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Foreword

The Asian Development Bank (ADB) and other multilateral development banks (MDBs)
use safeguard measures as conditions of their loans to shield against collateral damage
to communities and the environment that projects can cause, notably in transport,
energy, and urban services. Without such shields, roads can hurt habitats, dams
displace communities, and urban renewal damage livelihoods.

The crucial rationale for safeguards is that public and private investors do not
automatically and voluntarily mitigate damages that spill over from their actions. In
redressing these collateral injuries, sound economics and ADB’s experience make the
case clear for MDBs to have safeguard regulations and compliance on the one side, and
improvements in the efficiency and effectiveness of their application on the other.

When ADB consolidated its safeguard policies into the Safeguard Policy Statement (SPS)
in 2009, it asked Independent Evaluation to carry out an operational review after 3
years. This was intended to be limited in its scope, but has gained in importance, given
two recent shake-ups in development banking—a review of the World Bank Group's
safeguards policy, and the arrival of two new lenders, the Asian Infrastructure
Investment Bank, and a BRICS bank—which could affect the strength of the shields.

The operational review used various data sources and triangulated its findings with
interviews with ADB project staff and safeguard specialists. Its conclusions indicate that
a proper system for avoiding or mitigating the environmental and social risks of ADB-
supported projects is in place, and that there have been more careful procedures and
also needed increases in staffing since 2010, which help ADB and countries in avoiding
major environmental and social problems.

Appropriately, the SPS covered additional investment modalities and additional
environmental and occupational health and safety areas. With important improvements
in efficiency and effectiveness, the safeguard system at ADB would be the type that can
be trusted to care for social and environmental outcomes in countries.

This review contains proposals for improvements. First, ADB needs to pay more
attention to the design as well as implementation and supervision of safeguard
measures for all risky projects—not only those with high risks but also with substantial
risks. Second, follow up is needed to support the use of country safeguard systems if
and when they can move to full equivalence with ADB standards; accordingly,
developing country capacity is in order. Third, ADB should provide better reports on the
due diligence for financial intermediary projects, do more field monitoring, and more
generally, third party verification.

A difficult underlying issue across the board is how greater due diligence for safequards
can be squared with ADB’s intention to keep the time for project preparation relatively
short. Actions planned by ADB for assigning safeguard staff to more resident missions,
and making realistic project implementation schedules using readiness filters, can help.



The next, fuller evaluation of safeguards in 2015 will have a greater focus on field
verification of safeguard results. The additional evidence on impacts from that
assessment would lie on the path for strengthening safeguards in their key
dimensions—scope, coverage and categories; design, implementation and supervision;
country systems, equivalence and capacity; monitoring, and third party verification.

Viod Hons

Vinod Thomas
Director General
Independent Evaluation



Executive Summary

The Asian Development Bank’s (ADB’s) Safeguard Policy Statement (SPS) was adopted
in June 2009. The SPS mandated Independent Evaluation Department (IED) to review
the policy’s effectiveness in achieving ADB’s safeguard objectives 5 years after its
effective date (20 January 2010), and further requested that an operational review take
place after 3 years, with a particular emphasis on assessing: (i) progress on the use of
country safeguard systems (CSS) and the effectiveness of CSS; and (ii) implementation
of safeguard requirements for financial intermediary (FI) projects, and the effectiveness
of such requirements.

This report is the operational review requested in the SPS and it covers these two
particular issues. In addition, the degree and changes in safeguard risk in ADB's project
portfolio and more general issues pertaining to the progress of SPS implementation are
also reviewed, focusing on major changes and including resources and safeguard
quality at entry. The latter topic was undertaken, in part, to address the Asian
Development Fund’s (ADF) shareholders’ request that IED review ADB’s safeguard
implementation for the ADF midterm review in November 2014. The evaluation of the
SPS’s effectiveness, which will start in 2015, is scheduled for completion in 2016.

This review, limited in scope, supports the sense that the SPS struck a good balance
between seeking efficiency gains in the use of safeguards and maintaining a
compliance-based regulatory system to achieve positive environmental and social
outcomes. Progress on safeguard preparation for projects has been adequate, although
not enough is known yet about results on the ground. Within this context, there are
important areas where policy implementation needs to strengthen, including in CSS
and Fl projects.

Safeguard Policy Statement of June 2009

The SPS combined and superseded ADB’s three separate safeguard policies: Involuntary
Resettlement (IR) Policy (1995), Policy on Indigenous Peoples (IP) (1998), and
Environment Policy (2002). Integrating the three policies was a lengthy process taking
four and a half years, and involving a significant number of internal and external
consultations. The resulting document retained all the key aspects of ADB’s safeguard
policies and introduced several additional requirements that raised the bar. For
instance, for environmental safeguards new requirements were specified relating to
worker and community health and safety, biodiversity conservation, greenhouse gas
emissions, and physical cultural resources.

Importantly, ADB’s due diligence requirements were more clearly specified in the SPS.
For instance, ADB is required to confirm that the borrower/client understands ADB’s
safeguard policy and has the necessary commitment and capacity to manage the
environmental and social risks. ADB needs to ensure that the role of third parties is
appropriately defined in safeguard plans. Moreover, for projects with potentially
significant adverse environmental impacts, ADB is to ensure that the borrower/client
engages qualified and experienced external experts or qualified nongovernment
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organizations (NGOs) to verify safeguard-related monitoring information. ADB’s due
diligence is required to ensure that consultations with affected people are in line with
SPS requirements. Some flexibility has remained, where the policy principles refer to
preferred solutions but say they need to be applied “where possible;” however, this has
also sometimes given rise to ambivalence and uncertainty.

Requirements were specified for various alternative financing modalities, such as the
multitranche financing facility (MFF). While ADB had already abolished its special
subcategory B-sensitive, the SPS retained the main three safeguard risk categories of A
through C based on their potential for adverse impacts (from high to low), and
extended its category Fl requirements to include IR and IP in addition to environmental
safeguards. A more elaborate format for environmental and social management
systems (ESMS) was introduced for Fl projects, replacing the earlier environmental
management system (EMS). A final major addition was the articulation of an approach
for strengthening and using CSS in ADB-supported projects, including the setting of
targets through an action plan. In summary, the new requirements the SPS introduced
meant a significant strengthening of ADB’s tool box for adding value to its operations.

Method

For each of this operational review’s three core components—general delivery of the
SPS, strengthening and use of CSS, and safeguard delivery in FlI projects—various
assessments were undertaken. The information was triangulated with feedback and
consultations, given the absence of systematic monitoring data and time management
information available at ADB. A portfolio review was done first, based on an analysis of
ADB project databases, documents, and project completion reports (PCRs).

The review of the general delivery of the SPS involved an examination of ADB's internal
documentation complemented by: (i) interviews and focus group discussions with 35
senior safeguard specialists and six divisional directors; (ii) administration of a
structured questionnaire face-to-face to 81 project team leaders responsible for 100 (of
the 108) projects approved under the SPS from 2010 to 2012 and associated with
environmental and social risks; (iii) review of 285 internal ADB checklists filled out post-
approval to assess the quality of category B project documentation; and (iv) staffing
resources analysis. This approach is consistent with the requirements of a review; a full-
fledged evaluation (such as the one to follow in 2015-2016) would also call for field
visits and validation of the PCRs for a larger set of projects completed since SPS.

ADB's support for strengthening CSS and promoting their use in ADB projects was
investigated through a desk review of all 15 TA projects (for $26 million) focusing on
CSS and safeguards more widely, interviews with staff involved in capacity
development, and safeguard capacity assessments. Short country visits were
undertaken to People’s Republic of China (PRC), Indonesia, Sri Lanka, and Viet Nam.

The review of safeguard implementation in Fl projects was based largely on
documentation analysis relating to safeguards for all 40 Fl projects approved in the first
3 years of the SPS (2010-2012), comparing them with the situation of all 26 FI projects
approved in the 3 years preceding SPS adoption (2007-2009). Complementary
interviews were held with ADB staff and short visits made in 2013 to 10 Fl projects in
the PRC, India, Indonesia, the Philippines, Sri Lanka, and Viet Nam. Safeguard
monitoring reports were reviewed for all 14 Fl projects that submitted such reports.
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Review of the Portfolio, 2007-2013

Taking into account those projects categorized as Fl for safeguards, the percentage of
projects with environmental-safeguard-related risk grew from 73% to 82% following
adoption of the SPS. Involuntary resettlement category A or B also grew, but more
modestly from 47% to 51%. Interestingly, the percentage of Indigenous Peoples
category A or B projects fell from 32% to 16%. The review concludes that the main
reason for the growing proportion of projects with environmental and social risks is
changes in the country, sector, and urban-rural composition of the portfolio.

The years immediately following the adoption of the SPS (2010-2012) saw a somewhat
smaller share of category A projects (15% versus 18% in 2007-2009). The share of
category B projects increased (55% versus 39%) over the same period. A review of
projects approved under the SPS indicates that factors after Board approval, such as
detailed design, did not change the safeguard risk categorization for the large majority
of projects. The few changes that did take place either involved downgrading projects
from category A or B to category B or C or upgrading them from category B or C to
category A or B. This increases the confidence that projects are not under-categorized
at the project preparation stage.

However, there is a need for ADB to scrutinize the large share of category B, given the
wide range of potential impacts anticipated—sometimes minor—and the volume of
work that is mandated through initial environmental examinations (IEEs). Some of
these IEEs could make use of framework-like approaches for light cases and more
guidance on this could be useful. Appropriate scrutiny is also needed taking into
account that category B projects are no longer independently reviewed in detail and
endorsed by the central safeguards unit in ADB, as their preparation and due diligence
has been delegated fully to operations departments since 2010.

It is too early to assess the outcomes of SPS procedures and practices for the vast
majority of projects approved under the SPS. Although over 80% of all projects
approved since 2010 have a safeguard classification of either A, B, or Fl for any one or
more of the three safeguard areas, only 4% had construction works contracts with 40%
or greater disbursement as of April 2014. This will present a challenge for IED’s planned
evaluation of the SPS’ effectiveness scheduled to take place in 2015-2016.

ADB's recent PCRs were mainly positive about the results of safeguard compliance in
category A projects approved pre-SPS, although 15% reported unsatisfactory results on
some types of mitigation measures during implementation or even at completion. It
was also encouraging that 75%-80% of these PCRs had one or more appendixes on
safeguard implementation. But given their variable quality, this review suggests that
ADB should spend more effort on such reports and ensure they follow the Operations
Manual guidelines.

Progress of Safeguards Delivery under the Safeguard Policy Statement

The review found that ADB has taken a number of meaningful measures to ensure the
effective delivery of safeguards in general and of the SPS in particular. Processing
procedures and demarcation of responsibilities between ADB and its clients are now
clearer than before. Most projects are also receiving more support for safeguard
implementation, due to the recruitment and strategic deployment of 42 new
environment and social development specialists following the adoption of the SPS,
bringing the total to 107 positions. This development, mandated to a large extent by

xiii
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SPS specifications, was helped by ADB’s Fifth General Capital Increase (GCl V), which
led to an increase in ADB’s administrative budget. The growth in safeguard staff also
coincided with a large increase in the volume of project approvals — connected with the
same GCl V - so the net positive effect of support per project is moderate.

Operations departments have further developed innovative arrangements and tools to
support SPS implementation, including for the preparation of safeguard delivery for
category B projects. Many of the staff interviewed stated that ADB takes safeguards
more seriously than in the past. Meanwhile, this review assesses the cost of specialist
staff for addressing safeguard risk to be modest and justified when compared with the
potentially very large cost (that is likely avoided) of significant environmental and social
damage.

Overall, good progress has been made. ADB’s systems in place have considerable merit,
and important efforts have been made to follow procedures relating to the SPS. This
experience provides valuable lessons in the application of safeguards by multilateral
development banks.

At the same time, financing large-scale infrastructure projects on the one hand and
ensuring that potentially adverse environmental and social impacts associated with
their implementation are either avoided or appropriately mitigated on the other,
remains challenging, even with the approval of the SPS and the increase in ADB’s
capacity. There are five areas where important improvements need to be made along
the path from procedural compliance to the realization of positive safeguard results.

