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1. The Framework of the Environmental and Social Management System

KfW launched the EU-funded project "Empowering the Private Sector to Foster Social and Economic
Cohesion in Tirkiye II” (“Foster Project” “Project”), which concerns financial support to Small and Medium
sized Enterprises (SMEs) and creating and retaining employment opportunities in SMEs for ESSN/SSN
beneficiaries, persons under temporary and/or international protection (hereinafter “refugees”), mainly
Syrians under Temporary Protection, and host community citizens in regions most affected by the Syrian
refugee crisis which partly also happen to be affected by the devastating Kahramanmaras Earthquake of
February 06, 2023.

This Environmental & Social Management System ("ESMS") is designed for the Project for the
Environmental, Social and Health and Safety (“ESHS") risk identification and mitigation aspects of the
following components of the Project:

1) Access to Finance, which is designed to increase access to financing for SMEs in up to 20 provinces to
improve their competitiveness, thereby promoting formal employment and inclusion of unemployed or
informally employed refugees and host community citizens into economic life.

2) SME Support Mechanism, which is designed to provide support to SMEs operating in up to 20 provinces
by offering grants for personnel expenses and other expenses such as purchase of equipment, machinery,
software, services etc. thereby also triggering formal employment.

A vital element of the overall Foster Project activities will be to identify potential ESHS risks and define
and implement respective mitigations and remedies in relation to the two mechanisms as well as in the
overall implementation of the Project. ESHS compliance of the following Project stakeholders
involved in the Project is needed to be ensured. Therefore, the key objective of the ESMS is to effectively
manage any environmental and social ("E&S") risks that may occur during the implementation of the
Project and therefore to minimise any harm and maximize the benefits.

Figure 1: Project Stakeholder Groups

The Employer The PFis Eligible SMEs

«KOSGEB, which is the main *which will become conduits for *which will benefit from the SME
stakeholder implementing the the financial supports to be financial supports provided
Foster Il Project channelled to the benéeficiary under the two components of

SMEs by getting in contractual the Foster Il Project by
relationships with KOSGEB and committing retainining
Eligible SMEs employees from Final

Beneficiaries (defined as
refugees under temporary and
international protection and
Turkish citizens living in the 20
Project Provinces).

This ESMS will be implemented to enable the Project to comply with the applicable World Bank Group
General and sector-specific ESHS Guidelines and World Bank Environmental and Social Framework and
Standards (“WB ESF” and “WB ESS"), KfW's Exclusion Lists and the ILO Fundamental Instruments and
appropriate national legislation according to which KOSGEB is required to develop and maintain effective
their own ESMS setting out how they will assess and manage E&S risks and impacts associated with the
Project, as well as promote good environmental and social management practices. In addition, this ESMS
is developed and will be implemented in accordance with the ESCP (Environmental Social Commitment
Plan) shared with the Separate Agreement by KfW. In this way, the ESMS is commensurate with the nature
and magnitude of E&S risks and impacts of the Project.

The ESMS examines the overall risks and impacts of the Project and determines the comprehensive
environmental and social management approach to be adopted by each of the Project stakeholder groups

Environmental and Social Management System Manual 6



given in the figure above to address the potential E&S impacts. As the main implementation entity,
KOSGEB, with the support of the Implementation Consultant (“IC") and its E&S Specialist, will put in place
and maintain this ESMS to identify, assess, manage, and monitor the E&S risks and impacts of the Project
on an ongoing basis.

1.1. Regulatory and Institutional Framework of the ESMS

1.1.1. National Requirements

The Ministry of Environment, Urbanization and Climate Change (“MoEUCC") is the responsible
organization for the implementation of policies adopted for the protection and conservation of the
environment, and sustainable development and management of natural resources in Turkiye.

For the management of E&S issues, the MoEUCC collaborates with other ministries (including their
provincial organizations, where relevant), government agencies and relevant stakeholders, such as the
Ministry of Transport and Infrastructure, Ministry of Agriculture and Forestry, the Ministry of Culture and
Tourism, the Ministry of Energy and Natural Resources, the Ministry of Family, Labour and Social Services
(General Directorate of Occupational Health and Safety, General Directorate of Labour) and the Ministry
of Health.

National requirements for the management of E&S issues in Turkiye are set out in the following set of
laws:

Environmental Law (Law No: 2872)
Labour Law (Law No: 4857)
Occupational Health and Safety Law (Law No: 6331)
Social Insurance and General Health Insurance Law (Law No: 5510)
Conservation of Cultural and Natural Property Law (Law No: 2863)
National Parks Law (Law No: 2873)
Forestry Law (Law No: 6831)
Soil Conservation and Land Use Law (Law No: 5403)
Under the relevant laws listed above; the set of regulations, communiques and by-laws that apply to the
Project include, but are not limited to, the following:
Regulation on Environmental Impact Assessment
Regulation on Environmental Permits and Licenses
Regulation on Environmental Audit
Regulation for Starting Up and Opening a Workplace
Regulation on Assessment and Management of Air Quality
Regulation on Control of Industrial Air Pollution
Regulation on Control of Exhaust Gas Emission
Regulation on Monitoring of Greenhouse Gas Emissions
Regulation of Control of Air Pollution Originated from Heating
Regulation on Reduction of Sulphur Rates in Certain Types of Fuels
Regulation on Assessment and Management of Environmental Noise

Regulation on Environmental Noise Emission Caused by Equipment Used Outdoors
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By-Law on Protection and Use of Agricultural Lands and Land Consolidation
Regulation on Land Consolidation

Regulation on the Control of Soil Pollution and Lands Contaminated by Point Sources
Water Pollution Control Regulation

Regulation on Monitoring of Surface Water and Groundwater

Regulation on Surface Water Quality

Regulation on Protection of Groundwater against Pollution and Deterioration

Regulation on Control of Pollution Caused by Hazardous Substances in the Aquatic Environment
and Its Surroundings

Regulation on Water Intended for Human Consumption

Regulation on Pit Opening Where Sewer System Construction is not Applicable
Regulation on Waste Management

Regulation on the Control of Excavation Soil, Construction and Demolition Waste
Communique on Transportation of Wastes by Highway

Regulation on the Landfill of Wastes

Regulation on Control of Packaging Wastes

Regulation on the Control of Medical Wastes

Regulation on the Control of Waste Qils

Regulation on the Control of Waste Batteries and Accumulators

Regulation on the Control of Waste Tires

Regulation on the Control of Waste Vegetable Oils

Regulation on the Control of Waste Electrical and Electronic Equipment
Communique on Recovery of Some Non-Hazardous Wastes

Regulation on the Control of End-of-Life Vehicles

Zero Waste Regulation

Regulation on Classification, Labelling and Package of the Materials and Mixtures

Regulation on the Control of Polychlorinated Biphenyls (PCBs) and Polychlorinated Terphenyls
(PCTs)

Regulation on Occupational Health and Safety Services

Regulation on Risk Assessment for Occupational Health and Safety

Communiqué on Hazard Classes List related to Occupational Health and Safety

First Aid Regulation

Regulation Concerning the Classification, Packaging and Labelling of Dangerous Substances
Regulation Concerning the Protection of Workers from Risks Associated with Noise
Regulation Concerning the Protection of Workers from Risks Associated with Vibration
Regulation on Management of Dust

Regulation on Personal Protective Equipment
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Regulation Concerning the Use of Personal Protection Equipment at Workplaces
Regulation on Emergency Situations in Workplaces

Regulation on Health and Safety at Construction Works

Regulation on Health and Safety Conditions Regarding Use of Work Equipment
Regulation on Health and Safety Regarding Temporary and Time Limited Works
Regulation on Health and Safety Precautions Regarding Working with Chemicals
Regulation on Health and Safety Signs

Regulation on Material Safety Data Sheets on Hazardous Materials and Mixtures
Regulation on Methods and Principals for Workers Health and Safety Trainings
Regulation on Protecting Workers from Hazards of Explosive Environments
Regulation on Prevention and Mitigation of Impacts of Large-Scale Industrial Accidents
Regulation on Subcontractors

Regulation on Suspension of Work in Workplaces

Regulation on the Transportation of Dangerous Materials on Motorways

Regulation on Vocational Training of the Employees Working in Dangerous and Highly Dangerous
Workplaces

Regulation on the Protection of Buildings from Fire
Regulation on Implementation of Resettlement Law
Regulation on The Work of International Protection Applicant and Persons with International

Protection Status

1.1.2. International Requirements

In order to ensure the ESHS compliance of the above-mentioned Project stakeholders throughout the
Project, these stakeholders, with the support of the IC, will implement action plans prepared according to
the following standards and sustainability guidelines, wherever relevant:

National environmental, occupational health & safety, social laws and regulations applicable and
applicable permits in Turkiye (as listed in the section above);

Exclusion List and Sectoral Guidelines of the KfW Group;
The World Bank Group’s Environmental and Social Standards;

Applicable World Bank Group General and sector-specific Environmental, Health and Safety
Guidelines;

International Labour Organization (“ILO") fundamental conventions, the Core Labour Standards and
guidelines of ILO on incorporating Human Rights Standards and Principles, including gender.

The WB ESF set the requirements to be met by the stakeholders and implementation/management unit
(i.e, "KOSGEB PMU"), as well as the direct beneficiaries (i.e., “Eligible SMEs”) of the Project concerning
the identification, evaluation and mitigation of E&S risks and impacts associated with the implementation
of the Project, as well as the assessment, disbursement and monitoring of Eligible SME Loans and SME
practices and activities which will benefit from Incentive and Support Mechanisms supported by the KfW.

In particular, the ESMS, which sets out the Environmental and Social Framework of the Project and is
designed based on the WB ESS and IFC Performance Standards, will;
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support KOSGEB in achieving good international practice relating to E&S sustainability;
assist these stakeholders in fulfilling their national and international E&S obligations;

enhance non-discrimination, transparency, participation, accountability and governance in their
practices;

enhance the sustainable development outcomes of the Project through ongoing stakeholder
engagement; and

prepare these organisations for the independent implementation of future projects.

KfW classifies all projects it supports (including projects involving Financial Intermediaries) into one of the
following three classifications: High Risk (Category A), Moderate Risk (Category B) or Low Risk (Category
0.

The environmental and social risk classification of the Project is Moderate (FI-B) according to the KfwW
Project Appraisal Document. In accordance with this classification, relevant WB ESS' that KOSGEB and
other Project partners are expected to meet through the project life cycle are given in Table 1.

Table 1: WB ESS Relevance of the Project

World Bank E&S Standards

ESS1 Assessment and Management of Environmental and Social Risks and Impacts Relevant
ESS2 Labour and Working Conditions Relevant
ESS3 Resource Efficiency and Pollution Prevention and Management
Relevant
ESS4 Community Health and Safety Relevant
ESS5 Land Acquisition, Restrictions on Land Use and Involuntary Resettlement Not
Relevant
ESS6 Biodiversity Conservation and Sustainable Management of Living Natural Resources Not
Relevant
ESS7 Indigenous Peoples/Sub-Saharan African Historically Underserved Traditional Local Not
Communities
Relevant
ESS8 Cultural Heritage Not
Relevant
ESS9 Financial Intermediaries
Relevant
ESS10 . .
Stakeholder Engagement and Information Disclosure Relevant

To specify, the World Bank environmental, health, and safety EHS Guidelines? serve as technical reference
documents with general and industry-specific examples of good international industry practice ("GIIP").
Wherever the Turkish regulations differ from the levels and measures presented in the EHS guidelines, the
Project is expected to achieve whichever is more stringent.

T Source: https.//www.worldbank.org/en/projects-operations/environmental-and-social-framework/brief/environmental-and-social-
standards

2 Source: https://www.ifc.org/wps/wcm/connect/topics ext content/ifc external corporate site/sustainability-at-ifc/policies-
standards/ehs-quidelines
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On the other hand, the WB ESS requires assessment, management and monitoring of E&S risks and
impacts of projects supported by the donor organisations to ensure that projects are environmentally and
socially sound and sustainable. As identified in the table above, the WB ESS that are applicable for the
Project include the following;

1) ESS1 - Assessment and Management of Environmental and Social Risks and Impacts

The adherence of Project stakeholder groups to the ESS1 under the Project will ensure that the following
aspects are acknowledged and covered:

identifying, evaluating and managing the E&S risks and impacts of the Project and the relevant
Project activities of KOSGEB and PFls, and those of Eligible SMEs, in a manner consistent with WB
ESSs;

adopting a mitigation hierarchy approach to (a) anticipate and avoid risks and impacts, (b)
where avoidance is not possible, minimize or reduce risks and impacts to acceptable levels, (c)
once risks and impacts have been minimized or reduced, mitigate, and (d) where significant
residual impacts remain, compensate for or offset them, wherever that is technically and
financially feasible;

adopting differentiated measures so that adverse impacts do not fall disproportionately on the
disadvantaged or vulnerable groups affected by the Project activities and those of Eligible SMEs
that will be supported through the Incentive and Supports, and they are not disadvantaged in
sharing development benefits and opportunities resulting from the Project;

utilizing national E&S institutions, systems, laws, regulations and procedures in the assessment,
development and implementation of Project activities and those of Eligible SMEs that will be
supported through the Incentive and Supports whenever appropriate; and

promoting improved E&S performance through measures aiming to enhance capacity of the
Project stakeholder groups.

In this respect and as per the above-mentioned scope and requirements of ESS1, KOSGEB will:

make sure that the mechanisms are in place at the PFls;

undertake stakeholder engagement and disclose appropriate information in accordance with
ESS10 - Stakeholder Engagement and Information Disclosure, and ensure this is also maintained
by the PFls in relation to the Eligible SMEs and the Eligible SME Loans disbursed;

develop and implement an ESMS, and implement all measures and actions set out in the legal
arrangements; and

ensure monitoring and reporting is conducted by KOSGEB with the support of IC.

2) ESS2 - Labour and Working Conditions

It is aimed that the adherence of Project partners to the ESS2 under the Project will ensure that the
following aspects are acknowledged and covered:

promoting safety and health at work both at the KOSGEB and PFls level, and at the level of Eligible
SMEs;

promoting the fair treatment, non-discrimination and equal opportunity of the staff at KOSGEB
and PFls, as well as the newly employed and existing staff and workers at the beneficiary Eligible
SMEs;

protecting newly employed and existing SuTP, other refugee and Turkish citizen staff and workers
at the beneficiary Eligible SMEs including vulnerable workers such as women, persons with
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disabilities, young people (of working age, in accordance with ESS2), contracted workers,
community workers and primary supply workers, as appropriate;

preventing the use of all forms of forced labour and child labour;

supporting the principles of freedom of association and collective bargaining of the staff at
KOSGEB and PFls, as well as the newly employed and existing staff and workers at the beneficiary
Eligible SMEs in a manner consistent with national law; and

providing the staff at KOSGEB and PFls, as well as the newly employed and existing staff and
workers at the beneficiary Eligible SMEs with accessible means to raise workplace concerns.

The applicability and scope of application of ESS2 depend on the E&S assessment described in ESS1 and
the type of employment relationship that has been set out or will be set out between the KOSGEB, PFls
and the beneficiary Eligible SMEs and their respective staff and/or workers.

In this respect and as per the above-mentioned scope and requirements of ESS2, KOSGEB and PFls will:

ensure that there is no forced and child labour at the workplaces and equal opportunities will be
provided to all workers of beneficiary Eligible SMEs;

give consideration to compliance with the national labour laws and ILO conventions through all
beneficiaries of the Project;

develop a grievance mechanism to enable workers to raise their grievances through all
beneficiaries of the Project; and

make sure that necessary health and safety precautions will be provided to protect workers of all
beneficiaries.

