting growth is not only high and inclusive, but also sustainable.

Even investments in projects which offer environmental and social advantages are not without inherent



environmental and social risks. For example, Nepal has the potential to deliver higher and more inclusive
growth by properly utilizing the large amount of water available for generating hydropower. However, the
sustainable development of hydropower has its environmental and social challenges which must be
considered by developers and B/Fls when financing such projects (Please see Annex 2 for guidance on
Management of E&S issues in hydropower projects).

From an environmental and social risk perspective, developers must consider such factors as watershed
management, habitat conversion, water quality, effects on aquatic populations, reservoir management,
pollution prevention and control, health and safety during construction and operation, and emergency
preparedness and response (e.g., in case of a dam failure or flooding).

Potential E&S risks in a transaction may not seem significant or relevant at the time of approval of a financial
transaction but may become so post-disbursement. For example, such risks may result from higher regulatory
or supply chain standards for, and increased levels of enforcement, by both regulators and customers of the
B/FI's client. In other cases, E&S risks, such as spills, fires or explosions, may seem unlikely to occur, but when
they do, the E&S impact is potentially extremely high. Please refer to Typical E&S Risks for B/FlIs Clients (Annex
1) for descriptions of some of the common E&S risks which may be associated with a B/FI’s client’s business
activity.

To reduce exposure to Environmental and Social (E&S) risks associated with their clients, B/FIs must ensure that
their clients’ financial and operational sustainability is not undermined by adverse impacts on the
environment or communities resulting from their clients’” business activities. B/FIs require a good
understanding and evaluation of the E&S risks associated with a potential client’s operations, and their
implications to the client and the B/Fls, prior to making a financing decision.

This requires proactive identification, assessment, and management of E&S risks before they become
significant or result in an adverse outcome for the client. A B/FI can best achieve this by developing and
implementing an Environmental and Social Management System, to systematically assess the E&S risks
arising from their clients’ operations and manage its exposure to those risks.

4, Risks to B/FI Associated with Client E&S Risks

B/Fls are exposed to some level of E&S risk through their clients. If left unmanaged, these risks can lead to a
decline in the B/FI’s reputation, costly litigation, or loss of revenue. The type, quantity and severity of E&S
issues that present a risk to a B/FI for any given transaction depend on a variety of factors, including
geographic context, industry sector, scale of the activity, and the type of transaction (e.g., SME finance, Term
Finance, project finance, commercial leasing). Please refer to E&S Risks of Various Types of Credits in Annex
3 for risks typically associated with different types of financial transactions.

The figure below summarizes the types of risks resulting from E&S issues to which a B/FI’s client can be
exposed and how those risks can translate to risks for a B/FI financing such clients.



CLIENT B/FIs

Unmanaged E&S issues in Direct Risks Indirect Risks
operations
* Liability for E&S » Credit Risk: Reduced repayment capacity
1 damage caused by + Market Risk: Reduced value of collateral
client * Reputational Risk: negative publicity

Risks: — ., ‘

* Disruption of operations

« Fines and penalties Consequences

* Loss of market share

* Market devaluation + Loss of assets
because of liability » Reduced profits

* Damage to reputation

e Credit risk: A B/Fl is exposed to credit risk when a client is unwilling and/or unable to fulfil the
contractual obligations associated with a transaction as a result of E&S issues. For example, if a client
faces increased capital or operating costs of complying with regulatory or supply chain E&S
standards or if operating permits or pollution control certificates are absent or expired resulting in
regulatory fines or penalties, there is a risk that the client cannot meet its financial obligations to the
B/FI. Also, a B/Fl is exposed to credit risk stemming from a reduction in the asset value of collateral
associated with a transaction due to E&S problems. For example, if a production site becomes
contaminated, the market value of the underlying collateral may decrease.

e Legal risk: By virtue of taking possession of collateral assets, a B/FI is exposed to liability risks
stemming from a client’s legal obligations. This includes fines, penalties, and costs for addressing
third-party claims for damages due to negligence in managing E&S risks in a client’s operations and
clean-up of contamination.

e Operational risk: A B/Fl is exposed to financial risk stemming from potential disruption of client’s
operations as a result of E&S problems. A client’s failure to effectively address E&S considerations
can jeopardize its business operations, affect cash flow and ability to meet its financial obligations.

e Reputational risk: A B/FI is exposed to reputational risk due to potentially negative publicity
associated with a client’s poor E&S practices. This can harm a B/FI's brand value and image in the
media, with the public, with the business and financial community, and even with its own staff. For
example, if a client faces strong public opposition against its operations, the B/FI’s reputation may
be tarnished through its association with this particular client.

5. Applicability of the Guideline

The transaction types for which the ESRM Guideline is applicable are SME finance, commercial leasing, Term
Finance, and project finance. In order to identify, manage and mitigate E&S risks, all B/FIs engaged in any of
the above types of financing are required to develop a robust Environmental and Social Management System
(ESMS), consistent with national laws and international best practice.

All business purpose loans: For all business purpose loan applications subject to this Guideline, the B/FI must

ensure that the activity financed is not on the Exclusion List (See Annex 4).

Small loan: a loan application (New/Renewal/Rescheduling/Restructuring) less than NPR 10 million (USD
100,000) will have to be checked with exclusion list and national laws and regulations. If transactions are in



any of the critical sectors listed below then despite of the loan size it will be subject to E&S due diligence
using the ESDD Checklist (Annex 5).

Critical sectors®:

e Washing, dyeing and finishing units of RMG sector (water, chemical pollution)

e Small steel re-rolling mills (operational health and safety, thermal, air pollution)

e Brick kilns (air pollution, child labour, burning of fossil fuel)

e Units for tanning, dressing and dyeing of leather and fur (water, chemical, air pollution)

e Pesticides, agrochemical and nitrogen manufacturing units (land contamination, water, air
pollution)

e Chemicals and chemical products manufacturing units (safety, pollution)

e Rubber and plastic products manufacturing units (pollution)

e Batteries and accumulators manufacturing units (chemical pollution)

e Paper manufacturing and paper pulp processing unit (water contamination, depletion of water
source, chemicals)

e Small foundries (air pollution, safety, child labour)

Term Finance?: a loan application (New/Renewal/Rescheduling/ Restructuring) from NPR 10 million (USD
100,000) will have to undergo E&S due diligence process using the ESDD Checklist (Annex 5)

Project Finance?: For all Project Finance transactions, apart from Exclusion List screening, the E&S due
diligence will be performed by B/Fls and a third party Environmental Impact Assessment (EIA) may be
required by Nepali law. EIA will generally be arranged by the client at his/her/its own cost and submitted
along with loan application. B/FIs will ensure that the third party will be qualified to carry out the ESDD.

For all short-term loans* including Business Working Capital Loan®, trade and retail the requirements will be
Exclusion list screening and compliance with national laws and regulations.

1 The critical sectors for small businesses are those where due to the nature of the business operation negative impacts on
the surrounding environment, local community or workers' health and safety tend to occur if environmental or social issues
are not managed properly by the business. Although small businesses can generally cause only limited damages to the
environment or people (contamination of local water stream from untreated industrial effluents, illegal dump of wastes -
particularly chemical ones, e.g. from tanning hides or dyeing textile or mixing chemicals to local water streams, local air
pollution, such damages may have local (geographically limited) but considerable impact on the health & safety of local
community or workers in these businesses. Therefore, businesses of these sectors should not be left out of the E&S due
diligence. The E&S due diligence on such businesses is simplified to a quick review by using the ESDD Checklist. The list was
mainly prepared based on the Schedule 7 of the Environment Protection Rules, 2054 (1997).

2 Term Financing is payable over a term greater than 1 year

3 Project finance is the financing of long-term infrastructure, industrial projects and public services based on a non-recourse or
limited recourse financial structure, in which project debt and equity used to finance the project are paid back from the cash flow
generated by the project.

4 Short term loans are those with less than 1 year tenor

5 A business working capital loan is a loan that has the purpose of financing the everyday operations of a company. Working capital
loans are not used to buy long-term assets or investments and are instead used to finance a company's short-term operational
needs (accounts payable, wages, etc.)
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The chart below summarizes the ESDD activities appropriate for various types of financial transactions.

No. Transaction Type Exclusion List E&S Due Diligence EIA Review
(incl. ESDD
Checklist)
1. Small loans in non-critical \
sectors
2. Small loans in critical sectors \ \
3. Term Finance \ \
4. Project Finance N v V)
5. All short term loans (less than 1 v
year tenor)

" If the EIA is required by the Nepali law.

6. Applicable Standards

All proposals (New/Renewal/Rescheduling/Restructuring) for transactions subject to this Guideline will, at a
minimum, require screening against the Exclusion List (Annex 4) to ensure that B/Fls do not finance any
excluded activities.

All national environmental, health, safety and labor regulations and relevant international conventions are
applicable to all transactions subject to this Guideline. While carrying out E&S due diligence, all required E&S
permits, licenses, and monitoring of E&S parameters are to be considered as mandatory compliance
requirements for evaluation of a loan application. A list of key national E&S regulations, required
documentation and permits, and International Labor Organization (ILO) treaties to which Nepal is a signatory
is provided as Annex 6.

International frameworks such as ISO 14001 (environmental management), OHSAS 18001 (occupational health
and safety management), SA8000 (socially acceptable work practices) as well as supply chain environmental
and social standards imposed by buyers (e.g., Apple, H&M, Ikea, Nike, Starbucks, Walmart) are considered as
best practices and indicative of a B/FI’s clients’ commitment to sustainable operations.

Adherence to IFC Performance Standards will be considered as good practice in case of project financing
focused on development of specific assets.

7. Environmental and Social Management System (ESMS) for B/Fls

A sound ESMS consists of a policy, procedures, tools and internal capacity to identify, appraise, manage and
monitor a B/FI's exposure to the E&S risks of its clients’ operations. The policy includes a statement of the
B/FI's commitment to E&S management, while the procedures define the process for identifying, assessing
and managing E&Srisk of financial transactions, identifies required documentation and records, describes the
decision-making process, and the roles and responsibilities of B/FI staff. An ESMS helps a B/FI to:

e |dentify environmental and social risk associated with its borrower’s operations and understand the
potential impact of lending to such borrowers on its portfolio;

e Systematically assess and manage those environmental and social risks of the borrower’s operation;

o Implement the necessary steps within its risk management system and its proper documentation;

e Monitor borrower’s compliance with national environmental and social regulations and international
good practices and standards;

e Require borrowers to implement mitigation measures for identified unacceptable environmental and
social risks and/or non-compliance with applicable standards;

e |dentify social and environmental business opportunities; and
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Develop a good reputation among clients/investees, investors and other relevant parties in the
financial market.

The schematic below illustrates the key components of an ESMS.

Components of an ESMS

PROCEDURE
POLICY REPORTING
B/FI's environmental Evaluating E&S Risk E&S performance of
and social - Transaction screening ‘ B/Fi and clients
commitment and 3
standards . o
Risk categorization
¥
l E&S Due diligence
E&S CAPACITY Conditions of financing
® Roles and
ibiliti . . .
responsibiiities Monitoring E&S Risk
e Training
Reviewing client E&S

performance

Managing non-compliance

The effective implementation of a B/FI’s E&S Policy is ensured through a set of detailed E&S Risk Management
Procedures for:

Screening transactions,

Categorizing transactions based on the loan characteristics (e.g. size, type) or their inherent
environmental and socialrisk,

Conducting risk appropriate environmentalandsocialduediligence,

Rating transactions based on the level of their compliance with E&S requirements and magnitude of
E&S problems

Informed decision-making,
Managing a client’s non-compliance with the applicable E&S standards, and

Monitoringtheclient’s environmental and social performance.

The E&S risk management procedures should be integrated into the B/FI’s overall risk management
framework and must be appropriately applied to each transaction. For each transaction, this requires a B/FI
to (i) formally document its environmental and social review as part of its credit appraisal documentation,
(ii) consider environmental and social findings during the decision-making process, and (iii) incorporate, when
appropriate, environmental and social requirements (e.g., Corrective Action Plan) as clauses in legal
agreements with clients.

Specific details of key components of an ESMS are described below.
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7.1

E&SPolicy

An E&S policy states a B/FI’s vision and mission with respect to the environment, society and contributions
to sustainable development. It is a short, written statement, approved and supported by senior management
that articulates the B/FI's commitment to integrating E&S considerations into its business activities as well
as contributions to sustainable development. The typical E&S policy may include one or more the following
statements and commitments:

7.2

Incorporating E&Srisk considerationsintoallfinancing activities;
Setting strategic E&S objectives, such as offering new products that address E&S sustainability;
Excluding financing clients whose business activities do not meet the B/FI’s principles;

Establishing applicable E&S requirements for clients such as complying with national E&S regulations
andinternationalstandards;

Communicating E&S expectationsto all staff, clientsand other external stakeholders;

Committing to improving the overall E&S performance of its portfolio through enhanced risk
management;

Committing to continually building capacity of its staff to manage E&S risks,

Roles and Responsibilities

For an ESMS to function properly, it is essential that roles and responsibilities for implementing procedures
and making decisions are clearly defined. Banks and Financial Institutions could assign ESRM responsibilities
to the existing designated departments and/or business function for the purpose of analysis of the credit
customers regarding ESRM Guidelines wherever applicable.

Relationship Managers/Loan Officers: RMs or LOs should be responsible for identifying E&S risks in a
client’s operation (i.e., environmental and social due diligence [ESDD]) by talking to the client/ relevant
officials, site visits, collecting documents, permits relevant for the proposed transaction. They are
usually responsible for filling out the ESDD Checklist in consultation with the client at approval stage,
collect additional information, ifrequired and respond to credit authority queries if necessary, and follow up
with client if there are any pre-disbursement actions.

Credit Risk Managers/Credit Officers: CRMs or COs are the first point of contact for any transaction
once the ESDD has been conducted by the RMs/LOs and should be responsible for review of the results
of ESDD including the compliance check and E&S risk rating.