(1) Improving the quality of safeguards processing for category B projects. Internal
ADB reviews of safeguards documentation for a sample of category B projects
were studied for this review and this corroborated the existence of several
quality or best practice gaps at Board approval stage. These included omissions
or insufficient detail with respect to the identification of key potential impacts,
the specification of appropriate mitigation measures, and the allocation of
sufficient budget to ensure sound implementation of such measures. While the
category B projects may have been in procedural compliance, as has been
reported annually by the Chief Compliance Officer to the President, the findings
on the above-mentioned gaps were corroborated by many safeguard specialists
during meetings. It is unclear whether staff and executing agencies were able
to address such quality and best practice issues after the project’s approval.

(2) Ensuring monitoring and supervision that is both sufficiently frequent and
commensurate with the level of risk. Currently, there is no guidance on specific
minimum requirements for the intensity of ADB-led safeguard supervision,
except that it should be commensurate with the project’s risks and impacts.
Given that at project approval the detailed project design has often yet to take
place, this could be seen as sensible. But project team leader responses to a
questionnaire reported ADB-led field supervision of safeguard delivery during
project implementation as being infrequent for many projects. The
questionnaire found that safeguard specialist support tended to be more
limited in (i) implementation than in processing for environmental safeguards
(particularly category A) and in (ii) processing than in implementation for social
safeguards. For the environmental safeguards in particular, it is clear that ADB
has not balanced its front-loaded approach better with the needed supervision,
as is called for by the SPS.
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(3) /mproving the quality and focus of safequards monitoring reports and updated
plans. Project team leaders reported that the safeguard specialists supporting
their projects spend, on average, about half of their time on the project
reviewing and commenting on updated plans and monitoring reports produced
primarily by consultants. Several of the interviewed safeguard specialists
suggested that the primary reason for this was that this documentation is often
of poor quality (a lack of good guidance documents may play a role here).
Significant time is, therefore, needed to both decipher what has been written
and work with these consultants to make the required improvements prior to
posting on ADB’s website (which is mandatory upon receipt).

(4) Making projects more ready for safequard plan implementation. In practice,
significant safeguard-related work done before Board approval often needs to
be re-done or further elaborated during implementation. Concerns have also
been voiced about insufficient time for consultation with stakeholders in some
cases, and the assurance of government ownership of the safeguard measures.
The reasons for the problem are (i) ADB’s streamlined business process which
focuses on quick approvals to serve client needs, and (ii) lack of ADB or client
resources to finance detailed design before Board approval. Both factors lead
many projects to postponing their detailed design until after Board approval.
The needed work later, particularly for social safeguards, can result in lengthy
project implementation delays. Several interviewees stated that the adherence
to this business model may facilitate quick loan approvals, but can lead to
insufficient project readiness and insufficiently detailed safeguard measures.

(5) Ensuring the timely disclosure of environmental and social monitoring reports.
While improvements have been made in recent years, the timely disclosure of
environmental social and monitoring reports was found to be problematic for a
large number of projects, on account of the need to improve the report quality
prior to disclosure.

Strengthening and Use of Country Safeguard Systems

The use of country safeguard systems (CSS) in donor-assisted development projects was
promoted and even mandated as default option by the 2005 Paris Declaration on Aid
Effectiveness and the 2008 Accra Agenda for Action. The SPS stipulates that ADB needs
to ascertain whether environmental and social regulatory systems of borrowing
countries meet ADB’s safeguard requirements. The focus is on assessing the
equivalence and acceptability of the CSS in question; this can be done for the country
as a whole, for one or more sectors, areas, or for individual government agencies. The
assessment of equivalence checks the congruence between ADB’s safeguard policy
requirements and local laws and regulations, while the assessment of acceptability
establishes whether the borrower has the capacity to implement its own regulatory
framework. The approach also aims to enable the identification of actions to
strengthen the CSS, should this be needed.

ADB has done much work on strengthening elements of CSS over the years through
dedicated TA, for instance by preparing draft legislation or by improving capacity. It
has also worked on preparing for the use of CSS in ADB funded projects, mainly
through a corporate priority TA directed at equivalence and acceptability assessments.

The outcomes of the TA focused on strengthening CSS are emerging slowly and are
becoming more tangible over the years. Social and environmental-safeguard-related



XVi

Safeguards Operational Review

legislation is gradually aligning with international good practices in Bangladesh,
Cambodia, Mongolia, Nepal, the Philippines, Solomon Islands, Sri Lanka, Timor-Leste,
and Viet Nam. Relevant domestic legislation now applies to all projects in all sectors,
regardless of whether they are assisted by ADB or not. Nevertheless, gaps with ADB’s
standards have remained, even in environmental safeguards, where national standards
have been relatively closer to ADB requirements.

TA projects to assess the equivalence and acceptability of CSS have so far led to one
request, from Indonesia, to use CSS in ADB-supported projects. The July 2013
application was to use CSS in ADB funded infrastructure projects. ADB is now
organizing assessments for their equivalence and acceptability through assigned TA.

This review appreciates the merits of a nationwide approach as opposed to a project-
specific approach such as has been favored by the World Bank, and it also
acknowledges the long-term nature of CSS work. However, ADB could have promoted
the equivalence and acceptability assessments more actively and made country
safeguard reviews a fixed part of the preparation of each new CPS. This would have
been useful particularly given that (i) capacity building of CSS is one of ADB's three
safeguard objectives, and (ii) the SPS calls for a more strategic approach to strengthen
and use CSS more systematically.

Improving CSS is key to more sustainable environmental and social project results; a
country- and agency- wide approach is crucial. However, the approach taken relied
mainly on the approval of some TAs, and the more systematic and phased approach is
emerging only recently, with efforts now being made to map the equivalence of
country systems Asia wide. Still, operations departments are not in the driving seat,
and the CPS preparation and consultation process is not mobilized for such efforts.

Safeguard Implementation in Financial Intermediary Projects

All 40 FI projects approved from 2010 to 2012 were reviewed to determine the due
diligence exercised by ADB and Fls. The quality of the ESMSs and ESSFs in place at the
FIs to avoid or minimize and mitigate adverse project impacts was also examined. To
assess the changes following the adoption of the SPS, these projects were compared
with all 26 FI projects approved from 2007 to 2009 which had EMSs.

The review concluded overall that ADB has made progress under the SPS with the
implementation of safeguards by Fls, while it indicates several areas for improvement.
Based on a review of reports and recommendations of the President (RRPs) and their
linked documents, the review concluded that the depth of ADB’s due diligence was not
clear as it was at times not well summarized with respect to (i) assessing potential
environmental and social impacts of the FI's portfolio and (ii) the FlI's safeguard
implementation capacity. Based on a study of ESMSs, the review concluded that Fls
were generally appropriately committed to assessing whether subprojects adhered to
SPS requirements as well as national laws and rules, and whether the subproject would
pursue activities prohibited as per an ADB list. Further improvements could, however,
be made. ESMSs were reviewed in five ways, with regard to the presence of discussions
on (i) the environmental and social policy statement; (ii) screening, categorization, and
review; (iii) organization structure and staffing; (iv) training requirements; and (v)
performance monitoring and reporting. Fl training requirements and monitoring and
reporting were new areas in the ESMS as compared with the EMS.
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Over half of the ESMSs reviewed could improve in their descriptions and prescriptions
of the screening and categorization procedures under the SPS. This is the first and most
important step in subproject safeguard processing, given that the outcome of the
screening and categorization process sets the trajectory for all other safeguard
activities. These include the analytical depth of the safeguard analysis, the detail of
safeguard documentation review, and the intensity of monitoring and reporting.

The review found that the documents signed by ADB and Fls contained good coverage
of the environment and social conditions of subproject areas. More than half of ESMSs
paid too little attention to the organizational structure and staffing arrangements for
safeguards. Loan and project agreements generally did better in their reflection of the
safeguard agreements. Most agreements had appropriate safeguard covenants, but a
quarter of those reviewed did not specify the need for annual safeguard monitoring
reports to be submitted to ADB. This could be improved.

It was found that the private sector operations department does not have a practice to
actively monitor safeguard implementation by Fl projects in the field (except for
category A subprojects), but relies mainly on FI monitoring reports, which come
reasonably regularly. Nevertheless, the department could do more, because the quality
of the Fl safeguard monitoring reports is rather variable. The review deemed over half
of the reports studied not satisfactory with regard to two or more of the standard
elements that should be reported well.

ADB field monitoring of public sector Fl safeguard implementation was found to be of
better quality, and also the quality of the Fl safeguards monitoring reports was better,
probably in part due to the effects of project preparatory TA (private sector projects do
not benefit from this facility). The review found that not all public sector Fl safeguard
monitoring reports were uploaded to the ADB website and that none of the private
sector Fl reports had been uploaded, not even in a redacted form. Confidentiality may
be a concern, but ADB needs to clarify how the absence of any public reporting squares
with both the SPS (which mandates uploading to the ADB website on receipt), and
ADB’s Public Communications Policy.

Recommendations

Given its limited scope, this review’s five recommendations are directional and they will
be followed up in the next evaluation of the effectiveness of the SPS. This next, fuller
evaluation of safeguards will have a greater focus on field verification of the results of
the safequard measures, particularly for category A investment projects, and to a lesser
extent also some types of category B projects and some Fl projects. The findings and
recommendations here could be useful inputs for the World Bank’s safeguards update
process, which in turn could influence the fuller evaluation at ADB.

Some of the design and implementation issues are connected with ADB's business
model, which leads to problems with the depth and efficiency of the preparation
process for safeguard measures. This review refers to ongoing actions as part of the
ADB Action Plan on the 2014 Medium-Term Review of Strategy 2020, on the use of
safeguard staff for smaller country offices, and on project implementation readiness.
But a more substantial potential recommendation as to adjusting the business process
would need to wait for the next evaluation on the subject.

XVii
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ADB'’s work on the design of safeguard measures and their quality control for
category B investment projects and category Fl for Fl projects is adequate from
a procedural compliance perspective but needs to (for higher risk projects)
improve in quality, and become more efficient.

In regular investment projects, whether public or private sector, more attention
needs to be given to projects with potentially more substantial or unknown
risks at approval stage. Others with modest risks could benefit from standard
or framework-like approaches. Quickly identifying these cases and giving some
further guidance on this would be helpful, as a large number of projects are
currently in environmental category B.

This review suggests that operations departments should pay close attention to
having the category B projects peer reviewed well within their departments and
perhaps outside, as some quality problems have surfaced that could lead to
problems later. This applies especially to the more substantial or unknown risk
projects. Institutional arrangements may need to be further worked out.

ADB staff needs further training in biodiversity conservation safeguards,
greenhouse gas emission quantification and a diverse range of other safeguard
areas. There is a lot of variation in the quality of outputs on safeguard
consultants, and better performance evaluation of such consultants and
creating a pool of accredited safeguard consultants would help.

ADB should review the training required for FI safeguard staff in more detail
and should work with FIs to include more information on training in the ESMS.
FI training in ESMS procedures and documentation should be an element of
ADB safeguard supervision. Operations departments need to improve their
review of the capacity of Fls to apply the subloan screening checklists and
prohibited investment activities list, and on how they are applied in the course
of project implementation, in the absence of a periodic reporting requirement.

Lastly, many FI projects are expected to have only category C subprojects or
subloans; hence they are not required to have ESMSs. Some Fls are engaged in
providing many hundreds or thousands of subloans to micro, small and
medium-sized enterprises, some of which (e.g., tanneries and paint shops) may
have environmental impacts. Pollution control and occupational health and
safety issues relevant to small clients of the FIs need to be watched, but are
unlikely to receive the proper attention if the project as a whole is treated as
category C. Capacity to implement the prohibited investment activities list, with
its attention on core labor standards and many other safety aspects, also needs
to be ensured even for category C subprojects.

ADB supervision of the implementation of safeguard measures and/or plans by
executing agencies should improve, in line with the intention of the SPS that
ADB should move away from a frontloaded approach.

Operations departments need to review the frequency of safeguard missions,
particularly for category A investment projects, as for some projects it seems
low (particularly environmental category A projects). Whether this has adverse
consequences could not be verified without field missions, which this review
has not carried out.



