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Glossary

Investors primarily want to
reduce unmanageable risks,
preserve their capital and
add much-needed value to
companies, communi es
and the environment.

T

he What Investors Want Series provides
advice, experiences, perspec ves and simple
illustrated explana ons of key environmental
and social (E&S) issues to project sponsors,
developers, consultants and advisers. Series' content
has been consolidated from the contribu ons of E&S
experts, who are/have been prac oners in
interna onal project or development ﬁnance.
What Investors Want is not intended to replace
useful E&S risk management best prac ce and
g u i d a n c e d o c u m e nt s ava i l a b l e to p ro j e c t
stakeholders. Links to a number of these
documents/sources are listed on the back page of
this Series tle.

Why are Environmental
and Social Assessments
so important to Investors?
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“Eﬀec ve project prepara on requires all
assessments (ﬁnancial, economic, technical, legal
ins tu onal, E&S) to be carried out in parallel,
with the diﬀerent assessment processes
informing each other.”
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“Investors conduct due diligence to iden fy and
mi gate legal, credit, technical, economic and
E&S risks. Assessment reports provide vital
informa on needed for E&S due diligence –
helping investors understand the material risks a
project can create for the environment, as well as
people, communi es and cultures.”
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“Thorough and well-conducted E&S assessments
can save investors signiﬁcant amounts of me
and money, by establishing project feasibility
(from an E&S perspec ve), properly analyzing
alterna ves, iden fying E&S gaps/issues,
recommending prac cable management
measures and generally increasing investors’
knowledge of key project aspects.”
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“Conduc ng proac ve and well-scoped
E&S assessments is absolutely integral
to the success of project or company
opera ons. Investors want to be certain
that project sponsors have gone
through a comprehensive assessment
process, which helps them properly
understand the E&S issues and risks
they will have to manage”.
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“Investors are concerned with the
possible reputa onal issues arising
from E&S risks associated with
developing a project. They seek to
ensure that, by inves ng in projects,
t h e y a re a l s o o p e ra n g w i t h i n
principles which actualise their
organiza on's purpose of achieving
posi ve development impact.”

Understanding the full environmental and social
interac ons, implica ons and costs of any project
has become an absolute necessity for investors.

What are the Key Considerations for
Environmental and Social Assessments?
C
“Alloca ng E&S categories is an important star ng
point, which guides the determina on of E&S
assessments to be undertaken for any project or
opera on. E&S categoriza on is based on poten al
E&S risks associated with par cular project ac vi es
and is typically driven by country legisla on. Investors
will expect their proposed E&S categories to be more
stringent or equal to country-allocated E&S
categories.”
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“Simply describing the physical components of a project
is insuﬃcient for proper E&S assessment. In the
assessment process, project descrip ons should include
all factors, elements and interfaces needed for a project
to func on. This typically includes but is not limited to;
ins tu onal arrangements, roles of key third par es,
construc on methods and melines, opera on modes
and maintenance schedules.”

C
“E&S assessments should be comprehensive, while
taking into account the nature and scale of a project’s
impact on the environment and society. A full E&S
assessment process should cover a wide range of
poten al E&S issues o en not addressed through
na onal Environmental Impact Assessment (EIA)
processes: issues rela ng to labour and working
condi ons, workers/public health and safety, land use,
tenure and acquisi on, biodiversity conserva on,
human rights, gender-based violence, minority tribes,
vulnerable persons, cultural heritage and climate
change.”
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“An analysis of alterna ves during E&S
Assessment is not a mere ck box exercise, but is
of paramount importance. Well-structured
analyses of alterna ves, which follows a best
prac ce mi ga on hierarchy approach (Avoid,
Minimize, Reduce, Oﬀset/Compensate) are
fundamental in helping to avoid unmanageable
E&S risks and impacts.”