Legal Department: The Legal Department should be responsible for ensuring that the any client E&S
requirements (e.g., remedial actions, monitoring and reporting) identified during the ESDD process are
incorporated in legal agreements for each transaction.

Credit Authority: The appropriate credit authority is responsible for ensuring that it has sufficient
information regarding the potential E&S risks associated with a transaction available to make an
informed credit decision, and that it is comfortable that the provisions of the Loan agreement are
sufficient to ensure identified E&S risks are managed so as to be acceptable to the B/FI.

In addition, a E&S focal point can be appointed to take the operational responsibility for E&S risk
management in the financial institution, including the development, integration and implementation of the
ESMS. (e.g., the Head of Credit Department can take this role). This person is responsible for updating the
Senior Management of B/Fls on the current status of the Bank/FI’s portfolio

regarding ESRM, facilitating decision making process where there are unresolved E&S issues or non-

compliance. The E&S Focal Point is also responsible for periodic reporting to NRB as/when required. The
E&S focal point may be called upon by Senior Management to opine on critical E&S issues of a particular
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transaction. He will also be responsible for tracking latest E&S issues in the media and support transaction
teams in identifying and managing E&S risks in lending.

7.3

E&S Risk Management Procedures

Typical Steps to follow for conducting an ESDD include:

Step 1 - Exclusion List: Screening of the project against a list of excluded activities adopted by the
financial institution;

Step 2 - Initial Categorization: Determining the category of loan by the size or type of the loan (e.g.
Small loans in non-critical sectors, Small loans in critical sectors, Term Finance, Project Finance). The
Loan Category determines the extent of E&S appraisal as it is specified in section 5 of this Guideline.

Step 3 — Environmental & Social Due Diligence (ESDD):

o Review the project’s compliance with applicable national environmental and social regulations
including the document check (e.g., approval of IEE or EIA, pollution control certificates, permits,
etc. as specified in Annex 6 to this Guideline);

o Review the project sponsors’ track record on environmental and social issues, in terms of
potential non-compliance with national regulations or negative publicity;

o Review the project’s compliance against international standards or industry best practice
regarding environmental and social issues;

Step 4 - Generate E&S Risk Rating: Upon completion of the ESDD Checklist (Annex 5) an E&S risk
rating (High, Medium, or Low) will be generated automatically.

Step 5 — E&S Risk Management & Control:
o For LOW Risk transactions, no mitigation measures are required.

o For HIGH and MEDIUM Risk transaction, a time bound action plan and relevant covenants,
addressing required remedial actions by the client, will have to be included in the loan
documentation.

o Prepare an E&S Risk Summary (Annex 7) for the Credit Authority describing the results of the
ESDD and recommendations regarding any required remedial actions by the client

o Document all required information. Every loan file should have a fully completed ESDD
Checklist, copies of all permits, clearances (Approval or IEE/EIA, fire safety license, buyer’s audit
report), E&S Risk Summary, any E&S covenants in the loan agreement and, after disbursement,
subsequent E&S supervision reports.

Step 6 - Escalation: Depending upon the risk rating, the transaction will have to be escalated to the
relevant authority.

Step 7 — E&S Risk Monitoring: Review of the proposed actions (if any) to mitigate potential
environmental and social issues associated with the project throughout all phases of the project life
cycle.

Step 8 — E&S Reporting: B/FIs must establish E&S performance reporting procedures for both

internal reporting to senior management and external reporting to NRB, shareholders and
stakeholders.
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The following flow chart summarizes the steps to be followed while conducting ESDD:

SMALL
LOAN
(in non-
critical
sectors)

Step 1 - EXCLUSION LIST SCREENING:
Is the client involved in activities listed under the Exclusion List?

(Reject)

YES NO

v

Step 2 - LOAN CATEGORISATION
(based on the size and type of loan)

SMALL LOAN
(in critical sectors)

v

v

TERM FINANCE

v

PROJECT FINANCE

Step 3 - E&S DUE DILIGENCE:

® Documents check (E&S
permits and certificates),
review of E&S compliance
history

® Complete the ESDD Checklist
(Annex 5)

Step 3 - E&S DUE DILIGENCE:

e Documents check (certificates)

® Review the IEE/EIA (if required)

o Site visit (always recommended)
— discussions and observations of
E&S issues

e Complete the ESDD Checklist

Step 3 - E&S DUE DILIGENCE:

e Documents check (certificates)

o Site visit (always recommended)
— discussions and observations of
E&S issues

® Review the project’s EIA and
mitigation

e Complete the ESDD Checklist

(Annex 5)
v

v

Step 4 — GENERATE E&S RISK RATING:

rating will be automatically generated

® Based on the results of the ESDD Checklist (Annex 5) the E&S risk

"

LOW RISK

MEDIUM RISK

v A 4

v

—

HIGH RISK

v

Step 5 - E&S RISK MANAGEMENT & CONTROL:

® Prepare E&S Risk Summary (Annex 7)

® Draft E&S Covenant or E&S Action Plan
(Annex 9) required to correct for non-
compliance issues

e Complete the loan file with copies of
permits, IEE/EIA and supporting documents

Step 5 - E&S RISK MANAGEMENT & CONTROL:

® Prepare E&S Risk Summary (Annex 7)

o Draft E&S Covenant or E&S Action Plan
(Annex 9) required to correct for non-
compliance issues

e Complete the loan file with copies of permits,
IEE/EIA and supporting documents

i

Step 6 — ESCALATION:

relevant credit authority

e For MEDIUM and HIGH risk, the transaction will have to be escalated to the one-level higher

A 4

Step 7 - E&S RISK MONITORING:
e Monitor and review (Annex 10) the implementation of the required E&S measures/actions (if any) and
continued compliance with applicable E&S standards (e.g., national E&S regulations)

+

Step 8 - E&S REPORTING:
© Report on the B/Fls E&S performance internally to senior management and externally to NRB on an
annual basis (using the template in Annex 11)
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7.3.1 Screening Transactions

At the initial stage of evaluating a potential financial transaction, B/Fl staff (e.g., RM) should screen the activities
of the potential client to determine if it is an excluded activity. If the activity falls on NRB'’s or the B/FI’s list of
excluded activities, the transaction should not be considered for financing (Please see Annex 4 for a list of
Excluded activities).

7.3.2 Categorizing Transactions
The Loan Category determines the extent of E&S appraisal as it is specified in section 5 of this Guideline:

Small loan in non-critical sector: a loan application (New/Renewal/Rescheduling/Restructuring) less than
NPR 10 million (USD 100,000), in non-critical sectors, goes through a normal credit approval process.

Small loan in critical sectors: a loan application (New/Renewal/Rescheduling/Restructuring) less than NPR
10 million (USD 100,000), in critical sectors (see the list of critical sectors in section 5 of this Guideline), will
be subject to E&S due diligence stage.

Term Finance®: a loan application (New/Renewal/Rescheduling/ Restructuring) from NPR 10 million (USD
100,000) will have to undergo E&S due diligence process.

Project Finance’: the E&S due diligence will be performed by B/FIs and a third party Environmental Impact
Assessment (EIA) may be required by Nepalese law.

7.3.3 Conducting E&S Due Diligence (ESDD)

E&S due diligence involves the systematic identification, quantification and assessment/evaluation of E&S
risks associated with a proposed transaction and is a critical component of a B/Fl's ESMS. The results of, and
conclusions from, ESDD should be summarized in an E&S Risk Summary which is included in the loan proposal
to the credit authority, and factored in to the decision-making process before proceeding with a transaction.
The objectives of the E&S due diligence are:

e |dentify and assess potential E&S impacts and issues, both adverse and beneficial, associated with a
proposed transaction;

e Assess the client’s awareness of, and commitment and capacity to responsibly manage, the E&S risks
inherent in their business activities,

e Evaluate the client’s measures to avoid, minimize, mitigate, or offset/compensate for, adverse impacts
onworkers, affected communities, and the environment;

e |dentify any areas of client non-compliance, if any, with national environmental, health, safety and
labor laws and other applicable standards (e.g. missing pollution control certificate or violation the
conditions specified in the certificate) and define remedial measures as needed;

e Ensure that the loan documentation includes appropriate definitions, covenants, clauses and
associated elements to obligate the client to comply with all E&S laws and regulations and remedy
areas of non-compliance.

The activities to be performed during the E&S due diligence include:

6 Term Financing is payable over a term greater than 1 year.

7 Project finance is the financing of long-term infrastructure, industrial projects and public services based on a non-recourse or
limited recourse financial structure, in which project debt and equity used to finance the project are paid back from the cash flow
generated by the project.
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For small loans in critical sectors:

e Documents check — desktop review of the collected documents making sure the client has all
required E&S related permissions (provisional/permanent Pollution Control Certificate, Certificate of
completion of Sewage, Sanitary and Drinking water supply system where subject to those; Certificate
of Fire Safety) and all permissions are valid (see Annex 6 for details on E&S permits and certificates);
and

e Review E&S compliance history and ensure client compliance with E&S laws and regulations (e.g.,
written certification from client). See the Overview of the E&S permitting and regulatory
requirements in Nepal in Annex 6.

e Completion of the ESDD Checklist (Annex 5) and preparation of E&S Risk Summary (Annex 7) — the
ESDD Checklist has been designed to provide guidance for bankers to assist in addressing typical E&S
risks

For Term Finance® category:

e Documents check — desktop review of the collected documents making sure the client has all
required E&S related permissions (Approval of IEE or EIA if required; provisional/permanent Pollution
Control Certificate, Certificate of completion of Sewage, Sanitary and Drinking water supply system
where subject to those; Certificate of Fire Safety) and all permissions are valid (see Annex 6 for details
on E&S permits and certificates).

e Review the E&S compliance history of the client. See the Overview of the E&S permitting and
regulatory requirements in Nepal in Annex 6.

e Site Visit - conduct a visit to client’s premises / project site to gain an impression of the environmental
and social issues associated with the daily operations of a client's business. This provides insight into
potential environmental and social risks. The focus of the site visit is to identify potential
environmental and social issues that may represent a risk to the client’s business activities if left
unmitigated and to review a client’s compliance with the B/FI's and national environmental and social
requirements.

e Completion of the ESDD Checklist (Annex 5) and preparation of E&S Risk Summary (Annex 7) — the
ESDD Checklist has been designed to provide guidance for bankers to assist in addressing typical E&S
risks.

For Project Finance °category:

e Documents check — desktop review of the collected documents making sure the client has all
required E&S related permissions (Approval of IEE or EIA; provisional/permanent Pollution Control
Certificate; Certificate of completion of Sewage, Sanitary and Drinking water supply system where
subject to those; Certificate of Fire Safety) and all permissions are valid (see Annex 6 for details on
E&S permits and certificates).

e Review the E&S compliance history of the client. See the Overview of the E&S permitting and
regulatory requirements in Nepal in Annex 6. For Hydropower projects see the Management of E&S
Issues in hydropower projects in Annex 2.

8 Term Financing is payable over a term greater than 1 year.

% Project finance is the financing of long-term infrastructure, industrial projects and public services based on a non-recourse or
limited recourse financial structure, in which project debt and equity used to finance the project are paid back from the cash flow
generated by the project.
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e Site Visit - conduct a visit to client’s premises / project site to gain an impression of the environmental
and social issues associated with the daily operations of a client's business. This provides insight into
potential environmental and social risks. The focus of the site visit is to identify potential
environmental and social issues that may represent a risk to the client’s business activities if left
unmitigated and to review a client’s compliance with the B/FI's and national environmental and social
requirements.

o The site visit should be conducted during hours of operation and should focus on key areas
such as operations and processes performed on the site, size of the workforce and labor
practices, surrounding land use, processing/manufacturing lines, installations for effluent
treatment (if any), sources of air emissions and filters, storage areas for hazardous materials,
storage areas for waste and disposal processes, worker facilities.

o Signs of possible environmental and social concerns may include lack of use of appropriate
personal protective equipment by workers, poorly maintained storage tanks/facilities with
hazardous or flammable materials, discoloration of nearby streams or drainage channels,
excessive noise, strong odour, proximity of surrounding communities and complaints by local
residents.

e Review of the results of IEE or EIA — B/FI staff should review the Approval of IEE or EIA and any
conditions included in the Approval and ensure compliance with those conditions by the client.

e Completion of the ESDD Checklist (Annex 5) and preparation of an E&S Risk Summary (Annex 7) to
be included in the credit proposal to the Credit Authority —the ESDD Checklist has been designed to
provide guidance for B/Fls staff to assist in addressing typical E&S risks and mitigation gaps. Relevant
documents will have to be collected to support E&S findings.

For some complex transactions (e.g., project finance in high risk sector such as a hydropower), the B/FI may
consider the services of an external expert/consultant to provide independent view of the related
environmental and social risks and impacts and those views should be factored into the credit decision-
making process.

7.3.4 E&S Performance Risk Rating

Upon completion of the ESDD Checklist an E&S risk rating — ESRR (Low, Medium, High) will be generated
automatically by the excel-based ESDD Checklist (in a separate annex to the Guideline). This rating is
indicative of the E&S risk and compliance level in the actual transaction, irrespective of sector activity. So, for
example, Mining and Quarry is a high environmental and social risk sector, however, if the client has managed
all the E&S issues well, the ESRR of this transaction might be LOW based on actual management of E&S risk
issues identified on the ground. Below is an interpretation of the transaction level risk ratings:

e HIGH Risk: Transactions typically involve clients with business activities with significant adverse E&S
impacts that are diverse, irreversible or unprecedented. A potential impact is considered significant if it
may be irreversible (such as loss of a major natural habitat), affect vulnerable groups or ethnic
minorities, involve involuntary displacement and resettlement, or affect significant cultural heritage
sites. "High" ESRR may also indicate serious non-compliance or irresponsible behavior of the client
towards managing E&S issues.

e MEDIUM Risk: Transactions typically involve clients with business activities with specific E&S impacts
that are few in number, generally site-specific, largely reversible and readily addressed through
mitigation measures and international best practice. Potential adverse environmental impacts on
human populations or environmentally important areas are less adverse than those of High Risk
transactions. "Medium" ESRR also indicates transactions with less serious non-compliance or
unresolved non-material issues.
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e LOW Risk: Transactions typically involve clients with business activities with minimal or no adverse E&S
impacts. "Low" ESRR also means that all issues appeared to be sufficiently managed and that were no
compliance issues identified.