3) ESS3 - Resource Efficiency and Pollution Prevention and Management

In general, ESS3 requirements cover the following aspects:

resource efficiency including energy, water and raw material use; and

pollution prevention and management including management of air pollution, hazardous and
non-hazardous wastes, chemicals and hazardous materials, and pesticides.

More specifically, it is aimed that the adherence of Project partners to the ESS3 under the Project will
ensure that the following aspects are acknowledged and covered:

promoting the sustainable use of resources, including energy, water and raw materials by the
Eligible SMEs, in general, through their activities financed by the Eligible SME Loan proceeds;

avoiding or minimizing adverse impacts on human health and the environment through the
minimisation and avoidance of pollution that may be created by the Eligible SMEs, in general,
through their activities financed by the Eligible SME Loan proceeds;

avoiding or minimizing emissions of short and long-lived climate pollutants that may be created
by the Eligible SMEs, in general, through their activities financed by the Eligible SME Loan
proceeds;

avoiding or minimizing generation of hazardous and non-hazardous waste that may be created
by the Eligible SMEs, in general, through their activities financed by the Eligible SME Loan
proceeds; and

minimizing and managing the risks and impacts associated with pesticide use that may be
associated with activities and investment projects of the Eligible SMEs, in general, through their
activities financed by the Eligible SME Loan proceeds.
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The applicability of ESS3 depends on the E&S assessments to be conducted, which were described under
the section for ESS1 above.

In this respect and as per the above-mentioned scope and requirements of ESS3, KOSGEB will:

ensure that environmental risks will be identified, and necessary environmental precautions will
be taken to protect the environment at the workplaces of beneficiary Eligible SMEs;

make sure that the employees of all beneficiaries are aware of the impacts of resource
consumption and act accordingly; and

ensure that the waste management hierarchy is known and in place through all beneficiaries of
the Project.

Ensure that the PFIs have also a system in place for environmental and social risk identification
and mitigation through its processes

4) ESS4 - Community Health and Safety

In general, ESS4 requirements cover the following aspects:

community health and safety including infrastructure and equipment design and safety, the safety
of services, traffic and road safety, ecosystem services, community exposure to health issues,
management and safety of hazardous materials, and emergency preparedness and response; and

security of relevant personnel, staff and workers.

ESS4 addresses potential health, safety, and security risks and impacts on the Project beneficiaries, i.e., the
newly employed and existing staff and workers at the beneficiary Eligible SMEs, as well as the communities
which may be affected by the activities and investment projects of the Eligible SMEs, in general, and
through those that will be financed by the Eligible SME Loan proceeds (i.e. the Project beneficiaries and
other project-affected parties), and the corresponding responsibility of KOSGEB to avoid or minimize
these, within their own institutions and within Eligible SMEs with particular attention to vulnerable people.

It is aimed that the adherence of Project partners to the ESS4 under the Project will ensure that the

following aspects are acknowledged and covered;

anticipating and avoiding adverse impacts on the health and safety of the Project beneficiaries
and other project-affected parties, during the Project life cycle from both routine and non-routine
circumstances;

promoting quality and safety, and considerations relating to climate change, in the design and
construction of infrastructure, albeit does not seem to be likely considering the sector scope of
the Project and the Eligible SME Loan criteria determined within the Project;

avoiding or minimizing community exposure to traffic and road safety risks, diseases and
hazardous materials related to the activities of the Eligible SMEs, in general, and through those
that will be financed by the Eligible SME Loan proceeds;

having in place effective measures to address emergency events that may occur related to the
activities of the Eligible SMEs, in general, and through those that will be financed by the Eligible
SME Loan proceeds; and

ensuring that the safeguarding of personnel and property is carried out in a manner that avoids
or minimizes risks to the Project beneficiaries and other project-affected parties.

The applicability of ESS4 depends on the E&S assessment described in ESS1.
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In this respect and as per the above-mentioned scope and requirements of ESS4, KOSGEB and PFls will:

- ensure that necessary precautions are in place to avoid any emergency event to occur and
necessary emergency response management plans are developed and emergency response tools
are available at the work places of eligible beneficiary SMEs;

- make sure that community can raise their safety claims through external grievance mechanisms;

- ensure that necessary mechanisms are in use to avoid any pandemic related or any other diseases
will affect the neighbouring community; and

- ensure that the community’s welfare is taken into consideration through all activities of the
beneficiary Eligible SMEs.

- Ensure that the PFIs have necessary precautions to avoid an emergency event to occur and
necessary emergency response management plans are developed and emergency response tools
are available at the work places of PFls and PFls also have an ESMS to ensure their customers
also have related systems in place;

5) ESS9 / Financial Intermediaries

In general, ESS9 IFC Note on Fls requirements cover the following:

environmental and social management systems including environmental and social policy,
environmental and social procedures, organizational capacity and competency, and monitoring
and reporting; and

stakeholder engagement.

It is aimed that the adherence of these Project partners to the ESS9 under the Project will ensure that the
following aspects are acknowledged and covered:

setting out how PFls will assess and manage E&S risks and impacts associated with their activities
they finance;

promote good environmental and social management practices in relation to the use of Eligible
SME Loan proceeds; and

promote good environmental and sound human resources management within the PFls.

ESS9/ IFC Note on Fls applies to PFls that are selected for this Project and which will be conduits for the
distribution of Eligible SME Loans that will benefit from the Interest Incentive Mechanism. The following
measures that will be taken in the selection process of PFls will ensure compliance of the Project to the
ESSO.

PFI Selection of the Access to Finance Mechanism and the Assessment of their
Environmental, Social, Health & Safety (ESHS) Risk Management Systems

The number of Selected PFIs of the Project is set to be at least three to allow for efficient and
effective implementation. The selected PFIs will include at least one public deposit bank, one
participation bank, and one private deposit bank. This approach will provide SMEs with options
suited to their banking preferences, facilitating easier access to financing for those with diverse
banking needs. KOSGEB, supported by the Implementation Consultant (IC), will structure a PFI
selection process to select PFls that will take part in the Project in accordance with the eligibility
and evaluation criteria, as well as “PFI Selection Process”, which has received KfW's no-objection.

The Bank Selection Process will ensure that a PFl can either be a deposit or a participation bank
operating fully in compliance with regulatory standards in Turkiye as per the provisions of the
Banking Law No. 5411 that is amended by the Decree-Law no. 2018/703. PFIs will also be
evaluated in terms of relevant standards and applicable legislation on the Environmental, Social
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and Health and Safety in order to understand their current status with respect to project E&S
requirements.

A due diligence will be performed among the selected PFls, through a set of targeted questions
assessing the PFI's ESHS Risk Management System as summarized below;

Assessment of adverse ESHS impact risk of operations of both PFl and its SME customers;

Review of existing (if any) ESHS risk management policy, ESHS appraisal methodology and
environmental due diligence processes of the PFI;

Confirm consistency with KfW's Exclusion List, IFC Performance Standards and the World
Bank Group General and sector-specific EHS Guidelines, and identify potential gaps, areas
for further development and implementation needs;

Assessment of the bank’s ability to understand their capability compared with the E&S
requirements of Foster Il Project;

The DD would include the discussions around the following questions, which would be
shared with the PFls in advance of the DD meetings.

Questions regarding the assessment of the bank’s ESHS Risk Management System and

its ability to comply with the requirements

Does your bank have any Environmental and Social Credit Policy (ESDP) documents in effect?
(Y/N) Please specify and share the document if available.

Does the ESDP include the declaration of organizational commitment to sustainable
development and/or management of E&S issues? Is it publicly disclosed or communicated
internally?

Has your organization determined the roles and responsibilities within the bank regarding
Environmental and Social Risk Management? (Y/N)

Does your organization have a dedicated E&S officer/coordinator? (Y/N). Please specify or share
the organizational chart if available.

Does your bank have any procedures in effect regarding the management of Environmental,
Social, Occupational Health and Safety issues within the financing mechanism? (Y/N) Please
specify and share if available.

Are there any E&S criteria (national, international) in place that the SME clients are committed
to implement throughout the financing mechanism? If so, please provide the criteria.

Are there any identified eligibility criteria related to E&S issues (environment, health and safety,
labour, social) in place for the borrowers/clients? If so, please provide the criteria.

Could your bank declare that it fulfils the control of activities and customers whose financing is
prohibited and restricted by national legislation and international conventions to which Turkiye
is a party, and that it is not involved in the financing of these transactions without making an
additional assessment and regardless of amount limit? Is there a list of exceptions to this scope?
(Y/N) Please specify.

Does the funding mechanism's exclusion list cover the KfW and IFC exclusion lists? (Y/N) Please
specify and share the list if available.

Is the control of activities and customers, which are prohibited and restricted by the national
legislation and international agreements mentioned in the above question, implemented as a
part of the financial and non-financial risk and performance evaluation and management
mechanisms of your SME customers? (Y/N) Please specify.

Environmental and Social Management System Manual

15



Does the bank have any ESMS system in place? If so, please provide the details and relevant
procedures documented.

Has any project risk categorization process been identified and implemented through the
financing mechanism that includes the key information about SME/SME Loan sector, scale and
the level of E&S risk an SME/SME Loan could pose? If so, please provide the details.

Does your organization have an E&S assessment methodology and implement environmental
due diligence processes for your potential customers? (Y/N ) If so, please provide details below.

Does your bank have any mechanism that monitors borrowers' compliance with local (Turkish)
Environmental, Social, Occupational Health and Safety regulations/laws and their E&S performance
in order to avoid risks related to loans and liabilities related to the activities and customers
financed? (Y/N) Please specify and briefly describe if available.

Is there any mechanism in place for the assessment of any accidents/incidents, complaints,
regulatory notices and penalties related to the E&S issues of the SMEs/Projects financed by the
bank?

Does your bank's General Credit and Banking Service Agreements include commitment clauses
that ensure compliance of your bank's loan customers with environmental and social legislation?
(Y/N) Please specify.

6) ESS10 - Stakeholder Engagement and Information Disclosure

In general, ESS10 requirements cover the development of a stakeholder engagement framework and/or
plan that will define the following:

engagement during Project preparation including stakeholder identification and analysis during
the Inception Period, and the Stakeholder Engagement Plan design and implementation,
information disclosure, and meaningful consultation;

engagement during Project implementation and external reporting;
grievance mechanism design and implementation; and
organizational capacity and commitment.

Open and transparent engagement between the beneficiaries of the Project, including Eligible SMEs and
the newly employed and existing staff and workers at the beneficiary Eligible SMEs, and the Project
partners and stakeholders is one of the essential elements of good international practice and effective
stakeholder engagement which will ultimately ensure the E&S sustainability of the Project, as well as the
Eligible SME activities and investments that will be financed by the proceeds of Eligible SME Loans.

It is aimed that the adherence of KOSGEB to the ESS10 will ensure that the following aspects are
acknowledged and covered:

establishing a systematic approach to stakeholder engagement that will help Eligible SMEs and
build and maintain a constructive relationship with them;

assessing the level of stakeholder interest and support for the Project and enable stakeholders’
views to be taken into account in Project design and E&S performance, as well as the activities
that will be financed by the proceeds of Eligible SME Loans;

promoting and providing means for effective and inclusive engagement of the Project’s direct
and indirect beneficiaries and other project-affected parties throughout the Project life cycle on
issues that could potentially affect them;
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ensure that appropriate project information on E&S risks and impacts is disclosed to Project
donors and stakeholders in a timely, understandable, accessible and appropriate manner and
format; and

provide Project beneficiaries and other project-affected parties with accessible and inclusive
means to raise issues and grievances and allow KOSGEB to respond to and manage such
grievances.

ESS10 applies to activities and investments that will be financed by the proceeds of Eligible SME Loans.

In this respect and as per the above-mentioned scope and requirements of ESS10, KOSGEB will:

- develop and implement a Project stakeholder engagement plan to ensure that main stakeholders,
affected parties and vulnerable groups are identified, aware of the project and they share their
views for improvement of the Project performance;

- develop necessary communication tools and they are used effectively; and

- develop a project grievance mechanism to enable all affected persons can raise their claims and
they are being solved or responded in a timely manner.

1.2. Environmental and Social Policy of the Main Stakeholders

1.2.1. KOSGEB

KOSGEB's overall vision is to support mechanisms to achieve the dual goals of “stronger SMEs and a
sustainably developing economy”. Fundamental values underlying KOSGEB's overall strategy and policy
are honesty, accessibility, reliability, target group orientation, accountability, openness to collaboration,
respectability, transparency, impartiality and innovativeness.

KOSGEB has its own Environmental and Social Policy signed by the relevant vice president of the
KOSGEB management team. This policy indicates that KOSGEB's overall mission is to increase the
contribution of SMEs and entrepreneurs in economic and social development to reach an innovative,
technological and competitive structure through effective supports and services.

KOSGEB's Environmental and Social Policy

KOSGEB adopts the following E&S policy by aiming to avoid or reduce the negative E&S impacts of its
activities and leave a sustainable world for future generations with growing environmental awareness.

= There will be no financing to excluded activities as defined in the management system in line
with the Exclusion List and Sectoral Guidelines of KfW Group, as well as the IFC Exclusion List
for Fls;

« ESMS is adequately integrated into the Project cycle to ensure eligible SMEs and the activities
and investment projects of the Eligible SMEs, in general, and those that will be financed by the
eligible SME Loan proceeds are all screened and associated environmental & social risks and
impacts are managed;

= Sufficient resources are designated to ensure the implementation of ESMS;

= Compliance with applicable Turkish and international legal requirements in order to strive for
continual improvement in the respective ESMS is established;

= Acknowledgement of new standards and new goal-setting with a constant focus on
development and continual improvement is maintained;

= Monitoring of the E&S performance of Eligible SMEs with continual improvement approach
through capacity building is conducted;
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= Values, views and rights of the Project beneficiaries and other project-affected parties are
respected and strong, open and fair relationships with affected communities are established;

= Engagement activities are implemented, and project related information is disclosed through
appropriate and transparent means considering the needs and expectations of related parties;
and

= Cultural background of Project beneficiaries and other project-affected parties are respected,
and Eligible SMEs avoid impacts on tangible and intangible cultural heritage.

1.2.2. PFls

As explained in the previous section for under the part "ESS9 — Financial Intermediaries; in order to
effectively manage the Project E&S risks, the PFls will be asked for the availability of a policy and tools
outlining their status in terms E&S standards.

The following ESMS tools will be questioned during due diligence:
Social and environment policies and procedures;
Organization structure and sufficient staffing and competency for managing E&S risks;
Awareness of the institution’s investment, legal or credit officers on the organization’s ESMS;
Reporting systems related to E&S risks identification and mitigation to managers;
Performance monitoring procedures; and

Grievance mechanisms.

2. Project Responsibilities & Organizational Structure of Main Stakeholders

2.1. Project Responsibilities and Organizational Structure

Under this Project, KOSGEB will set up a Project Management Unit ("PMU") specific for the Project taking
the lead for effective implementation of activities of the Project. In this regard, KOSGEB is taking the
responsibility to facilitate the implementation of its ESMS of theirs, as well as to maintain that the PFls
(under the Access to Finance Mechanism) and Eligible SMEs do so in relation to the activities of the Project.

The PMU will ensure ESHS compliance principles of KfW and WB are respected and adhered to, and the
implementation and operation of the Access to Finance and SME Support Mechanisms of the Foster Il
Project will comply with IFC Performance Standards and the WB Group General and sector-specific EHS
Guidelines. Relatedly, they will also be responsible for the development of ESHS risks landscape and risk
mitigation strategies, and the implementation of mechanisms in compliance with all applicable national
environmental, occupational health & safety and social laws and regulations, and in setting up necessary
structures and policies to manage ESHS risks. Specific responsibilities of the Project stakeholders are
explained in the following sub-sections.