Executive Summary

The private sector operations department has to integrate reviews of the
working of the ESMS during Fl project administration missions, and follow up
closely on safeguards monitoring reports submitted.

ADB needs to ensure more timely submission of Fl safeguard monitoring
reports, and the ADB responses to the reports, as their quality is variable.

ADB's reporting and disclosure of progress and results of safeguard measures
should improve.

Operations departments can improve the safeguard sections of RRPs for all
category A and B projects by briefly stating the expected minimum frequency
of ADB-led safeguards monitoring and supervision missions that will take place
during project administration, with specific details documented in their
respective project administration manuals. ADB should be clearer about its
safeguards reporting requirements and develop specialized reporting guidelines
relevant to the different types of projects it commonly finances, with its staff
ensuring that these are part of the project administration manual and
consultants’ terms of reference.

For all completed category A projects, the departments should discuss the
safeguard planning, implementation and results in the main text of their
project completion report (PCR), supported by one or more appendixes. ADB
should consider elaborating the instructions given in the OM FI/OP in its Project
Administration Instructions for PCRs. A safeguard discussion also needs to be
included in PCRs for category B projects.

Operations departments should intensify current efforts to improve the timely
disclosure of environmental and social monitoring reports, with the
development of stronger reporting guidelines.

For FI projects, the due diligence as to the portfolio risks and the Fl's capacity
to address these needs to be better summarized in the RRP. Support for ESMS
design for new Fls or Fl projects can improve, as many documents studied were
not clear about several elements that the SPS indicates as essential. The review
acknowledges that the ESMS for long-standing Fls with well-established
procedures cannot be fully rewritten or reorganized for ADB purposes.

ADB's program to strengthen CSS should continue but the program to promote
use of CSS in ADB-supported projects should be made more systematic and
phased as was originally intended by the SPS.

ADB needs to continue its useful work to strengthen CSS, particularly in the
development of legislation and systems, and build up implementation capacity,
mainly through its flexible TA instrument, which can respond to needs and
windows of opportunity.

Mapping the equivalence of CSS across Asia should continue and intensify and
lead to a second phase in ADB’s promotion of the use of CSS in ADB projects.
Almost 5 years have passed since the SPS was approved; testing for equivalence
and acceptability has been carried out for over 8 years. ADB may wish to take
stock, build on its experience so far, put in place a more systematic and
iterative process and stick to the concepts of best practice and capacity. It
should synthesize the lessons that have been learned and produce an overview.
Agencies and sectors that can provide potential support should be identified.
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In this second phase, ADB could focus on those agencies with the best track
record and countries with suitable agencies could be actively encouraged to ask
for the use of CSS. ADB could begin with agencies with good environmental
records. After a review, if equivalence and capacity are found to be adequate,
the Board of Directors could decide to grant use of the CSS in a project. If
successful, the agencies could become the models for the next group, and give
other agencies incentives to also upgrade their practices and capacity.
Operations departments should also discuss a country safeguard review in one
or more areas with the government during the preparation of a country
partnership strategy.

Whenever use of country systems in ADB projects is granted for a certain
agency in a certain sector, ADB must review the functioning of the safeguard
system for that agency as a whole, to check its continuing compliance with the
highest safeguard standards. Monitoring of the functioning of the CSS in the
particular sector or for the particular agency needs to be regular and include
credible and appropriate third-party verification, and full disclosure of results.

Since many development partners have policies promoting the use of country
systems, more coordination with them is needed, including on efforts to
develop safeguard capacity. This is particularly important for co-financed
projects. The recent commitment to the Joint Safeguards Practitioners
Community of Practice to prepare a CSS mapping exercise for all countries in
the region is welcome, and may be part of the move to a second phase.

ADB needs to explore the adequacy of guidance notes to staff and executing
agencies for its many requirements, and to make improvements where needed.

For investment projects there is a need for more and clearer guidance on the
preparation and review of monitoring reports. For Fl projects, there is a need
for guidance notes for the different categories of such projects, first of all for
ADB staff, on the due diligence needed, and its reporting in project documents
in a structured and explicit fashion. These guidance notes should also elaborate
on the types of FIs and the ESMSs or framework documents needed for them.
They should elaborate the supervision needed, both of ESMS performance and
of category A subprojects. Guidance notes are also needed for Fls and Fl
safeguard consultants on ESMS preparation and monitoring of Fl safeguard
performance. These notes should distinguish between different requirements
and details for the major groups of Fls: commercial banks, investment funds,
leasing companies, insurance companies, and corporates that invest in
subprojects by establishing subsidiary companies or acquiring equity of
companies.



Management Response

General Comments

We appreciate the corporate evaluation study (CES) on ADB's Safeguards Policy
Statement (SPS). The study shows that overall, ADB has done well in terms of SPS
delivery, that “ADB’s systems in place have considerable merit”, and that “ADB’s
approach can be viewed as international good practice”. The CES submits several
recommendations moving forward.

We agree that continued professional development and training among ADB staff and
clients, including in the resident missions and executing agencies is an important
success factor. Timely disclosure of safeguard monitoring reports is also important.
Similarly, we recognize the importance of building capacity among financial
intermediaries (FIs), basically to increase their capabilities to manage environment and
social risks. Lastly, we acknowledge the need to understand better country safeguard
systems, and as needed, to provide the correct help to countries to strengthen these.

The CES faced time and budgetary constraints and most projects approved under the
SPS have not yet progressed into the stage where meaningful assessments can be
done. Given these limitations, we appreciate the CES treating its five recommendations
as directional rather than final. More ideas can be shared during the full evaluation on
the effectiveness of the SPS, of which work will begin in 2015. In this regard, we do
urge the Independent Evaluation Department (IED) to set aside the right time and
resources to do this work. We very much hope that IED will include in the evaluation
team experienced safeguards specialists. It would also be extremely helpful to seek the
views of ADB’s clients, as well as other stakeholders.

Comments on Recommendations

Recommendation (1): ADB’s work on the design of safeguard measures and their
quality control for category B investment projects and category Fl for Fl projects is
adequate from a procedural compliance perspective but needs to (for higher risk
projects) improve in quality, and become more efficient. Recommendation 1 also
proposes to pay more attention to projects with potentially more risks at approval
stage, to tighten up peer review arrangements for category B projects, and to focus
more on staff and consultant training, including Fl staff, especially on environment and
social management systems (ESMS). There is also a call to increase the supervision of Fl
projects classified as environment category C.

This is a directional recommendation in nature and we agree broadly with it. However,
we would like to emphasize that we are already delivering on these fronts. All projects
are subjected to a rigorous screening and classification process, beginning at the
earliest stages of the cycle. Higher risk projects (category A) are subjected to detailed,
multi-stage technical reviews by project teams and RSDD. This due diligence is carried
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out before Board approval. For all projects, including category B projects, safeguard
assessments and planning involves a detailed scoping of issues so that safeguard plans
are prepared in proportion to the nature of risks. We must caution against suggesting
changes to the current safeguard classification system, especially in the absence of
evidence that this arrangement is not working.

Operations departments have put in place arrangements for the review of safeguard
plans that are tailored to their operational needs, portfolio characteristics, and country
circumstances. Nevertheless, we agree that the quality of safeguard documentation for
category B projects has been variable. In this regard, RSDD will continue to work with
all operational departments to ensure that appropriate reviews of category B projects
are carried out in all cases. In addition, both teams will continue to execute regular
training programs for safeguard specialists, mission leaders and other staff, including
consultants. The Environment Community of Practice and the Social Safeguards
Network are already active in this area and will continue to hold regular training
sessions covering technical and quality issues. Either alone or through joint activities
with other MFIs and bilateral agencies, more training and capacity development will be
provided to executing agencies and their consultants in this area.

Training Fl staff in the implementation of ESMSs is good practice. ADB due diligence in
support of Fl projects will continue to cover ESMS screening procedures for sub loans.
While we agree on the need to build up the capacity of FI safeguards teams, we
disagree that there should be closer supervision of FI sub-projects classified as category
C. Once the due diligence process has established that the FI will be providing sub-
loans only for activities with zero or minimal impacts, such projects can be treated in
the same way as all category C projects.

Recommendation (2): ADB supervision of the implementation of safequard measures
andyor plans by executing agencies should improve, in line with the intention of the SPS
that ADB should move away from a front loaded approach. Recommendation 2 also
discusses the frequency of safeguard missions (as does Recommendation 3), the
suggestion that PSOD should integrate reviews of the working of the ESMS during Fl
project administration missions, and to follow up on safeguards monitoring reports
submitted by FIs to ensure timely submissions and better quality.

We agree that appropriate supervision of safeguards plans is essential. This work is
often supported by supervision consultants, and where relevant by external experts or
qualified NGOs. The frequency of ADB supervision missions is addressed in our response
to Recommendation 3. With regard to the recommendations on Fl projects, we agree it
is appropriate to review the ESMS during FlI project administration missions, as is
already being done by PSOD, and that timely submission of implementation reports
should be ensured.

Recommendation (3): ADBs reporting and disclosure of progress and results of
safeguard measures should improve. Recommendation 3 covers the frequency of
safeguard monitoring and supervision missions (as does recommendation 2), clarity in
safeguard reporting requirements and disclosure, coverage of safeguards in project
completion reports (PCRs), improving the timely disclosure of monitoring reports and
the summarization of due diligence of Fls in RRPs.
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We do not support specifying upfront a given number of project-specific supervision
missions in RRPs. Projects differ from one another and circumstances can change
during the implementation phase. Project teams must undertake as many missions as
necessary, first to support safeguard implementation, and secondly, and as required, to
put projects back into compliance if they are not so. Being prescriptive with respect to
the number of missions does not help. But taking safeguards compliance issues
seriously does. OM J1 on loan administration and PAl 6 on project administration
already state that review missions should take place at least twice a year and that these
should review safeguards implementation.

On the other hand, we agree that safeguard reporting requirements should be clear
and consistently included in project administration manuals and consultants’ terms of
reference. As noted by the CES, efforts have been made to improve the timely
disclosure of monitoring reports since the SPS became effective, and further efforts will
be made to ensure this.

For the recommendation on PCRs of category A projects, OM Section F1 and PAI 6.07,
already state that PCRs of both category A and B projects should provide a general
assessment of the project’s safeguard related impacts, including number of affected
persons, and a general evaluation of the effectiveness of safeguard measures, lessons
learned for future projects, and other key information. The status of each covenant is
also reported, and the inclusion of a supplementary appendix may complement the
summary provided in the main text.

The summaries of FI due diligence presented in RRPs are compiled to meet the
requirements of OM F1. The summary in the RRP is necessarily succinct, but it is the
linked documents that contain more detailed information on the ESMS and the due
diligence process.

Recommendation (4): ADB's program to strengthen CSS should continue but the
program to promote use of CSS in ADB-supported projects should be made more
systematic and phased as was intended by the SPS. This recommendation also covers
the mapping of CSS equivalence, and provides suggestions to advance CSS work. It
suggests that CSS discussions are included in the CPS process. It also recognizes that it
is desirable to continue to work closely with other development partners to strengthen
CSS.

Further support to strengthen CSS will be subject to DMC demand and the availability
of resources. We agree that the mapping of CSS equivalence across Asia and the Pacific
could be useful. Regional workshops on CSS have also proven useful for exchanging
lessons and experiences. ADB has established the Joint Safeguards Practitioners
Community of Practice, with DFAT Australia, JICA, and the World Bank, which provides
a platform for coordination across development partners. With regard to the use of CSS
in ADB projects, we are bound by the provisions of the SPS. Where SPS criteria are met,
then the Board may approve the use of CSS for a particular project. Inclusion of
discussions on strengthening and use of CSS in the CPS process would be helpful to
ensure that these provisions are understood and acted upon where DMCs so wish.

Recommendation (5): ADB needs to explore the adequacy of guidance notes to staff
and executing agencies for its many requirements, and to make improvements where
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needed. This recommendation focuses on guidance for monitoring reports, and
guidance notes on Fls.

This is already being done. A large amount of guidance notes and training materials
already exists for Fl projects, both from ADB and other MFIs. Consultation on joint
training of Fls and guidance material is being pursued through the MFI Working Group
on Environment and Social Standards. Additional guidance on the contents of
monitoring reports will be circulated, as will links to online material on ESMS.