7.3.5 Decision Making - Corrective Action Plan and Covenants
For the transactions rated as “LOW” no further action is required.

For MEDIUM and HIGH Risk transactions, there may be identified risks which will have to be mitigated. A
corrective action plan can be developed identifying the risk, mitigation measure, timeline forimplementation
and who should be responsible for implementation. Transaction specific corrective action plan and covenants
can be part of the loan documents. A template of a corrective action plan is provided in Annex 8 and sample
E&S covenants are outlined in Annex 9.

7.3.6 Escalation

All transactions rated as MEDIUM or HIGH (ESRR) will be escalated to the one-level higher related credit
approval authority.

7.3.7 Risk Monitoring

B/FI staff should conduct periodic monitoring and review of the all transactions throughout all phases of the
project life cycle to ensure that (i) any required actions to mitigate potential environmental and social issues
associated with the project are implemented according to schedule, (ii) and the E&S risk profile of the
transaction hasn't increased. Annex 10 provides a Monitoring and supervision Checklist template to assist
B/FI staff in monitoring E&S risks during the term of the loan. In case of the transaction rated (ESRR) as
Medium or High, monitoring of E&S issue should primarily focus of the compliance with the requirements of
the Action Plan or E&S covenants (if any).

If B/FI staff identifies E&S issues, such as a client’s non-compliance with the E&S clauses stipulated in the
legal agreement, they should follow up with the client to resolve these in a reasonable timeframe. Depending
upon the complexity of the E&S issues, B/FI staff should require a new corrective action plan and/or periodic
reports on E&S performance throughout the duration of the transaction. The reporting frequency should be
tailored to each individual transaction and should be based on self-monitoring by the client or monitoring by
independent third parties and/or regulatory authorities.

7.3.8 Internal Reporting and B/Fls Reporting to NRB

The B/FIs will be required to report on their sustainability performance both internally to senior
management, and externally to NRB on an annual basis (see Annex 11 for a template for reporting to NRB),
and annually to shareholders and stakeholders. A B/FI's ESMS should include periodic reporting on the E&S

performance of transactions and measures taken to reduce its overall exposure to E&S risk. B/Fls should
aggregate and continuously monitor and manage its E&S risk profile at the portfolio level.

8. Implementing ESMS

Once the ESMS has been developed and formally approved by senior management it must be institutionalized,
integrated into the overall risk management process, androlled out across the organization.

To implement the ESMS, the B/FI should develop an implementation plan, including a strategy for fully
integrating E&S risk management into the B/FI’s existing credit risk management framework (e.g., Credit
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Manual), and an ESMS testing phase, with a time schedule for completing each task and the designated staff
responsible for doing so. Tasks should include a review of the E&S regulations of Nepal, communications and
training plan for staff, assigning responsibilities to applicable staff, and review of the ESMS on a periodic basis
for continuous improvement.

Senior management should be kept informed of challenges, successes and other important issues associated
with the implementation of the B/FI's ESMS.

9. NRB Monitoring and Control

The purpose of these Guidelines is to ensure B/Fls better understand E&S risksand incorporate appropriate
risk mitigation measures to be able to expand their lending portfolio while avoiding financing transactions
which could result in unacceptable environmental and/or social impacts and encouraging those which
directly contribute to sustainable development.

NRB will require B/Fls to report annually on the:

(a) Progress and performance integrating E&S risk management into the credit risk management process for
credit activities subject to these Guidelines;

(b) ESRM institutional capacity building activities conducted during the year;
(c) Procedures for monitoring, evaluating and reporting their compliance with these Guidelines; and
(d) E&S risk profile of the portion of the B/FI’s loan portfolio subject to these Guidelines.

See Annex 11 for a sample template for Annual Statement of Environment and Social Risk Management to
be submitted to NRB annually.

B/Fls should aggregate and continuously monitor and manage their E&S risk profile at the portfolio level, and

report annually, (by standard industry sectors), the E&S risk categorization of both new credits issued during
the period and total loan book for credits subject to these Guidelines.
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10. Annexes

Annex 1: Typical E&S Risks for B/FI Clients

Air Emissions
and Air Quality

Air emissions are typically associated with processes such as raw material mining
and transportation such as limestone mining for cement industries, brick kiln
industries, combustion of fuel for energy production, storage of raw materials or
final products (e.g., cement, crusher industries etc.) or other industry-sector
specific processes. The generation and release of air emissions can be managed
through a combination of energy efficiency, process modification, selection of
fuels or other materials and application of emissions control techniques at source
and after disposal into the environment.

Ministry of Forests and Environment (Previously named as Ministry of Population
and Environment) and/or Department of Environment decides on what, when
and how pollution abatement measures/equipment shall the plant implement
(Rule 15, Sub Rule 5, EPR, 1997). Detailed case specific requirements are prescribed
along with the pollution control certificate. Emission standards for in-use and new
diesel generators (DG) sets, industrial boilers, cement industries, crusher
industries, brick kilns and diesel generators were introduced by the government.
Similarly, Nepal Vehicle Mass Emission Standard was introduced in 2012 which
limits the imports of vehicles (except for heavy equipment vehicles) that do not
comply with Euro llI

Water Use and
Conservation

Typically, water use at the facility level is associated with processes such as
production, manufacturing, cleaning, dyeing, cooling water, and heating
systems. Beer and alcohol industries, packaged water bottle factories and soft
drink production industries are some of the noticeable examples of highly water
consuming industries in Nepal. Where possible, a client’s operations should
reduce overall water use at the facility level by managing the water consumption
associated with specific production processes to avoid excess costs.

Wastewater and
Water Quality

A client's operations may generate wastewater, which can be treated on site
and/or discharged to the municipal sewage system for treatment, or directly to
the surface water bodies without prior treatment. Where possible, a client’s
operations should avoid, minimize and control adverse impacts to human health,
safety and the environment from wastewater through wastewater treatment.

Government of Nepal has generic and specific standards for specific industries.
The specific standards are as tolerance limit for industrial effluents to be
discharged into inland surface waters for tanning industries, wool processing
industries, fermentation industries, vegetable ghee and oil industries, paper and
pulp industries, dairy industries, sugar industries, cotton textile industries, soap
industries, galvanizing and electroplating industries, paint industries, non-
alcoholic beverage industries and pharmaceutical industries. Generic standards
are also in place for industrial effluents to be discharged into inland surface
waters, into public sewers, and into inland surface waters from combined
wastewater treatment plant.

Solid Wastes

A client's operations may generate, store, or handle hazardous or non- hazardous
solid wastes which can be discarded by disposal, open burning or incineration.
Inappropriate waste disposal practices can lead to contamination of ground water
or local air pollution through its burning or contamination of agricultural lands,
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transmission of diseases and infections or potential fines and/or penalties as
stipulatedin national regulations.

Solid (non-hazardous) waste generally includes domestic trash (Paper, plastic,
dust, kitchen waste), inert construction/demolition materials, empty containers
(except those previously used to contain hazardous materials), and residual
waste. Requirements on safe handling, collection and disposal of waste are
specified in the Solid Waste Management Act 2011. Similarly, the Local Self-
Governance Act 1999 has empowered the local body to fine anyone for
haphazard dumping of solid waste.

Hazardous waste shares the properties of a hazardous material (such as
ignitability, corrosiveness, reactivity, or toxicity), that may pose a potential risk
to human health or the environment if improperly managed. Some of the
example industries are health care institutions, laboratories, pathology labs and
batteries refining and manufacturing. Health Care Waste Management
Guideline, 2014 is the specific guideline for safe and efficient waste management
for health care institution in Nepal.

Responsible approaches to waste management include waste management
planning, waste prevention, recycling and reuse, and treatment and disposal.

Labour & Working
Conditions

Failure to provide a healthy and safe working environment and establish sound
worker-management relationship can undermine worker commitment,
productivity, and retention, result in labour strikes, and can jeopardize a client’s
operations.

A client should document and communicate to all employees (including contract
workers) their working conditions and terms of employment. These include their
entitlement to wages and benefits, hours of work, overtime arrangements and
overtime compensation, and leave forillness, maternity, vacation, or holiday, that
at a minimum comply with national law.

A client cannot employ children in a manner that is economically exploitative, or
is likely to be harmful to the child or to interfere with the child’s education. A
client cannot employ forced labour, which consists of any work or service not
voluntarily performed by an individual but executed under threat of force or
penalty.

The new Labor Act 2074 and its regulation provides details on such measures as
adequate supply of clean and fresh air and light, provision of separate modern
toilets for male and female workers and employees; supply of adequate safe
drinking water; provision of appropriate volume of ventilation, condition of light,
temperature and sound; protection from dust; smoke, fumes and other
impurities; avoidance of overcrowding in any room of the establishment, health
checkup facilities and provision of extinguishing fire.

Community Health,
Safety and Security

A client's operations can increase the potential for community exposure to risks
and impacts arising from accidents, industrial fire, emission of polluting gases, and
discharge of untreated effluents, haphazard waste disposal, high decibel noise, structural
failures, and releases of hazardous materials. Some of the example industries are
gas factory, petrol pumps, hydropower etc. Communities may also be affected
by impacts on their natural resources and, exposure to diseases. While
acknowledging the public authorities’ role in promoting the health, safety and
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security of the public, it is also the client’s responsibility to avoid or minimize
these risks and impacts that may arise fromoperations.

The client needs to prevent or minimize the potential for community exposure to
hazardous materials, emission of toxic gaseous, discharge of effluents or clearing
of forest they are dependent for their livelihood that may be released during pre-
construction, construction and operations. If there is a potential for life-threatening
hazards, the client needs to modify operations or substitute or eliminate
substances causing the hazard. The client needs to inform surrounding
communities of potential hazards associated with operations and collaborate
with the community and local government agencies in preparing to respond
effectively to emergencies.

Biodiversity and
Ecosystem Services

These risks are particularly relevant for projects (i) located in modified, natural,
and critical habitats (e.g., protected areas, wetlands, national or community
forests); (ii) that potentially impact on or are dependent on ecosystem services
(e.g. tourism related activities, hospitality, extraction and processing of non-
timber forest products, transmission lines) or (iii) that include the production of
living natural resources (e.g., agriculture, animal husbandry, fisheries, forestry).

The client needs to prevent or minimize the potential for his activities to impact
biodiversity and ecosystem services.

The principle rules of biodiversity and nature protection are specified in Nepal in
the Environment Protection Act (Official Gazette, June 24/1997) and Environment
Protection Rules (Official Gazette, June 26/1997). Environmental protection
considerations are incorporated into Initial Environmental Examination (IEE) /
Environmental Impact Assessment (EIA). Similarly, Plant Protection Act (2007)
prohibits the import of any plant or plant part or related materials from any
country without prior approval of the government.

Land Acquisition
and Resettlement

Involuntary resettlement refers both to physical displacement (relocation or loss
of shelter) and to economic displacement (access to resources for income
generation or means of livelihood) due to land acquisition associated with a
client's operations. Resettlement is considered involuntary when affected
individuals or communities do not have the right to refuse displacement (e.g.,
lawful expropriation or restrictions on land use based on eminent domain;
negotiated settlements in which the buyer can resort to expropriation or impose
legal restrictions on land use if negotiations with the seller fail).

Unless properly managed, involuntary resettlement may result in long-term
hardship and impoverishment for affected persons and communities, as well as
environmental damage and social stress in areas to which they have been
displaced. For these reasons, involuntary resettlement should be avoided or at
least minimized.

However, where it is unavoidable, appropriate measures to mitigate adverse
impacts on displaced persons and host communities should be carefully planned
and implemented with appropriate disclosure of information, consultation, and
the informed participation of affected persons.

The Land Acquisition Act, 1977 is the main governing legal document to guide
the process related to land acquisition and relocation in Nepal.
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Indigenous Peoples
(IPs) and
Vulnerable
Populations (VPs)

Indigenous Peoples (IPs) (Adivasi Janajati) are recognized as social groups with
identities that are distinct from dominant groups in national societies and are
often among vulnerable segments of the population.

Indigenous Peoples and Vulnerable Populations are often closely tied to their
traditional or customary lands and the natural resources on these lands. While
these lands may not be under their legal ownership as defined under national law,
the use of these lands by communities for their livelihoods or for cultural
purposes is often recognized under customary law. However, their economic,
social and legalstatus often limits their capacity to defend their interests and
rights to lands and natural and cultural resources.

IPs and VPs are particularly vulnerable if their lands and resources are
transformed, encroached upon by outsiders, or significantly degraded. A client
should ensure that during operations, the identity, culture and natural resource-
based livelihoods of such populations are respected and exposure to
impoverishment and disease is prevented.

Cultural and
Natural Heritage

If a client’s operations are initiated and operated without consideration for
cultural and natural heritage, there are significant legal and reputational risks.

Cultural and natural heritage encompasses properties and sites of
archaeological, historical, cultural, and religious significance as well as unique
natural features and cultural knowledge, and innovations and practices of
communities embodying traditional lifestyles, which are protected for current
and future generations. Consistent with the requirements of the Convention
Concerning the Protection of the World Cultural and Natural Heritage, a client is
required to avoid significant damage to cultural and natural heritage due to their
business activities (e.g. businesses/industries near the UNESCO sites such as
Basantapur Durbar Square, Patan Durbar Square, Bhaktapur Durbar Square,
Pashupatinath, Chitwan National Park, Lumbini, etc.)
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Annex 2: E&S Risk Management Considerations in Hydropower Projects.

