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This document contains the accreditation assessment conducted by the Secretariat and the
Accreditation Panel in accordance with decision B.07/02, and the recommendation by the
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I. Introduction

1. Applicant 120 (APL120), DFCC Bank PLC (DFCC Bank) is a national direct access,
private sector entity based in Sri Lanka. The applicant is a commercial bank with primary lines
of business in consumer banking, corporate banking, SME banking, treasury and investment
banking, international banking, card operations and bancassurance (i.e. selling insurance
products). With its focus on agriculture, fishing, manufacturing, transport, construction,
tourism, financial and business services, infrastructure and training sectors, the applicant has
developed a sustainability strategy to minimize adverse environmental and social impacts. The
applicant has played a pioneering role in leveraging private and public sector resources for
projects in non-conventional renewable energy - particularly by financing the first ever private
sector owned grid connected small hydro, wind and ground mounted solar projects in Sri
Lanka.

2. The applicant submitted its application for accreditation to GCF via the online
accreditation system on 15 December 2017. Accreditation fees were received from the
applicant on 11 July 2019,! thereby launching the stage I institutional assessment and
completeness check. Stage | was completed on 16 February 2021 and the applicant was
progressed to the stage II (step 1) accreditation review, which has been concluded with the
publication of this assessment. The applicant has applied to be accredited for the following
parameters under the GCF fit-for-purpose approach:

(a) Access modality: direct access, national. The applicant received a national designated
authority (NDA) or focal point nomination for its accreditation nomination from Sri
Lanka;

(b) Track: normal track;

(© Maximum size of an individual project or activity within a programme: medium?
(including small3 and micro);*

(d) Fiduciary functions:>
0] Basic fiduciary standards;
(ii) Specialized fiduciary standard for project management;

(iii) Specialized fiduciary standard for on-lending and/or blending (for loans, equity
and guarantees);

(b) Maximum environmental and social risk category: medium risk (category
B/intermediation 2 (I-2));¢ and

1 Additional accreditation fees were received from the applicant on 5 January 2021.

2 As per annex I to decision B.08/02 (annex I to document GCF/B.08/45), “medium” is defined as “maximum total
projected costs at the time of application, irrespective of the portion that is funded by the GCF, of above USD 50
million and up to and including USD 250 million for an individual project or an activity within a programme.”

3 As per annex I to decision B.08/02 (annex I to document GCF/B.08/45), “small” is defined as “maximum total
projected costs at the time of application, irrespective of the portion that is funded by the GCF, of above USD 10
million and up to and including USD 50 million for an individual project or an activity within a programme.”

4 As per annex [ to decision B.08/02 (annex I to document GCF/B.08/45), “micro” is defined as “maximum total
projected costs at the time of application, irrespective of the portion that is funded by the GCF, of up to and
including USD 10 million for an individual project or an activity within a programme.”

5 Decision B.07/02.

6 As per annex I to decision B.07/02 (annex I to document GCF/B.07/11), category B is defined as “Activities with
potential mild adverse environmental and/or social risks and/or impacts that are few in number, generally site-
specific, largely reversible, and readily addressed through mitigation measures,” and intermediation 2 is defined as
“When an intermediary’s existing or proposed portfolio includes, or is expected to include, substantial financial
exposure to activities with potential limited adverse environmental or social risks and/or impacts that are few in
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(© Indicative results areas for intended projects/programmes with GCF:

@) Energy generation and access;

(ii) Transport;

(iif) Buildings, cities, industries and appliances ;

(iv) Health, food and water security;

V) Livelihoods of people and communities; and

(vi) Infrastructure and built environment; as well as

(vii) Public, private, and cross-cutting types of projects/programmes.

II. Stage Il institutional assessment and completeness check

3. The applicant applied and was assessed by the Secretariat during stage [ under the
normal track accreditation process in accordance with the GCF policies and standards to the
extent applicable to accreditation below:

(a) “Updated strategic plan for the Green Climate Fund: 2020-2023" (decision B.27/06);

(b) “Matters related to the accreditation framework” regarding the accreditation process
(decisions B.24/13 and B.26/01);

(© “Guiding Framework and Procedures for Accrediting National, Regional and

International Implementing Entities and Intermediaries, Including the Fund’s Fiduciary
Principles and Standards and Environmental and Social Safeguards” (decision B.07/02);

(d) “Guidelines for the Operationalization of the Fit-for-purpose Accreditation Approach”
(decision B.08/02);

(e) “Policy on Prohibited Practices” (decision B.22/19);

() “Anti-Money Laundering and Countering the Financing of Terrorism Policy” (AML/CFT
Policy) (decision B.18/10);

() “Policy on the Protection of Whistleblowers and Witnesses” (decision B.BM-2018/21);

(h) “Environmental and Social Management System: Environmental and Social Policy”
(decision B.19/10);

M “Comprehensive Information Disclosure Policy of the Fund” (decision B.12/35)
regarding the disclosure of environmental and social(E&S) information; and

0] “Updated Gender Policy and Gender Action Plan 2020-2023" (decision B.24/12).