For both Access to Finance Mechanism and SME Support Mechanism, the whole responsibility will be on
KOSGEB, and defined roles, responsibilities and mechanisms identified will be undertaken by KOSGEB.

2.1.1. KOSGEB
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KOSGEB takes the overall responsibility for the implementation of the ESMS of the Project. The
implementation tasks are mostly delegated to KOSGEB which is responsible for developing and
implementing ESMS system and during the initial phases of the Project, PFIs will be informed about the
E&S requirements of the Project in order to effectively manage the E&S considerations during the
application phase of the SMEs. To ensure that Eligible SMEs implement the necessary components of
ESMS, KOSGEB will monitor, support and verify the compliance of these Project parties per the ESMS, and
will report to KfW.

In order to comply with the E&S requirements of the Project, KOSGEB designated a representative from
its senior management to have overall responsibility for E&S issues. KOSGEB also assigned an
Environmental and Social Officer for the Project. The Environmental and Social Officer will report directly
to KOSGEB PMU (the organization chart of the PMU is presented at Figure 2). The IC, especially the E&S
Specialist working on the Project, will assist KOSGEB in fulfilling the responsibilities provided within the
ESMS framework under the Project as given in the table below.

Table 2: KOSGEB E&S Responsibilities

Responsible

Units or Responsibilities

Parties

Project Assessment, selection and monitoring of PFls with the support of the IC.
Management Management of KOSGEB Employment Committed Loan Finance Program

Protocols between KOSGEB and PFls.

Providing assistance and guidance to PFls and Eligible SMEs on all aspects of the
Project.

Designate a representative of senior management to have overall responsibility
for environmental and social issues.

Assign a dedicated Environmental and Social Officer to take responsibility for
Project implementation, having sufficient human and other resources to facilitate
the implementation of the ESMS, Stakeholder Engagement Plan (“SEP”) and
Grievance Redress Mechanism ("GRM").

Guide Eligible SMEs in meeting the ESMS requirements with the support of the
expert services provided by the IC.

Screen, manage, and monitor the E&S risks and impacts of Eligible SME Loans,
commensurate with the nature and scale of their risks and impacts with the
assistance of the IC.

Review and approve the results of the screening of Eligible SME Loans and Grants
to determine Eligible SME Loan /Grant exclusions, and Category B and Category
C Eligible SME Loans. (The screening mechanism will be detailed in the later parts
of the ESMS document).

Conduct screening of Eligible SMEs under the SME Support Mechanism.

Submit reports related to E&S risk management and ESMS to KfW that provides
information on the implementation of the ESMS with the support of IC.

Report material E&S events to KfW, information of which will be received from
the Eligible SMEs and Eligible SME employees.

Promptly report to KfW any incident severe or fatal incident such as a fatality;
incidents that caused or may cause great harm to the environment, workers,
communities, or natural or cultural resources; incidents that may result in high
levels of lasting damage or injury; incidents that require an urgent and immediate
response. As soon as the PMU becomes aware of an incident, the PMU should
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KOSGEB'’s
Environmental
and Social
Officer

SME
Specialists in
Provincial
Directorates
of KOSGEB

promptly inform KfW of the incident and promptly provide information about the
incident as well as further details as they become available.

Develop and implement GRM and SEP activities with the support of expert
services provided by the IC.

Contribute to the development and updating of the Project Management
Handbook with the assistance of the IC.

Coordinate the implementation and monitoring of the ESMS within the scope of
the Project by other relevant units.

Ensure that project activities are carried out and reported in accordance with the
relevant E&S standards with the assistance of the IC.

Coordinate the monitoring of Eligible SMEs practices, where needed, by KOSGEB
staff in provincial directorates for verification of Eligible SME E&S activities with
the guidance of the IC.

Conduct and report stakeholder consultation activities in accordance with the SEP
in coordination with the IC.

Update the ESMS and SEP, when necessary, in the course of preparation,
development and implementation of the Project with the assistance of the IC.
Carry out the updating, implementation and reporting activities of the GRM
according to the Project needs within the scope of the Project in coordination
with the IC.

Prepare E&S information and documents to be included in the Project reports.
Be in cooperation and coordination with the Eligible SMEs of the SME Support
Mechanism, and provide support, when necessary, with the guidance of the IC.
Be responsible to the manager of the PMU and make the necessary reporting.
Supervise and monitor the whole E&S process to ensure the proper application
of the requirements with the guidance of the IC.

Train SME Specialists in provincial directorates of KOSGEB for execution of spot-
checks and training of Eligible SMEs, wherever required, with the support of the
IC.

Assist Eligible SMEs in implementation of the requirements of Project ESMS,
wherever required.

Assist KOSGEB's E&S Officer in managing the Project’s SEP.

Prepare E&S reports, statistics, analyses of accidents/incidents, trainings
regarding the supports provided to SMEs within the scope of the Project.

Assist E&S Specialist and Officer in identification, assessment, reporting and
management of E&S risks and impacts.

Carry out the updating, implementation and reporting activities of the GRM.
Perform on-site inspections/audits, when necessary, in order to determine
whether the E&S conditions in the Eligible SME commitments are fulfilled and
prepare necessary reports.
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Figure 2: FOSTER Project PMU Organizational Structure
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2.1.2. PFlis

For the Access to Finance Mechanism PFls will be responsible for guiding the SMEs for filling the E&S
commitments of SME loan applications. PFIs will manage each loan application including the processing
of the screening of E&S risks, impacts.

The overall ESMS performance of the Project will be assessed by using certain ESMS performance
indicators on a quarterly basis. KOSGEB, with the support of IC, will conduct such assessment based on a
set of performance indicators and share it with PFl, which will include the following and are explained
under Section 4.3.4 Reporting:

List of Category C SMEs' applications approved.

List of Category B SMEs’ applications approved.

During monitoring, the observed key impacts arising from the implementation of Category C and
Category B projects and corrective actions proposed and implemented.

A summary of comparative best practices Eligible SMEs generate and difficulties they encounter
with during the implementation of ESMS.

A summary of responses to the incidents/accidents, and complaints that they receive from both
Eligible SMEs and other stakeholders.

These indicators will be monitored and assessed by KOSGEB and shared with PFl in order to ensure PFI
understands the methodology used for implementation of E&S criteria. Accordingly, actions will be taken
for further improvements. Under the SME Support Mechanism, the screening and thus the population of
the abovementioned indicators will be the responsibility of KOSGEB. PFIs’ responsibilities under the Project
include the following:

Table 3: PFI E&S Responsibilities

Responsibilities

Establish and maintain a unit with a senior management representative to have
accountability for E&S performance in addition to a staff member as an E&S responsible
to coordinate E&S requirements and implementation of its own ESMS.

Ensure that Eligible SME Loans E&S commitments and declarations are screened for
eligibility and exclusions.

Develop and implement an ESMS to ensure compliance with IFC/World Bank relevant
standards.

Eligible SME Loan Disbursement Process

For the purpose of the Project, an Eligible SME that can receive Eligible SME Loans benefiting from the
Incentive Mechanisms of the Project to be disbursed by PFls shall comply with the SME Eligibility Criteria.
KOSGEB and the PFlIs will promote the Project to inform SMEs in the Project Provinces about the specifics
of the Project and the SME Eligibility Criteria through various channels including branches of KOSGEB and
PFls, local stakeholders and media channels. Enterprises that fulfil the SME Eligibility Criteria will be able
to apply for and receive Eligible SME Loans to be disbursed by PFls through PFI branches in Project
Provinces.

PFls can start Eligible SME Loan disbursements upon the signing of the KOSGEB Employment
Committed Loan Finance Program Protocol. PFis evaluate applications made for Eligible SME Loans by
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SMEs. PFIs will run an initial check of the SME through the use of the SME's tax number, which will be
narrow in scope limited to the province and sector of activity and activity status of the applicant SME
through KOSGEB's SME Data System (KOBI Veri Sistemi), regarding the eligibility of the applicant SMEs
for the Access to Finance Mechanism. PFls will not proceed with the SME Loan application process under
the Project for those SMEs which do not conform with these basic elements of the Enterprise Eligibility
Criteria, which includes the relevant criterion of the requirement that the enterprise complies with KfW's
sectoral Exclusion List as given in KfW's Sustainability Guidelines?, thus shall not operate in a sector which
may have a potentially significant adverse E&S impact, or which are on KfW's sectoral Exclusion List
(determination of which shall be made by PFls in its evaluation through their ESHS Management System).

PFls will continue the SME loan application process for those SMEs which conform to the basic elements
of the Enterprise Eligibility Criteria in line with PFIs’" internal SME loan allocation procedures. The
assessment will aim to determine whether the SME is credible and qualify for loans as the immediate next
stage, which will include the review of all elements of the Enterprise Eligibility Criteria. For those SMEs
which conform to all the points listed under the Enterprise Eligibility Criteria and that are found to be
credible and qualify for SME Loans, PFI loan officers will enter loan applications into KOSGEB's SME
Information System. PFI loan officers will complement the SME-level information related to the province
and sector of activity and activity status that is already in KOSGEB's SME Information System with further
entries of information and documents related to the Project, including the following:

KOSGEB Employment Committed Loan Finance Program Application Form filled out and
provided by the applicant SME to the PFI, which also includes Declarations and Commitments
regarding Compliance with E&S Application Criteria indicating, among others, that the SME is
not engaged in any of the activities included in the Exclusion List and Sectoral Guidelines of KFW
Group and IFC Exclusion List, as given in Annex 1.

KOSGEB Employment Committed Loan Finance Program Commitment Letter provided by the
applicant SME to the PFl and to be uploaded to KOSGEB SME Information System by the PFl loan
officer, which will cover the points above.

The information and the entry that the PFl loan officer will enter in KOSGEB's SME Information System will
be reviewed by KOSGEB's SME experts based in the respective KOSGEB Provincial Directorate for final
approval. KOSGEB experts in the regional offices control all the eligibility criteria including the SME
declaration status.

It is to be noted that under the SME Support Mechanism, the conduct of the above-mentioned mechanisms
related to the assessment of the SMEs and collection of commitments from them will be undertaken by
KOSGEB as there will be no PFls in the mechanism.

2.1.3. Eligible SMEs

Eligible SMEs' Directors responsibilities under the Project include the following:
Be responsible for the compliance of the SME regarding the E&S national and international

legislation.

3 Source: KfW Development Bank Sustainability Guideline Assessment and management of Environmental, Social, and Climate Aspects:
Principles and Procedures, 01 February 2021. Author: KfW Development Bank https://www.kfw-entwicklungsbank.de/PDF/Download-
Center/PDF-Dokumente-Richtlinien/Nachhaltigkeitsrichtlinie EN.pdf
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Provide sufficient detail in case of an incident or accidents that took place at the workplace of a
beneficiary eligible SME, findings of the causes of the incidents /accidents, indicating immediate
measures or corrective actions taken or that are planned to be taken to address it, compensation
paid, and any information.

Provide all necessary documents and information during on-site monitoring conducted by the
E&S Specialist and/or SME Specialists in Provincial Directorates of KOSGEB.

Obtain necessary E&S and occupational health and safety (“OHS") licenses and permits.

Fulfil obligations regarding national environmental legislation and will continue to do so as long
as they benefit from the Incentive and Support Mechanisms.

Fulfil obligations regarding national occupational health and safety legislation and will continue
to do as long as they benefit from the Incentive and Support Mechanisms.

Comply with principles such as treating its employees honestly and fairly, providing a safe and
healthy working environment, non-discrimination, creating appropriate working conditions for
the disabled, and not employing child labour.

Use resources efficiently and take the necessary measures to prevent environmental pollution.
Do not take any actions that will adversely affect the health and safety of the community who
can be affected by the operations of the SMEs.

Engage with stakeholders and take their suggestions into account if there are E&S risks that affect
the society affected by the beneficiary SME activities.

3. Trainings to Enhance Capacity of Stakeholders under the ESMS

3.1. Project Training Program

The Training Program suggested below will be provided during the project cycle by the IC E&S Specialist
to KOSGEB and PFIs and other relevant staff responsible for the Project on the Project's ESMS and SEP,
GRM, Labour and Social Management, Incident/Accident reporting, EHS requirements of Eligible SMEs,
emergency preparedness and response, auditing, as well as the reporting mechanisms in order to assist
and develop the capacities of these institutions and relevant staff.

The training subjects, durations and timings given in the Training Program below have been determined
in line with the needs of the respective parties within the framework of the ESMS system and are presented
below. If during the implementation of the Project a requirement or need for training on a different subject
is determined or situations where some trainings are needed to be recurred occur, the training program
below will be revised and implemented accordingly.

Table 4: Suggested E&S Training Program of the Project

Duration,
Timing and
Mode of
Training
Half-day at
Inception Phase
ESMS framework IC E&S KOSGEB PMU General
ESMS process flow = Specialist KOSGEB Provincial = assessment in the
ESMS actions and KOSGEB E&S Directorates first year of
responsibilities Officer PFls implementation
Face to
face/online

Training Content Provided by Provided to

Project ESMS
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SME E&S
commitments/declarations
included in Application
form

SEP & GRM

Project ESMS
implementations and
assessment of SME E&S
compliance and risks

Environmental and
Occupational Health and
Safety Risk management

Labour and Social Risks
Management

E&S requirements
committed by the
SMEs during

application phase

within the guidance

of PFls

Objectives of SEP
and GRM

SEP and GRM
process
Responsibilities,
code of conduct

Awareness raising
during project
implementation

Regulations and
standards
Labour
management
standards/criteria
of the Project

Regulations and
standards
Labour
management
standards/criteria
of the Project

IC E&S
Specialist
KOSGEB E&S
Officer

IC E&S
Specialist
KOSGEB E&S
Officer

IC E&S
Specialist
KOSGEB
Provincial
Directorates

IC E&S
Specialist

IC E&S
Specialist

IC E&S
Specialist
KOSGEB
Provincial
Directorates

IC E&S
Specialist

IC E&S
Specialist
KOSGEB
Provincial
Directorates

PFls

KOSGEB Provincial
Directorates

PFls

Eligible SMEs

IC E&S officer

Project PMU

Eligible SMEs

KOSGEB E&S
Officer

KOSGEB Provincial
Directorates

Eligible SMEs

Presentation &
booklets

During due
diligence to PFls

Before the
program
launched
Booklets

Online /via
leaflets

Half-day at
Inception Phase,
recurring
periodically on
Implementation
Phase

Face to
face/online /via
reporting

Information
dissemination via
leaflets/bulletins

Every month

Face to face /
Online

During project
coordination
meetings —
periodically

Information
dissemination via
presentations
&leaflets

Half-day during
Inception

Face to
face/online
Presentation &
booklets

Information
dissemination via
leaflets
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Incident & Accident
Notification, Reporting,
Root-cause Analysis

Emergency Preparedness
and Response

E&:S risks in SMEs

Auditing and Reporting

Lessons Learned

ESIA Scoping

Definition of
potential incident
& accidents
Incident Reporting

Simple Root-cause
analyses methods

Responsibilities

What are
emergencies
Regulatory and
international
standards

Emergency
preparedness
Resources and
responsibilities

General
Environmental and
occupational health
and safety risks
SMEs have to deal
with

Auditing and
reporting
mechanisms
How an audit is
conducted
What are the
typical “Findings
and Corrective
Actions”, in
reporting
Responsibilities
and code of
conduct

What can be
learned from
incidents/accidents,
complaints, major
non-compliances

Aims and
objectives of the
ESIA process
Impact
identification
Analysis of impacts,
scoping

IC E&S
Specialist
KOSGEB E&S
Officer

IC E&S
Specialist
KOSGEB E&S
Officer

IC E&S
Specialist
KOSGEB E&S
Officer

IC E&S
Specialist
KOSGEB E&S
Officer

IC E&S
Specialist

IC E&S
Specialist

KOSGEB Provincial
Directorates

Eligible SMEs

Eligible SMEs

Eligible SMEs

KOSGEB Provincial
Directorates

Eligible SMEs

KOSGEB E&S
Officer.