A “An E&S assessment process should be inclusive
and not exclude (easily omi ed) E&S issues and
risks – such as security, human rights, cultural
heritage and gender.”
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“E&S assessment processes should be completely
interac ve and involve rigorous and appropriate
engagement with all stakeholders poten ally
aﬀected by a project. It is essen al that stakeholders
understand how the project will aﬀect their
livelihoods and environment and that they are given
ample opportuni es for involvement and feedback.”
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“E&S assessments are a systema c way to iden fy all the
E&S aspects, issues, risks and mi gants rela ng to a
project. The key word is 'systema c' – assessments must
follow a methodical, well-thought out approach to
iden fying risks.”
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“It is essen al for project sponsors to understand the
diﬀerence between the full E&S assessment
requested by investors and the regulatory EIA legally
required for project planning/permi ng purposes.
Whereas the focus of the la er is on compliance with
environmental protec on laws, the full E&S
assessment process is not merely a diﬀerent form of
EIA or permi ng process, but is a comprehensive
review of all E&S risks that could materialize in the
context of a project.”
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“All mi ga on and management measures
recommended during an assessment process will
eventually need to be implemented by project
sponsors: meaning that these measures need to be
pragma c, prac cable and, if possible, aﬀordable to
carry out. Investors will usually set up their own
monitoring and repor ng feedback mechanisms, to
c h e c k p ro j e c t s p o n s o rs ' p o s t- a s s e s s m e n t
implementa on, as well as ins tu onal
arrangements projects have put in place to ensure
proper E&S performance.”
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“If an E&S assessment reveals that a project may
have nega ve impacts, investors expect to work
with project sponsors to iden fy ways to minimise,
eliminate or subs tute impacts through mi ga on
measures. E&S impacts will require that a
management plan be developed to address direct
and indirect issues and risks along a project cycle –
right from the feasibility studies phase to
construc on, opera on and decommissioning.”
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“Investors need to ensure that E&S assessments
meets their requirements. They will typically ask for
an ini al analysis between the E&S assessment and
na onal, as well as E&S best prac ce standards.”

So, What Should You Do?

When conduc ng E&S assessments, project sponsors and
companies seeking ﬁnancing from interna onal, public or private
lenders/investors and mul lateral or development ﬁnance
ins tu ons should carefully follow advice in available guidance
documents and consider key issues men oned in What Investors
Want - Environmental and Social Assessments.

Glossary

Environmental and
Social Due Diligence:
A process carried out by a
ﬁnancial ins tu on, to review
the environmental and social
risks of poten al clients,
borrowers or investee
companies, with the objec ve
of properly understanding the
proﬁle of environmental and
social issues and risks which
could poten ally pose
liabili es to the ﬁnancial
ins tu on.

Social Aspect:
Elements rela ng to how
humans live and interact
with the environment and
the commonali es in
society e.g. beliefs,
language, dress, habits,
norms e.t.c.

Environmental Permit:
A permit, licence or
approval required for a
project under na onal or
interna onal
environmental law.

Project sponsors and
developers can become
inundated with the many
terms and phrases used
in environmental and
social risk management.
Below is a glossary of
basic terms rela ng to
environmental and
social assessments.

Environmental and
Social Impact Assessment:
A process that involves a
mul disciplinary approach to
predic ng, describing and
assessing the environmental and
social issues and risks rela ng to
a project, with the aim of
iden fying alterna ves, while
deﬁning the mi ga on ac ons
needed to manage risks if the
project is progressed.

Environmental/
Social Impact:
The eﬀects, whether
posi ve or nega ve, that a
project's ac vi es have on
the environment or on
social aspects.

Social Licence:
The intangible approval for
a project to operate, from
its stakeholders, including
employees and
host/surrounding
communi es.

Environmental Aspect:
Any element of a project or
organiza on's ac vi es
(whether directly or
indirectly controlled) which
could interact with the
environment.

Environmental/Social Risk:
The likelihood (and
magnitude) of nega ve
environmental or social
impacts as a result of a
project's ac vi es.

Environmental and Social
Compliance:
The conformity of an
investment with the
requirements set by its
investors' environmental
and social policies.
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The Environmental and Social Experts
perspectives and opinions in this
document are expressed wholly in the
professional capacity/experience of
each expert and are not intended to
represent the position of their
respective organizations.

• What Investors Want – Environmental
and Social Management Systems
• What Investors Want – Workforces &
Working Arrangements

Useful Guidance on Environmental
and Social Assessments
www.ifc.org – Contains:
World Bank Group Environmental, Health, and Safety Guidelines, which are technical reference
documents with general and industry-speciﬁc examples of Good Interna onal Industry Prac ce.
Environmental and Social Performance Standards, which deﬁne IFC (Interna onal Finance
Corpora on) clients' responsibili es for managing environmental and social risks.
Environmental and Social Review Procedures Manual which describes how IFC conducts
environmental and social due diligence for business ac vi es involving direct investments,
investments through ﬁnancial intermediaries and advisory projects .
www.esgafrica.com – Contains a useful compendium of ESG resource materials
CDC Guidance Material – www.cdcgroup.com
ESG Toolkit for Fund Managers: Prac cal guidance for responsible investors in emerging markets.