2.1 Legal status, registration, permits and licences

4. The applicant provided documents on its establishment and licences to operate, where
relevant, as a part of the application. The applicant was originally incorporated under the
Development Finance Corporation of Ceylon Act No. 35 of 1955 and pursuant to the DFCC Bank
(Repeal and Consequential Provisions) Act No. 39 of 2014, it was permitted to register as a
public limited company under the Companies Act No. 07 of 2007 under the name of DFCC Bank
PLC. The certificate of incorporation in respect of DFCC Bank PLC was issued on 6 January 2015

number, generally-site specific, largely reversible, and readily addressed through mitigation measures; or includes
a very limited number of activities with potential significant adverse environmental and/or social risks and/or
impacts that are diverse, irreversible, or unprecedented.”
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and DFCC Bank PLC subsequently amalgamated with DFCC Vardhana Bank PLC effective on 1
October 2015. The continuing company, DFCC Bank PLC, obtained a licence from the Monetary
Board of the Central Bank of Sri Lanka (CBSL) under the terms of the Banking Act, No. 30 of
1988, to carry out domestic banking business and oft-shore banking business in Sri Lanka and
accordingly has operated as a licensed commercial bank since 1 October 2015. The applicant
provided documentation stating it can carry out all business and activities of a licensed
commercial bank under the country’s Banking Act.

2.2 Institutional presence and relevant networks

5. The applicant, DFCC Bank, originally established as a development bank in 1955, is
currently a fully-fledged commercial bank. It is a listed entity with a public holding of 67.0 per
cent, as of the end of 2022.

6. DFCC Bank currently delivers its services through 139 branches nationwide, 217 ATMs
across the country and digital banking channels. With a strong national presence in Sri Lanka
and a vision to achieve a customer base of 2 million by 2025, the applicant has a a strategy for
financial inclusion and continued expansion of reach to various customer segments including
the retail sector and micro, small, and medium-size enterprises (MSMEs). In addition, the
applicant has established long-term, interdependent relationships with bilateral and
multilateral financial institutions for effective implementation of credit programmes, market
development and capacity building.

7. The applicant has a close collaboration with the national designated authority and
government agencies. Being fully committed to supporting the Government of Sri Lanka to
achieve its Nationally Determined Contributions (NDCs), the applicant intends to focus on the
following activities to align with country strategies:

(a) Leading the banking sector in Sri Lanka in the financing of small hydro, solar, wind and
biomass projects;

() Undertaking public transport projects, such as electric buses and taxis, mass transit
systems for Colombo and its suburbs;

(9 Undertaking adaption projects in sustainable and ‘climate smart’ agriculture and

(&) Supporting entrepreneurship for climate-related products, technologies and services.

8. The applicant also aims to implement both climate mitigation and adaptation projects to
drive a paradigm shift. The applicant intends to use GCF resources to finance large-scale green
projects that may otherwise not be entirely commercially feasible under the existing business
and market conditions.

9. The applicant, if accredited, is expected to strengthen the GCF DAE portfolio by
channelling GCF resources through a wide range of financial instruments for both adaptation
and mitigation projects, particularly in the energy sector. Sector-wise, the applicant has a
diversified portfolio of loans and advances, and a track record in financing mitigation projects
such as small-hydro, wind, ground-mounted & roof-top solar, and municipal solid waste-to-
energy. The applicant also has 12 per cent of its loan and advances in the agriculture, forestry
and fishing sector.

10. Sri Lanka’s NDCs identifies the sectors of energy, waste and transport as sectors that
contribute to reducing greenhouse gas emissions, with energy being the main sector. The
applicant, given its experience in project-based lending in different sectors of the economy,
would be a good fit for providing financing (primarily through loans and guarantees) to projects
in the areas of renewable energy, energy efficiency, waste to energy and transport. GCF could
also potentially deploy different products to diversify the liability profile of the applicant to
enable it to lend to different sectors in the climate space that require longer tenor loans.
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11. Although Sri Lanka currently does not have a country programme and has not shared its

programming priorities with GCF, the applicant, being potentially the first DAE in the country,
has been a priority candidate for the country. The applicant exhibits a solid track record and is
potentially capable of bringing in projects to address the priorities listed under the NDCs, and

has the ability to use various financial instruments.