Information
dissemination via
leaflets during the
1 st Month of
implementation

Half-day at 1st
month of
Implementation
Phase
Presentation &
booklets
Information
dissemination via
leaflets

Half-day at 3rd -
5th months of
Implementation
Phase
Presentation &
booklets
Information
dissemination via
leaflets

Half-day at 4th
month of
Implementation
Phase (recurring)
On site training
during the
initation of
moniotring site
visits

Face to
face/online
Presentation &
booklets

Information
dissemination via
leaflets/bulletins
periodically

Half-day after the
launch of
component | or Il
Face to
face/online
Presentation &
booklets
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ESMP actions

Good industry practices -
General subjects regarding
E&S for awareness raising
(i.e. climate change,
energy efficiency, near
miss reporting etc)

Actions listed on
ESMP

Ensuring
compliance on
ESMP

The topics will be
selected due to
needs of SMEs
identified during
Project
implementation

KOSGEB
Provincial
Directorates

IC E&S
Specialist

KOSGEB
Provincial
Directorates

IC E&S
Specialist
KOSGEB E&S
Officer

IC E&S
Specialist
Project
communication
&uisibility
specialist (IC)

Eligible SMEs

KOSGEB E&S
Officer

KOSGEB Provincial
Directorates

Eligible SMEs

Eligible SMEs

Project
Stakeholders
including SMEs

Information
dissemination via
leaflets

Half day

After ESMP
disclosure
(recurring)
Face to
face/online
Presentation &
booklets

Information
dissemination via
leaflets

Information
dissemination via
leaflets/bulletins
each 2 months
after the initiation
of Project
implementation

Every 2 months
via periodic
project bulletins

As can be seen from the Training Program above, several environmental and social training are defined
for SME Specialists located at the Provincial Directorates of KOSGEB, since they will be working with
KOSGEB E&S Officer to monitor, review and report E&S issues and will be responsible for the on-site ESMS
implementation. SME specialists will disseminate the information on topics mentioned in the training
schedule and will ensure that the information shared are well understood and implemented by beneficiary
SMEs, and will provide on-site training to beneficiary SMEs, wherever needed.

3.2. KOSGEB Call Centre Training

A separate training will be organized for KOSGEB call centre employees in order to increase their
knowledge about the Project and E&S awareness. In this way, they will be able to handle all external
grievances filed by various stakeholders and SMEs.

4. Ildentification, Assessment and Management of Environmental and Social
Risks and Impacts

4.1. Environmental and Social Risks and Impacts of the Project

Environmental and Social Management System Manual 27



The E&S risk classification of the Project is Moderate (FI-B) according to the KfW Project Appraisal
Document, which indicates that the project activities are expected to have minimal and manageable E&S
impacts.

To support this view and control minimal and manageable E&S impacts foreseen for the Project, KOSGEB
will maintain that the proceeds from the Eligible SME Loans/ Grants will not be used to finance beneficiary
SMEs having activities with substantial and/or high E&S risks, those requiring land acquisition and
involuntary resettlement, and those with impacts on sensitive areas (for example, nationally and
internationally protected areas) and cultural heritage, as well as activities involving child and forced labour.
In addition, civil/construction-related works will not be financed under the project.

ESMS integrates the proposed applicable requirements, the ESSs, the applicable national E&S laws of the
Republic of Turkiye, KfW and IFC Exclusion List, and specific eligibility criteria determined for this Project.
As the main instrument through which the above is going to be achieved, ESMS is going to be
incorporated into reimbursable support financing-approval processes of KOSGEB.

KOSGEB has appointed an Environmental and Social Officer at the PMU in order to ensure that its financing
activities comply with the identified applicable requirements. KOSGEB also ensures that suitable resources
are provided for the implementation of the ESMS and will provide monitoring reports on E&S performance
to the KfW. This ESMS will be revised from time to time during Project implementation, to reflect adaptive
management of the Project changes and unforeseen circumstances based on the output of several
mechanisms of the ESMS, including the monitoring visits, E&S reporting, feedback and complaints
received over the GRM, and feedback from stakeholders under the SEP.

Project implementation is expected to have no significant negative environmental impact. Social aspects
and expected social impacts of the Project are largely in positive direction. The main environmental and
social risks are expected to be associated with labour and working conditions, occupational health and
safety, dust, noise, energy use, waste management and E&S legal permits/licenses at the Eligible SME
level. These risks and impacts may be associated with business activities of Eligible SMEs. These impacts
are expected to be site specific, temporary and easily managed with standard mitigation measures and
compliance with national environmental, labour and OHS laws, with which Eligible SMEs will be required
to comply. The overall risks are generally identified at the table presented below and detailed risk
identification and mitigation strategies will also be presented within an ESIA and an ESMP which will be
developed for Foster Il project.

Table 5: Environmental and Social Risks and Impacts of the Overall SME Loan Portfolio and SME
Investment Projects

Action/Mitigation
I Risk/Impact Responsibility

Raising awareness of environmental issues Positive impact KOSGEB/PFls
2 Raising awareness of social issues Positive impact KOSGEB /PFls

Eligible SMEs maintain their employment
3 levels and new employment opportunities Positive impact KOSGEB/ PFls
will be provided

Table 6: Environmental and Social Risks and Impacts of the Eligible SMEs in the Use of Proceeds

. Risk/Impact Action/Mitigation Measure Responsibility

Pollution to the air, soil Applicant SMEs will fill out an Application Form (Annex  gjigible SMEs
and water 1) at the application phase stating that enterprise
Increased production of activities are carried out in accordance with national

2 any type of waste and E&S regulations. They will make a declaration Eligible SMEs
wastewater regarding compliance with E&S application criteria in
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Increased demand for the Application Form, and their activities will be

energy use monitored by KOSGEB. Ellglble SMEs

4 Dust and noise pollution Eligible SMEs

Impacts on the health and
safety of communities
associated with .
5 . Eligible SMEs
transportation, storage,
use, or disposal of toxic or

hazardous materials

Noncompliance with . S . .
. pliance with Applicant SMEs will fill out an Application Form stating
national and international

6 that enterprise activities are carried out in accordance Eligible SMEs

labour and workin . . .
. 9 with national E&S regulations.
conditions

. . Applicant SMEs will fill out an Application Form stating
Noncompliance with ) s . .
. . . that enterprise activities are carried out in accordance
national and international . . . . -
7 . with national E&S regulations. They will make a Eligible SMEs

occupational health and . . . . _—
declaration regarding compliance with E&S application

safety standards . S 2
criteria in the Application Form.

Applicant SMEs will fill out an Application Form stating

Noncompliance with that enterprise activities are carried out in accordance
8 national and international with national E&S regulations. They will make a Eligible SMEs
environmental standards declaration regarding compliance with E&S application

criteria in the Application Form.

4.2. Exclusion Lists Considered under the Project

KfW Development Bank only supports new projects that are in line with the “Exclusion List and “Sectoral
Guidelines of KfW Group”. Further, for Financial Cooperation measures with financial intermediaries (Fl)
the “IFC Exclusion List" as described below applies in line with the “Sustainability Guideline Assessment
and management of Environmental, Social, and Climate Aspects: Principles and Procedures” of KfwW
Development Bank (dated 01 February 2021)%.

Accordingly, the following activities are not eligible for financing given the significant adverse impacts
that will likely require more resources to mitigate than the scale of benefit. KOSGEB and PFls will apply
the following exclusions:

4.2.1. Exclusion List and Sectoral Guidelines of KFW Group

Production or trade in any product or activity subject to national or international phase-out or
prohibition regulations or to an international ban, for example i) certain pharmaceuticals,
pesticides, herbicides and other toxic substances (under the Rotterdam Convention, Stockholm
Convention and WHO "Pharmaceuticals: Restrictions in Use and Availability"), ii) ozone depleting
substances (under the Montreal Protocol), iii) protected wildlife or wildlife products (under CITES
/ Washington Convention) iv) prohibited trans boundary trade in waste (under the Basel
Convention).

* Source: KfW Development Bank Sustainability Guideline Assessment and management of Environmental, Social, and Climate Aspects:
Principles and Procedures, 01 February 2021. Author: KfW Development Bank https://www.kfw-entwicklungsbank.de/PDF/Download-
Center/PDF-Dokumente-Richtlinien/Nachhaltigkeitsrichtlinie EN.pdf
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Investments which could be associated with the destruction5 or significant impairment of areas
particularly worthy of protection (without adequate compensation in accordance with
international standards).

Production or trade in controversial weapons or critical components thereof (nuclear weapons
and radioactive ammunition, biological and chemical weapons of mass destruction, cluster
bombs, antipersonnel mines, enriched uranium).

Production or trade in radioactive material. This does not apply to the procurement of medical
equipment, quality control equipment or other application for which the radioactive source is
insignificant and/or adequately shielded.

Production or trade in unbound asbestos. This does not apply to the purchase or use of cement
linings with bound asbestos and an asbestos content of less than 20%.

Destructive fishing methods or drift net fishing in the marine environment using nets in excess of
2.5 km.

Nuclear power plants (apart from measures that reduce environmental hazards of existing assets)
and mines with uranium as an essential source of extraction.

Prospection, exploration and mining of coal; land-based means of transport and related
infrastructure essentially used for coal; power plants, heating stations and cogeneration facilities
essentially fired with coal, as well as associated stub lines.6

Prospection, exploration and extraction of oil (upstream), transport and storage infrastructure for
crude oil, oil terminals and oil harbours as well as refineries.7,8

Prospection, exploration and extraction of natural gas (upstream), new construction of natural gas
grids and pipelines, vessels for the laying of natural gas pipelines, LNG liquefying terminals as well
as production facilities for grey hydrogen (steam reforming of fossil fuels, without the use of CCS).
9

In selected sectors, KfW Group ties its direct financial commitment for concrete new projects to
the following qualitative conditions:

Outside the EU and the OECD high income countries, large agricultural or forestry enterprises
producing palm oil or wood must either comply with recognised international certification
systems (RSPO or FSC) or equivalent regulations to ensure sustainable cultivation conditions or
must be in the process of achieving compliance.

4.2.2. IFC Exclusion List (for Financial Intermediaries of KfW Development Bank)

The IFC Exclusion List defines the types of projects that IFC does not finance. IFC does not finance the
following projects:

Production or trade in any product or activity deemed illegal under host country laws or
regulations or international conventions and agreements, or subject to international bans, such

> "Destruction" means (i) the destruction or severe deterioration of the integrity of an area caused by a major and prolonged change
in the use of land or water, or (ii) the alteration of a habitat which leads to the inability of the affected area to perform its function.
® Investments in power transmission grids with significant coal-based power feed-in will only be pursued in countries and regions
with an ambitious national climate protection policy or strategy (NDC), or where the investments are targeted at reducing the share
of coal-based power in the relevant grid.

" The exclusion does not apply to refineries for biobased products. In the case of refineries for predominant material use, investments
in site concentrations (without net extension) and in the prolongation of the technical lifetime are not excluded. Reprocessing (re-
refining) and energetic use of waste oil are still eligible for financing.

8 Measures for the reduction of greenhouse gas emissions or for increase of efficiency are generally eligible for financing provided
that they do not take place in the prospection, exploration and extraction of oil and gas (upstream) and do not result in capacity
extensions of more than 10%. Financing of carbon capture and storage is also eligible for financing.

° The exclusion of new construction of natural gas grids and pipelines does not include gas grids and pipelines for cooking purposes.
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as pharmaceuticals, pesticides/herbicides, ozone depleting substances, PCBs, wildlife or products
regulated under CITES.

Production or trade in weapons and munitions. *

Production or trade in alcoholic beverages (excluding beer and wine). *

Production or trade in tobacco. *

Gambling, casinos and equivalent enterprises. *

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

Production or trade in unbonded asbestos fibres. This does not apply to purchase and use of
bonded asbestos cement sheeting where the asbestos content is less than 20%.

Drift net fishing in the marine environment using nets in excess of 2.5 km. in length.

* This does not apply to project sponsors who are not substantially involved in these activities. "Not substantially involved"
means that the activity concerned is ancillary to a project sponsor's primary operations.

A reasonableness test will be applied when the activities of the project company would have a significant
development impact, but circumstances of the country require adjustment to the Exclusion List. All
financial intermediaries (Fls), except those engaged in in microfinance and trade finance activities specified
below, must apply the following exclusions, in addition to IFC's Exclusion List:

Production or activities involving harmful or exploitative forms of forced labour (meaning all work
or service, not voluntarily performed, that is extracted from an individual under threat of force or
penalty)/harmful child labour (meaning the employment of children that is economically
exploitive, or is likely to be hazardous to, or to interfere with, the child's education, or to be
harmful to the child's health, or physical, mental, spiritual, moral, or social development).
Commercial logging operations for use in primary tropical moist forest.

Production or trade in wood or other forestry products other than from sustainably managed
forests.

When investing in microfinance activities, FIs will apply the following items in addition to the IFC
Exclusion List:

Production or activities involving harmful or exploitative forms of forced labour/harmful child
labour.

Production, trade, storage, or transport of significant volumes of hazardous chemicals, or
commercial scale usage of hazardous chemicals. Hazardous chemicals include gasoline, kerosene,
and other petroleum products.

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

Trade finance projects, given the nature of the transactions, FIs will apply the following items in addition
to the IFC Exclusion List:

Production or activities involving harmful or exploitative forms of forced labour/harmful child
labour.

4.3. Environmental and Social Screening, Monitoring and Reporting

4.3.1. Definition of Risk Categories of Eligible SMEs, SME Loans and Investments
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The magnitude and resultantly the category of a particular activity or a situation’s environmental and
social risk are determined through an assessment of a combination of the probability of occurrence of a
certain hazard and the severity of impacts resulting from such occurrence. In line with this view and
according to the KfW Sustainability Guidelines, all SMEs and SME Loans/Investments will be classified
under one of the three categories of Category A, Category B and Category C according to the relevance
and magnitude of their potentially negative environmental and social risks and impacts.

High Risk - Category A: Potential effects of the existing set of activities of an SME and the way
it intends to use the proceeds of an SME Loan or Grant will be classified as Category A if these
may have a potentially severe negative impact on the environment and/or on the social
conditions of those concerned. A potentially severe negative impact means that the consequences
of activities and/or projects are diverse, irreversible or unprecedented, and such consequences
may affect a larger area beyond:

- the area/location/site where SME's operations take place, or
- the production site of the facility of the SME for one which is engaged in production, or

- the construction site of a facility itself or the project area in a narrower sense if the SME
is engaged in any type of an investment project which involves construction (which is not
expected to be financed with the proceeds of the SME Loans or Grants considering their
relatively lower amounts).