Chair's Summary:
Development Effectiveness
Committee

The Development Effectiveness Committee (DEC) discussed the Safeguards Operational
Review, which Independent Evaluation Department (IED) conducted in compliance with
provisions in the Safeguard Policy Statement (SPS) of 2009. The review reported overall
progress on ADB'’s safeqguards delivery, and paid special attention to two new aspects
of SPS: (i) new procedures and conditions allowing the use of country safeguard
systems (CSS) in ADB projects in certain circumstances, and (ii) new safeguard
requirements for financial intermediary (Fl) projects. A fuller evaluation of the
safeguards’ effectiveness, with more attention for results on the ground is envisaged to
be completed in 2016.

The safeguard operational review observed, amongst other things: (i) a small decrease
in the proportion of category A projects and a larger increase in the share of category B
projects over the review period, (ii) improved support for safeguard planning and
implementation with the recruitment and strategic deployment of an extra 48
additional environment and social development specialists since 2010, (iii) variable
quality of the design of safeguard measures particularly in environmental category B
projects, (iv) indications of possible insufficient field visits of environmental category A
projects, (v) an impressive program of TAs strengthening safeguard systems and
capacity in many countries, (vi) a very low uptake of the intention in the 2009 SPS
Policy to introduce greater use of CSS in ADB projects, and (vii) improved
implementation of safeqguards by Fls. Given the limited scope of the review, the nature
of IED's recommendations were directional rather than final, such as the need to: (i)
improve design and quality control of safeguard measures for category B investment
projects and category FI for Fl projects, (ii) enhance ADB supervision over
implementation of safeguard measures by executing agencies, (iii) improve reporting
and disclosure of progress and results of safeguard measures, (iv) present a plan for the
use of CSS in ADB-supported projects, and (v) explore the need for issuing guidance
notes for staff and executing agencies on Fl implementation.

DEC took note that there is adequate staff in ADB to undertake safeguards work, that
systems are largely being followed, and that the TA on strengthening CSS was
beginning to deliver tangible results. However, DEC members noted that the current
approach of undertaking equivalency assessments has not worked well as many
countries seem to find it easier to follow SPS in ADB projects than fulfill all the
requirements to allow them to apply for the full use of CSS in the projects. Staff added
that developing member countries (DMCs) may view the needed assessments as
intrusive. While supportive of strengthening country systems, a DEC member was
questioning the effectiveness of undertaking a comprehensive gap analysis across
DMCs, since these systems evolve and change as new rules and policies are enacted. He
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felt that efforts should be intensified in: (i) building capacity in sectors and government
agencies, including multitranche financing facility clients, and/or (ii) addressing
safeguards systems and capacity building needs at the country partnership strategy
stage. DEC members shared staff's view that the use of CSS should be selective and
demand-driven, taking into account costs and country capacity. IED responded that if
the SPS section on the use of CSS was to be entirely on standby demand basis then this
might require ultimately a revision of SPS.

The DEC Chair welcomed the new requirements under the SPS (e.g., biodiversity
conservation, occupational safety and community health and safety, greenhouse gas
emissions) but urged staff to also consider whether DMCs can “afford” ADB standards.
He cited the importance of striking a balance by not setting the bar too high so as to
discourage DMCs to engage with ADB. Citing World Bank figures, a DEC member
inquired whether IED had arrived at a cost-benefit estimate of safeguards
implementation. IED estimated that safeguards implementation may comprise 5% of
the project cost, while noting the difficulty in obtaining accurate data on time spent for
dedicated safeguards work. Benefits were difficult to estimate in many cases but
particularly environmental benefits could be considerable. A DEC member was of the
view that while implementing safeguards constitutes additional staff costs, anticipating
and mitigating externalities ultimately results in better projects that positively impact
communities. He supported the strengthening of the implementation of SPS,
particularly on carbon emissions and core labor standards.

DEC members acknowledged that safeguards work is labor intensive and noted the
report’s observation that half of staff’s work on a project is spent reviewing documents
and reports rather than devoting time in the field for monitoring and supervision. In
this regard, a DEC member asked if the volume of safeguards documents could be
rationalized. The DEC Chair was also of the view that more staff should be deployed in
the field to help DMCs build capacity. IED underscored the need for additional staff
training on biodiversity and occupational health and safety. Staff responded that
safeguards work is an iterative process and agreed that the best way to address the
quality issue is through staff training and capacity development among executing
agencies and consultants. While staff acknowledged that the quality of category B
safeguard plans varies, they did not see a need to establish another layer of peer review
since plans are reviewed by operational departments and RSDD. Staff added that
safeguard plans are prepared to a level of detail commensurate to the nature of the
project and its likely impact and risks both on the environment and affected
communities.

Despite recent improvements, DEC members noted that the disclosure of safeguard
monitoring reports remains inadequate. One DEC member expressed disappointment
that disclosure has not reached 100%, and another DEC member inquired why PSOD
hasn’t uploaded FI monitoring reports in the website. Staff responded that they are
working with operations departments to fulfill disclosure requirements. In regard to Fl
reports, staff shared that FIs submit an annual report on environment and social
management systems (ESMS) implementation to ADB, but that the SPS and the Public
Communications Policy do not prescribe disclosure of ESMS implementation reports for
individual projects, whether private or public sector. Staff added that category A sub
loans should be disclosed, but since PSOD has not had any such cases, the provision
has yet to be applied. Staff also cited that the SPS is clear on which documents need to
be disclosed and that Fls are unlikely to provide information about how they operate
internally, further adding that this is not industry practice. The Managing Director
General assured DEC that management will do its best to overcome structural issues
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affecting timely disclosure, if any. IED maintained that by excluding ESMS
implementation reports from disclosure there is little information available to the public
on safeguard issues related to private sector Fl projects. IED asked for clarification of
the disclosure rules surrounding ESMS implementation reports’.

DEC noted the report's recommendations to improve supervision and monitoring of
safeguards implementation, but was of the view that IED’s findings were not
conclusive. A DEC member cited the comparison between a similar report on the World
Bank and asked IED why its report used more stringent criteria focusing on ADB-led
supervision, when some review missions are also undertaken by consultants or third
party auditors. Staff disagreed with IED’s recommendation to include the frequency of
project specific supervision missions in RRPs, stating that there is sufficient guidance in
the operations manual, and as part of regular implementation review missions are
mandated to look at safeguard issues. Staff asserted that the number of loan review
missions is within the range of the target and they prefer to maintain flexibility on the
number of missions needed to either support safeguards implementation or implement
corrective action if projects are non-compliant. A DEC member shared the same view,
stating that the frequency of missions should be determined by management and that
the imperatives of zero budget growth may impact the frequency of business trips.

Responding to the report’s recommendation to improve quality control and efficiency
for category B investment projects and category FI for Fl projects, staff assured DEC
that such projects are prepared in accordance with the SPS policy and subjected to
quality at entry assessments (validated by subject matter specialists). While
classification may change over time during implementation, the Managing Director
General assured DEC that staff gives close attention to safeguards, because non-
compliance may cause further project delays. Staff cautioned against changing the
classification system in the absence of evidence suggesting that it is inadequate or
lacking.

Regarding Fl due diligence, a DEC member inquired if the IFC's model is better suited to
private sector operations and if so, would ADB likely adopt a similar model. Staff
shared that requirements across multilateral development banks are harmonized and
differ only on the delivery schedule. IFC is perceived as more flexible in the sense that
they implement a corrective action plan to bring clients in compliance over time. In
ADB’s case, requirements are front loaded and should be complied with prior to
approval. Staff also maintained that adequate resources have been allocated for due
diligence, including staff training, and reported improvements in the linked documents
in recently prepared RRPs. Staff underscored that category C classified projects have
benign safeguard implications, and should not require extraordinary supervision
arrangements.

' ADB's Safeguard Policy Statement (SPS) specifies which safeguard documents and reports should be
disclosed on ADB website and when such disclosure should take place. As relate to environment
safeguards, these documents are the following: draft full EIA [120-day], final EIA/IEE, a new or updated
EIA/IEE, corrective action plan, and the environmental monitoring reports. For social safeguards, it is
mandatory to disclose draft RP/RF/IPP/IPPF, final RP/IPP, new or updated RP/IPP, and corrective action plan
and monitoring reports. As such, the SPS requires neither the ESMS nor the subsequent report on
implementation of ESMS to be disclosed on ADB website.

ADB's Public Communication Policy (PCP) has provisions for disclosure of Project Safeguard Documents in
Chapter 6, paragraphs 49-55, which disclosure details follow consistently the disclosure provisions
prescribed in the SPS. Such provisions only reveal and confirm that neither SPS nor PCP requires the
disclosure of the ESMS or the subsequent report on the implementation of ESMS.
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There was discussion regarding the timing of the full review of the SPS. Staff
representatives posited that the SPS may have prescribed a minimum of five years
before a full review takes place, but that the actual review itself need not take place on
the fifth year of the policy’s effectivity. The DEC Chair agreed with the staff’s view that
IED should consider whether the sample of operations approved after SPS’ adoption is
sufficiently mature and allows observation of project outcomes on the ground. The DEC
Chair mentioned that IED’s work program could be adjusted accordingly if needed. DEC
would conduct some further consultation on this.



CHAPTER 1

Introduction

1. The Asian Development Bank (ADB) is institutionally committed to safeguard
against potentially adverse impacts of ADB-supported projects on people and the
environment and to ensure they are avoided or, if that is not possible, appropriately
minimized and mitigated. It further seeks to build safeguard capability of its borrowers
and clients. This is reflected in ADB'’s three overarching safeguard objectives:

(i) avoid adverse impacts of projects on the environment and affected people
where possible;

(ii) minimize, mitigate, and/or compensate for adverse project impacts on the
environment and affected people when avoidance is not possible; and

(iii) help borrowers/clients to strengthen their safeguard systems and develop their

capacity to manage environmental and social risks."

2. The rationale for the important role safeguards play in investments—in
developed and developing countries alike—is basic. Investors do not automatically
address the collateral damages of their actions that spill over and hurt others. Water
pollution from an industrial plant or displacement of homes from a hydropower facility
represents public harm arising from a business activity. The multilateral development
banks (MDBs) have long used safeguards against such damage as conditions for loans
and guarantees they provide.

3. ADB has had safeguard policies in place since the mid-1990s. The first was the
Involuntary Resettlement Policy (1995),2 which was later followed by the Policy on
Indigenous Peoples (1998),% and the Environment Policy (2002).% In July 2009, following
several years of internal and external consultations, these three policies were combined
and superseded by ADB’s Safeguard Policy Statement (SPS) (footnote 1). While the ADB
Board of Directors (hereafter the Board) approved this new consolidated policy, it
wanted reassurance that it would prove more effective than the policies that had
previously been in place. Consequently, para. 82 of the SPS mandated ADB's
Independent Evaluation Department (IED) to review the SPS’s effectiveness in achieving
ADB's safeguard objectives 5 years after its effective date (20 January 2010).

4, It further stated that an operational review would take place after 3 years, with
a particular emphasis on assessing: (i) progress on the use of country safeguard
systems (CSS) and effectiveness of CSS; and (ii) implementation of safeguard
requirements for financial intermediary (FI) projects, and the effectiveness of such
requirements. Taking into account the recommendations of the 3-year review and the
views of Board's Development Effectiveness Committee, Management would then

Asian Development Bank (ADB). 2009. Safeguard Policy Statement. Manila.
ADB. 1995. /nvoluntary Resettlement Policy. Manila.

ADB. 1998. Policy on Indigenous Peoples. Manila.

ADB. 2002. £nvironment Policy. Manila.
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submit a paper to the Board on the application of CSS and the implementation of
safeguard requirements for Fl projects for Board approval.

5. In another development, the Asian Development Fund’s (ADF) shareholders
requested that IED evaluate safeguard implementation, as part of the preparation for
the ADF XI Midterm Review Meeting to be held in November 2014. Given this and to
avoid a duplication of effort, IED initially planned to undertake the more
comprehensive evaluation of the SPS’s effectiveness 1 year ahead of schedule, i.e., in
2014, thereby, enabling it to meet the needs of both ADF's shareholders and ADB’s
Board simultaneously. However, following discussions between IED and ADB
Management early in 2014, it was decided that the preferred option would be to
expand the operational review's scope to also cover broader issues pertaining to
safeguard implementation under the SPS and to carry out the fuller evaluation of the
SPS's effectiveness in 2015 (with delivery of the report in 2016).