Documentation Requirements for Project Sponsors

>50 MW EIA » Company registration document (VAT, PAN, registration
certificate, AOA and MOA)

» Survey license (Electricity generation, transmission and
distribution or combined)

» Letter of approval for EIA from Ministry of Forests and
Environment (Previously named as Ministry of Population
and Environment) Development license (Generation,
Transmission and Distribution of Electricity or combined)

» Power Purchase Agreement (PPA)

1-50 MW IEE » Company registration document (VAT, PAN, registration
certificate, AOA and MOA)

» Survey license (Electricity generation, transmission and
distribution or combined)

> Letter of approval for IEE from Ministry of Energy, Water
Resources and Irrigation (Previously named as Ministry of
Water Resource (MOWR)) through Department of Electricity
Development (DEOD)

» Development license (Generation, Transmission and
Distribution of Electricity or combined)

» Power Purchase Agreement (PPA)

<1 MW None > For project between 100kW to 1000KW, no license is

required but DEOD requires prescribed information.

Typical environmental and social aspects for hydropower projects

Aspects E&S Parameters

Construction-related e  Wastewater discharges — Effluents from worker camp sanitary wastewater

issues e  Storm water runoff — Total suspended solids (TSS)

e Rock extraction /tunneling discharges

e  Solid waste — rock waste and topsoil storage

e  Biodiversity —aquatic and terrestrial ecology surveys, vegetation reinstatement. As relevant,
aquatic ecology should be assessed upstream and downstream of effluent discharges during
construction.

e Air quality / emissions — PM at project boundary; black smoke from construction equipment,
visible dust at construction sites

e  Noise and vibrations at nearest receptor (include pre-blasting surveys of community
infrastructure)

Hydrology/Morphology e  Streamflow upstream and downstream (key selected points)

e  Water consumption (downstream)

e  Stored water volume (reservoirs)

° Flow, velocity, depth

Water quality e  Temperature upstream / downstream (all types of hydropower)
e Dissolved oxygen; TSS; water clarity; phosphates / nitrates, in reservoir and downstream
Sediment transport e  TSS (upstream and downstream); sediment transport and deposition (RoR and storage); stream
morphology; structural risk to in-stream structures.
Emissions e  CO,, Hydrogen sulfide and methane in reservoir and downstream of dam (storage reservoirs)
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Aspects E&S Parameters

Aquatic ecology e  Fish and invertebrate species / population size (upstream, downstream; and in reservoirs)
e  Habitat preference by indicator species, considering different life-cycle stages and natural history
Terrestrial ecology e  Forestation of upstream / reservoir riparian areas
o Wildlife (species, distribution, numbers)
Land use e  Vegetation cover / land use change in watershed
Community health e  Water based vectors
Community safety e Dam structural safety - Construction and post-construction surveys
e  Downstream population use of riparian resources

To assist in the sustainable development of hydropower projects IFC maintains a Hydro Advisory website
(including assistance to financial institutions by providing diagnostic tools and environmental and social
guidelines to help lower risk when lending to hydropower companies and support banks in making
sustainable investments that yield benefits for the local people, the environment, and investors.
(http://www.ifc.org/wps/wcm/connect/Industry_EXT_Content/IFC_External_Corporate_Site/Hydro+
Advisory)
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Annex 3: E&S Risks for Various Types of Credits

SME — Lending to small and medium enterprises focus on a particular set of clients, usually defined by annual
sales but also by loan amount. Small and medium enterprises have specific funding needs in terms of their
business growth. The monetary cut-off for classifying a company as a small and medium enterprise may varies
by B/FI.

Although less complex than for large Business Working Capital / Term Finance and project investments, the E&S
issues associated with small and medium enterprises can be quite significant and are primarily related to
worker health and safety and pollution. These E&S issues may not be closely monitored and the risks will vary
depending on company size, the management’s awareness of E&S issues and its capacity to manage E&S
risks, as well as by industry sector,andlocation.

B/Fls that lend or invest in small and medium enterprises generally try to develop long-term relationships,
which may further expose lenders/investors to E&S issues associated with the enterprise, posing financial
and liability risks. Due to the visibility of small and medium enterprises in a community, reputational risk is also
afactor.

Commercial Leasing - The E&S risks associated with leasing transactions vary depending upon the nature of
the transaction with the customer. The value of the asset will determine the lessor’s overall exposure, while
the term will determine the length of time the lessor is exposed to the lessee’s environmental risk factors.
The type of lease, principally whether a finance lease or an operating lease, will also determine whether the
risk is primarily with the lessee (finance lease) or lessor (operating lease). For a Finance Lease, risk associated
with any environmental obsolescence and use and maintenance of the asset is likely to remain with the
lessee. For an Operating Lease, the lessor is exposed to environment related depreciation of the asset, and,
depending on the nature of the agreement, may be considered responsible for certain aspects of the safe
operation of the asset, such as maintenance and insurance.

Under certain circumstances it may be possible for leased assets to cause damage to human health and the
environment, and for the leasing company to be liable for this damage. This could occur, for example, if an
asset were repossessed, and is most likely where the asset has the potential to cause environmental damage,
such as chemical process equipment or storage tanks. As owners, the leasing company could be liable for
removal of the equipment and clean-up of any land or water contaminated, by default.

Direct liability for the inappropriate use or operation of leased assets is also possible. For example, if the
lessor were responsible for maintenance of afuel tanker truck which caused a spillage due to poor
maintenance, the lessor could potentially be liable for the resulting environmental damage. However, where
possible the terms of the lease agreement should place any such responsibility and liability with the lessee.

An asset that is leased may lose value due to environmental factors. For example, cars, trucks or heavy
construction equipment which no longer meet emissions, noise or health and safety standards, or the use of
a certain type of equipment may be banned or become obsolete for environmental reasons (e.g.
manufacturing plant for hazardous chemicals), and property which is contaminated by past or current
activities may lose value.

Term Finance - a loan that has the purpose of financing the everyday operations of a company. Working
capital loans are not used to buy long-term assets or investments and are instead used to finance a company's
short-term operational needs (accounts payable, wages, etc.). Term finance (debt) can be used by the
commercial operation to finance a specific aspect of the operation, such as the purchase of equipment, or for
renovation/expansion of the operation. Equity investments in a commercial operation provide operating
capital for an operation in exchange for shares (equity) in the company/project.
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The E&S risks associated with a Term Finance transaction will vary greatly and can be significant as a function
of the operation’s industry sector, size, location, and company commitment and capacity to managing E&S
risks. E&S risks will be more significant for industry sectors and large-scale operations with increased risk such
as mining, oil and gas, and heavy manufacturing, power generation which may result in loss of life, health
impacts, and water contamination, community disturbance,among others, if not managed properly. For low-risk
industry sectors such as retail operations and other services, the E&S risks will usually be low and mainly
related to labour standards and life and fire safety, which can readily be addressed. Regardless of the industry
sector, there may also be E&S risks, especially related to labour and working conditions, in the supply chain of
raw materials and goods.

E&S issues may threaten the financial and operational viability of a commercial operation. For a commercial
operation, the source of repayment of a loan or payment of dividends on an investment is from the operation
itself, backed by its entire balance sheet, rather than a specific asset. A Term Finance transaction exposes a
B/FI to the entire commercial operation of the client’s company, which presents a liability, reputational, and
credit risk. When a loan is backed by a specific asset as collateral, the liability risk for the B/FI may be increased
if there are associated E&S issues.

Project Finance - financing of long-term infrastructure, industrial projects and public services based on a
non-recourse or limited recourse financial structure, in which project debt and equity used to finance the
project are paid back from the cash flow generated by the project. The financing is usually secured by the
project assets such that the B/FI providing the funds will assume control of the project if the sponsor has
difficulties complying with the terms of the transaction.

Project finance is generally used for large, complex and sizable operations, such as roads, oil and gas
explorations, dams, and power plants. Due to their complexity, size, and location, these projects often have
challenging E&S issues, which may include involuntary resettlement, loss of biodiversity, impacts on
indigenous and/or local communities, and worker safety, pollution, contamination, and others. Because these
projects generally face high scrutiny from regulators, civil society, and financiers, the project’s sponsoring
companies allocate more resources to managing E&Srisks.

If not managed properly, the E&S risks can result in disrupting or halting project operations and lead to legal
complications and reputational impacts that threaten the overall success of the project. Because anticipated
project cash flows typically generate the necessary resources to repay the loan, any disruption to the project
itself, regardless of the financial standing of the sponsoring companies involved, poses a direct financial risk to
the B/FI.
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Annex 4: Exclusion List

Sl. No. Sector / Activities

Production or trade in any product or activity deemed illegal under host country laws or
regulations or international conventions and agreements, or subject to international bans,
such as pharmaceuticals, pesticides/herbicides, ozone depleting substances, PCB's, wildlife

1 or products regulated under the Convention on International Trade in Endangered Species
(CITES).
Links: United Nations (UN) list of banned chemicals and products:
http://www.un.org/esa/coordination/Consolidated.list-13FinalFinal.pdf
CITES list of endangered species: http://www.cites.org/eng/app/E-Apr27.pdf.

2 Fishing with the use of explosives or cyanide

3 Operations impacting UNESCO World Heritage Site or other cultural heritage in Nepal

4 Illegal logging, and logging operations or conversion of land for plantation use in primary
tropical moist forests

5 Production or activities involving forced labour/ child labour or resulting in violation of
human rights or human trafficking

6 Production or activities that impinge on the lands owned, or claimed under adjudication, by
Indigenous Peoples, without full documented consent of such peoples

7 Production or trade in radioactive materials. This does not apply to the purchase of medical
equipment, quality control (measurement) equipment and any equipment where IFC
considers the radioactive source to be trivial and/or adequately shielded.

8 Production or trade in, without due approval®:

1. Explosives and gunpowder, chemical weapons

Products from marijuana plants

Lotteries

Nuclear power plants

Coal-fired power plants

Mining of gold, silver, diamond and other precious stones
Hunted animals

NoubkwnN

License from the Industrial and Investment Promotion Board (“Board”) shall be obtained in
order to establish the following industries:

1. Industries mentioned in Schedule-I of the IEA:
i Arms and ammunitions manufacture
ii. Explosive materials manufacture
iii. Security Printing, Currency Printing

iv. Tobacco products manufacture

V. Liquor manufacture

Vi. Mining (medium and large industries)

vii. Radio and telecommunication equipment manufacture
viii. Mining of precious materials and petroleum

iX. Others as prescribed by prevailing law

Industries requiring license from the Board as per prevailing law on foreign investment and
technology transfer.

1 According to the Industrial Enterprises Act 2073 (2016) (“IEA”) enacted on November 22, 2016
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Annex 5: E&S Due Diligence Checklist’

(}This ESDD checklist is also available as a separate interactive MS-Excel Tool)

Basic Information

Date

Name of Client/Account

Transaction ID

Location

Industry / Sector

Product Manufactured /
Traded

Name of Relationship Official

Business line (Sub-sector)

GENERAL RISK

# Mark th)e( answer
1.1 Are there any legal issues associated with the client’s E&S performance?
(for detailed guidance check the Guidance Notes at the end of the Checklist)
a) Client has all valid permits AND has not faced any legal claims or any serious
environmental/social incident in last three years
b) Client does not have all valid permits but has taken definite steps to acquire
them in next six months AND/OR client has faced legal claims but has addressed
or has definite plan to address all of them
c) Client does not have all valid permits and has not taken any definite step to
acquire them AND/OR client has faced legal claims and has no definite plan to
address them
d) Not applicable
Remarks:
1.2 Have operations ever been affected by local stakeholder grievances, media or non-
governmental organization (NGO) campaigns over E&S issues?
(for detailed guidance check the Guidance Notes at the end of the Checklist)
a) There is no evidence of stakeholder grievances, negative media or NGO protest
b) There is evidence of stakeholder grievances, negative media or NGO protest
for a particular operation AND client has taken adequate steps to address the
issue
c) There is evidence of stakeholder grievances, negative media or NGO protest
and client has not taken any step to address the issue
d) Not applicable
Remarks:
13 Is project site and/or its routing likely to have negative impacts on sensitive areas (residential or
protected sites) near the project site?
(for detailed guidance check the Guidance Notes at the end of the Checklist)
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a) No sensitive areas observed

b) There are a few sensitive areas and the client has taken adequate measures to
mitigate the impact of their operation on the sensitive areas as per regulations

c) There are sensitive areas observed and mitigation measures are not adequate
as per regulations and the client may face legal challenge in future

d) Not applicable

Remarks:

ENVIRONMENTAL HEALTH AND SAFETY RISKS

2.1

Is there any evidence of air and noise pollution from the client’s operation violating the
Environment Protection Rules (Official Gazette, June 26/1997) or the conditions specified in
the client’s Pollution Control Certificate?

(for detailed

guidance check the Guidance Notes at the end of the Checklist)

a) There is no evidence of air /noise pollution and non-compliance and/or all
mitigation measures and monitoring systems are in place

b) There is evidence of air/ noise emission and non-compliance AND partial
mitigation measure, monitoring system is in place AND client is addressing or has
a definite plan to address the remaining issues

¢) There is evidence of air emission/noise and non-compliance AND there is no
mitigation measure/monitoring system in place AND client has no definite plan to
address the issues

d) Not applicable

Remarks:

2.2

Is there any evidence of water pollution due to client’s operation, violating the Environment
Protection Rules (Official Gazette, June 26/1997) or the conditions specified in the client’s
Pollution Control Certificate ?

(for detailed

guidance check the Guidance Notes at the end of the Checklist)

a) There is no evidence of water pollution and non-compliance and /or all
mitigation measures and monitoring systems are in place

b) There is evidence of water pollution and non-compliance AND partial
mitigation measure monitoring system is in place AND client is addressing or has
a definite plan to address the remaining issues

¢) There is evidence of water pollution and non-compliance AND there is no
mitigation measure/monitoring system in place AND client has no definite plan to
address the issues

d) Not applicable

Remarks:

2.3

Is there any evidence of land pollution and lack of waste handling mechanism in the project
operation violating the Environment Protection Rules (Official Gazette, June 26/1997) or the
conditions specified in the client’s Pollution Control Certificate? (for detailed guidance check
the Guidance Notes at the end of the Checklist)

a) There is no evidence of land contamination or lack of waste handling
mechanism or non-compliance OR all mitigation measures and monitoring
systems are in place

b) There is evidence of land contamination or lack of waste handling mechanism
or non-compliance AND partial mitigation measure, monitoring system is in place
AND client is addressing or has a definite plan to address the remaining issues
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c) There is evidence of land contamination or lack of waste handling mechanism
or non-compliance AND there is no mitigation measure/monitoring system in
place AND client has no definite plan to address the issues

d) Not applicable

Remarks:

2.4

Has the client made any investments in technologies or measures in its operation leading to
cost savings by reducing energy consumption (increasing energy efficiency) or using
renewable energy (solar, wind, mini-hydropower, organic fuel)?