2.3 Trackrecord

12. The applicant is a leading commercial bank in the country and offers various other
financial solutions including investment banking, wealth management, information technology,
industrial park management and consultancy services. It has managed credit lines of
international funding agencies for the Government of Sri Lanka. The applicant has provided
finance to various sectors of the economy where private sector involvement is not restricted.
With a mission to fund private sector and state-owned enterprises to mobilize investments, the
applicant has a rich experience in financing climate mitigation projects with a focus on
renewable energy.

13. The applicant’s track record in financing sustainable development and climate change-
related projects in Sri Lanka to-date includes the following:

(a) USD 38.4 million (loans) and USD 5.7 million (grants) for the Energy Services Delivery
Project and USD 115 million (loans) and USD 8 million (grants) for the follow-on
Renewable Energy for Rural Economic Development Project; 7

() USD 8.1 million (co-loan) for a 10 MW Wind Project commissioned in 2015;

(¢ USD 10.3 million (co-loan) for a 10 MW ground mounted solar project commissioned in
2016;

(d) USD 3.8 million (co-loan) for a 4MW bio-mass co-generation power plant commissioned
in 2017;

() USD 12.9 million (out of USD 58 million) (loans) for a 10 MW municipal solid waste to
electricity project;

() USD 1.4 million (guarantee) as performance bond to the Road Development Authority in
2019; and

(27 USD 2.46 million (equity) to partially co-underwrite the USD 7.8 million public share
issue of LVL Energy Fund Ltd. in 2017.

III. Stage Il accreditation review assessment

14. The applicant applied under the normal track accreditation process. Its application has
been assessed by the Accreditation Panel (AP) during stage II (step 1) against requirements in
accordance with the GCF policies and standards below to the extent applicable to accreditation:

(a) GCF policies and standards identified in paragraph 3 above;

(b) “Revised Environmental and Social Policy” (decision B.BM-2021/18);

(© “Evaluation Policy” (B.BM 2021/07); and

(d) “Updates to the accreditation framework” (decision B.31/06).

15. As part of this assessment, the AP consulted the applicant’s website and third-party

websites to complement the information provided in the application.

7 These two programmes funded by the World Bank and the Global Environment Facility and implemented by DFCC
Bank are widely hailed to have transformed the non-conventional renewable energy landscape in Sri Lanka and
catalysed and mainstreamed private sector investment in the sector.
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3.1 Fiduciary standards

3.1.1.  Basic fiduciary standards: key administrative and financial capacities

16. DFCC Bank is a Sri Lankan licensed commercial bank listed on the Colombo Stock
Exchange. The bank operates under regulations in the form of directions, determinations and
circulars set forth by the Central Bank of Sri Lanka (CBSL). DFCC Bank has a governance charter
and board composition policy, and eight board-level committees are in place to support robust
corporate governance, as follows:

(a) Audit Committee (AC);

(b) Board Integrated Risk Management Committee;

(© Credit Approval Committee;

(d) Credit Restructure Committee;

(e) Expenditure Review Committee;

0 Human Resource and Remuneration Committee;

() Nomination and Governance Committee; and

(h) Related Party Transactions Review Committee.

17. The applicant availed a sample of committee terms of reference, agendas, board papers

and minutes to demonstrate its governance track record. DFCC Bank’s annual corporate
governance report covers reporting against board responsibilities, director requirements,
committees, related party transactions, and CBSL disclosure requirements. The CBSL Bank
Supervision Department conducts rigorous audits covering credit risk, liquidity, corporate
governance, management, earnings, operational risk, and compliance with banking directions
and monitors the progress made by DFCC Bank management on its recommendations.

18. The bank’s corporate structure includes independent internal audit and compliance
units accountable to the board AC and its Board Integrated Risk Management Committee,
respectively. The Marketing and Sustainability Department is responsible for the bank's
sustainability strategy and has led the bank's GCF accreditation application. DFCC Bank also has
14 committees in place at the corporate management level as listed below and six committees
operating under the auspices of the human resources department, that include the Fraud Risk
Management Committee and the Diversity, Equity and Inclusion Working Committee:

(a) Credit Committee;

(b) Asset and Liability Management Committee;

(© Operational Risk Management Committee;

(d) Impairment Assessment Committee;

(e) IT Steering Committee;

0 Special Loan Review Committee;

(g Investment Committee;

(h) Fraud Risk Management Committee;

(i) Pre-Evaluation Committee;

0] Executive Sustainability Management Committee (ESMC);
(k) Information Security Committee;

0 Banking Committee;

(m) Consequent Management Committee; and

() Business Continuity Steering Committee.