6. The expanded scope resulting from the ADF shareholders’ request increases the
relevance and usefulness of this review’s coverage of more general issues pertaining to
SPS implementation on the one hand and its more specific focus on safeguard delivery
in FI projects and the strengthening of CSS on the other. In particular, it enables ADB's
internal and external stakeholders to assess the extent to which the organization’s
efforts are likely to be on the right track towards achieving positive safeguard results in
general. This would enable corrective measures to be undertaken, if necessary, to
strengthen the SPS’s overall implementation and, in turn, its ultimate effectiveness. At
the same time, this operational review’s scope remains to probe more deeply into the
earlier CSS and Fl safeguard implementation issues that were of a particular concern at
the time of the policy’s adoption. The next two sections give some background on
these two issues.

7. While assessing safeguard delivery more broadly, special attention will be paid
to changes made since the SPS, notably the increase in staffing, the associated attempt
to shift the balance from safeguard planning to implementation, and the delegation to
operations departments of the responsibility for reporting on the status of safeguard
planning for category B projects to Management before Board consideration of the
project. This operational review does not seek to assess the SPS’s overall relevance and
effectiveness. That will be done by the fuller evaluation of the SPS’s effectiveness in
2015. As such, policy concerns such as those relating to human rights, core labor
standards (issues for ADB's social strategy), and climate change (save for greenhouse
gas emissions covered by the SPS) are not covered here. Nor does this review directly
address the consultation started by the World Bank in July 2014 for its proposed
Environmental and Social Framework and the associated debate on the merits of
standards versus requirements. However, in the areas it covers, ADB’s approach can be
viewed as international good practice.

A.  Strengthening and Use of Country Safeguard Systems

8. CSS is a construct introduced by the World Bank in the early 2000s and later
adopted by ADB. Most countries do not have fully integrated systems with the specific
purpose of avoiding, mitigating, or compensating for harm to the environment or
people as a result or byproduct of investment projects and other development
interventions of multilateral development institutions. However, they may have specific
laws, regulations and practices which can offer relevant protection. The SPS defines CSS
as a country’s legal and institutional framework, consisting of its national, subnational,
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or sector-based implementing institutions and relevant laws, regulations, rules, and
procedures that pertain to safeguard policy areas.

9. A major new element in the SPS was its endorsement of the use of CSS in
individual ADB-financed projects, albeit after CSS assessments. The SPS noted that
these assessments should pertain to equivalence (legal and policy) and acceptability
(capacity). If identified gaps between the CSS and ADB’s safeguard requirements are
deemed bridgeable, the country or national agency needs to prepare a time-bound
action plan to be approved by ADB. The plan should include remedial measures and
capacity building initiatives to ensure compliance with the SPS. The results of the ADB
assessments are to be included in the report and recommendation of the President
(RRP), along with the proposal to use CSS in the project. Once the Board approves the
use of CSS in the project, actions to bridge the gaps between the CSS and the SPS are
undertaken during project implementation.

10. Reviewing the effectiveness of the use of CSS, as required under para. 82 of the
SPS would normally entail investigating whether ADB-funded operations using CSS did
indeed manage to avoid, minimize and mitigate negative project impacts on people or
the environment. However, at the time of the operational review, no approved projects
used CSS in this way, and the only country to request the use of CSS in ADB-supported
projects was Indonesia (in July 2013).> All ADB-supported projects are obliged to follow
ADB's safeguards requirements rather than those of the CSS, although in practice ADB
safeguard enforcement often makes use of national legislation.

11. This review’s CSS component assesses what ADB has done to test and refine
the methodology involved in assessing CSS for their use in ADB projects and to
promote the use of CSS. It also explores why only the Government of Indonesia has so
far requested the use of CSS. The review was mindful that the SPS stipulated a phased
approach: “Use of CSS will include a limited number of developing member countries
(DMCGs) with a focus on subnational, sector, or agency levels during the first 3 years
after this policy becomes effective" (footnote 1).

12. In addition, the CSS component of the review focuses on ADB’s third safeguard
objective (para. 1), namely the strengthening of borrowers/clients’ safeguard systems
and their capacity to manage environmental and social risks. This relatively new
objective is reviewed mainly by assessing safeguard technical assistance (TA) projects
and other activities that were geared to strengthen national safeguard systems from
2010 to 2012 (Appendix 1, Linked Document A, Table 1).

B. Safeguard Implementation by Financial Intermediaries

13. The review assesses the application of safeguard requirements for 66 Fl projects
(Appendix 1, Linked Document A, Table 2) approved by the ADB Board between 2007
and 2012.5 Of these, 26 were approved before the SPS became effective in 2010.
Although the primary focus is on the 40 FI projects approved after 2009, it was
considered instructive to compare the due diligence before and after the SPS.

ADB. 2013. Technical Assistance to Indonesia for Aligning Asian Development Bank and Country Systems
for Improved Project Performance. Manila.

Some FI projects did not receive a safeguards FI categorization; some were safeguard category C and a few
were environmental safeguard category A or B. These were not taken into account (23 were in the public
sector, and 43 in the private sector).
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14. The review focuses on two new systems that emerged after the SPS’s adoption:
(i) the environmental and social management system (ESMS) and (ii) the environmental
and social safeguard framework (ESSF) for multitranche financing facilities (MFFs) and
sector loans handled by Fls. These two systems replace the earlier environmental
management system (EMS), adding social risk assessment and expanding the scope of
the environmental assessment. In addition, the SPS updated the existing environmental
policy, including screening of subprojects against certain prohibited activities. A
comparison of the pre- and post-SPS adoption safeguard requirements is presented in
Appendix 1, Linked Document B.

15. The review assesses compliance of both EMS and ESMS with ADB’s safeguard
policy requirements, for all FI projects with an ESMS (20 pre-SPS and 18 post-SPS
approval) and 11 FI MFFs or sector loans (5 pre-SPS and 6 post-SPS approval) approved
for 2007-2012. Fourteen Fl projects with an Fl safeguard categorization carried no
safeguard risks and no EMS or ESMS was pursued.

16. In addition, the review examined a sample of legal agreements associated with
27 Fl projects approved between 2007 and 2012. Lastly, the review assessed the
safeguard monitoring reports for all 14 Fl projects approved from 2010 to 2012 that
submitted such reports.

C. Methodology of the Review

17. Various evaluative exercises were carried out under the operational review, as
briefly outlined below. More detail is presented in the report’s specific chapters.

18. Reviewing the progress of SPS delivery, first involved carrying out exploratory
interviews with 15 senior safeguard specialists (primarily from the front offices of their
respective departments) and six divisional directors. This was followed by completion of
a structured questionnaire by 81 project team leaders responsible for nearly all ADB-
supported projects approved under the SPS with environmental and social risks that
became effective prior to July 2012. Internal data pertaining to the quality of safeguard
plans were also analyzed, particularly for category B projects—with the caveats about
their tentative nature and the need to triangulate them with other information—to
assess safeguard quality at entry (QAE).

19. Safeguard staffing resources analysis was carried out to assess whether ADB
has sufficient numbers of safeguard specialists to ensure safequard due diligence and
to provide appropriate support to project teams and ADB clients. The key findings
associated with the above exercises were then reviewed during three focus group
discussions with 20 safeguard specialists from various operational divisions and ADB’s
Environment and Safeguards Division (RSES).

20. The review of ADB's work to strengthen CSS and to use them in ADB-supported
projects was based on a review of all TA on CSS, and on safeguards more widely, and
interviews with staff involved in capacity development and safeguard capacity
assessments. Fifteen meetings on CSS were held with borrower representatives during
the field visits to the PRC, Indonesia, Sri Lanka, and Viet Nam for the Fl review.

21. The review of safeguard implementation in FlI projects was based largely on
document analysis related to safeguards for the 66 Fl projects mentioned earlier (para.
13). Document analysis was complemented by interviews with ADB staff and short
visits to 10 FlI projects in the countries with the biggest portfolios of FI projects: the
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PRC, India, Indonesia, the Philippines, Sri Lanka, and Viet Nam. Seven public sector Fls
were visited, and three private sector Fls. Various practical problems were encountered.
The FlIs visited were mostly in the capital cities or within a day trip. FI loans were
selected that had disbursed against subprojects and would presumably have had
experience in implementing their EMS or ESMS. This eliminated a number of more
recent Fl loans.

D.  Structure of the Report

22. To provide context for the three core chapters of the report, Chapter 2 provides
a review of how the SPS came about at ADB, and summarizes some of its main
differences with the earlier policies, as well as assessments made of it by others. It
reviews the SPS action plan and ADB'’s own assessment of progress made. An analysis
of relevant project portfolio developments is presented, to assess whether safeguard
risks have increased or decreased over time. This culminates in a brief review, indicating
progress recently reported in project completion reports for projects with high risks
initiated before the SPS.

23. Chapter 3 reviews the general progress of safeguard implementation under the
SPS, paying particular attention to institutional and staffing arrangements and
safeguard quality control processes.

24, Chapter 4 reviews efforts undertaken thus far by ADB to strengthen CSS and
explores the extent to which the option provided in the SPS for their application in
ADB-supported projects has been pursued. The study mainly reviewed TA projects that
aimed to (i) develop or apply the methodology for use of CSS, and (ii) strengthen CSS
or general safeguard implementation without the explicit purpose of direct use of CSS
in ADB projects. The chapter examines how country partnership strategies (CPSs) have
addressed the strengthening and use of CSS.

25. Chapter 5 takes a closer look at how effectively safeguards are being assessed
for FI projects, with a focus on ADB due diligence, FI due diligence, and the integrity
and operation of the Fls’ ESMSs. ESSFs were also assessed for eight MFFs and two
sector loans implemented by Fls.

26. Chapters 3, 4 and 5 all end with conclusions and issues; however,
recommendations are reflected only in the report’s executive summary.
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27. Like the SPS, the previous safeguard policies subscribed to the principles of
avoidance, minimization, or mitigation of adverse environmental and social impacts,
and the operational procedures associated for each were laid out in ADB’s Operations
Manual (OM). The latest iteration of this document, dated September 2006, included
three separate sections: Environmental Considerations in ADB Operations (OM F1),
Involuntary Resettlement (OM F2), and Indigenous Peoples (OM F3).” The Handbook on
Resettlement (1998)8 and ADB Environmental Assessment Guidelines (2003)° were also
used to support implementation of the requirements of these policies.

A.  Adoption of the SPS

28. In December 2004, ADB Management approved a concept paper to revise these
policies through a process referred to as the safeguard policy update (SPU). Several
reasons were given to explain the need for the update, including newly emerging
environmental and social challenges, changes in international safeguard practice,
streamlining procedures and reducing transaction costs, increased attention for country
systems, the introduction of new lending modalities and financial instruments, and
various lessons associated with the delivery of the three existing policies.

29. The updating process included a large number of internal and external
consultations, and involved the ADB Board and staff, governments, civil society
organizations, private sector entities, and members of academia. A consultation draft
of the new policy was posted on the ADB website in October 2007 and became the
target of considerable campaigning on the part of civil social organizations, such as the
NGO Forum on ADB. There was a concern, in particular, that efforts were being made
to “dilute” the organization’s existing safeguard policies, primarily due to borrower
pressure for less stringent financing conditions. A second consultative draft was posted
in October 2008, followed by a three-day multi-stakeholder consultation event in
November of that year. This culminated in the working paper on the SPS—which was,
again, extensively reviewed both internally and externally—and finally in the policy
paper and, in turn, the SPS itself, approved in June 2009.

30. The process took four and a half years, and also incorporated time set aside for
evaluations of the safeguards by the then Operations Evaluation Department of ADB

7 ADB. 2006. Operations Manual. Sections F1 to F3. Manila.
8 ADB. 1998. Handbook on Resettlement: A Guide to Good Practice. Manila.
® ADB. 2003. Environmental Assessment Guidelines. Manila.
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(conducted in 2006-2007'°) and a TA project in 2005"" to develop the methodology for
the use of CSS in projects.