(for detailed

guidance check the Guidance Notes at the end of the Checklist)

a) The client made investment in energy efficiency technologies / measures OR in
renewable energy generation (electricity or heat) OR analyzed its operation from
the energy efficiency standpoint (e.g. energy audit) and is actively pursuing
opportunities for energy related cost savings.

b) The client is considering identifying opportunities for cost savings from
improved energy efficiency or renewable energy use but has not made any
particular steps in this direction yet

c) The client has never made any investment in technologies or measures for
energy related cost savings and appears to be unaware of the opportunities in
these areas

d) Not applicable

Remarks:

SOCIAL RISKS

3.1

Is there any evidence of increased fire risk or occupational health & safety (OHS) risk, i.e. risk of
injuries at work? (for detailed guidance check the Guidance Notes at the end of the Checklist)

a) The client does not have any OHS concern or have mitigated them adequately

b) The client has some OHS concern but has taken definite steps to correct them

c) The client has OHS concern in its operation and have no plans of correcting
them

d) Not Applicable

Remarks:

3.2

Are the labor and working conditions poor and breaching local regulations / standards?
(for detailed guidance check the Guidance Notes at the end of the Checklist)

a) There is proper working condition and labor practice AND there is no evidence
of poor working condition or labor practice for which client may face legal
challenge or labor unrest or negative media coverage or protest from activist

b) There are a few evidences of poor working conditions BUT no significantly poor
labor practice such as child/forced labor is present AND the client has a definite
plan to improve the working condition to ensure there is no legal challenge or
labor unrest or negative media coverage or protest from activist in future

¢) Working condition is very poor AND/OR there is presence of significantly poor
labor practice such as child labor/forced labor AND client is not addressing/has
no definite plan to address the issues

d) Not applicable

Remarks:
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Does the project pose a threat to Community Health, Safety and Security?
(for detailed guidance check the Guidance Notes at the end of the Checklist)
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a) there is no evidence of issues that may create nuisance/accidents/injuries to
local community in future or the company has a robust plan for community
health & safety which was developed in consultation with the local community

b) There are a few evidences of issues that may create nuisance/ accidents/
injuries to local community AND the client intends to address the gaps AND/OR
the client has a plan for community health & safety but it is not robust or it is not
developed in consultation with the community

c) there is evidence of significant issues that can create nuisance/ accidents/
injuries to local community AND client has no definite plan to address the gaps
AND/OR does not intend to manage its impact on community health & safety

d) Not applicable

Remarks:

3.4 Is there any evidence of community consultation with key stakeholders including indigenous
people? (for detailed guidance check the Guidance Notes at the end of the Checklist)

a) There is evidence that the client consults /fengages with the stakeholders
including local community, indigenous people on (such as rehabilitation,
compensation, their expectations as the case may be)

b) There is limited /inadequate consultations with the stakeholders

¢) No consultations with the stakeholders

d) Not applicable

Remarks:

Guidance notes:

1.1 Are there any legal issues associated with the client’s E&S performance?

Check for all the relevant environmental, health & safety licenses and permits and their validity. See the
list of permitting requirements in most common sectors in Nepal in Annex 6 of the ESRM Guideline. The
licenses and permits may include for example land layout permit, the approval of the Initial Environmental
Examination or Environmental Impact Assessment, the provisional/permanent pollution control
certificate, Certificate of completion of Sewage, Sanitary and Drinking water supply system, Certificate of
Fire Safety. If the permits and certificates are not up to date and it doesn’t impact the immediate
operations then up to six months’ time can be given for their renewal. If even after six months the required
permits and certificates are not renewed then the transaction can be escalated further.

Check if there are any notices/fines/penalties received for breaching environmental, labour safety or
community health and safety regulations and pollution limits in past three years. These notices/ fines /
penalties are issued by Ministry inspectors or by local communities impacted by the client’s business
activities.

In the Remarks section please provide details of the past fines - mainly amount, reason and current status.

1.2 Have operations ever been affected by local stakeholder grievances, media or non-governmental
organization (NGO) campaigns over E&S issues?

Media or activist campaigns targeting the company/asset can be indicative of poor E&S performance. Check
media or NGO reports for any serious environmental incidents (like major fire, explosion, release of
poisonous fumes, discharge of large quantity of wastewater into the open environment etc.) in the last three
years. If there was any incident in the past, then the client should have implemented mitigation measures to
avoid any similar incident in future. Some of the common reasons which trigger NGO/Media activities are:

e The local community is adversely affected by pollution or loss of livelihood.
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Worker unrest resulting into riots/road blocks

The operations of the business is harmful for the environment for example discharge of untreated toxic
effluent from a manufacturing unit into the only source of water in the local area, business operations
continuously generating large amounts of dust or noise effecting the local community.

If the project is resulting in land acquisition and involuntary resettlement without proper compensation
and benefits. For e.g. land based compensation not being provided in case of displacement of community
whose livelihood is dependent on land.

If the project is causing restriction on land use and use of other natural resources like freshwater, forest
products etc.

If the project involves activities like converting rice fields into industrial land, filling out water bodies (river,
ponds) for business purpose, encroaching into forest lands, use of old buildings or buildings without permit
for industrial activities etc.

If the business operations adversely impact UNESCO World Heritage site (e.g., the cultural heritage of the
Kathmandu Valley, Chitwan National Park) or critical natural habitat.

Please specify in the Remarks section what sort of media report has been published or the extent and

details of NGO/ Stakeholder grievances.

1.3 Is project site and/or its routing likely to have negative impacts on sensitive areas (residential or
protected sites) near the project site?

The project operations may impact the ecological balance of the local environment. It is critical that the
site is not situated in the vicinity of eco-sensitive zone. The area may be eco-sensitive because of presence
of national park, wildlife sanctuary, reserve forest, water bodies (river, pond etc), wet lands, special area
for protecting biodiversity etc. Such information is available from the Department of National Parks and
Wildlife Conservation, Ministry of Forests and Environment, and Department of Archaeology, Ministry of
Culture, Tourism and Civil Aviation,

Please specify in the Remarks section what kind of sensitive area is present and at what distance and how
they have verified the presence or absence of a sensitive area (e.g. observed from google map,
interviewing client and local community, visual observation during site visit). Also mention what sort of
mitigation action the client has undertaken in case there is any sensitive area in the vicinity.

2.1Is there any evidence of air and noise pollution due to client’s operation, violating the Environment
Protection Rules (Official Gazette, June 26/1997) or the conditions specified in the client’s Pollution
Control Certificate?

The sources of air pollution can be boilers, chimneys, burning of waste in open air, diesel generator sets,
vehicular emission etc.

There can be physical evidence of dust emission (e.g. thick layer of dust on plant machinery, walkways,
office areas etc.) due to improper material handling, storage and transport.

The sources of noise pollution can be heavy machinery, fabrication line, industrial blowers, construction
activities etc. High noise level (e.g. greater than 70 dB) is an occupational hazard and needs to be minimized
or mitigated. Noise can also cause nuisance to neighboring community, particularly in night hours.

At the minimum, the project should have, where needed, sufficient ventilation, i.e. provisions for cross
ventilation (e.g., windows at regular intervals, exhaust fans, dust controller etc.) and noise mitigation
measures (enclosed equipment, acoustic barriers, reduced operation at nights etc.).

If air or noise pollution is evident in the client’s operation, please provide details in the Remarks section
and discuss with the client adopting mitigation measures.

2.2 Is there any evidence of water pollution due to client’s operation, violating the Environment
Protection Rules (Official Gazette, June 26/1997) or the conditions specified in the client’s Pollution
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Control Certificate?

The project may result in water pollution if it is generating hazardous effluent which is discharged into the
open environment (within or outside the premises) without any or sufficient treatment.

Check if the company’s permission requires an Effluent Treatment Plant (ETP) to be installed. If so check
for proper monitoring records of treatment of water (such as quantity of water treated, quality of
wastewater before and after treatment, running hours of ETP etc.) and measures to keep wastewater
discharge (quality and quantity) within the prescribed limit

Check for any evidence of wastewater being discharged outside without treatment (e.g., coloured /turbid
water /odor of chemicals in effluents) or effluent discharged to a location which is not according to the
certificate, e.g. an agricultural field, a residential area, an enclosed water body which is a source of drinking
water or used for domestic purpose etc.

If water pollution is evident in the client’s operation, please provide details in the Remarks section and
discuss with the client adopting mitigation measures.

2.3 Is there any evidence of land pollution and lack of waste handling mechanism in the project
operation, violating the Environment Protection Rules (Official Gazette, June 26/1997) or the conditions
specified in the client’s Pollution Control Certificate?

The project operation may cause land contamination because of activities such as leakages, spills,
improper storage of waste, toxic effluent discharge etc leading to soil degradation.

Check for any evidence of leaks and spills. Some of the common areas to look out for include — chemical
storage and transfer area, diesel generator sets & transformers (diesel and waste oil), toxic waste storage
area, around the process equipment using chemicals, left over raw materials dumped indiscriminately etc.

Hazardous waste (i.e., waste of toxic nature e.g., automobile batteries, solvents, dry cleaning chemicals,
metal cutting oil, waste oil and pesticides, paint sludge) if not properly handled and disposed can lead to
occupational hazards, impact community health & safety, degrade local environment (flora & fauna), etc.

Any media or third party reports on historical land contamination
If the project is generating hazardous waste then, at the minimum, the project should have
o Waste disposal system in accordance with the permission

o Dedicated and marked place for storage of waste. Hazardous and non-hazardous waste should be
stored separately. The hazardous waste should not be stored on site for a long time.

If land pollution or poor waste management is evident in the client’s operation, please provide details in
the Remarks section and discuss with the client adopting mitigation measures.

2.4 Has the client made any investments in technologies or measures in its operation leading to cost
savings by reducing energy consumption (increasing energy efficiency) or using renewable energy (solar,
wind, mini-hydropower, organic fuel)?

An energy efficiency project aims at 1) reducing energy consumption for the same level of production or
services; or 2) increasing productivity and creating more products/services output with the same level of
energy consumption.

Examples of energy efficiency measures from the manufacturing sector include process upgrades such as
improvements in heating and cooling equipment, heat exchangers, heat insulation, installing solar water
heaters and examples from the housing sector include building envelope improvements such as upgrades
to windows and insulation.

Best potential for energy efficiency improvements are in sectors operating in high energy-consuming
industries. (e.g. steel, cement, textile & dyeing, paper, rubber, plastic, beverage, sugar...).

Renewable energy is heat or electricity generated from sources that are natural, rapidly replenished and
essentially inexhaustible such as sun, water, wind, organic materials or the earth’s inner energy. This
includes:
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o O O O

Small Hydropower - small scale Run of river generation projects (up to 10 MW)
Solar - Photovoltaic power and solar thermal systems or water heaters
Wind - Wind farms; stand-alone power system or individual turbines for small-scale use

Biomass & biogas - Organic matter used to generate electricity (e.g. wood and agricultural residues,
animal waste, landfill gas)

3.1 Is there any evidence of increased fire risk or occupational health & safety (OHS) risk, i.e. risk of
injuries at work?

¢ Check if the client has a system in place to identify and evaluate occupational hazards and risks on a regular

basis

¢ Check if there are any media or third party reports on accidents and incidents on the site, their causes and
actions taken. Look for trends (increasing or decreasing no. of incidents). If there have been regular major
accidents in the past, see if the client has taken any measure to improve.

¢ The following practices are indicators of good health and safety condition. Absence or lack of any of the
following may lead to health & safety incidences such as fire hazard, accident, health outbreak,
absenteeism of workers

O

o O O O

Notice boards in Nepali with information on Personal Protective Equipment (PPE)s, workplace
safety, occupational hazards and fire safety

Workers using PPE at workplace as instructed
Regular trainings of employees on occupational health & safety
Onsite occupational health & safety treatment center

Firefighting equipment is available, accessible, identifiable from a distance, properly maintained and
kept unlocked, has valid license

Appropriate number of independent emergency exit is available per working area and all emergency
exits and access routes are free from obstruction

Independent and functioning evacuation alarm is present with continuous sound to notify all
workers about an emergency situation and to ensure a fast and safe evacuation.

Fire safety plan and onsite emergency & disaster management plan is in place and if the employees
are aware of such plans

¢ Please list in the Remarks section any OHS issues identified and client’s response in mitigating them.

3.2 Are the labor and working conditions poor and breaching local regulations / standards?

¢ Good working conditions, facilities, timely payment of wages, non-discrimination, etc. can mitigate the risk
of labor unrest, legal challenge, negative media coverage or protests from the activists. Issues like labor
unrest otherwise can significantly affect continuous operation and may also lead to complete shutdown.
Frequent accidents, absenteeism of workers are indicators of poor housekeeping.

¢ Absence or lack of any the following indicates poor working conditions and labor practices:

O

acceptable level of noise, temperature, light, air ventilation in the shop floor. Facilities such as clean
drinking water, adequately equipped washing and toilet provided to all workers free of charge.
Policies and safeguards are in place for child labor (minimum working age in Nepal is 14), forced
labor, minimum wage, non-discrimination

e Poor labor practices include:

O

o
o
o

Remuneration and wages- minimum wages not paid

Working hours- excessive overtime, no weekends

Health and safety- dusty, unsafe workplace, exposure to hazardous vapours
Disciplinary procedures- verbal and physical abuse, fines
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o Discrimination- on gender or religious basis
¢ Well maintained age of workforce, wages, payment and attendance records

¢ For permanent work staff, presence of a written employment contract signed with each worker before
they start work, which specifies terms of employment in a way understood by the worker. Whether the
contract includes the name of employer, name of worker, birth date, position, salary, working hours,
overtime compensation, benefits and notice period or if there is a Workers Handbook or equivalent with
information about working hours, overtime compensation, benefits and notice period.