19. DFCC Bank creates high-level plans with measurable goals and targets for performance

monitoring. The bank's planning and monitoring department has a procedures manual and
supports senior management in planning and budget-setting. The bank tracks long and short-
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term plans through business plans broken down into objectives and initiatives monitored via
quarterly and monthly variance reports. A 2020 annual performance evaluation matrix for 35
business units/functions featured a standardized scoring system moderated for audit and
compliance ratings. Annual reports list key accomplishments and focus areas for the
forthcoming year.

20. The bank's sustainability strategy sets out the bank's corporate ambitions for
responsible and inclusive business with an emphasis on economic, environmental and social
sustainability and aspirations to be the ‘green’ bank of choice in Sri Lanka, specializing in
sustainability, environmental, energy, and related project and advisory services.

21. The applicant's financial statements are prepared under the Sri Lanka Accounting
Standards issued by the Institute of Chartered Accountants of Sri Lanka (CA Sri Lanka), which
are deemed to be equivalent to International Financial Reporting Standards (IFRS)8. In
addition, the financial statements are prepared in compliance with the statutory provisions of
the Sri Lankan Companies Act, Banking Act and Accounting and Auditing Standards Act, the
listing rules of the Colombo Stock Exchange, the Banking Act direction on Corporate
Governance for Licensed Commercial Banks in Sri Lanka, and the Code of Best Practice on
Corporate Governance issued by CA Sri Lanka® and the Securities Exchange Commission of Sri
Lanka.

22. The applicant's annual audited financial statements, published up to the financial year
2022, are included in the bank's corporate annual reports website, featuring standard IFRS
reports as follows:

(@) Statement of financial position;

(b) Income statement;

(© Statement on profit and loss and other comprehensive income;

(d) Statement of changes in equity;

(e) Statement of cash flows; and

) Notes to financial statements.

23. The financial statements include sections on management discussion and analysis and

supplementary disclosures. Quarterly financial statements prepared for the board, mirror the
annual reporting format and are prepared for the preceding quarter and 12 months with prior
year comparisons.

24, The applicant shared an overview of its financial systems, noting that it uses Oracle for
general ledger, payables, fixed assets and reporting, Temenos T24 for core banking and Sky
Lease for leasing and a diagram illustrating how the general ledger consolidates accounting
information for financial reporting and interfaces with other financial systems. The applicant
has adequate systems and procedures in place to control payments and disbursements,
including a clear delegation of authority.

25. The terms of reference (charter) for DFCC Bank's AC fully align with the prescriptive
CBSL requirements of the Banking Act Direction No. 2 of 2012, and all members of the AC are
independent non-executive directors. The bank's annual corporate governance report, within
its annual report, features extensive information on corporate governance and the activities of
the AC. In addition, quarterly AC meeting agendas and minutes provide a comprehensive
overview of committee discussions in line with its charter, focusing on external audit highlights,

8 According to www.ifrs.org, in Sri Lanka, all domestic listed companies and financial institutions must use Sri Lanka
Financial Reporting Standards, which are IFRS Standards with some modifications.

9 See:
https://www.casrilanka.com/casl/images/stories/2017 /2017 _pdfs/code_of best_practice_on_corporate_governan
ce_2017_final_for_web.pdf


http://www.ifrs.org/
https://www.casrilanka.com/casl/images/stories/2017/2017_pdfs/code_of_best_practice_on_corporate_governance_2017_final_for_web.pdf
https://www.casrilanka.com/casl/images/stories/2017/2017_pdfs/code_of_best_practice_on_corporate_governance_2017_final_for_web.pdf
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accounting policies, and the performance and output of internal audits. Other board committees
are responsible for risk management and related party transactions.

26. The role and remit of the AC and the Group Internal Audit Department (GIAD) are
governed prescriptively by CBSL directions. The applicant's Internal Audit Charter and annually
updated Group Internal Audit Manual describe the scope and purpose of the GIAD, including
responsibility to the AC, and its authority, independence, confidentiality and access to
information. The Head of GIAD reports to the AC for functional autonomy, with a dotted line to
the Chief Executive Officer (CEO) and manages a team of approximately 25 qualified senior and
junior audit staff in addition to ten contract/trainee staff.