31. Partly due to the external pressure described above, ADB did not pursue any
change that could be construed as a dilution of the previous safeguard policies. This
was despite a number of internal objections, particularly on the application of some
requirements to private sector operations. The requirement pertaining to the disclosure
of environmental impact assessment (EIA) documentation 120 days prior to
management review is perhaps the most controversial example of this (at the
International Finance Corporation [IFC] the period was only 60 days). In the end, little
of the intent and substance of ADB’s three previous safeguard policies was modified. In
addition to no dilution and a lot of clarifications and specifications, the updating
process introduced a number of additional requirements. This was particularly the case
for environmental safeguards. These are elaborated below.

B. What was New in the Safeguard Policy Statement?

32. Under the SPS, responsibilities for safeguard delivery by ADB and its client were
more clearly demarcated than in the previous policies. ADB’s roles and responsibilities
are indicated in paras. 71 and 72 of the SPS and were elaborated in a significantly
modified OM section (OM F1) issued on 4 March 2010 that replaced the three earlier
sections. OM F1 on internal safeguard procedures delineated the responsibilities and
procedures of ADB departments to guide consideration and documentation of
safeguard issues and decisions made during the project cycle. Responsibilities for
clients, on the other hand, were elaborated in safeguard requirements (SRs) detailed in
four appendixes of the SPS itself: SR 1-Environment; SR 2—-Involuntary Resettlement; SR
3-Indigenous Peoples; and SR 4-Special Requirements for Different Finance Modalities
(which were new modalities or modalities for which requirements had not been clear).
The substantive changes introduced in the SPS are well described in a recent paper ADB
presented to shareholders of the Asian Development Fund in May 2013."?

33. The terminology of the requirements makes it clear that ADB adopted a
compliance (“must do”) approach vis-a-vis its clients—an approach justified by the
nature of the negative externalities that are being addressed. This differs from the IFC's
more aspirational performance standards approach and the World Bank’'s current
safeguard reform proposal,'® which also adopts a standards approach, although mixed
with elements of a requirements approach. ADB's approach also characterizes itself as
flexible, as it sees safeguard delivery as risk-based where the depth of safeguard plans
is proportional to the likely potential significance of the impacts, and the level of effort
for safequard due diligence, monitoring and supervision are commensurate with
potential risks. The SPS policy principles sometimes express preferred solutions, such as
land-based resettlement strategies when affected livelihoods are land based “where
possible, ” the use of benefit sharing schemes “where possible,” and refer to
“meaningful consultation.” The SPS also sanctioned the use of framework approaches.

0 Operations Evaluation Department (OED). 2006. Special Evaluation Study: Involuntary Resettlement
Safeguards. Manila: ADB. OED. 2006. Special Evaluation Study: Environmental Safeguards. Manila: ADB.
OED. 2007. Special Evaluation Study: Indigenous Peoples Safeguards. Manila: ADB.

" ADB. 2010. Technical Assistance for Strengthening and Use of Country Safequard Systems. Manila.

2 ADB. 2013. Progress Report on the Asian Development Bank’s Safeguard Policy Statement (April 2013),
prepared for the Asian Development Fund Donors Annual Consultation on 2 May 2013 in Delhi, India.

3 World Bank. 2014. Environmental and Social Framework. Setting Standards for Sustainable Development
(first draft for consultation). July 30. Washington, D.C.
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34. For environmental safeguards, the SPS introduced explicit policy principles and
borrower requirements on biodiversity protection and natural resources management,
pollution prevention and abatement, occupational and community health and safety,
and physical cultural resources. The old OM section on the environment included only
requirements on the environmental assessment process (which were retained) and
referred to a handbook for substantive guidance.

35. The SPS further introduced a mitigation hierarchy for biodiversity conservation:
no net loss requirements for projects located in or near natural habitats, and more
stringent requirements for projects in areas associated with critical habitats and legally
protected areas. It also included provisions on quantification of project-related
greenhouse gas emissions, evaluation of feasible and cost-effective options to reduce
greenhouse gas, and pursuing appropriate options for this. Most of these issues were
already examined in EIAs and initial environmental examinations (IEEs) before the SPS,
but they were sharpened and brought in to the main policy as borrower requirements.

36. For social safeguards, the scope and triggers were more clearly defined.' For
instance, additional definitions for meaningful consultations with affected people and
other stakeholders were introduced. Particular emphasis was given to gender-inclusive
consultation, as well as requirements for all category A and B projects to have a
gender-responsive grievance redress mechanism. The requirement for obtaining
consent from Indigenous Peoples in particular is now stipulated, in recognition of their
unique vulnerabilities.”™ Although this had, in fact, already been included in the 2006
OM, the SPS codified higher standards for livelihood restoration. Rather than simply
requiring that that displaced people be at least as well-off as they would have been in
the absence of the project, requirements were introduced to improve the standards of
living of the displaced poor and other vulnerable groups.

37. In addition, ADB’s due diligence requirements were more clearly specified. For
instance, ADB is required to confirm that the borrower/client understands the SPS
requirements and has the necessary commitment and capacity to address the
environmental and social risks of the project in question. ADB also needs to confirm
that the role of third parties is appropriately defined in safeguard plans. Moreover, for
projects with potentially significant adverse safeguard impacts (environment, IR, and
IP), ADB is to confirm that the borrower/client has engaged qualified and experienced
external experts or qualified nongovernment organizations (NGOs) to verify safeguard-
related monitoring information. Finally, ADB due diligence is required to confirm that
consultations with affected people are in line with SPS requirements.

38. An organizational change was the delegation of full responsibility for reporting
to Management on the status of category B and category Fl project compliance at
preparation stage from the Chief Compliance Officer (CCO) to operations departments
(OM Section F1/OP of 4 March 2010, para. 23). For all projects, the operations
departments (not the CCO) would have to henceforth confirm to Management that all
applicable safeguard requirements have been met before Management can approve
circulation of the RRP or the Board paper to the Board.

IR safeguards cover physical displacement (relocation, loss of residential land, or loss of shelter) and
economic displacement (loss of land, assets, access to assets, income sources and means of livelihoods) as
a result of involuntary acquisition of land or involuntary restrictions on land use or on access to legally
designated parks and protected areas.

> This would happen for in case of (i) commercial development of IP cultural resources and knowledge; (ii)
displacement from traditional or customary lands, and (iii) commercial development of natural resources
within customary lands being used by IP.
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39. Borrower/client due diligence requirements were also more clearly specified: for
instance, the borrower/client needs to include the safeguard requirements in bidding
documents and civil works contracts in the form of legal agreements. Monitoring and
reporting requirements are made more explicit, e.g. ADB requires borrowers/clients to
retain qualified and experienced external experts or qualified NGOs to verify monitoring
information for projects with significant impacts and risks, use independent advisory
panels to monitor project implementation for highly complex and sensitive projects,
and submit periodic monitoring reports on safeguard measures as agreed with ADB.

40. The document introduced more elaborate requirements for safeguards in Fl
projects, a special subject in this review. A final major change introduced by the SPS
concerns another special subject of this review: the articulation of a strategy for
strengthening and using CSS in ADB-supported projects.’®

C. External Assessments of the SPS

41. At least two independent assessments have compared the safeguard policies
and requirements of the MDBs. ADB did well in both. The Global Environment Facility
(GEF) published a review in 2013" of the safeguard standards of nine of its partner
agencies, ADB included. It was found that ADB’s SPS and the relevant procedures meet
all of the GEF minimum standards. It was the only one of the nine to do so (the World
Bank was not assessed), and hence no action plan was recommended.

42. The German government also analyzed safeguard frameworks of major MDBs
including ADB in 2013, in order to recommend reforms to the World Bank.'® ADB came
out of the review well. The report found that the World Bank’s current safeguard
framework was more difficult to comprehend and apply than the fully integrated
performance standards or requirements used by the IFC, the European Bank of
Reconstruction and Development, the African Development Bank, and ADB. It found
that the rules regarding supervision and monitoring of projects when using country
systems were the same for the World Bank and ADB. Neither relinquished its
responsibility for supervision and both adhered to the same rules as when their own
systems were used. ADB rules were found to be more explicit and therefore more easily
understood and applied. ADB’s regular accountability mechanism applied even when a
project used CSS. The report found differences in the way the World Bank and ADB
interpret and implement their approaches to the use of country systems. While the
World Bank is more focused on using country systems, ADB focuses on strengthening
country systems before using them.

43, A more critical report about ADB’s 2009 policy was written for Oxfam Australia
in 2010." It acknowledged strengths, such as the mainstreaming of gender and use of
country systems in the safeguards, the requirement for EIAs to evaluate transboundary
and cumulative impacts of ADB projects, the acknowledgment of the need for
improved standards of living for poor and vulnerable groups, broad community
support needed from IP and explicit reference to the United Nations Declaration on the

6 1t is perhaps ironic that the introduction of new requirements in practice often meant a move away from
CSS. For instance, all FI projects are to follow ADB requirements. Before SPS, FI equity loans were allowed
to follow national laws.

7 Global Environment Facility. 2013. Review of GEF Agencies on Environmental and Social Safeguards and
Gender Mainstreaming. Washington, D.C.

'8 ). von Bernstorff and P. Dann. 2013. Reforming the World Bank’s Safeguards, A Comparative Legal
Analysis. Bonn and Eschborn, Germany: GIZ.

9°). Rosien. 2010. Understanding the Asian Development Bank’s Safeguards Policy. Victoria, Australia:
Oxfam.
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Rights of Indigenous People. However, it found the following shortcomings (several of
which are disputed by ADB):

(i) No explicit provision for amendment or discontinuation of the use of country
systems approach “if the findings from the review scheduled for 2013
demonstrate that the country systems lead to non-compliance with the ADB's
safeguard policy provisions.”

(i) Acceptance of the borrower/client’s right to not comply with international
good practice in pollution prevention in specific project circumstances, without
defining these circumstances.

(iii) Exclusion of people from the policy affected by economic displacement from
compensation under the Involuntary Resettlement provisions, if the economic
displacement has not been caused directly by land acquisition.?°

(iv) Negotiated agreement with affected people superseding policy provisions.

(v) Limited protection for affected people without legal title.

(vi) No consistent integration of the principle of free, prior, informed consent as
enshrined in the United Nations Declaration on the Rights of Indigenous
People.

(vii) Limited scope for broad community support, applying only in certain
circumstances, rather than for all projects impacting on Indigenous Peoples.

(viii)  Failure to clearly define financial intermediaries, thus allowing for arbitrary
application of the requirement for financial intermediaries.

D. SPS Medium-Term Action Plan, 2010-2012

44, ADB incorporated a medium-term action plan (2010-2012) into the SPS to
support its implementation. This had four action areas: (i) developing the capacity of
borrowers/clients for safeguard delivery, (ii) developing and maintaining the tools and
instruments to assist in implementing the Policy, (iii) ensuring ADB’s organizational
capacity and resources for policy implementation, and (iv) improving and maintaining
ADB'’s internal review and compliance monitoring system.

45, Although several actions were not given quantitative baselines and/or targets, it
is clear that many activities have been carried out over 2010-2012. As mentioned
above, ADB'’s operational procedures were updated in 2010, new good safeguard
practice sourcebooks were issued in 2012, and numerous training events were carried
out for staff, clients, and other development partners. The medium-term action plan
was to be followed by another plan, but this has not happened.

46. The action plan stated that ADB was to carry out three to five CSS equivalence
and acceptability assessments and gap-filling action plans at the subnational, sector
and/or agency levels over 3 years to strengthen the borrower’s/client’s institutional
capacity to implement safeguards. An additional output relates to the preparation of
guidelines and handbooks to support CSS strengthening processes. While both of these
outputs were achieved, the review finds the targets to be very modest, particularly
given the ambitious tone of the SPS on the need for a systematic approach to CSS.

20 The SPS does not limit compensation to those who are affected by land acquisition; it says that
compensation required for impacts due to land acquisition will be addressed through resettlement plans.
For example, there may be livelihood impacts for downstream fishers affected by a hydropower project.
The minimization, avoidance, or compensation of livelihood impacts will not be through the resettlement
plan because the impacts are not due to land acquisition. Rather, it will be through the environmental
management plan.