¢ in case of larger businesses, provision for labor unions, representation, collective bargaining and grievance
mechanism

e Check for any labor inspector’s report/ factory license to identify labor issues. Speaking to workers and
managers can lead to risk identification also. Some companies may have international certification like SA
8000.

¢ Please list in the Remarks section various labor issues identified and if client has taken any measures to
mitigate.

¢ Transactions should be terminated if instances of child labor or forced labor are found in client's activities,
unless immediate remedial actions are taken. Minimum working age in Nepal is 14.

3.3 Does the project pose a threat to Community Health, Safety and Security?

¢ The project operations can have a significant impact on the health & safety of the surrounding community
members especially if it's a densely populated area.

¢ Among the usual community impact issues are:

o Nuisance - check for any physical evidence of foul smell, noise, air pollution etc. due to project
operations that may impact the local community

o Life and Fire Safety: The client should have made adequate provisions for detection, prevention,
control and management of fire incidents. Adequate equipment need to be in place, including an
emergency response, and safe evacuation plan. This is more critical in case of public access buildings
such as hospitals, hotels, administration and commercial buildings etc.

o Structural Safety and project infrastructure: In some large infrastructure projects such as hydro
power with dam/reservoir, a chemical plant etc. has the potential to impact a large number of
general public in case of an accident, equipment failure or damage to project assets such as dam
breakage, chemical leakage etc.

o Water quality and availability — a water intensive industry situated in a water stressed region can
create imbalances and lead to social unrest which may impact the operations. This becomes a
significant risk in case of a water intensive industry such as power, textile, beverage, cement,
ceramic etc. Industries which are using wood as the raw material and are situated in an area where
wood is used as the fuel can also lead to conflicts.

o Hazardous materials: if using hazardous materials, the client should ensure sufficient safeguards in
place, e.g. safe and guarded storage of pesticides, explosives, inflammable materials, to minimize or
avoid community exposure to potential harmful impacts

e Some examples where business activities can adversely impact community health and safety include:
tannery and other chemical toxic wastes dumped in water bodies, high noise and sound from power plants
or generators, foul smell from poultry farms, structural faults in industrial buildings impact adjacent
houses, hot water discharge from steel rerolling mills killing fishes in the nearby water bodies, unsafe
chemical handling resulting in explosion and loss of life in the community etc.

¢ Please list in the Remarks section what sort of risks might arise from the client’s operation which can
impact the community health and safety.

3,4 Is there any evidence of community consultation with key stakeholders including indigenous people?
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Companies need to understand or respond to local concerns (which are often the flash point of tensions)
where business operation is likely to have an impact on the community. Different key stakeholders
(indigenous people, local leaders, law enforcing agencies, local NGOs, civil society organizations etc.) need
to be identified at the very onset. Business operations may displace indigenous or local community, impact
their livelihoods, and pollute neighborhoods.

In case of displacement of local community, indigenous people, it is important to engage with them to
discuss the resettlement and compensation plan.

Seek verbal or documented confirmation from clients that there is consultation. Indicators that there is
effective consultation include evidence of regular meetings with stakeholders, the presence of a grievance
mechanism and partnerships with civil society organizations and/ or local communities to address E&S
issues.

The project should have a grievance redressal system which gives the affected community and other
stakeholders a platform to express their concerns. This will help the project in knowing the stakeholders’
concern and taking actions in a timely manner.

The project activities may also have adverse impacts on the local cultural heritage (if any). The client should
look to mitigate or minimize the impacts and in fact should work towards its preservation.

If the client is in consultancy or service business then elaborate community consultation is not required.
However, for many businesses especially in the manufacturing sector, stakeholder and community
consultation is necessary for obtaining social license to operate. If community consultation is not required,
RM will need to justify in comments section explaining why community consultation is not applicable.
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Annex 6: Overview of Environmental, Health and Safety Regulation in Nepal

Al. Introduction

Initially, environmental component was incorporated in development plan of country. Natural resources
utilization and agriculture production were included in 15 Five-Year Plan (1956 —1961). After time, 10" Five-
Year Plan (2002 —2007) put the long-term goals of environmental management with better governance,
pollution control, and sustainable use of natural resources. Only after 8" Plan period (1992-97), the concept
of sustainable development was integrated in Nepal’s development planning process, initiated and
developed clear environmental policies and action plans. Also introduced mandatory provision of
environmental assessment in infrastructure projects.

With the establishment of the Ministry of Forests and Environment (Previously named as Ministry of
Population and Environment), a number of acts, regulations, legislations and standards have been drafted
and endorsed to be implemented in the context of environmental conservation and safeguard, and pollution
control. The Department of Environment, under Ministry of Forests and Environment (Previously named as
Ministry of Population and Environment) was established in 2012 with the aim to improve the environmental
quality, enforcement of environment related act, regulation, legislation and standards.

A2. Environmental Liability in Nepal

The environmental rights of Nepalese citizen are governed by the Constitution of Nepal, 2015. According to
Constitution of Nepal, 2015, as of article 30 states all citizens shall have the right to live in clean and healthy
environment. Similarly, every citizen shall have the right to free basic health service in accordance with the
provision made by the government in the law.

Nepal Environmental Policy and Action Plan (NEPAP) was formulated in 1993 as continuous effort to
incorporate environment concerns into the Nepal’s development processes. NEPAP was prepared in
response to the growing global awareness about the importance of maintaining a balance between economic
development and environmental conservation. NEPAP aims to manage natural and physical resources
efficiently and sustainably, balance development efforts and environmental conservation, to safeguard
national heritage, mitigate the adverse environmental impacts of development projects and human actions
and integrate concerns for the environment with development plans through appropriate institutions. The
NEPAP includes sustainable management and natural resources to ensure the proper management of Nepal's
land, forest and water resources. NEPAP emphasized the need for mitigating adverse environmental impacts
to address urban and industrial development, air and water pollution and infrastructures development.

Environmental liability of polluters for any environmental damage is regulated by the Environment Protection
Act (Official Gazette, June 24/1997) and by the Environment Protection Rules (Official Gazette, June 26/1997).
Clause 3 of the Environment Protection Act regulates liabilities for carrying out Initial Environmental
Examination (IEE) and Environmental Impact Assessment (EIA) before execution of any project. This act of
Environment has been complemented by Article 3 of the Environmental Protection Regulations to carry out
the Initial Environmental Examination of the projects mentioned in Schedule (1) and Environmental Impact
Assessment of the projects mentioned in Schedule (2).

Clause 7 of the Environment Protection Act, regulates liabilities for prevention and control of pollution and
according to Clause 17 of the Environment Protection Act, polluter shall be liable for the any damage made
to the environment and shall cover expenditures for the evaluation of damage and elimination thereof, and
in particular. To complement this, Article 15 of the Environment Protection Rules that is described as
prohibition to emit waste in contravention of the prescribed standards. Similarly, Article 16 of the
Environment Protection Rules made the provision to obtain provisional or permanent pollution control
certificate from concerned body. Article 11 and Article 45, 46, 47 & 48 of the Environment Protection Rules
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made the provision on compensation and punishment in case of pollution or not following environmental
compliance as below,

1. The amount of compensation shall be determined by Chief District officer and will incorporate the
suggestion in case of any need from concerned body.

2. The concerned individual, institution or proponent shall to pay the amount of compensation to the
concerned individual or intuition.

3. Incase of failure to pay compensation, the amount of compensation be realized, identifying the
property belonging to such individual, institution or proponent.

4. The concerned authority or ministry has the right to take any action on projects without having an
Initial Environmental Examination and Environmental Impact Assessment or upon any pollution
made by project.

5. Charge costs which are to be paid to persons directly threatened by environmental damage.

A3. Environmental Permitting - Project Approval Process in Nepal

Land Layout Permit, granted by Town Development Committee/Authority or Municipality is required before
any development and construction can take place. Land Layout planning must be e obtained prior to
submitting an application for the building construction permit according to the Building Code Standard,
2014, granted either by Town Development Committee/Authority or Municipality. Approval is needed for
construction of new building, re-construction of old buildings, construction of additional portion on the
building or any changes in already approved design.

For projects / business activities with potential significant environmental impact the Environment Protection
Rules (EPR - Official Gazette, June 26/1997) require to carry out the initial environmental examination — IEE
(for projects listed in Schedule 1 of EPR) or environmental impact assessment — EIA (for projects listed in
Schedule 2 of EPR). This assessment study is required as part of the technical document on socio and
economic, cultural and physical, chemical and biological impacts to obtain approval for construction and/or
operation issues by concerned ministry or Ministry of Forests and Environment (Previously named as
Ministry of Population and Environment). Environment Protection Rules (1997) regulates conditions,
methods and procedure for the assessment of impact on the environment and the approval process.

A4. Approval of Initial Environmental Examination (IEE) or Environmental Impact Assessment (EIA)

The IEE or EIA assessments can be prepared by licensed team of experts and must be approved by concerned
ministry. Environmental impact assessment must be approved by Ministry of Forests and Environment
(Previously named as Ministry of Population and Environment). The Approval of IEE or EIA is mandatory to
obtain prior to construction and/or operation approval is granted by the relevant authorities and hence
the Approval serves as the principal environmental permit in Nepal.

EPR regulates the contents of the IEE or EIA study, the participation of local authorities, approval needed at
the project site, public hearing and public notice, monitoring and evaluation of environmental mitigation
action and other issues related to impact assessment.

The EPR, 1997, elaborates provisions to prepare and submit the scoping document, terms of reference, and
IEE/EIA report for approval and includes public consultation processes. Public consultation has been a
required in all the prescribed process. In case of IEE, the project needs to prepare the draft report as
prescribed in EPR, 1997. The project must affix the notice in the project implementation areas (Village
Development Committee or Municipality), schools, hospitals and health posts concerned requesting the
concerned individuals or institutions to offer their opinions and suggestions; and also must publish a 15-days’
notice in the national daily newspaper.

The project is required to publish a 15-days public notice in the national newspaper before the submission
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of the scoping document for approval for EIA in order to ensure that concerns and issues of the stakeholders
and affected people are adequately addressed by the EIA. After the preparation of the draft EIA report, the
project must conduct a public hearing at the project site. Furthermore, Ministry of Forests and Environment
(Previously named as Ministry of Population and Environment)— must publish a 30-days public notice before
the approval of EIA report of any sector to provide stakeholders additional opportunities for comments and
suggestions on the final EIA report. Upon approval of IEE or EIA, project get the letter of approval of IEE and
EIA report from concerned agency. The summary of public participation in IEE and EIA process is as below,

Particular IEE EIA

Screening Schedule 1 of EPR, 1997 Schedule 2 of EPR 1997
Scoping Not required Required

Terms of Reference Required Required

Public Hearing Not Required Required
Recommendation of concerned | Required Required

VDCs and Municipalities
Public review of IEE/EIA repot Not required but publication of a 15 day | Required
public notice in a national daily
newspaper is mandatory
Approval agency Concerned ministry or department Ministry of Forests and
Environment (Previously
named as Ministry of
Population and
Environment)

Environmental Management Not required but environmental Required
Plan impacts mitigation measures are
needed

Table 1. The overview of the public participation in the IEE and EIA processes

This Initial Environmental Examination presents the environmental assessment of location, construction and
operation of the project. IEE is prepared by the project its self or or by engaged environmental expert. |IEE
includes environmental impacts mitigation measure which species the environmental mitigation actions to
be implemented by the project.

Environmental Impact Assessment Report (EIA) is required when submitting an application for the
development license (Generation, Transmission and Distribution of Electricity or combined) for hydropower
projects. The EIA approval also allows for loan procedure. EIA is a study prepared by a certified expert
evaluating and summarizing all potential environmental impacts of the project. It includes an EMP that
contains a list of environmental measures the investor must make during the construction and
implementation of the proposed investment project. IEE or EIA is required for industry renewal.

See Annex 12 for all projects requiring Initial Environmental Examination (Schedule 1) and projects
requiring Environmental Impact Assessment (Schedule 2).
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A5. List of Permitting and Statutory Requirements For Most Common Sectors in Nepal

Sector

License/Clearance

Legal Basis

Agricultural and Forest
Related

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Necessary approvals from the relevant
ministries/departments/bodies for permit/license to
conduct business

Fishery Related

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Necessary approvals from the relevant
ministries/departments/bodies for permit/license to
conduct business.

Mining Related

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Fire safety certificate

Building Code Standard,
2014

Necessary approvals from the relevant
ministries/departments/bodies for permit/license to
conduct business

Agriculture, Forestry &
Beverage Production
Related

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Fire safety certificate

Building Code Standard,
2014

Necessary approvals from the relevant
ministries/departments/bodies for permit/license to
conduct business.