Moderate Risk - Category B: Potential effects of the existing set of activities of an SME and the
way it intends to use the proceeds of an SME Loan or Grant will be classified as Category B if these
may have a potentially negative impact on the environment and on the social conditions of
those concerned. However, such potentially negative impact is considered much less severe than
that of Category A activities and/or projects; are in most cases reversible; and can be usually
easier to mitigate through appropriate measures (e.g., via state-of-the-art counter-measures
or standard solutions).

Typically, the potential consequences of Category B activities and/or projects are limited to the
area/location/site where SME’s operations take place.

Low Risk - Category C: Potential effects of the existing set of activities of an SME and the way it
intends to use the proceeds of an SME Loan or Grant will be classified as Category C if these are
expected to have no or only minor negative environmental and social consequences and thus
the implementation and operation of these activities and/or projects do not require any particular
protection, compensation or monitoring measures.

4.3.2. The Screening and Monitoring Methodology for Different Risk Categories
of Eligible SMEs and SME Loans/Investments under Component | and II-
Access to Finance Mechanism and SME Support Mechanism

Methodology for E&S Screening and Cateqgorisation of SME Loan Applications

KOSGEB will conduct an Application Stage Environmental and Social Screening and Categorisation
at the time SMEs submit their applications for SME Loans to be disbursed under the Project as the first
step of the environmental and social assessment process. The screening and risk categorization
methodology developed will cover the steps defined below.

This assessment and categorization will help to identify loan /grant applications that will be excluded and
not found eligible to be financed at an early stage to avoid or reduce significant adverse impacts that the
Project may otherwise create, where the significance of impacts may change according to the nature, type
and scale of the processes, activities and investments Eligible SMEs currently have or they plan to engage
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in. Under this approach, the E&S assessment will find out the presence or absence of such impacts, and
the degree of impact as High, Moderate and Low.

Within the Initial Screening, mainly KOSGEB with the support of PFI will screen and categorize the E&S
risk of each SME in accordance with the project ESMS, and will decide on:

the eligibility of the application, where the SMEs in the Exclusion Lists considered for this Project,
as well as SMEs or SME Loans of Category A, will not be financed under this Project; and

how the rest of the Eligible SME Loans will be assigned under one of the two following categories:
Category B or Category C.

That is, following the Initial Screening, Category A loans will not be financed under this Project, and the
remaining steps regarding the E&S assessment and monitoring for Eligible SME Loans will be applied to
those Eligible SMEs classified under Category B and Category C during loan maturities.

The Application Stage E&S Screening and Categorisation will consider the following steps:

SMEs submit their loan applications to the PFls.
PFl reviews the application and embark on the financial and E&S screening of the SME. PFls make
necessary eligibility checks and run a parallel application via KOSGEB's SME Information System
KBS as part of which SMEs are required to fill the SME Support Application Form. The E&S
screening and categorisation will start at this point of Eligible SMEs’ application for the Eligible
SME Loans.
First of all, KOSGEB and PFls will use the basic SME information automatically appearing on
KOSGEB's SME Information System regarding the sector of activity, number of employees and
the annual revenue of the applicant SMEs as fundamental inputs for the determination of the
E&S screening, exclusions and risk categorisation of activities/facilities/investments of SMEs.
Additionally, Eligible SMEs will fill out the particular section in the SME Application Form (Annex
1) with regards to the declarations and commitments regarding their compliance with the E&S
Application Criteria. This section consists of E&S aspects, and sectoral E&S risks. PFI will guide
the SME for filling out the E&S declarations/commitments form at the application phase in order
to prevent any confusion of the SME. The application system (KBS) will not allow SMEs to
continue with their applications if SMEs NACE codes are within the exclusion list and SMEs do
not declare or commit their compliance with the E&S eligible criteria and/or refrain from
providing the required information. The declaration of commitments in the Application Form
(Annex 1) includes two substantial parts of SMEs' E&S commitments, which are:
- Complying with the applicable national and international legislation and requirements,
and
- Reporting requirements regarding any incidents and accidents that might occur during
the lifetime of the Eligible SME Loan and may have a potentially significant negative
impact on the environment, affected communities, public or employees of Eligible SMEs.
Finally, PFls complete screening for any exclusion or commitments to meet national safeguard
requirements and KOSGEB's SME Information System KBS automatically outlines if any exclusions
exist, the risk category and monitoring requirements of SME and the SME loan by using the
Screening Matrix. As part of the SME Loan allocation process, Eligible SMEs’ E&S risks and
impacts will be categorized by the KBS which uses the methodology by using the Screening
Matrix which is provided under Annex 2.
After approval of the successful Eligible SME Loan applications, KOSGEB will produce a report on
the E&S risk categorization and further requirements of SME Loans (for further details, please
refer to Section 4.3.4. Reporting). The information gathered and reviewed will help KOSGEB
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disclose relevant Project E&S information during project implementation to promote
transparency and accountability on the use of the Project’s loans.

Due to the high number of SME Loans expected, a Screening Matrix specific for the Project has been
developed by the IC E&S Specialist. The Screening Matrix has been developed by taking into consideration
the IFC E&S risk categorization for sectors, number of employees and annual revenues of an applicant
SME. The risk categorization of sectors according to the NACE codes are defined based on the IFC sector
risk categorization. In case of any uncertainty in the sub-sectors, as a supporting tool, EBRD E&S risk
categorization list is also used.

During the screening matrix development process, it was observed that international institutions such as
IFC, EBRD, PFls have their own risk classification which change according to the sector and the size of the
company, and the maturity of a project and financing instrument. The approach followed for the Project
follows the application of such international institutions, according to which the following rules apply:

For SMEs operating in sectors with the IFC E&S risk categorization "High”, if the size of the SME
is small or medium, the risk categorisation assigned to the SME/SME Loan under the Project will
be "Moderate/Medium Risk - Category B".

For SMEs operating in sectors with the IFC E&S risk categorization “Medium?”, if the size of the
SME is small, the risk categorisation assigned to the SME/SME Loan under the Project will be
“Low Risk - Category C".

For SMEs operating in sectors with the IFC E&S risk categorization “Medium?”, if the size of the
SME is medium, then the E&S risk category of the SME is assumed as “Moderate/Medium Risk
- Category B”;

"

For SMEs operating in sectors with the IFC E&S risk categorization “Low’, then the overall risk

category of the SME is assumed as “Low Risk - Category C".

Methodology for E&S Screening and Categorisation of SME Grant Applications

KOSGEB will conduct an Application Stage Environmental and Social Screening and Categorisation
at the time SMEs submit their applications for SME Grant Supports to be allocated under the Project as
the first step of the environmental and social assessment process.

This assessment and categorization will help to identify grant applications which will be excluded and not
found eligible to be financed at an early stage to avoid or reduce significant adverse impacts that the
Project may otherwise create, where the significance of impacts may change according to the nature, type
and scale of the processes, activities and investments Eligible SMEs currently have or they plan to engage
in. Under this approach, the E&S assessment will find out the presence or absence of such impacts, and
the degree of impact as High, Moderate and Low.

With the Initial Screening, KOSGEB will screen and categorize the E&S risk of each SME in accordance with
its ESMS, and will decide on:

the eligibility of the application, where the SMEs in the Exclusion Lists considered for this Project,
as well as the SME Investments of Category A SMEs will not be financed under this Project; and
how the rest of the SME Investments will be assigned under one of the two following categories:
Category B or Category C.

That is, following the Initial Screening, Category A SME Investments will not be financed under this Project,
and the remaining steps regarding the E&S assessment and monitoring for SME Investments will be
applied to those Eligible SMEs classified under Category B and Category C.

The Application Stage E&S Screening and Categorisation will consider the following steps:

Environmental and Social Management System Manual 34



SMEs submit their grant applications to KOSGEB via KOSGEB's SME Information System KBS as
part of which SMEs are required to fill the SME Support Application Form.
First of all, KOSGEB will conduct necessary eligibility checks regarding SMEs" application for SME
Grants, including the screening for any exclusion or commitments to meet national safeguard
requirements it will conduct. At this initial stage, KOSGEB will use the basic SME information
automatically appearing on KOSGEB’s SME Information System regarding the sector of activity,
number of employees and the annual revenue of the applicant SMEs which will also present
fundamental inputs for the determination of the E&S screening and risk categorisation of
activities/facilities/investments of SMEs that will take place before the Administrative Check (i.e.,
control of completeness of submitted documents) stage of the Evaluation Process of SME
Support.
Additionally, during the application, SMEs will fill out the particular section in the SME Application
Form (Annex 1) with regards to the declarations and commitments regarding their compliance
with the E&S Application Criteria. This section consists of E&S aspects, which are eligibility
criteria, types of environmental permits and licenses that the enterprise must have and sectoral
E&S risks. The application system will not allow SMEs to continue with their applications if SMEs
do not declare or commit their compliance with the E&S eligible criteria and/or refrain from
providing the required information. The declaration of commitments in the Application Form
(Annex 1) includes two substantial parts of SMEs' E&S commitments, which are:
- Complying with the applicable national and international legislations and requirements,
and
- Reporting requirements regarding any incidents and accidents that might occur during
the lifetime of the SME Investment and may have potential significant negative impact
on the environment, affected communities, public or employees of Eligible SMEs.
For those SME applications before the Administrative Check, KOSGEB will further review the
application and embark on E&S risk assessments of SMEs and their SME Investment Projects.
KOSGEB's detailed E&S screening and categorisation will start at this point.
In addition, KOSGEB's SME Information System KBS will outline the risk categorization of the
SMEs. As part of the SME Grant allocation process, SMEs' E&S risks and impacts will be
categorized by KOSGEB by using the Screening Matrix provided under Annex 2, which has
specifically been formulated and adopted by KOSGEB under its ESMS developed for this Project.
It is to be noted again that KOSGEB will conduct a two-staged screening for SME Supports: i)
firstly for any exclusions or commitments to meet national safeguard requirements, ii) secondly
to determine the risk category and monitoring requirements of SMEs and the SME Investments
by using the Screening Matrix.
After approval of the successful SME Investment Project applications, the KOSGEB will produce
a report on the E&S risk categorization and further requirements of SME Investment Projects (for
further details, please refer to Section 4.3.4. Reporting). The information gathered and reviewed
will help KOSGEB disclose relevant Project E&S information during project implementation to
promote transparency and accountability on the use of the Project’s funds.

Due to high number of SME grants, the screening process is simplified. It is developed by taking into
consideration of IFC E&S risk categorization for sectors, number of employees in a SME and the
annual sales/total assets of the SME. The risk categorization of sectors according to the NACE codes
are defined based on the IFC sector risk categorization and in case of any uncertainty in the sub-
sectors, as a supporting tool, EBRD E&S risk categorization list is also used. During the screening
development process, it was observed that each international institution (i.e. IFC, EBRD, PFls) have
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their own risk classification which changes according to the sector, duration of the grant, the scale
of the SME itself. Therefore, a rationale is developed and applied. According to the screening matrix,

If the IFC E&S risk categorization of the sector is 'high’, since the scale of the SME is low or
medium (based on the number of employees and total assets) then, the overall classification
is assumed as ‘medium’

If the IFC E&S risk categorization of the sector is ‘'medium’, and if the scale is low then the
overall risk of SME is assumed as ‘low’, but if the scale of the SME based on the number of
workers and total assets is ‘'medium’, then the E&S risk category of the SME is assumed as
‘medium’.

If the IFC E&S risk categorization of the sector is ‘low’, then the overall risk category of the
SME is assumed as ‘low’.

4.3.3. The Screening and Monitoring Methodology for Different Risk Categories
of Eligible SMEs and SME Loans under Component I-1l - Access to Finance
and SME Support Mechanism

During the first launch of Access to Finance or SME Support, whatever is first of the Program present the
screening; according to the accepted sectors, ‘operate in Part C - Manufacturing sector or Chapter 62 -
Computer programming, consulting and related activities sector or Chapter 72 - Scientific research and
development activities sector; KOSGEB, with the support of the E&S Specialist of the IC, will develop an
Environmental and Social Impact Assessment ("ESIA”) and an Environmental and Social Management Plan
("ESMP") for the Project. The aim of the ESIA will be to assess potential risks of the SMEs to be realised
and shall identify the boundary of impacts, and assess direct, indirect impacts to clearly define the
mitigation activities.

The components of the ESIA are presented below:

Introduction

Objective

Description of the Project

Environmental and Social baseline on national/Regional level
Environmental Social Management Framework

Potential Environmental and Social Risks and Mitigation
Implementation Arrangements

Stakeholder Engagement

. Grievance redress mechanism

10. Risks/Impacts and Mitigation Measures

©®NON A WN =

According to the results of the ESIA, an Environmental Social Management Plan ("ESMP") will be
developed by the E&S Specialist to ensure that potential negative E&S impacts of the SMEs are mitigated,
and unexpected impacts are identified and managed through environmental monitoring during project
implementation. The ESMP will set the additional Project E&S requirements and it will be disclosed to all
beneficiaries of the Project. The SMEs will be responsible for compliance to ESMP.

Methodology for E&S Monitoring of Eligible SME Loans and Investments

Category C - Low Risk Eligible SMEs and SME Loans/Investments do not require monitoring; however,
they should report to KOSGEB about their ESMP compliance. Loans with low risk activities are expected
to meet the requirements of WB ESS 1 and 2, and therefore a question set has been developed (Annex
8) in accordance with the WB ESS 1 and 2 and it will be disclosed to SMEs via online system and SMEs are
required to fill the forms for verification of compliance with Project E&S requirements. To encourage SMEs
to improve their ESMS systems and provide concrete reports corroborating these improvements,
depending on budget availability and according to the conditions to be determined by KOSGEB and
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approved by KfW, a bonus payment of up to €300 will be disbursed to the Eligible SMEs which fulfil the
reporting requirements. Also, KOSGEB staff at the Provincial Directorates will carry out site visits at
randomly selected Eligible SMEs to verify whether the E&S requirements reported are implemented or
not. The number of Category C SME Loans/Grants that will be randomly selected for the visits will be
determined once the number of such SME Loans/ Grants becomes clear. KOSGEB will ensure that a
statistically significant percentage of Category C Eligible SME Investments relative to the overall number
of these loans/grants will be visited as part of these random checks.

On-Site Monitoring Forms, template of which is provided as Annex 5, will be used at the site visits to
understand if the low-risk categorisation that has been made at the application stage of the Eligible
Loans/Investments is still maintained and the practices on site are in compliance with the Projects
requirements and the SME commitments provided. In case of any incompliance that is observed during
the site visits, short Corrective Action Plans in the form of the template provided under Annex 4 will be
presented to the audited Eligible SMEs by KOSGEB, with the support of the E&S Specialist. For low risk
SMEs, the corrective action plans will be used as an improvement tool rather than mandatory actions that
should be met. Additionally, identified corrective actions will also be shared with the other Eligible SMEs
via KOSGEB’s SME Provincial Directorates as lessons learned.

KOSGEB will share the reporting results and progress of the Corrective Action Plans (in case of any shared
by SMEs) with KfW as part of Progress Reports.

Category B - Medium Risk Eligible SMEs and SME Loans/Investments will require a follow-up and
screening and compliance check to find out if there have been any significant changes in business
activities, to confirm ongoing compliance with the exclusion lists and local and international requirements,
and to identify actions that may be required to be taken and processes that need to be closed out by
Eligible SMEs.

Category B SME Loans/Investments should report to KOSGEB about their ESMP compliance. Monitoring
of all Category B Eligible SMEs will be undertaken annually via site visits to be conducted by the KOSGEB
staff at the Provincial Directorates.