21 ADB. 2010. Safeguard Review Procedures. Operations Manual F1/OP. Manila. Updated 1 Oct. 2013.
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47. Relevant to this review’s assessment of safeguards in Fl projects, the action
plan did not include requirements for the implementation of the new FI project
regulations, most pertinently the rollout of the new ESMS. More general sections
relevant for this objective included: (i) safeguard training for the borrower and ADB
staff in-country and at ADB headquarters; (ii) client capacity assessment;
(iii) disseminating the SPS in different languages; (iv) the provision of implementation
advice; (v) the development of handbooks, guidelines and operations manuals; (vi) the
delivery of seminars; (vii) recruitment of staff; (viii) disclosure and screening; and
(ix) supervision and reporting. These activities have been generally carried out, although
this review sees scope for some further training in the Fl context.

48. Although there has been no final report on the action plan, Management's
positive views on the implementation of the SPS are expressed in both internal and
external documents, such as official memorandums of the CCO and a progress report
provided to shareholders of the Asian Development Fund in 2013 and available on the
ADB website (footnote 12).

49, In these documents, ADB views all projects approved as complying with SPS
procedural requirements at the time of Board approval, but flags a few substantive
issues, such as the collection of baseline data on biodiversity and developing offset
measures to achieve “no net loss” in biodiversity.?* Category A projects are considered
to be generally adequately prepared, although some areas needed strengthening, such
as alternatives analysis, borrower capacity gap assessments, and indicators. For
category B projects (approval of whose safeguard plans was decentralized to
operations departments in 2010), the quality of environmental assessments is found to
vary and inadequate quantitative data and generic mitigation measures remain
concerns, while greenhouse gas emissions reporting needs to be improved.

50. For resettlement planning, several areas are viewed as in need of
strengthening, such as using cost-effective methods to document losses of the affected
persons and to support livelihood restoration measures. An ADB database shows that
about 250,200 persons were likely to be affected by the 2012 projects, compared with
350,000 in 2010 and 190,000 in 2011.

51. ADB views the disclosure of safeguard documents as satisfactory, although in
IED's view there is room for improvement as the policy sets high standards here. ADB
viewed disclosure of monitoring reports as improved in 2012, particularly for
environmental reports (from 40% in 2011 to 62%). Disclosure of resettlement
monitoring reports, on the other hand, increased from 42% to 48%, and only 25% of IP
monitoring reports were disclosed, fewer than before, requiring follow up by
responsible departments.?

52. The 2013 Asian Development Fund paper sketches a number of implementation
challenges and responses for moving forward, but essentially expresses Management's
preliminary view that the SPS is effective, helps to enhance project sustainability and
contributes to CSS improvement. The ADF document sees the transition to the SPS
period as having been smooth, the internal safeguard review system as stronger and
functioning well, the 42 new staff positions created since 2009 as appropriate, demand

22 1t seems that particularly for biodiversity conservation, the new requirements have created more work. At
least five project proposals were prepared with significant work in this area; one of which was even
stopped at a relatively late stage when it was verified that no special arrangement could easily prevent the
critical habitat from being affected.

3 ADB. 2013. Annual Report on the Implementation of the Public Communications Policy in 2072. Manila.
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from countries for ADB to strengthen CSS as strong, and the activities in the medium-
term action plan (2010-2012) for SPS implementation as successful.

E. ADB Accountability Mechanism

53. Another indicator of progress with safeguard implementation is the extent to
which safeguard problems have come to a head and complaints have been received
from stakeholders. Publicly available reports from the Special Project Facilitator (SPF)
and the Compliance Review Panel (CRP) of ADB are instructive here. The SPF focuses on
problem solving and finding satisfactory solutions to problems caused by ADB-assisted
projects. The CRP investigates alleged noncompliance by ADB with its operational
policies and procedures in designing and implementing ADB-financed projects.

54. From 2007 to 2014, the Office of the SPF registered 38 safeguard-related

complaints; 15 in the 3 years before 2010 and 23 in the 4.5 years after 2009, the

period of the SPS.* Five of the complaints before 2010 were assessed to be eligible, as

were another five in the period from 2010 to 2014. This indicates an overall limited

level of potential noncompliance with the SPS, and also that there was perhaps not

much change in the level of potential noncompliance after approval of the SPS.?® From

a wider angle, the increased number of complaints itself and the careful consideration

The  given to them can be seen as an indication that the accountability mechanism is

accountabi/itj/ working well. The eligible complaints involved projects in transport, water supply and

X g sanitation, energy, education, and multisector projects. Five were from the Central and

mechanism Is West Asia region, four were from the Southeast Asia region, and one was from the East

Wor/(ing well Asia region. The eligible complaints revolved around resettlement (4), information (2),
consultation (1), compensation (2) and land acquisition (1) issues.

55. Since 2007, ADB’s CRP has investigated complaints for six projects, mostly after
the adoption of the SPS (Table 1). However, all projects were designed before 2010. For
several, the complaints were found to be justified and action plans rectifying the
situation were put in place. So although this performance is not excellent, the
proportion of projects leading to cases remains well below 5%. Nevertheless, the case
of Cambodia in particular has been serious, revealing serious lapses in ADB’s and the
borrower’s due diligence in this case. However, limited conclusions can yet be drawn as
to safeguard implementation performance under the SPS.

Table 1: Compliance Review Registry of Complaints, 2007-2014

Date

Received*  Country Sector Project Name (Approval Year)

03-Jun-09  PRC Water Fuzhou Environmental Improvement Project (2005)

23-May-11  KGZ Transport CAREC Transport Corridor | (Bishkek-Torugart Road) Project 1 (2008)
25-May-11  PHI Energy Visayas Base-Load Power Development Project (2009)

30-Jan-12  INO Multisector  Integrated Citarum Water Resources Management Investment Program -

Project 1 (2010; the management review meeting took place in 1999)
28-Aug-12 CAM Transport Rehabilitation of the Railway in Cambodia Project (2007) — Supplementary
(2012)
17-Oct-13  IND Energy Mundra Ultra Mega Power Project (2008)

CAM = Cambodia, CAREC = Central Asia Regional Economic Cooperation, CWRD = Central and West Asia Department,
IND = India, INO = Indonesia, KGZ = Kyrgyz Republic, PHI = Philippines, PRC = People’s Republic of China.
* With requisite information. Source: http://compliance.adb.org/dir0035p.nsf/alldocs/BDAO-7XGAWN?OpenDocument

24 http://www.adb.org/site/accountability-mechanism/problem-solving-function/complaint-registry-year
25 ADB views the increase in registered complaints as an indication of the improvement in monitoring and
reporting on ADB projects, and also an indication that SPS system is working well.




Safequards after the Adoption of the SPS ‘ 13

F. Environmental and Social Risks in ADB-Supported Projects

56. It is pertinent to see whether the risk profile of ADB’s portfolio of approved
projects has changed since the SPS was introduced. Table 2 shows how ADB classifies
projects with environmental and social risks. The SPS confirmed the earlier abolition of
the B-sensitive category, and retained ADB's earlier safeguard categorization system,
including the institutional arrangement under which the CCO issued a safeguard
memorandum establishing the categories for the three safeguard areas and clearing
each project presented for board consideration.

57. Although this categorization system is convenient, some concerns remain. In
the case of environmental safeguards, there remains scope for interpreting what
constitutes a significant impact. The interpretations can be helped by guidelines and
standards in handbooks for practitioners, such as what have been issued by IFC or the
World Bank. But often, an element of judgment is still required. For instance, a project
should not lead to a net reduction in the global and/or national or regional population
of any critically endangered or endangered species over a reasonable period of time.
The timeframe in which clients must demonstrate “no net reduction” of such species
will then be determined /n consultation with external experts. While it is appropriate
that critical experience is built up with the use of such standards in the beginning, the
room that remains for interpretation can affect the effectiveness of the process.

58. In the social safeguard domain, ADB retained the 200 affected persons cut-off
rule of its previous IR policy, to determine the IR classification for category A or B.
Although the SPS says that IR plans are commensurate with the risks, this cut-off
remains somewhat arbitrary and simplistic. Should a project that requires 150 people
to be resettled from one place to another be given less attention than a project in
which 250 people resettled? Finally, Table 2 shows that social impacts—other than
those triggered by land acquisition or restrictions on land use—only fall under the SPS
SR-1 if the affected people are vulnerable.

Table 2: Summary of Project Safeguard Risk Categorization System
Class Environment
A Likely to generate
significant impacts that
are irreversible, diverse,
or unprecedented.

200 or more people face
major impacts, defined
as being physically
displaced or losing more
than 10% of their
productive assets, e.g.,
agricultural land.

Likely to significantly affect the (i)
customary rights to land/natural
resources,

(ii) socioeconomic status,

(iii) cultural and communal integrity,

social security, and/or
(v) indigenous knowledge of IP.

Involuntary Resettlement Indigenous Peoples

(iv) health, education, livelihood, and

Likely to have limited impacts on IP
in ways defined above.

B Potential of generating
impacts less significant
than category A
(impacts are site-
specific, likely reversible,
and straightforward to
mitigate).

People affected as
above, but less than 200.

No land acquisition or No expected impacts on IP.
restrictions on land use,
so IR related impacts not

generated.

C Likely to have minimal
or no adverse impacts.

FI Involves investment of Involves investment of Involves investment of funds
funds through an FI. funds through an Fl. through an Fl.

FI = financial intermediary, IR= involuntary resettlement, IP= Indigenous Peoples.
Source: ADB. 2012. Safeguard Review Procedures. Operations Manual F1/0P. Manila.

The SPS
confirmed the
earlier abolition
of the B-sensitive
category

Although this
categorization
system Is
convenient,
some concerns
remain
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59. Bearing in mind its inherent limitations, ADB's risk classification system for
safeguards can be used in this review to gain insights—albeit crudely—into the current
levels of safeguard-related risk associated with ADB's current portfolio of projects and
how this has changed in recent years, particularly following the adoption of the SPS.
Figure 1 shows how ADB's project portfolio for environmental safeguards has changed
from 2007 to 2013 in general and 3 years before and 4 years under SPS in particular
(refer to Appendix 1, Linked Document A for more portfolio information).

Figure 1: Environmental Safeguard Risk Classification for Projects
Approved Before and After SPS' Adoption
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OA OB OFI
FI = financial intermediary, IED = Independent Evaluation Department, SPS = Safeguard Policy Statement.
Source: Asian Development Bank, calculated by IED.

60. Overall, while the post-SPS period is associated with a slightly lower proportion
of category A projects compared to before, there is a significantly higher proportion of
category B projects, indicating an increased share of projects classified as carrying some
level of environmental risk. By volume of lending, category A is higher at around 25%
and this has not reduced from before SPS; lending volume for category B increased
from 29% to 48% after SPS adoption (Appendix 1, Linked Document A, Figure 1).

61. Whether the change is a result of increasingly cautious categorization in recent
years or denotes a more real change in the type of projects ADB is dealing with is
difficult to judge. The latter seems more likely. The bulk of the increase in category B
projects for the environment are those in infrastructure, and during the period the
number of energy and water projects in particular increased (Appendix 1, Linked
Document A, Table 6). A greater share of infrastructure projects (in energy, transport
and water) should not normally lead to expect a lower share of category A projects in
the whole ADB portfolio. However, a growing proportion of energy projects coupled
with a change to more environmentally friendly projects may be one reason. More risk
aversion by borrowers or ADB in terms of big environmentally sensitive projects, such
as dams which receive an almost automatic category A classification may be another.
The review knows of at least one dam project under preparation that was ultimately
not financed by ADB due to environmental concerns.