Non-food Production
Related

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Fire safety certificate

Building Code Standard,
2014

Nepal Standards (NS) certification (Cement- OPC, PPC,
PSC, LPG Cylinder, composite gas cylinder and tubes,
LPG bottling operation)

Nepal Standards
(Certification-mark)
Rules, 2040

Necessary approvals from the relevant
ministries/departments/bodies for permit/license to
conduct business

Construction

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Design and approval of design/map of
building

The Building Act, 2055

Approval of design, building construction and
construction of old buildings

Fire safety certificate

Building Code Standard,
2014

Necessary approvals from the relevant
ministries/departments/bodies for permit/license to
conduct business

Power, Gas and Water

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Necessary approvals from the relevant
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ministries/departments/bodies for permit/license to
conduct business

Metal Products,
Machinery & Electronic

Equipment & Assemblage

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Fire safety certificate

Building Code Standard,
2014

Necessary approvals from the relevant
ministries/departments/bodies for permit/license to
conduct business

Nepal Standards (NS) certification (Dry cell and
battery, Iron bar, Gl wire, PVC cable, LPG regulator and
valves fitting for LPG cylinder)

Nepal Standards
(Certification-mark)
Rules, 2040

Transport,
Communication and
Public Utilities

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Green Stickers (Private and commercial vehicle)

Nepal Vehicle Mass
Emission Standards 2069
(2012)

Necessary approvals from the relevant
ministries/departments/bodies for permit/license to
conduct business

Wholesaler & Retailer

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Certificate given by exporting country ( e.g.:- quality
certificate, health certificate, Phytosanitary
certificate, fumigation certificate, etc.) for import of
food products

Certificate of analysis of the product (Quality,
chemical, microbiology, heavy metals and other) for
import of food products

Necessary approvals from the relevant
ministries/departments/bodies for permit/license to
conduct business

Finance, Insurance and
Real Estate

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Design and Approval of design/map of
building

The Building Act, 2055

Approval of design, building construction and
construction of old buildings

Fire safety certificate

Building Code Standard,
2014

Necessary approvals from the relevant
ministries/departments/bodies for permit/license to
conduct business

Hotel or Restaurant

Initial Environmental Examination (IEE) /Environmental
Impact Assessment (EIA) (as applicable)

Provisional or permanent pollution control certificate

Environmental Protection
Rules, 1997

Design and Approval of design/map of
building

The Building Act, 2055

Approval of design, building construction and
construction of old buildings

Fire safety certificate

Building Code Standard,
2014

Necessary approvals from the relevant
ministries/departments/bodies for permit/license to
conduct business
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Other Services Initial Environmental Examination (IEE) /Environmental Environmental Protection

Impact Assessment (EIA) (as applicable) Rules, 1997

Provisional or permanent pollution control certificate

Certificate of completion of Sewage, Sanitary and Guideline for Health

drinking water supply system Institutions Established
Upgrade standard, 2014

Approval of design, building construction and Building Code Standard,

construction of old buildings 2014

Fire safety certificate
Necessary approvals from the relevant -
ministries/departments/bodies for permit/license to
conduct business

Consumption Loans - -
Local Government - -

A6. Noise Pollution Regulations in Nepal

Nepal does not have a specific law to address noise pollution. Environment Protection Act (Official Gazette,
June 24/1997) and Environment Protection Rules (Official Gazette, June 26/1997) are umbrella legislation.
Sound Quality National Standard, 2012 are put in place for noise. According to Environment Protection Rules
(Official Gazette, June 26/1997), Ministry of Forests and Environment (Previously named as Ministry of
Population and Environment) is the in charge of implementing the proper measures for noise reduction.

According to Sound Quality National Standard, 2012 noise limits differs based on the type of location. There
are two types of noise limit- day and night limits. The noise limit for night are stricter then day.

Zone Noise limit in Decibel
Day time Night time

Industrial 75 70
Commercial 65 55
Rural Residential 45 40
Urban Residential 55 50
Mixed Residential 63 55
Silent 50 40

A7. Air Pollution Abatement Requirements in Nepal

Nepal does not have any specific law on air pollution control. Environment Protection Act (Official Gazette,
June 24/1997) and Environment Protection Rules (Official Gazette, June 26/1997) are umbrella legislation.

Emission standards for in-use and new diesel generators (DG) sets, industrial boilers, cement industries,
crusher industries and diesel generators were introduced in 2012. The government has also introduced brick
kiln stack emission standard in 2008.

According EPR, 1997, all industries as referred to in Schedule-7 has to obtain the provisional pollution control
certificate. This certificate is issued by concerned body for one year of operation of such industry shall cause
no Substantial adverse impact on environment or there is possibility of reducing or controlling such effect.
Whereas if industry specific standards are available, the industry has to obtain the permanent pollution
control certificate valid for three years to those industries after having their examination from the designated
laboratory or as mentioned. Ministry of Forests and Environment (Previously named as Ministry of Population
and Environment) and/or Department of Environment decides on what, when and how pollution abatement
measures/equipment shall the plant implement (Rule 15, Sub Rule 5, EPR, 1997).
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A8. Waste Water Management in Nepal

EPR 1997 requires for industrial unit which generate effluents to meet the pollution standards specified in
Schedule 7 of EPR. According to EPR 1997, no one shall emit or cause to emit the noise, heat and waste from
any mechanical means, industrial establishment or any other place in contravention of the standards
prescribed.

Government of Nepal has generic and specific standards for specific industries. The specific standards are as
tolerance level for industrial effluents to be discharged into inland surface waters for tanning industries, wool
processing industries, fermentation industries, vegetable ghee and oil industries, paper and pulp industries,
dairy industries, sugar industries, cotton textile industries, shop industries, galvanizing and electroplating
industries, paint industries, non-alcoholic beverage industries and pharmaceutical industries. Similarly,
generic standards are also in place for industrial effluents to be discharged into inland surface waters, into
public sewers, and into inland surface waters from combined wastewater treatment plant. There are also
sampling and analyzing methods for same.

According EPR, 1997, all industries as referred to in Schedule-7 has to obtain the provisional pollution control
certificate. This certificate is issued by concerned body for one year of operation of such industry shall cause
no Substantial adverse impact on environment or there is possibility of reducing or controlling such effect.
Whereas if industry specific standards are available, the industry has to obtain the permanent pollution
control certificate valid for three years to those industries after having their examination from the designated
laboratory or as mentioned. While issuing provisional or permanent pollution control certificate, the
concerned body may, as required, prescribe terms and conditions to be complied by industry (Rule 15, Sub
Rule 5, EPR, 1997).

A9. Waste Management in Nepal

EPR 1997 requires for industrial unit which generate waste to meet the pollution standards specified in
Schedule 7 of EPR. According to EPR 1997, no one shall emit or cause to emit the noise, heat and waste from
any mechanical means, industrial establishment or any other place in contravention of the standards
prescribed.

According EPR, 1997, all industries as referred to in Schedule-7 has to obtain the provisional pollution control
certificate. This certificate is issued by concerned body for one year of operation of such industry shall cause
no Substantial adverse impact on environment or there is possibility of reducing or controlling such effect.
Whereas if industry specific standards are available, the industry has to obtain the permanent pollution
control certificate valid for three years to those industries after having their examination from the designated
laboratory or as mentioned. While issuing provisional or permanent pollution control certificate, the
concerned body may, as required, prescribe terms and conditions to be complied by industry (Rule 15, Sub
Rule 5, EPR, 1997). The EPA 1997 also made provision for appointing Environment Inspector in order to
effectively carry out a control measures to be made by businesses to mitigate, avoid or control the pollution
they generate or activities required to be carried out in accordance with the IEE or EIA.

The first policy on waste management “National Policy on Solid Waste Management” was formulated in 1996
to tackle the growing problem of solid waste management problems due to urbanization and
industrialization. The policy emphasized on waste management in municipal and urban areas. The key
objectives of this policy are to make management work of the solid wastes simple and effective and minimize
environmental pollution caused by the solid wastes and adverse effect thereof to the public health.

According to Local Self Governance Act, 1999, the local government authorities are responsible for solid
waste management activities within its jurisdiction.
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Solid Waste Management Act 2011 came into existence with the objective of management of the solid waste
in a systematic and effective way by reducing at its source, re-use, processing or discharge and for
maintaining a clean and healthy environment through the reduction of adverse effects that may be caused
to the public health and environment. This act made local body shall be responsible for the management of
solid waste by construction and operation of infrastructure like transfer station, landfill site, processing plant,
compost plant, biogas-plant and also collection of waste, final disposal and processing. As of this act, Chapter
5, littering everywhere, placing, discharging or causing to discharge harmful waste by industrial enterprise or
health institutions, emanating from industry or health institution shall be considered to have committed an
offense.

A10. Occupational health and safety in Nepal

Labor Act 2074 and its regulation is only the legal document that covers provisions for the rights, interests,
facilities, safety and health provisions of workers and employees working in enterprises of various sectors.
Chapter 12, section 68-78 of the Labor Act 2017 explains the health and safety of workers in the
establishment. The Act made the special arrangement for waste management; adequate supply of clean and
fresh air and light, provision of separate modern toilets for male and female workers and employees; supply
of adequate safe drinking water; provision of appropriate volume of ventilation, condition of light,
temperature and sound; protection from dust; smoke, fumes and other impurities; avoidance of
overcrowding in any room of the establishment, health checkup facilities and provision of extinguishing fire.

The Act also includes the provision of medical check-up for the workers at least once a year in the
establishment where the nature of works is likely to affect the health adversely. The Act also suggest a
preventive measure for protection of eyes, protection against chemical substance and fire guarding against
dangerous machinery, prohibition on lifting heavy load and safety measures for pressure plants.

The act made the provision for compulsory notice of any kind of accident or disease to the concerned labor
office. The Act also made a provision for appointment of occupational safety and health inspectors (OHS
inspectors) and labour inspectors within Labour Offices in districts. The key responsibilities of inspectors are
to examine health and safety conditions and labour rights issues in factories.

Building Act, 1998 made the necessary provisions for the regulation of building construction works in order
to protect building against earthquake, fire and other natural calamities. Similarly, Building Code Standard,
2014 stipulate requirements for fire safety for hotel, commercial building, industrial areas, educational
institutions etc.

A11. Environmental Authorities in Nepal

Parliamentary Committee on Natural Resources and Environmental Protection (PCNREP) oversees
government action in initiating natural resources conservation and environmental protection measures. The
Committee also gives advice to the executive branch of the government regarding appropriate measures for
improving national overall environmental health. Being a legislative subunit, PCNREP can give directives to,
and seek information and clarification from, the executive branch of the government.

The Environment Protection Council (EPC) is a high-level body that was created in 1992 to provide guidance
on the formulation of policies, the preparation of working procedures and the implementation of policies.

The Ministry of Forests and Environment (Previously named as Ministry of Population and Environment), is
a supreme body environment sector functions focusing on environmental conservation, pollution prevention
and control, and conservation of national heritage as well as the effective implementation of commitments
expressed in regional and international levels.
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Department of Environment has been assigned responsibility of improving the environmental quality;
enforce, monitor and auditing the environment related act, regulation, legislations and standards, create
awareness among people and localize the climate change adaptation and mitigation practices at local level.

A. 12 Social Issues

Employment related issues

A new Labour Act 2074 has been adopted in Nepal in 2017 (27 Shrawan, 2074). Sets the regulations for
employment and labour related issues. It applies to all companies, private firms, partnership firms,
cooperatives, association or other organization. Civil Service, army, police and entities incorporated under

other prevailing laws are exempted from the applicability of this new Labour Act

Workers representation

e There are few arrangements in the Law related to headcount threshold. Where 10 or more
employees are engaged, Employer shall form a Labour Relation Committee and shall arrange for
establish a Collective

e Bargaining Committee.

e  Where 20 or more employees are engaged employer shall constitute a Safety and Health Committee
comprising of representatives of the workers in the manner as prescribed in the Law.

Outsourced employees

e In case when outsourced employees are engaged Main Employer shall arrange for adequate
occupational health and safety measures. Main employer must obtain the employees from licensed
labor supplier. If outsourced employees are not from the licensed labor supplier, they are deemed
to be employees of the main employer. The Labour Offices is authorized to issue licenses for Labour
Suppliers.

e Main employer should ensure the employees provided by the labour supplier are provided minimum
remuneration and facilities as required by the law. Labour Supplier pays remuneration and other
facilities to outsourced employees ensuring that such is not below the minimum remuneration and
other facilities prescribed,

Hiring and working conditions

e Minimum remuneration is prescribed by the Government of Nepal

e Maximum Working Hours: 8 hours a day and 48 hours a week.

e Maximum Overtime: 4 hours a day and 24 hours a week (Previously it was 20 hours a week)
e QOvertime Pay: 1.5 times the regular remuneration

e a 30 minute break shall be arranged after working 5 hours where the work can be interrupted, or
where work can not be interrupted, break is arranged in shifts.

e Probation period of new employees is 6 months

e Public Holidays are 13 days including May Day, working week has 6 days. Annual Leave can be
arranged for 1 day for every 20 worked days.

e Sick Leave is fully paid for 12 days (previously half paid up to15 days) and mourning leave 13 days
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e Maternity leave is 98 days with fully paid 60 days.
e Going for leave without approval is considered as misconduct.
e Compulsory retirement is applicable at the age of 58 years.
Job termination
e In case of job termination severance compensation, those who were in service for at least 1 year are
eligible for compensation that includes 1 month salary for every year of service. Employees are not
entitled to severance compensation if he/she is entitled to unemployment allowance from the Social

Security system.

Insurance obligations of employer

e Every employer must make a provision for annual medical insurance of at least Rs 100,000 for every
worker.

e Every employer must make a provision for accidental insurance of at least Rs 700,000 covering all
kinds of accidents for every worker.

e In case of Retrenchment employer must give at minimum 30 days prior notice specifying the reasons
for retrenchment, possible date of retrenchment and number of employees to be retrenched should
be provided to Authorized trade union or Labor Relation Committee. Retrenchment provisions don’t
apply to entities with <10 employees.

Sanctions

e supplying labour without license can be penalized up to Rs 200,000. Engaging a worker without
appointment letter or employment agreement can be fined uo to Rs 500,000. For engaging a bonded
labour can be sanctioned with imprisonment up to 2 years.

If the entity does not make health and safety arrangements knowingly and as a result the worker dies or
suffers physical or mental injury: Imprisonment up to 2 years, except otherwise provided. Such person
suffering the injury should be compensated.

Minimum Wage

The Ministry of Labour, Employment and Social Security, at the recommendation of Minimum Wage Fixation
Committee, fixes the minimum wage for workers every two years.

The tea estate minimum monthly salary from July 16, 2016, through July 15, 2017, the minimum monthly
tea-work-related salary is NPR7,075 (about US$67) and the daily wage is NPR253 (about US$2.40); the daily
allowance of NPR 30 (about USS$0.28).

The new minimum monthly salary for employees working in other enterprises is NPR6,205 (about US$59),
plus a “dearness allowance” (essentially a cost of living adjustment) of NPR3,495 (about US$33), for a total
of NPR9,700 (about USS$92). The new daily wage rate for these workers is NPR395 (about US$3.74).