An On-Site Monitoring Forms, template of which is provided as Annex 5, will be used at the site visits to
verify whether the E&S requirements are met or not, and to understand if the medium-risk categorisation
that has been made at the application stage of the SME Investments is still maintained and the practices
on site are in compliance with the Projects requirements and the SME commitments provided. In case of
any incompliance that is observed during the site visits in relation to E&S requirements and ESMP
(including material issues reported or a grievance raised) KOSGEB will request the SME to address the
issue. Corrective Action Plans in the form of the template provided under Annex 4 will be presented to
the audited Eligible SMEs by KOSGEB, with the support of the E&S Specialist. KOSGEB will ensure that the
SME implements these corrective actions as stated in the paragraph below. SMEs will inform KOSGEB
about the actions taken related with the incompliances. If such issues cannot be addressed through
engagement, material developments will be reported to the KOSGEB and actions will be taken accordingly.
Corrective action reporting of the SMEs are obliged with some conditions and they are summarized below:

To encourage SMEs to improve their ESMS systems and provide concrete reports corroborating these
improvements, depending on budget availability and according to the conditions to be determined by
KOSGEB and approved by KfW, a bonus payment of up to €600 to be awarded to category B SMEs upon
positive evaluation of the corrective action report by the ESMS expert. In case of actions that have not
been fully implemented or are uncertain, the expert will have the authority to make the necessary positive
or negative evaluation.

Additionally, identified corrective actions will also be shared with the other Eligible SMEs via KOSGEB's
SME Provincial Directorates as lessons learned.

If it is observed during the monitoring of Category B Eligible SMEs that SMEs may have limited capacity
for assessing E&S risks or conducting necessary practices, flexibility will be applied, and efforts will be
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made to find the best and sustainable practices. In accordance with SMEs' ESMS, it will be ensured that
the E&S risks and impacts have been adequately identified and appropriately managed in a manner
commensurate to the risk review.

KOSGEB will share the forms that will be used for these assessments and the results and progress of the
Corrective Action Plans with KfW as part of the regular Progress Reports and the Annual Environmental
and Social Monitoring Reports (“AESMR") that will be presented to KfW.

Apart from monitoring visits, KOSGEB will monitor the E&S impacts of the Project on a regular basis. If
any of the entities notices any problems in the implementation of the ESMS at an Eligible SME outside of
the visits, it will inform relevant Eligible SMEs and agree with them on steps to rectify these issues.

A general process scheme for screening and monitoring under 2 mechanisms of the Project is presented
at the chart below.

Figure 3: Project E&S Screening and Monitoring Chart

L Identification and initial screening for Exclusions and Eligibility Assessment with
Declarations of Commitments filled by SME in the Application Form

I
: !

Pass: Fail:
Proceed with Risk Screening & Discard the Application

i [ |
LI .
Assess the fsk category for F&S requirements and monitoring by 3
using Screening Matrix i
| ':l I
' ] '
Categrory B Projects: Category C Projects:

Annual menitoring by KOSGER Random sampling by KOSGEB
Provincial Directorates Prowvincial Directorates

KOSGEB Provincial Directorates fill out onsite monitoring form and review /assess
compliance checklist with the support of IC

ESMP delivered to SMEs

Does the SME have non-compliance that poses to significant E&S risks and impacts

Yes: Mo:
Prepare a corrective action plan Proceed
}
KOSGEB informs and tracks SME for

recuired actions

4.3.4. Regular Progress Reports

Monitoring and regular reporting on the performance of ESMS is an important element of ESMS and it
will also enable the participating parties to improve their performance. With the support of the IC and
the E&S Specialist, project monitoring reports on the E&S performance of the Project, including but not
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limited to the implementation of the ESMS, status of preparation and implementation of stakeholder
engagement activities, performance of the grievance mechanism(s) and ESMS implementation throughout
the Project implementation will be monitored. Such reports will highlight any issues arising from non-
compliance with E&S requirements and how it has been/is being addressed. The main reporting system
covering the reporting and reported parties, contents and frequency of reporting are presented at the
following Table.

In addition to regular reports, there will be continuous communication between the parties.

Table 7: Reporting Mechanism

Reporting Reported Content of the Report Reporting
Party Party Frequency

KOSGEB, with  PFls Compliance of monitored Eligible SMEs and a Annually
the assistance  (Only Access general assessment of the corrective actions
of IC to  Finance proposed with Project requirements

mechanism) Confirmation of the PFl that there is not child

and forced labour at visited SMEs

Confirmation and assessment about the
compliance with national environmental, labour
and OHS laws at the visited SMEs

Improvements and/or progresses with regards
to Project ESMS systems, if any

Performance on Project ESMS compliance

KOSGEB, with = KfW Observed  key  impacts arising  from Quarterly
the assistance implementation of Category C and Category B Progress Reports
of IC loans/grants and corrective actions proposed

and implemented
Implementation of SEP and ESMS
Stakeholder engagement activities, if any

Internal grievances (grievance mechanism for
employees of all Project participants and SME
staff) and actions taken

External grievance list (grievance mechanism for
community, stakeholders, beneficiaries) and
actions taken

Incident and accident list related to the Project, if
any

Incident and accident reports related to the
Project and a summary of corrective/preventive
actions taken by Eligible SMEs for any
incidents/accidents, and complaints related with
E&S raised under the GRM, if any

A summary of results of monitoring activities of
Eligible SMEs visited by KOSGEB

Detailed E&S performance including training
records and informative studies (i.e., root causes,

lessons learned, and other sheets shared with
Eligible SMEs)

Other E&S implementation aspects, if any
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A summary of comparative best practices and
difficulties Eligible SMEs have during the
implementation of the Project requirements;

KOSGEB Kfw ESMS Governance Annual
With the Environmental and Social Training Environmental .
assistance of Environmental and Social Procedures and o Social
IC Monitoring
Stakeholder Engagement Report
Specific Environmental and Social Information
including the benefits and difficulties of the
implementation of ESMS
KOSGEB's Human Resource and Corporate Social
Responsibility Management
Eligible SMEs ~ KOSGEB The corrective actions taken on site, as defined = Annually -
by KOSGEB after site visits and actions related to = recurring in case
any potential incident/accident or grievances. of requirement

5. Internal and External Stakeholder Management

5.1. Labour Management Procedures

ESS2 Labour and Working Conditions’ objectives are to:

promote safety and health at work;

promote fair treatment, non-discrimination and equal opportunity of workers/employees of
Eligible SMEs (i.e., project workers), to protect project workers, including vulnerable workers and
persons with disabilities and migrant workers, as appropriate;

prevent the use of all forms of forced labour and child labour;

support principles of freedom of association and collective bargaining of project workers in a
manner consistent with the national law; and

provide project workers with accessible means to raise workplace concerns.

In recent years, Turkiye has undergone a reform to improve its national OHS system through adapting a
set of international and regional standards into its national-level requirements for the prevention of
occupational risks defined in the ILO Occupational Safety and Health Convention, 1981 (No. 155). A stand-
alone Law on OHS (No. 6331) was put into force on 20 June 2012. The OHS Law governs workplace
environments and industries (both public and private) as well as virtually all classes of employees including
part-time workers, interns, and apprentices. The legislation is comprehensive and is generally applicable
across all sectors and many industries.

Turkiye is a party to a multitude of ILO conventions, including but not limited to conventions on equal
treatment of employees, gender equality, child labour, forced labour, OHS, right of association and
minimum wage. Accordingly, the current Turkish Labour Law (N0.4857) is to a large extent consistent with
the requirements of ESS2.

Labour and Working Conditions at KOSGEB

KOSGEB has published a corporate level Human Resource Regulation (dated July 24, 2009, in the Official
Gazette numbered 27298) that is also in line with national regulations, as well as World Bank ESS2
requirements. KOSGEB employees are civil servants. The HR policy aims to define the employee’s personal
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rights including; working hours, leaves (maternity, social events, unpaid), financial rights, working
conditions, and promotions.

As KOSGEB is a government agency, no one under the legal age of 18 years is permitted to work within
the institution. Therefore, no child labour and forced labour-related issues exist within the organisation.
All KOSGEB employees have been provided with information and documentation that is clear and
understandable regarding their terms and conditions of employment.

All KOSGEB facilities are equipped with fire safety instruments as required by local regulation. The staff
receives routine training on occupational health and safety including fire safety and first aid. Regular drills
are conducted and reported.

Project Compliance with Labour and Working Conditions of ESS2

Both KOSGEB is committed to ensuring compliance with Labour and Working Conditions in accordance
with ESS2 through the implementation of their respective Human Resource Regulations related to their
operations.

Under the Project, KOSGEB is also committed to ensuring compliance of Eligible SMEs with the Turkish
Labour Law, Law on OHS and World Bank ESS2 requirements. Eligible SME Directors will be responsible
for ensuring their compliance with the relevant legislation and will be responsible for commitments that
are declared under the Application Forms they submit and the SME Loan /Grant Agreements they sign.

In this respect, to ensure that the Labour and Working Conditions per ESS2 are fulfilled across
the beneficiaries of the Project, KOSGEB will ensure that;Eligible SMEs and PFls maintain
workplace health and safety standards in full compliance with Turkish law and regulations;
Eligible SMEs and PFIs maintain fair and non-discriminatory employment practices are in place
for all project workers;

Eligible SMEs provide suitable personal protective equipment (“PPE") for the specified tasks and
hazards of each worker, without any cost to the worker;

Under no circumstances do Eligible SMEs engage in forced labour or employ children under the
age of 18;

Eligible SMEs maintain all project workers (irrespective, where relevant, of contracts being full-
time, part-time, temporary or casual) are covered by insurance against occupational hazards, and
they can access medical care;

Eligible SMEs record and report all workplace health and safety incidents properly in a register
detailing the type of incident, injury, people affected, time/place and actions taken to be reported
to KOSGEB immediately;Eligible SMEs and PFls maintain their employees and project workers are
aware of their rights under the Labour Law, including the right to organise; and

Eligible SMEs and PFls maintain their employees and project workers are aware of the established
GRM and that they can submit their grievances, if any.

With the assistance of the IC, KOSGEB Provincial Directorates will provide basic awareness information on
labour issues and occupational health and safety to the beneficiary Eligible SMEs. The competency and
necessary knowledge of the staff at KOSGEB Provincial Directorates has been achieved via labour
management training that is provided by the E&S Specialist of the IC. For the workers of SMEs to work
under proper conditions, E&S safeguard requirements are defined and presented at Annex VI and they
will be shared with the SMEs. Additionally, a labour management procedure presented in Annex Il has
been developed and it will be shared with SMEs. The onsite practices will be controlled by KOSGEB via
monitoring visits and in case of any non-compliance found, corrective actions will be defined for the
Eligible SMEs.
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5.2. Internal Communication Mechanisms

5.2.1. Grievance Mechanism for KOSGEB Employees

KOSGEB aims to meet the needs and expectations of their employees through respective grievance
mechanisms. There are internal grievance mechanisms for KOSGEB employees, including direct and
contracted workers, to receive, recognize, classify, investigate, respond and resolve complaints in a timely,
planned and respectful manner. The grievance mechanism for KOSGEB employees have the following
characteristics:

KOSGEB employees have been informed about the grievance mechanisms and the measures put
in place to protect them against any retaliation for its use at the time of their recruitment.

All KOSGEB employees have the right to file their grievances and requests and to bring a lawsuit
against administrative procedures applied to them by their supervisors at the workplace.
Grievances are filed verbally or in writing. Written grievances are filed with a petition written in
accordance with the legislation. Grievances are managed initially by the closest supervisor of the
employees who is filing the complaint, bypassing the supervisors who are complained. The
elimination of the deficiencies identified in the petition and the grievances that do not constitute
a crime are handled by superiors who accept the grievance. These principles are also followed
for verbal grievances.

At KOSGEB, all personnel have the right to fill out a petition and submit it to the KOSGEB Human
Resources (“HR") Department. After the petition is evaluated by the HR Department, necessary
measures are taken following the KOSGEB HR Regulation and Disciplinary Regulation. This
regulation is easily accessible on the intranet and KOSGEB website. If the subject of the grievance
is related to the working conditions, KOSGEB Administrative Support Services Department will
be involved.

Internal grievance mechanism has been adapted to receive sexual exploitation and abuse and
sexual harassment complaints. Grievances about ethical issues such as sexual abuse and
harassment received from KOSGEB employees (including the PMU) are evaluated by paying
attention to the confidentiality of employee information. Since grievances received on ethical
issues include sensitive cases such as sexual abuse and harassment, they are shared with the
Guidance and Supervision Board for review. Grievances are reviewed and resolved within 30 days.
Reports on the grievances received and resolved are listed internally on the system and can be
accessed by employees through the intranet. Anonymous complaints are allowed by e-mail to
PMU (kosgeb.baskanlik@hs01.kep.tr).

5.3. External Communication Mechanisms

5.3.1. Stakeholder Engagement

Stakeholder engagement is an inclusive process implemented throughout the project life cycle, and it is
most effective if launched at early stage of project development. Engagement should begin as early as
possible at project preparation, as timely identification of and consultation with the stakeholders enable
views and opinions of these groups to be taken into account in the project design and implementation.

A Project Stakeholder Analysis has been developed by the IC and KOSGEB to define the methodology
of how the stakeholders will be identified, how they will be informed, what the communication
methodology is, including the frequency of meetings and consultations that will take place with the
stakeholders and how their engagement will be incorporated through the project cycle. It is presented in
Annex 9.
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The list of stakeholders and representative entities of stakeholder groups that are being communicated
as part of the Stakeholder Engagement initiative of the Project is presented in the table below. The
meetings will be conducted both at the HQ and Provincial-level.

No.

Stakeholder

General Analysis

1

10

11

12

13

14

15

16

Winning PFls

ICMPD

UNHCR

World Bank

Deutsche Gesellschaft fur
Internationale
Zusammenarbeit (GIZ)

International Labour
Organization (ILO)

Expertise France

Development and
Investment Bank of
Turkiye (TKYB)

Turkish Employment
Agency (ISKUR)

The Ministry of Labour
and Social Security

The Turkish Red Crescent

Union of Chambers and
Commodity Exchanges of
Turkiye (TOBB)

Economic Policy
Research Foundation of
Turkiye (TEPAV)

Danish Refugee Council

Building Markets

Association for Solidarity
with Asylum Seekers and
Migrants

Table 8: Stakeholder Analyses List

Role at the
project

Stakeholder

Support provider

Support provider

Support provider

Support provider

Support provider

Support provider

Similar project
implementor

Government
agency

Government
agency

Government
agency

Government

agency

NGO

NGO

NGO

NGO

Related
Component

Interest
Grant
Support
All

All

All

All

All

Interest

All

All

All

All

All

All

All

All

Method

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

Stakeholder
Engagament Form

City

Istanbul

istanbul

Ankara

Ankara

Ankara

Ankara

Ankara

Ankara

Ankara

Ankara

Ankara

Ankara

Ankara

Turkiye Ofisi

ABD

Ankara
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17 General Directorate of Government All Stakeholder Ankara
Development Agen Agency Engagament Form
18 HUGO - Hacettepe Academic All Stakeholder Ankara
University Center for Engagament Form
Migration and Policy
Studies
19 IGAM - Asylum and Academic All Stakeholder Ankara
Migration Research Engagament Form
Center
20 Kog University Celestial Academic All Stakeholder istanbul
Studies Engagament Form
Provincial based Analysis
1 KOSGEB Provincial Implementor All Interview Project
Directorates Provinces
2 SME Group A Potential All Focus group Project
beneficiary meetings Provinces
3 SME Group B Beneficiaries that ~ All Focus group Project
are not eligible meetings Provinces
4 Regional development Government All Interview Project
Agencies Agency Provinces
5 Municipalities Government All Interview Project
Agency Provinces
6 Chambers of Industry NGO All Interview Project
and Commerce Provinces
7 NGOs working on NGO All Interview Project
refugees Provinces

KOSGEB PMU, with the assistance of the IC, initiated communication with the stakeholders and affected
parties identified, which are listed above, under the Project Stakeholder Analysis and plans to conduct a
survey and focus group meetings with the stakeholders and affected parties under their respective
components to solicit views on their experience related to the Project’s implementation. The details of
stakeholder engagement, consultation meetings and the questionnaires filled out by various stakeholders
and representative entities of stakeholder groups, as well as a summary of findings from these interviews
and questionnaires will be provided in the Stakeholder Engagement Plan ("SEP") document, which will
be shared with KfWw.