62. With over half of all projects categorized as B for environmental safeguards,
consideration may be given to breaking down this category into projects with more
risks and those with fewer. However, reinstatement of the “B-sensitive” category that
existed before the SPS does not seem a viable option.?® OED’s 2006 environmental

26 OM F1 of 25 September 2006 defined category B-sensitive as projects deemed by ADB’s CCO to be
environmentally sensitive for the purposes of the 120-day rule, and having characteristics such as (i)
location near environmentally sensitive areas; (i) involving deforestation or loss of biodiversity;
(iii) involving involuntary resettlement issues; (iv) involving the processing, handling and disposal of toxic
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safeguards evaluation (footnote 10) recommended abolishing this category, as it
seemed to lead to a tendency to categorize projects as B-sensitive rather than, more
appropriately, category A. However, deleting the “B-sensitive” category has not led to
more category A projects, in fact there are now fewer rather than more such projects.
Meanwhile, during 2007-2009, there was only one case of a project categorized as B-
sensitive for the environment (in 2005 there were four cases and in 2006 three).

63. At the other end of the scale, some staff have commented that there are many
cases with limited environmental risks, where an IEE is seen as an overkill. Therefore
staff should consider clearly distinguishing between category B projects with very
limited environmental impacts and projects with potentially adverse impacts requiring a
more elaborate IEE; for the former, a more framework-like approach to the IEE could be
conceived, while for the latter, the IEE work needs to remain detailed.

64. A question is whether a large number of infrastructure projects initially
categorized as B are later converted to A. An investigation of all such cases of change in
category after approval between 2007 and 2013 did not confirm this: while one project
categorized at approval as B was later converted to category A, and seven category C
projects were converted to category B, this did not seem to be a very large number,
compared with the total number of projects approved over the period. However, three
category A projects were downgraded to B and two projects from B to C (Appendix 1,
Linked Document A, Table 5). All these findings point to reasonably reliable
environmental risk appraisal, and categorization before Board consideration.

All these
findings point
to reasonably
reliable
environmental
risk appraisal,
and
categorization
before Board
consideration

Figure 2: Involuntary Resettlement Safeguard Risk Classification for
Projects Approved Before and After SPS' Adoption
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FI = financial intermediary, IED = Independent Evaluation Department, SPS = Safeguard Policy Statement.
Source: Asian Development Bank, calculated by IED.

65. Figures 2 and Figure 3 present the statistics for the IR and IP safeguard areas,
respectively. As category Fl did not exist in the pre-SPS period for IR and IP, the
percentage of Fl projects jumps from zero in the pre-SPS period to over 10% under the
SPS.?” Category A for IR fell slightly from 23% to 20%, similar to the trend for
environmental category A. By volume there was hardly any change (29% and 28%). The
main observation is that projects classified as IR category A or B grew slightly from 47%
to 51%, while projects classified as IP categories A or B fell significantly from 32% to

and hazardous substances; or (v) involving other environmentally sensitive activities also of concern to a
wide group of external stakeholders.

27 The SPS created a new financing modality, “General Corporate Finance,” by which some types of projects
that had been categorized as Fl have been treated separately in SR-4 (paras. 17-20). This new financing
modality has had an impact on the types of Fl category projects under the SPS.
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East Asia has
the greatest
share of
category A
projects, but
this share
decreased
considerably

A major
decrease in IP
category A and
B projects took
place

16%.® A memorandum prepared for ADB management states that this drop is
primarily due to there being fewer transport projects in the PRC and Southeast Asia,
which historically had a large share of the portfolio with potential impacts on IP. A
rising share of projects is being implemented in urban areas, where fewer IPs are
present (but where IR impacts are more likely). There were also 33% and 50% increases
in projects classified as IR and/or IP category B in water and energy, respectively, in
2010-2013. As with environmental safeguards, a check on the reclassification after
approval did not indicate serious under or over categorization (Appendix 1, Linked
Document A, Table 5), again leading to the conclusion of reasonable project
preparation and social risk assessment and categorization work in ADB.

Figure 3: Indigenous Peoples Safeguard Risk Classification for
Projects Approved Before and After SPS' Adoption
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FI = financial intermediary, IED = Independent Evaluation Department, SPS = Safeguard Policy Statement.
Source: Asian Development Bank, calculated by IED.

66. It is of further interest to see how safeguard-related risk is distributed and has
changed among ADB's six operations departments and various financing modalities.?
For environmental safeguards, East Asia has the greatest share of category A projects,
but this share decreased considerably following the adoption of the SPS. The Pacific
Department’s share of such projects dropped from 9% in the pre-SPS period to 0% in
the post-SPS adoption period. South Asia increased its share of category B projects by
19%, making it the region that assumed the most additional environment risk under
the SPS (Appendix 1, Linked Document A, Figure 2). There was a strategic shift in ADB
operations department to focus more on environmentally friendly projects which, in
effect, changed the safeguard categories.

67. For IR safeguard risk, a similar trend exists for East Asia and the Pacific. East
Asia has the highest share of category A projects, but this decreased following the SPS,
while the Pacific’'s small share of category A projects dropped to zero. In addition, while
South Asia took on some additional risk, the IR risk was more significant in Central and
West Asia. As mentioned, a major decrease in IP category A and B projects took place in
the SPS period, probably linked to the growth in urban projects at the expense of rural
projects (there are more IP-sensitive issues in rural areas). This was particularly in the
regions of the Pacific, South Asia, and—Iless so—East Asia.

68. In terms of financing modalities, any differences between the period before
and after the SPS, are not as big as between the modalities themselves. Project,

2 As with environmental safeguards, there were upgrades and downgrades after approval, but not many.
Seven IR category C projects were upgraded to B and one B project to A. Two projects were downgraded
from IR category A to B and 4 from A or B to C.

29 Pre-SPS, the Private Sector Operations Department (PSOD) projects were mostly FI for environment and
category C for IR and IP.
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multitranche financing facility (MFF), and sector loans are associated with the most
environmental risk, but there has been a slight drop since the SPS in the number of
category A projects associated with each, probably indicating that borrowers are more
risk-averse in terms of the projects they offer for financing to ADB and perhaps that
ADB itself is also more risk-averse.

69. Unsurprisingly, almost all sector projects (i.e., projects which develop 15-30
subprojects after their approval) are categorized as environment category B. However,
many have a stipulation that if a subproject surfaces that requires a category A
classification, it should not be entertained (the same applies to social safeguards). This
kind of risk aversion may be another reason why the proportion of category A projects
has not increased—there was a significant drop in category A sector loans.

70. Private sector loan projects may have experienced most change. The proportion
of environmental category A projects increased from 7% pre-SPS to 15% under SPS;
category B projects, from 23% to 44%, and category Fl projects dropped from 59% to
38%%* (Appendix 1, Linked Document A, Figure 3). But private sector projects still have
a limited share in the overall number of projects, so the private sector trend does not
change the overall trend.

71. Surprisingly perhaps, MFF tranches have a lower proportion of environmental
category A projects than investment projects (15% against 20%). ADB’s Board has
expressed a concern to IED that there was perhaps a practice that many of the later
MFF tranches approved by Management and not by the Board were given a higher risk
category, with an intention to understate the risks at Board approval stage. The review
looked at all MFFs since 2007 where the first tranche was categorized as B for any of
the three policies. There were as many subsequent tranches that were of a higher
category as there were tranches of a lower category. Some MFF documents indicated
subsequent tranches would have a higher risk category, showing transparency,
enabling the Board to take an informed decision.

G. Implementation Progress of Projects Approved Under SPS

72. Implementation progress made by projects approved in the post-SPS period
would enable the effectiveness of the SPS on the ground to be gauged. However, very
limited progress of relevance to this review has been made since 2010. From January
2010 to December 2013, ADB approved 443 projects. Of these, 84% were categorized
as either A, B or Fl in any of the three safeguards areas. The review found that only 19
(4%) of these had civil works contracts with disbursement rates of 40% or more by
April 2014 (Appendix 1, Linked document A, Table 13).2" When supplementary loans for
which the mother loans had been approved prior to the SPS are excluded, the number
of projects drops even further to only 12 (3%). The main conclusion, therefore, is that it
would be very early to make any observations regarding the effectiveness of safequards
under the SPS at this stage, and this will remain the case even in 2015 and 2016, when
the full evaluation of the effectiveness of the SPS is to take place.

73. Most of the more mature projects are associated with road construction, apart
from an agricultural project in PRC and a water supply project in Azerbaijan. The

30 Qverall, the number of Fis slightly decreased. The number of infrastructure projects under FI classification
also decreased.

31 Even for involuntary resettlement safeguard implementation, which often needs to be completed before
the construction phase, the review would be early, as construction contracts are often staggered, while
livelihood restoration measures in particular can take a long time to implement.
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Positive impacts
were reported
much more
than negative
impacts

implementation status of all ADB’s ongoing projects was deemed satisfactory by the
operations departments at the end of 2013, as per ADB's eOperations system.?? The
other common feature across the 12 more advanced projects is that they are all in
middle income countries. Many of these are experienced in safeguard enforcement in
infrastructure projects such as (particularly) the PRC, but also Bangladesh, India, and Sri
Lanka. However, there were no advanced projects in Southeast Asia on the list (e.g.,
projects in Cambodia, Indonesia, Philippines or Viet Nam) nor in the Pacific. Of the
relatively more advanced projects, only two are category A (in the PRC), while all other
high-disbursing projects are category B or C. The list has no IP category A projects.

H.  Safeguard Results of Pre-SPS Category A Projects

74. Some insights on the types of results generally achieved may be gained from a
review of impacts reported by recent project completion reports (PCRs) for category A
projects approved before the SPS. While there were some changes post-2009 and more
safeguard staff have been mobilized, safeguard results may not transform completely,
as the executing agencies will remain the same. All 47 PCRs of projects categorized A
issued between 2010 and July 2014 were reviewed with respect to safeguard
implementation, and the results are reflected in Table 3.

75. Overall, positive impacts were reported much more than negative impacts,
although for four projects (12%) some negative environmental impact was reported or
implied, and for six (19%) a negative social impact was reported. These findings have
not been independently checked through field observations. IED’s own project
performance evaluation reports (PPERs) were generally for projects initiated and
implemented too long ago to yield relevant findings for this review, which concentrates
on recent developments. The few that were done for more recent projects did not
report serious impacts that warrant concern.

Table 3: Safeguard Impacts in Recent Project Completion Reports Issued (Category A)

Agriculture and Natural

Resources 2 2 2 2 4

Energy 2 2 1 1

Multisector 2 2 1 6 7

Transport 2 1 3 14 20 3 4 8 15

Water and Other Municipal

Infrastructure and Services 1 6 7 1 4 5
Total 2 1 4 26 33 5 6 21 32

IP = indigenous peoples, IR = involuntary resettlement, PCR = project completion report (issued 2010-2014).
2 Environmental/social impact not discussed.

Environmental/social safeguards discussed but it is not clear whether anything positive or negative
happened.

¢ One or more negative environmental/social impacts were reported/implied (and not avoided/mitigated).

4" One or more positive environmental/social impacts were reported/implied as a result of safeguards

Source: 47 PCRs for projects categorized as A for any of the three areas, out of all 293 PCRs circulated from
January 2010 to July 2014.

b

76. Some indication of the types of impacts recorded may be useful to the reader.
Of the 33 PCRs reviewed for projects categorized A for environmental safeguards, one
for a unsuccessful urban project reported that sewage collected was still being

32 The Development Effectiveness Review in 2013 does not give exact figures, but reports that safeguard
dimensions received substantially higher ratings than contract award and disbursement, with 80% of the
total ongoing ADB portfolio rated on track.
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disposed of untreated in natural drains; similarly, the collected solid waste was
disposed of through open dumping, impacting ground water and air quality. A road
project reported environmental damage in the initial stages because geological hazards
had not been sufficiently mitigated prior to excavation. Slope protection had not been
undertaken. The problems were reported as gradually mitigated successfully through
proactive measures for safety management and environmental preservation.

77. Another road project reported a negative impact due to insufficiently regular
maintenance of ditches, and insufficient prevention of soil erosion and landslides. The
PCR of a Tsunami Emergency Assistance Project reported a lack of environment and
safety officers; unsound disposal of construction debris and dredged sand and soil; and
problematic housekeeping practices at construction sites. A railway PCR reported
problems with the quality and timing of restoration of embankments.

78. Of the 32 PCRs reviewed for projects categorized A for social safeguards, one
for a project in PRC reported that inadequate time had been available for resettlement
implementation; damage had been done to houses; and there had been some
interruption in the community water 