Child Labour

The Child Labor (Prohibition and Regulation) Act of 2000 establishes the minimum age for work at 14 and the

minimum age for hazardous work at 16. The Act also establishes a list of occupations prohibited for children
including tourism-related occupations such as working in hotels, restaurants, and bars.
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The Act does not cover nontraditional establishments in which many child laborers are found, including
home-based enterprises and unregistered establishments in the informal and agricultural sectors. Nepali law
also prohibits forced or compulsory labor.

The Kamaiya Labor (Prohibition) Act of 2002 forbids keeping or employing any person as a bonded laborer
and cancels any unpaid loans or bonds between creditors and Kamaiya laborers. The Child Labor Prohibition
Act of 2000 and the Children’s Act of 1991 also prohibit forced labor and practices similar to slavery. The
voluntary military recruitment age in Nepal is 18.

Education is free for children between the ages of 6 and 12, but it is not compulsory.

MoLE’s National Master Plan on Child Labor identified bonded child labor, rag-picking, portering, child
domestic service, mining, carpet weaving, and child trafficking as the worst forms of child labor to be
addressed.

Forced Labour

Debt bondage is a traditional form of labour exploitation in Nepal, whereby a person provides labour in
repayment of a debt acquired by them or their family, or inherited from their ascendants. Debt bondage is
commonly linked to agrarian relations in Nepal, and poverty, lack of assets and unequal power relations lie
at the root of this practice.

Landless vulnerable individuals are forced by their circumstances to borrow from land holders, and enter a
cycle of loan repayment through work in exploitative conditions. Excessive interests and wage deductions
keep bonded labourers in a perpetual cycle of debt. Bonded labour in Nepal is widely regarded as the product
of a feudal system wherein people are deprived of their freedom, safety, security and human dignity.

Bonded labour was only formally abolished in Nepal in 2002. The 2002 Bonded Labour Prohibition Act in
Nepal outlawed the practice bonded labour, and promised financial support for the resettlement and
rehabilitation of ‘liberated’ bonded labourers. However, despite the legal prohibition, the practice of the
Kamaiya and other systems of bonded labour —including the Haliya, Haruwa and Charuwa systems— persists
in a number of regions in the country. Moreover, the nominal ‘liberation’ of these bonded labourers is not
sufficient to address the issue, and further efforts towards the rehabilitation of victims and provision of
alternative livelihoods are needed in order to prevent further exploitation.
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Annex 7: E&S Risk S ummary Template

1. Nature of the Loan
[Nature of enterprise, project cost, physical size, existence of any property transfer or ongoing operations,
any plans for new construction]

2. Environmental and Social Information Reviewed:
[e.g., IEE, EIA, pollution control certificates, state environmental review conclusion, inspection reports from
labour, environmental, or sanitary authorities; warranty or representation from borrower]

3. Key Environmental and Social Issues
[What are the key environmental and social impacts, risks, liabilities and benefits associated with the
transaction]

4. Environmental Regulatory Compliance
[Does/will the existing/proposed enterprise comply with applicable standards (e.g., national environmental
regulations and standards?]

5. Social Standards Compliance
[Does the borrower comply with national

e public safety/sanitary regulation and standards?

e labour regulations and standards, in particular those related to occupational health and safety, the
employment of children, the prohibition of forced labour, the non-discriminatory treatment of
employees in the workplace, and freedom of association and the right to collective bargaining?]

6. E&S Performance Risk Rating [Low, Medium, High]:

7 . Suggested Environmental and Social Covenants, Supervision and Monitoring Requirements
[List any appropriate items which should be covenanted into the loan agreement, including provision of
monitoring information]

8. Further Actions Required

[List actions for the Credit Officer, co-investors, investment enterprise, any third part expert]
10.1.1.1

10.1.1.2 CREDIT OFFICER

10.1.1.3 NAME:

10.1.1.3.1 SIGNATURE: DATE:
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Annex 8: Sample Corrective Action Plan

B/FI staff may request the client to develop a corrective action plan with a timeframe to implement
appropriate mitigation measures to comply with the B/Fl's E&S requirements. The purpose of a
corrective action plan is to mitigate potential E&S risks in the context of a transaction to an acceptable
level for the B/FI. The client should tailor the scope of a corrective action plan according to the specific
risks identified during the E&S due diligence process or during subsequent transaction monitoring.
Corrective action plans range from simple mitigation measures to detailed management plans with
actions that can be measured quantitatively or qualitatively. The corrective action plan should include
a description of the specific mitigation actions to be taken by the client, a timeframe for implementation
and areporting requirement to inform the B/Fl on the status of completion. B/Fl staff will need to discuss
the corrective action plan with the client and agree on its scope and timeframe for completion. If the
corrective action plan is developed as part of the transaction appraisal process, it should be included
in the legal agreement. The timeframe for implementation of specific mitigation measures will vary
according to the E&S risk and may range from being a condition of transaction approval to a reasonable
timeframe from disbursement or when E&S issues wereidentified duringtransaction monitoring.

The following template can be used for documenting the corrective action plan agreed with the client.
The template also contains few examples for guidance.
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Area of E&S concern as

Responsibility

o ) ) ) Date for . L (Client staff, Cost
identified through Corrective Actions required Completion Action completion indicator management or involved
ESDD
board)
Action plan may include: Installation of Effluent Treatment
e Removal and treatment of Plant (ETP). The ETP should be
contaminated ground soil operational and the qualitative
parameters of treated effluent should
e Construction of sewage be withinlimits
Evidence  of  land system for industrial
ollution due to V\)Iastewater The discharge of treated effluent
p‘ DD/MM/YY should be through the constructed Board
discharge of untreated |4 (Construction of wastewater discharge system and no other modes
effluent treatment facility and of discharge and leakages
discharge system for
treatedgwatir e Qualitative parameters of treated
contaminated ground soil should be
withinlimits
Well established grievance redressal
Absence of grievance Establish a grievance redressal DD/MM/YY mechanism  which is appropriately Board
redressal mechanism mechanism communicated  to  the  external oar
stakeholders
Displacement of Restoration of community Management
community structure structure for common benefits g
Loss of trees, crops, Compensating for standing Plantation of trees Management

perennials

crops andtrees
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Annex 9: Examples of E&S Risk Covenants

E&S covenants — guidance and examples
Guidance

E&S clauses can be incorporated into legal agreements with clients. This helps reduce a Bank's exposure to
potential E&S risks associated with a client's operations.

Bank staff can incorporate E&S clauses into legal agreements with clients to require clients to comply with
the Bank’s E&S requirements. Doing so helps a Bank reduce its exposure to the E&S risks associated with a
client’s operations throughout the lifetime of a transaction and gives the Bank legal recourse in the case of
non-compliance.

A Bank’s E&S Management System should state the circumstances under which specific E&S conditions such
as the need for a corrective action plan should be inserted into the legal agreement for a proposed
transaction.

The Legal Department should be involved in developing and inserting the necessary clauses on E&S matters
into legal agreements. The specific language will depend on the type of transaction and potential E&S risks
identified during the due diligence process but generally addresses the following areas:

e Positive Covenants: Measures or actions to be taken by the client. These may include the requirement
for compliance with national E&S regulations and international standards, and periodic reporting on
E&S performance. In the event of significant accidents and incidents, with potentially adverse E&S
effects such as spills or workplace accidents resulting in death, serious or multiple injuries or major
pollution, the client is required to notify the Bank in a timely manner, such as within 3 days.

¢ Negative Covenants: Actions that the client should refrain from undertaking. These include the Bank’s
E&S requirements.

e Conditions Precedent: Conditions and requirements that the client has to fulfil prior to disbursement
of funds by the Bank. These may include proof of valid permits and licenses, preparation of
government-requested reports and delivery of completion of mitigation actions stipulated in the
corrective action plan.

¢ Event of Default: An event that entitles the Bank to cancel a transaction and declare all amounts owed
by the client to become immediately due and payable. For transactions that involve complex E&S
issues, this may include specifying a time period such as 30 days during which the client can resolve
the issue after notification by the Bank.

e Corrective Action Plan: The Plan is typically included as an annex to the legal agreement, outlining the
specific mitigation actions to be taken by the client according to an agreed timeframe for
implementation.

To assess compliance with the E&S clauses stipulated in the legal agreement, Bank staff should periodically
monitor clients and, as necessary, require the preparation of a periodic E&S performance report for review
by the Bank. The Bank should consider material non-compliances with the E&S clauses as a breach of
contract, which constitutes an Event of Default under the terms of the legal agreement.

In case of such an event, Bank staff needs to work with clients to resolve non-compliance issues in order to
ensure that any potential exposure of the Bank to the client’s E&S risks is mitigated. Where resolving the
non-compliance issue is not possible, the Bank may be required to take legal action against the client to
reduce its exposure to the E&S risks associated with the transaction.
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Annex-10: E&S Monitoring Checklist

Sl. No.

Question /Issues to check

Response

Project Summary Information

1

Reporting period covered by this supervision report

Specification of project stage (design, construction, operation or
closure stage)

Key developments and any major changes in project location and
design, if any from the time of loan disbursement or from the last
supervision period.

General Information

Status of implementation of covenants/corrective action plan. Is it in
line with the agreed timeframe? (i.e.,if all covenants are implemented
or partially implemented or not implemented or delayed
implementation).

If partially implemented or not implemented or delayed
implementation, RM to please mention the reason in the response
column along with a timeline for completion of implementation as
committed by the client during supervision.

EHS Management

Iftherewasanyincidenceofaccidents,spills, leakages, explosion etc.
during the reporting period.

If yes, what was the scale of damage (e.g. if there was any fatality,
monetary loss etc.)?

What was the action taken in response to the incident?

If there were any recent fines or penalties issued by the regulatory
body.

If yes, RM to please mention the nature of violation, amount of
fine/penalty paid, action taken by the client to address the issue to
avoid any such fine/penalty in future.

If there was any health & safety incident.

If yes, what was the extent of injury —minor, major or fatal? What
was the action takenin response to the incident?

If there are any new E&S risks or adverse impacts observed due to
client’s operation.

RM to please mention the types of new E&S risks, the reason for such
new E&S risks, mitigation measures undertaken by the client to address
the E&Srrisks.

Permits and Compliance Certificates

All the required permits, licenses and clearances in place.

RM to please mention the issuance dates and duration of validity of

Sl. No.

Question /Issues to check

Response
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all such permits, licenses and clearances.

10

Other international management systems (for e.g. ISO 14000, OHSAS
18001, SA8000) followed by the client and if they have valid
certifications for those management systems?

Grievance Redressal

If there have been any recent complaints, grievance or protest
received from local communities.

11 If yes, RM to please specify the nature of grievances; actions taken by
the client to resolve grievances and if there any outstanding issues and
measures proposed by the client to resolve them.

If there were concerns raised during the stakeholder consultations
carried out by the client during the reporting period.

12
If yes, what was the approach undertaken by the client to address
those concerns?

Other Information
Any other information pertaining to environmental matters,
management approach, community, media or NGO coverage that
need to be mentioned.

13

If there are any environment friendly initiatives, energy saving
equipment etc. that might be relevant for the Bank/FI.

55



Guidelines on Environmental & Social Risk Management (ESRM)

Annex 11: Templates for reporting of B/FIs to NRB

Annual Statement on Environmental and Social Risk Management for [YEAR]
(an annual report of the bank / Fl to NRB)

‘ Name of the bank / financial institution:

Prepared
by: Position/Department:
Contact
(email,
phone):
1 Policy Formulation and Governance Yes/No Date Remarks
1.1 Formulation and Board approval of an ESRM Policy (or similar policy
document)
1.2 Formulation and Board approval of an ESRM Procedure (Manual)
1.3 Nomination of an E&S Officer
2 Employee trainings and capacity building Quarter 1 Quarter 2 Quarter 3 Quarter 4 Total Remarks
2.1 Allocation of Fund in the budget for ESRM Training 0 0
Programs/Seminars/Workshops (in NPR):
2.2 No. of ESRM Training Programs/Seminars/Workshops conducted in the 0 0 0 0 0
given quarter:
2.3 No. of attendees of the ESRM Training Programs/Seminars/Workshops 0 0 0 0 0
conducted in the given quarter:
3 Incorporation of Environmental & Social Risk in Core Risks Management Quarter 1 Quarter 2 Quarter 3 Quarter 4 Total Remarks
31 No. of loan requests rejected due to the Exclusion List 0 0 0 0 0
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3.2 No. of transactions subject to Environmental & Social Due Diligence 0 0 0 0 0
(ESDD)
3.3 Share (% total loan value) of the transactions subject to ESDD in the total 0,0% 0,0% 0,0% 0,0% -
disbursed commercial (business purpose) loan portfolio
3.4 Total No. of disbursed transactions by E&S Risk Rating:
Low 0 0 0 0 0
Medium 0 0 0 0 0
High 0 0 0 0 0
3.5 Total amount in disbursed transactions by E&S Risk Rating:
Low 0 0 0 0 0
Medium 0 0 0 0 0
High 0 0 0 0 0
3.6 No. transactions with specific E&S Action Plan: 0 0 0 0 0
3.7 No. of transactions rejected on the E&S risk management grounds: 0 0 0 0 0
3.8 No. of transactions beneficial to E&S improvements:
renewable energy projects (e.g. hydro power plants, solar panels, biogas plants, 0 0 0 0 0
wind power)
Energy efficiency projects (e.g. efficient lighting, heating/cooling, ventilation, 0 0 0 0 0
boiler retrofitting, facility upgrades)
effluents (wastewater) treatment plants 0 0 0 0 0
waste recycling and reuse 0 0 0 0 0
water consumption reduction 0 0 0 0 0
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Annex 12: Schedule 1 and 2 of Environment Protection Rules, 2054 (1997) (Fifth amendment)

Projects requiring Initial Environmental Examination (Schedule 1) and Projects requiring Environmental Impact Assessment (Schedule 2)
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