KOSGEB, with the assistance of IC, prepares and will disclose the SEP based on which a continuous
stakeholder engagement will be implemented throughout the lifetime of the Project with the stakeholders
identified under the Project Stakeholder Analysis. The Project SEP is the main document governing how
project-related information will be managed and communicated to the stakeholders. KOSGEB PMU is
responsible for all external communications to the community. Per the Project SEP, KOSGEB PMU wiill
maintain a record of all consultations and correspondence (verbal or written) with the stakeholders
determined for the Project, which are extensively listed in the SEP. As can be seen in the table above,
KOSGEB PMU, with the assistance of the IC, will conduct follow-up focus group meetings with Eligible
SMEs to provide information on actions taken to address any concerns and feedback expressed during
the Inception Phase meetings and surveys.

At the Inception Phase, Project website (info@fostersmes.com) is being used to disclose project
documents, including in both Turkish and English. KOSGEB, with the assistance of the IC, will also create

Environmental and Social Management System Manual 44


mailto:info@fostersmes.com

a website dedicated to the Project. All project-related E&S information and findings will be disclosed
on this website, which will regularly be updated and maintained by KOSGEB.

In addition to the regular meetings with the stakeholders and questionnaires to be collected from them
and other affected parties, there will be additional feedback mechanisms for stakeholder and citizen
engagement, such as online platforms, social media, and focus groups. KOSGEB will utilize its existing
online communication channels and facilities for the promotion of the Project and stakeholder
engagement. Project updates will be posted on KOSGEB and Project websites and, where applicable and
preferred by the stakeholders, KOSGEB will also communicate project information and updates through
other means, such as social media, one-to-one interviews and consultation meetings, when needed and
allowed. Both beneficiary Eligible SMEs and citizens are expected to participate and provide feedback on
the Project throughout its lifetime to maintain continuous stakeholder engagement.

In line with the SEP, all stakeholders, including vulnerable groups which can be considered mainly as i)
women, and ii) young job seekers, will have equal opportunity to access information, provide feedback,
or submit grievances. KOSGEB ensures that every engagement activity is culturally appropriate, sufficient
and disseminated on time with equal access to all relevant stakeholders allowing for their increased
participation and feedback. Vulnerable groups will be informed by specialized methods to ensure that
they are aware of the Project and communication tools. The NGOs and related institutions will be informed
about the vulnerable group participation.

The SEP will be periodically revised and updated as necessary in the course of project implementation to
ensure that the information presented herein is consistent and is up-to-date and that the identified
methods of engagement remain appropriate and effective concerning the project context. Any major
changes to the project related activities and their schedule will be duly reflected in the SEP.

5.3.2. Grievance Redress Mechanism for Community Grievances

The Grievance Redress Mechanism (“GRM") that is established under the Project is a process that enables
project stakeholders to submit complaints or suggestions about the way the Project is planned or
implemented.

The main objective of the GRM is to assist to resolve complaints and grievances related to the Project in
a timely, effective and efficient manner that satisfies all parties involved. Specifically, it will provide a
transparent and credible process for fair, effective and lasting outcomes directly related to the project’s
success. It will also build trust and cooperation as an integral component of broader community
consultation that facilitates corrective actions. Specifically, the GRM will provide affected people for
making a complaint or resolving any dispute that may arise during the implementation of the Project. It
ensures that appropriate and mutually acceptable redress actions are identified and implemented to the
satisfaction of complainants.

KOSGEB has implemented a transparent and comprehensive GRM to collect and resolve concerns, queries,
complaints and grievances, including sexual abuse and harassment at the workplace, related to the Project.
To mitigate potential risks and address collected queries and grievances, KOSGEB has adapted its existing
communication channels and grievance mechanisms to address inquiries or concerns in line with the
Project SEP. The processes regarding the grievance mechanisms are operated through the following
channels:

Application with petition

Application via CIMER

Application via email

Application via KOSGEB Call Centre

Application through staff at KOSGEB Provincial Directorates

Anonymous complaints are allowed to be sent via petition / CIMER / KOSGEB Call center to the KOSGEB
PMU. Also the e-mail address info@fostersmes.com will be added to the website created specifically for
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the Project. Grievances received in this way will be recorded by the PMU. Other interested parties will also
be able to submit their opinions and suggestions via this e-mail address. For the SMEs in the Project
Provinces and their employees, information on the grievance redress system will be provided through
Provincial Directorates of KOSGEB and informative leaflets will be shared with beneficiary SMEs.

PMU will keep a record of all grievances in a grievance log and is required to work with the Project
Management if necessary to resolve grievances in accordance with grievance mechanism as set out in the
SEP. Grievance mechanism has been explained in detail on SEP. PMU will report grievances to directly KfwW
within the reporting mechanism.

5.3.3. Reporting and Management of Incident and Accidents

Eligible SMEs are required to promptly report to KOSGEB any incidents or accidents happening at the
workplace related to the Project encountered during the implementation period immediately after
becoming aware of such events. These also include E&S events which may have actual or potential material
adverse effect on the Project or is likely to have a significant adverse effect on the environment, affected
communities, public or workers. KOSGEB shall also record any incidents and accidents related to the
Project encountered during the implementation of their respective ESMS within the implementation
period.

Incidents or accidents, and E&S events which may have actual or potential material adverse effect on the
Project may include the following:

Major injuries or fatalities (of employees, the general public or contractors);
Strikes or significant employee disputes;

Regulator action in relation to E&S matters; and

Spills, pollution incidents, fires, explosions.

KOSGEB PMU, through the E&S Officer, will promptly notify KfW about these incidents that they become
aware of through the information they receive from the Eligible SMEs, in a manner in compliance with the
following procedures:

According to the national OHS Law, all employers must notify the Social Security Institution in 3
workdays after the occurrence of an OHS related incident/accident. When any incident/accident
related to the Project occurs, the incident/accident reporting procedures illustrated in Figure 5
will be followed.
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Figure 4: Incident and Accident Reporting Flow Diagram

* Inform Social Security
SM ES Institution in 3 workdays
according to the national

OHS law.

+ Notify KOSGEB within 24 hours

* SME Specialists in Provincial Directorates of
KOSGEB with SMEs prepares and submits the
detailed report to KOSGEB within 2 weeks

s  Notify KfW within 48 hours
¢ Submit detailed report to the KfW within 30 business
days

KfW

KOSGEB PMU will report within 48 hours from the occurrence of an incident the details of any
significant environmental or social incidents (e.g., fatalities, lost time incidents, environmental
spills, etc.);

KOSGEB shall submit a Material E&S Incident Report within 30 business days in the format
provided in Annex 7, including information on the causes of the incident/accident, precautions
and compensation measures taken; and

The causes of the accidents or incidents will be defined by using a simplified form of a technique
named as Root-cause Analysis (“RCA”). A training on the implementation of the technique and
details of conducting an incident/accident analysis will be provided to the staff at KOSGEB
Provincial Directorates by the IC E&S specialist. This technique can also be used for the repeated
grievances which can have significant negative impact on the Project. In case of an
incident/accident at the workplace of an Eligible SME, following an Eligible SME’s notification:

- SME Specialists at KOSGEB Provincial Directorates will visit the incident site for analysis
of the incident/accident, for conducting RCA and indicate immediate measures or
corrective actions for the SME to take required actions.

- Eligible SMEs that benefit from the Incentive Mechanisms are required to provide
sufficient detail regarding an incident/accident as input for the findings of the RCA,
indicating immediate measures or corrective actions taken or that are planned to be
taken to address such incident/accident, compensation paid, and any information
provided by the involved SME, as appropriate.

- Subsequently, KOSGEB PMU will prepare a report on the incident/accident and propose
any measures to prevent its recurrence. After the measures that should be taken are
determined, these will be shared with the Eligible SME, which will inform KOSGEB on the
progress with respect to the suggested actions.
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6. ANNEXES

Annex 1: Environmental and Social Commitments in the SME Application Forms

DECLARATIONS AND COMMITMENTS REGARDING COMPLIANCE WITH ENVIRONMENTAL AND

SOCIAL APPLICATION CRITERIA

Declaration of enterprise
1.1.3.1 Eligibility criteria

Please tick your declaration regarding the following situations. If Not relevant

there is an option that is not ticked or marked as "Not eligible", Yes No for the

you will be prevented from approving your application by KBS. activities of
our SME

Our business fulfils its obligations regarding national
environmental legislation and will continue to fulfil them during |:| |:| |:|
the period of support.

Our business fulfils its obligations regarding national
occupational health and safety legislation and will continue to |:| |:| |:|
fulfil them during the period we benefit from the support.

In its activities related to the use of support, our enterprise will

comply with principles such as honest and fair treatment of its

employees, providing a safe and healthy working environment, L] ] ]
non-discrimination, creating suitable working conditions for

disabled people, and not employing child labour.

Our enterprise, in its activities related to the use of working
capital support, will use resources efficiently, will take the L] ] ]
necessary measures to prevent environmental pollution.

Our enterprise, in its activities related to the use of working
capital support, will not take actions that will adversely affect the [] ] ]
health and safety of the society.

In its activities related to the use of working capital support, if

there are environmental and social risks that affect society, our u (] (]
business will share them with our stakeholders and take their

suggestions into consideration.

Our enterprise, will inform and report to KOSGEB in case of any
incidents/accidents that might occur during the lifetime of the |:| |:| |:|
Eligible SME Loan/Grant

1.1.3.2 Environmental and social risks Ves o If any* please write your precautions**
by sector " regarding these risks
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Please tick your declaration regarding * If "Yes" option is selected, this section is

the following situations and make the mandatory.

. *ke . . .
necessary explanations : Fxplfaln your policy on enwronmeptal and
social risks and your emergency action plan

against risks.

Will you have actions that will pose risks [ | []
in social issues such as environment,
occupational health and safety, and
employee rights in your activities
related to the working capital support?

Name and Surname of the Authorised Person

Stamp-Signature

Date:
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Annex 2: Screening Matrix

[Shared separately in Excel Form]
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Annex 3: Labour Management Procedure

Labour Management Procedure

Labor Law (4857), Law on Social Security (5510), Law on Occupational Safety and Health (6331)
and related regulations adopted by the Government provide the legal framework for protecting
the rights and interests of workers in Turkiye. The overview of the rights and working conditions
prescribed by the Labor Law and Project requirements are provided below.

SMEs maintain workplace health and safety standards in full compliance with Turkish
law and regulations;

Under no circumstances do Eligible SMEs engage in forced labour or employ children
under the age of 18. According to the law, it is prohibited to employ children below the
age of 16 for dangerous works. It is also forbidden to employ children below the age of
18 for certain hazardous jobs and for jobs that require night shifts;

Eligible SMEs maintain all workers are covered by insurance against occupational
hazards, and they can access medical care;

Eligible SMEs record and report all workplace health and safety incidents properly
in a register detailing the type of incident, injury, people affected, time/place and
actions taken to be reported to KOSGEB immediately;

Eligible SMEs maintain their employees and project workers are aware of their rights
under the Labour Law, including the right to organise; and

Eligible SMEs maintain their employees and project workers are aware of the established
Grievance Redress Mechansim and that they can submit their grievances, if any( via mail
to; info@fostersmes.com ; mail to CIMER, by contacting KOSGEB Provincial Directorates
and KOSGEB call center)

All SME workers shall have employment contracts in writing, including a description of
conditions of employment. Workers will sign the employment contract. Terms and
conditions of employment will be explained;

Workers are entitled to a regular salary, as well as to compensation of salary for periods
of absence from work or specific conditions of work such as overtime work, work on
holidays, weekend, etc,;

Workers shall have a rest period during working hours, weekly rest and annual holidays
as prescribed under the law;

The employment of workers will be based on the principles of non-discrimination and
equal opportunity. There will be no discrimination with respect to any aspects of the
employment relationship, such as recruitment, compensation, working conditions and
terms of employment, access to training, promotion or termination of employment;
Recruitment procedures will be transparent, public and non-discriminatory with respect
to ethnicity, race, religion, sex, disability, political beliefs, and other grounds included in
the Labor Code;

Clear job descriptions will be provided in advance of recruitment and will explain the
skills required for each post;
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In addition to written documentation, an oral explanation of conditions and terms of
employment will be provided to workers who may have difficulties with understanding
the documentation;

Working hours of 45 hours per week, and in case of necessity of overtime work, workers
will be paid for overtime work as prescribed by the Labor Law. The Labor Code will apply
to the contracted workers. The Labor Code prescribes for the work week of 45 hours
and limits overtime work to 270 hours annually. Wages for each hour of overtime shall
be remunerated at one and a half times the normal hourly rate. All workers will receive
at least one rest day (24 hours) after six consecutive days of work. This rest day will be
paid;

45 hours of work per week can be distributed to the working days of the week, provided
that it does not exceed 11 hours per day. Provided that the average weekly working
time of the worker within 2 months does not exceed 45 hours, even if there is more than
45 hours of work in some weeks, working hours exceeding 45 hours in these weeks are
not considered as overtime;

Implementation of measures of protection at work and safety for jobs with increased
risk of injury and damage to health, as well as organization of training for workers in
such jobs;

Keeping records of workers who are working on tasks with increased risk of injury and
harm to health;

The employees should be in compliance with legal notice periods.

The Law on Occupational Health and Safety (6331) determines principles and provides the
requirements as regards. The main responsibilities are presented below at a minimum scale and
that does not mean that other regulatory requirements are out of scope.

Occupational Health and Safety Law (No: 6331) as per the Communiqué on Danger Class
Lists Related to Occupational Health and Safety, categorise the sectors as 'very
dangerous’, ‘dangerous’ and ‘less dangerous’ and this categorization requires;
obligations that apply depending on the danger class of operations include
employment hours of relevant OHS management staff such as certified OHS specialists
and workplace doctors, and health officers or nurses.

Occupational health and safety experts should work continuously if the number of
workers are above 250. If the number of employees is less than 250, the total time is
calculated by multiplying at least 40 minutes per month per employee.

Similarly, a workplace doctor should be employed or hired from joint health and safety
units. The expert should work continuously if the number of workers is above 750. If the
number of employees is less than 750, the total time is calculated by multiplying at least
15 minutes per month per employee.

Law No 6331 requires the employer to conduct an assessment of risks to health and
safety of workers and defines the methodology both in law and in related regulation.
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An emergency response plan has to be prepared and in place for any emergency
situations which could arise. Minimum requirements and format of the plan is given in
the regulation.

The facilities should perform incident investigations according to the OHS law No 6331
and its related regulations. Social Security Institution Notifications should be shared.
When an accident occurs, the facilities should notify the labour authority within three
days, as required by the relevant legislation and these records are kept at the site offices.
The Project requires in case of an accident/incident, SMEs should inform KOSGEB
immediately and should share the accident report and additional measures within 30
working days. The accident report format is presented below.

Report on E&S Issues/Incident at a SME

Date of report DD/MM/YYYY

Name of Eligible SME

Date of transaction and type of
financing

Description of issue Date and time of incident.
Type of incident: environmental issue, fatality, spill, etc.

Name of person/s involved/injured/deceased, if applicable -
Narrative and contextual information.

Causes of incident.
Status of investigation.

Listing of parties involved in investigation (witnesses and
staff, unions, police, other authorities, and other parties).

Actions taken by the SME Reporting if required to any regulator, police, etc.

Any internal investigations commenced (indicate contact
name of person responsible for investigation).

Any external investigations anticipated or commenced (list all
entities that have jurisdiction or could reasonably be
expected to investigate the incident).

Any press releases or other media communications

Follow-up by KOSGEB Views on the significance of the incident — degree of severity,
possible uncertainties, or disputed facts to be investigated.

Status of investigation.
Reports received (and outstanding, if any).
Actions to prevent re-occurrence of incident.

Monitoring/reporting arrangements to follow up on efficacy
of actions taken.

Results to date of actions taken.
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Conclusion Broader conclusions for KOSGEB

According to the regulation of the OHS Law No 6331, periodic health screening of
workers should be undertaken during the recruitment process and thereafter annually.
The medical reports should be stored in personnel files. IN addition, exposure
monitoring should be performed periodically.

The SMEs should provide suitable PPEs for the workers and ensure that they are used
properly.

According to the OHS Law No 6331 and its relevant legislation, workplaces are required
to ensure that the employees receive necessary vocational training before start to work,
as well as OHS training every year. The minimum training subjects and their duration is
presented at the regulation and the training presentations are presented at the website
of the Ministry and they include information at the minimum level. Also, annual working
plan and annual training plans should be developed and implemented.

First aid training, and training of operators (heavy equipment operators) should be
performed in line with the legislation

According to the OHS Law No 6331; the employer shall set up an occupational health
and safety committee in enterprises where a minimum of 50 employees are employed
and permanent work is performed for more than six months and the committee should
conduct a committee meeting once a month for ‘'very dangerous’ workplaces.One of the
duties of the committee includes a health and safety internal directive (HS plan) to be
prepared and implemented which gives a sight on how to manage the HS components
of their work.

Workplace Code of Conduct (CoC)

This Code of Conduct aims at ensuring responsible, respectful and ethical behavior of a worker towards
his/her co-workers and employer, community members.

A worker is expected to apply the following at the workplace:

1. Comply with instructions and directions of the field supervisor, including those related to
ensuring worker's and community’s safety and health;
2. Comply with occupational safety and health requirements, including:
e wearing protective helmet and equipment provided by employer;
e keeping floors and stairs free of risk of slippery;
e ensuring fire safety and not causing to obstruct any exits;
e taking good care in handling sharp objects;
e ensuring good air circulation during work hours;
e avoid lifting heavy objects without assistance of co-worker/s;
e avoid potentially risky behavior at work that could lead to workplace accidents and
injuries;
e report any accidents or near accidents to supervisor;
3. Undertake work tasks in responsible in collaborative manner;

Environmental and Social Management System Manual 54



wu

=0 N

11.

Conduct oneself with respectful, non-discriminatory manner;

Conduct oneself free from harassment behavior at the workplace towards co-workers of any
rank, male or female or others with whom work-related encounters take place, including
members of the community.

Refrain from sexual harassment of co-workers, women and children in the community;
Avoid consuming alcohol during work hours;

Avoid smoking inside the facility and operation site,

Avoid quarrels or fights at the workplace;

If commute to work in own vehicle, exercise maximum care to avoid accident to pedestrians
during travel and when at parking area;

Dispose waste properly as per guidance by the supervisor and to designated waste collection
area;

12. Do not cause any action that will pollute air and water.
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Annex 4: Environmental and Social Corrective Action Plan

An Environmental and Social Corrective Action Plan should be tabular in format and designed to address
the gaps identified.

Reference | Action Description AND Completion Due Date Risk level of

. H *
No. Related Indicator (DD/MM/YYYY action

Standards/Requirement or defined thigh/medium

number of
/low)
days linked to
an event)
1 e.g., Obtain a water abstraction = Water 30 days prior to
license for the groundwater abstraction drilling of the

abstraction well that is planned  license obtained  well
as part of the new development
to meet e.g. Water Use

Regulations.

2 e.g., Ensure that all workers Contracts signed  Within 90 days
have written contracts that by all workers dfter the loan
explain their rights and receipt.

obligations and have had these
contracts explained to them this
should be in line with Labour
Code.

etc. etc. etc. etc.

*High Risk(red): in case of major legal incompliance which can lead to legal significant monetary
and facility temporary closure penalties, lack of OHS expert contracts, emergency response plan,
no actions regarding environmental permit although the company has emission/wastewater
discharge, lack of social security and initial health check of workers, serious injury potential.

*Medium Risk(yellow): legal incompliance which can lead to some monetary penalties, and long
term moderate injury potential to workers and moderate level impacts to environment like lack
of sufficient waste management, OHS monitoring, repeated health checks of workers, in door
dust generation

*Low Risk (green): actions which can affect workers and environment on low scale like, poor
housekeeping, non-hazardous material release, no potential damage.
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Annex 5: Onsite Monitoring Form

A. INFORMATION OF THE APPLICANT

Name of Applicant

Tax ID Number / TR Identity Number
Address

Telephone

E-Mail

Sectors (NACE Codes)

Referenced Component
Date of Site Visit

How many employees does the company have?

Authorized person name / position / signature
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B. ENVIRONMENTAL AND SOCIAL ON-SITE CONTROL CRITERIA

Assessment of Environmental and Social Risks and Impacts ““ Additional Information

1.1. Does the company have an E&S Policy /

ESS-1 Management System?
Assessment ) )

1.2. Has the company designated an E&S Officer to
and . .

manage E&S issues? Please provide the name

Management of the designated employee.
of
Environmental 1.3. Does the company have an emergency
and Social response plan?
Risks and
Impacts 1.4. Does the company have proof of valid

environmental permits and licenses? If yes
please provide details. (e.g. effluent discharge
permit)

2.1. Is the company's human resource
management system consistent with the
requirements of the national labour laws?

ESS-2
2.2. Does the company apply the principle of non-
EBeind discriminati.on in tge procesfs of hliring,
Working f:omptj:-nsatlon, and terms of employment
. including to the vulnerable groups of
Conditions

employees?

2.3. Does the company provide its workers with a
safe and healthy work environment?
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Assessment of Environmental and Social Risks and Impacts “m Additional Information

2.4. |s the company's occupational health and
safety system consistent with the requirements
of the national laws?

2.5. Where applicable does the company provide
workers with and mandating that workers use
personal protective equipment (PPE)?

2.6. Does the company track and report on rates of
injury, occupational diseases, lost days, and
number of work-related fatalities?

2.7. Does the company have training programs in
place for workers on occupational health and
safety?

2.8. Is the company involved in harmful child
labour or forced labour (including supply

chain)?
3.1. Does the company implement measures for
ESS-3 improving efficiency in its consumption of
energy, water, raw materials and other
Resource resources and inputs?

Efficiency and .
3.2. Does the company implement necessary

Pollution o .

measures for monitoring air and water
Prevention emissions according to national laws?
and

Management 3.3. Does the company generate any air, liquid or
solid waste emissions during construction
and/or operational phases?
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Assessment of Environmental and Social Risks and Impacts ““ Additional Information

3.4. Does the company have system to guide the
storage, handling, and disposal of solid wastes
(including hazardous waste) emanating from
its business?

3.9. Is there response system in place to manage
spills or accidental discharges?

4.1. Are there local communities in close proximity
to the company'’s facilities? Does the company
have systems to address community health,

ESS-4 safety and security issues in the context of its
o operations?

Community P

Health and 4.2. Does the company have safety

Safety implementations to deal with hazardous
material release, transport and disposal in
order to avoid or to minimize exposure of local
communities to those materials?

ESS-10

Stakeholder  10.1. Does the company engage with local

Engagement communities and address community
and grievances where applicable?
Information

Disclosure
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C. ENVIRONMENTAL AND SOCIAL INFORMATION

Is the main activity on the Word Bank’s Exclusion List?
E&S Category (High, Substantial, Moderate and Low)

Summary of Key E&S Issues

Corrective Action Plan (Action Required and Completion
Date)

Controlled By (If the E&S specialist involved in assessment activity)

Reported By

Staff Name Staff Name
Position Position
Telephone Telephone
E-mail E-mail
Signature Signature
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DO:

Annex 6: E&S Safeguard Requirements

Limited working hour during the daytime, especially in residential areas, and control driving speed.
if there is any transportation

Provide workers with access to clean water and toilets.

Avoid social/cultural conflicts between employees and local people.
Keep the work area clean and tidy to ensure the safety of employees.
Pick up and remove trash to keep the work area tidy and safe.

Plan and ensure the disposal of scrap, waste and excess materials by temporarily storing them in
separate containers.

Designate areas for waste materials and provide temporary storage containers.

Keep stairs and passages clear and free of materials and obstacles.

Secure loose or lightweight materials stored on roofs or open ground.

Keep materials at least 2m (5ft) away from openings, roof edges, excavations or trenches.

Cleaning of hoses, power cables, welding cables, etc. Avoid using it on heavily used walkways or
areas.

Provide appropriate fire extinguishers for potentially flammable materials located on site.
Keep fire extinguishing areas clear and accessible. etc.

Store products and waste that may contaminate rainwater in a closed or covered area. Examples of
these materials include pressure-treated lumber, oils, fuels, paints, thinners, solvents and chemicals.

Regularly clean the pools and other rainwater collection infrastructures where you store wastewater.

Keep absorbent pads and other absorbent materials near drains and use in case of spills or leaks to
prevent any oil/chemicals from spilling onto screens.

Never pour anything down sewer system drains.

Outdoor areas should be routinely swept, shoveled and cleared of debris. To minimize water
consumption, do not wash outdoor areas with water.

Identify hazardous waste for all the waste you produce and keep records.

Ensure that your hazardous waste is disposed of at a permitted disposal facility and is not disposed
of as municipal waste.

Items such as fluorescent bulbs, batteries, and used electronics contain toxic substances. These items
should be recycled using recycling facilities and should not be thrown away or stored outside.

Waste oil resulting from activities such as maintenance of vehicles and equipment should be recycled.
It should not be thrown away or stored outside.

Containers, including waste containers, must be closed and in good condition (leak-tight).
Waste containers should be labeled to identify their contents.

Waste containers should be stored under shelter or indoors and managed to prevent leaks and spills
from reaching the environment.

Excess unsold products may become hazardous waste when disposed of. Try not to stock dangerous
products.

When working on moving machines, protectors should be installed on dangerous parts of the
machines to eliminate the possibility of the machine causing danger.

Use grounding straps equipped with clamps on equipment to prevent static electricity build-up.
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Place the Work Equipment in a way that no one will hit it. Do not place it in passageways, entry-exit
paths, next to stairs, stepladders, in front or behind electrical panels or control panels, or near the
fire defense system.

Use chemicals in accordance with the information in the Safety Data Sheets.

DO NOT:

Do not permit rubbish to be thrown out from any locations of the site

Do not throw tools or other materials.

Do not discharge any wastewater or liquid chemicals to the surrounding are in an uncontrolled way.
Do not raise or lower any tool or equipment by its own cable or supply hose.

Use grounding straps equipped with clamps on containers to prevent static electricity build-up.

2. Flammable/Explosive Materials:

Store flammable or explosive materials such as gasoline, oil and cleaning agents apart from other
materials.

Keep flammable and explosive materials in proper containers with contents clearly marked.
Dispose of greasy, oily rags and other flammable materials in approved containers.

Store full barrels in an upright position.

Store empty barrels separately.

Post signs prohibiting smoking, open flames and other ignition sources in areas where flammable
and explosive materials are stored or used.

Store and chain all compressed gas cylinders in an upright position.
Mark empty cylinders and store them separately from full or partially full cylinders.
Ventilate all storage areas properly.

Ensure that all electric fixtures and switches are explosion proof where flammable materials are
stored.

Leave all electrical work to authorized electricians

Visually inspect electrical equipment before use, do not use damaged equipment under any
circumstances.

Ensure that electrical cables and equipment lying scattered in work areas are enclosed in insulating
boxes or covers.
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Annex 7: Material E&S Incident Report Template

Report on E&S Issues/Incident at a SME

Date of report DD/MM/YYYY

Name of Eligible SME

Date of transaction and type of
financing

Description of issue Date and time of incident.
Type of incident: environmental issue, fatality, spill, etc.

Name of person/s involved/injured/deceased, if applicable -
Narrative and contextual information.

Causes of incident.
Status of investigation.

Listing of parties involved in investigation (witnesses and
staff, unions, police, other authorities, and other parties).

Actions taken by the Eligible Reporting if required to any regulator, police, etc.

SME Any internal investigations commenced (indicate contact
name of person responsible for investigation).

Any external investigations anticipated or commenced (list all
entities that have jurisdiction or could reasonably be
expected to investigate the incident).

Any press releases or other media communications

Follow-up by KOSGEB Views on the significance of the incident — degree of severity,
possible uncertainties, or disputed facts to be investigated.

Status of investigation.
Reports received (and outstanding, if any).
Actions to prevent re-occurrence of incident.

Monitoring/reporting arrangements to follow up on efficacy
of actions taken.

Results to date of actions taken.
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Conclusion Broader conclusions for KOSGEB
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Annex 8: E&S Reporting of Low Risk SMEs

C. ENVIRONMENTAL AND SOCIAL REPORTING OF ‘LOW RISK’ SMEs

Assessment of Environmental and Social Risks and Impacts “

— 1.1. Does the company have an E&S Policy / Management System?

Assessment

and 1.2. Has the company designated an E&S Officer to manage E&S issues?
Management
of
Gl 1.3. Does the company have an emergency response plan?
| and Social

Risks and

Impacts
1.4. Does the company have proof of valid environmental permits and licenses? If yes please tick

the documents below

Environmental permit/license

Commercial Opening and Operation Permit
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Assessment of Environmental and Social Risks and Impacts Yes ““

EIA exempt letter

Wastewater connection /discharge permit

2.1. Is the company's human resource management system consistent with the requirements of
the national labour laws? Please tick the below items below if they are available

Social security notifications of all workers are performed

Py Personnel files of all workers including health check records, health and safety training records

are available
Labour and
Working All workers have signed contracts including their rights and codes of conduct as stated in
Conditions labour Law

2.2. Does the company apply the principle of non-discrimination in the process of hiring,
compensation, and terms of employment including to the vulnerable groups of employees?

2.3. Does the company provide its workers with a safe and healthy work environment? Please tick
the below items below if they are available
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Assessment of Environmental and Social Risks and Impacts Yes ““

Annual OHS work plan is prepared and implemented
Workplace hygiene including lavatories, kitchen and drinking water is provided
All equipment controls are in place
2.4. |s the company's occupational health and safety system consistent with the requirements of
the national laws? Please tick the below items below if they are available
OHS expert contracts available
Occupational doctor contract is available

An OHS risk analysis is performed and implemented

2.5. Where applicable does the company provide workers with and mandating that workers use
personal protective equipment (PPE)?
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Assessment of Environmental and Social Risks and Impacts Yes ““

2.6. Does the company track and report on rates of injury, occupational diseases, lost days, and
number of work-related fatalities?

2.7. Does the company have training programs in place for workers on occupational health and
safety?

2.8. Is the company involved in harmful child labour or forced labour (including supply chain)?
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Annex 9: Stakeholder Engagement Plan
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