27. The AP reviewed a sample of consecutive annual AC-approved audit plans based on a
risk and significance rating that feature resourcing, analysis and targets, as well as specific audit
reports and summary reports tracking the implementation of recommendations by
management, and summary reports to the AC on the status of significant audit issues.

28. The GIAD regularly assesses its performance against CBSL requirements, its charter and
annual work plans and reports on this to the AC, which has periodically affirmed the internal
audit unit's operational independence, impartiality and competence. In addition, regarding an
external quality review, CBSL incorporates periodic assessments of internal audit functions and
oversight bodies in its annual supervision audits and the internal audit is reviewed by the
bank's external auditors. No observations or adverse findings in relation to the internal audit
function have been received from DFCC's regulators or in external audit management letters in
the past three years. While these independent internal reviews complemented by CBSL and
external audit reviews are considered adequate, the bank may consider a separate external
performance review against the Institute of Internal Auditors standards.

29. External audits are conducted under the Sri Lanka Auditing Standards issued by CA Sri
Lanka, which are derived from the International Standards on Auditing published by the
International Auditing and Assurance Standards Board of the International Federation of
Accountants, with slight modifications to meet local conditions and needs. In this way,
compliance with the Sri Lanka Auditing Standards ensures compliance in all material respects
with the International Standards on Auditing. The applicant provided its last three consecutive
audited financial statements and audit management letters, all reviewed and approved by the
AC. Management letters seen by the GCF AP contain clear recommendations on internal
controls described by the external auditors as value-adding areas for improvement under the
external audit's subsidiary objectives, and the AC assigns importance and weight to the
implementation of recommendations. In addition, unqualified fund audit reports for several
recently completed donor-funded projects were provided.

30. DFCC Bank's Audit Committee reviews and monitors its external auditor's
independence, objectivity and effectiveness. An evaluation template was shared, incorporating
the input of the Chief Financial Officer to assess the quality of services and sufficiency of
resources provided by the external auditors along with communications and interactions with
the firm and such measures as independence, objectivity and professional scepticism. The
bank's policy on auditor services, in line with CBSL requirements, ensures audit partner
rotation at least every five years, and a rotation took place in 2021.

31 Regarding DFCC Bank's control framework, including internal controls and financial
controls, through its Integrated Risk Management Committee, the bank’s board monitors
directions, circulars and operational instructions issued by the bank's regulators, and
establishes and oversees the bank's risk management framework ensuring risk management
strategies, policies and processes are in place to manage events with potential impact on
earnings, performance, reputation, and capital. The bank's risk management policies and
framework include defining risk governance, risk limits, measuring and managing tools, and
reporting requirements.
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32. At the executive level, the bank's Operational Risk Management Committee is chaired by

the CEO and informed by the work of the Integrated Risk Management department under the
Chief Risk Officer. Committee meeting minutes and comprehensive papers include compliance
reviews, policy reviews and complaints analysis, as well as key risk indicators and performance
analyses, all of which clearly demonstrate the bank's approach to risk management and
compliance oversight. The Risk Management Department and GIAD are the second and third
lines of control/defence, respectively, complemented by regular engagement with external
auditors. The bank's annual report refers to risk and control self-assessments, key risk
indicators, and semi-annual self-evaluations of operational risks and processes by the
department. Examples of completed risk and control self-assessments for core business
processes were shared with GCF.

33. Specific to financial controls, all payments and disbursements are reviewed and
processed under delegated authority levels approved by the board, categorized under lending
capital and revenue and general payments. A board-approved delegation of authority for
payments was provided to GCF, supported by a matrix of operational and financial thresholds.
Regarding the segregation of duties and higher-level reviews, the bank uses an appropriate
computerized accounting package with separate general ledger and accounts payable modules
with functionality for multiple-level approvals and segregated user roles. GIAD's 2023 internal
audit plan includes proactive fraud monitoring testing on certain significant processes. DFCC
Bank's control framework also features a business continuity plan aimed at ensuring smooth
operations, service availability and operational continuity, disaster preparedness and staff and
stakeholder safety.

34. The applicant shared full details of planned and ad hoc internal audits for recent years,
including special reviews and investigations and featuring ratings and dates submitted to the
AC. The functions and processes audited included credit administration, domestic payment
services, general payments and digital channels. In addition, internal audit reports refer to
periodic reviews of internal control matrices by the management. The AP noted a trend of
internal audit findings and recommendations (accepted by management) related to ensuring
internal control procedures are adhered to and opportunities to streamline and improve and
noted that management agrees on action plans to implement recommendations.

35. Procurement has historically been an internal operational activity for DFCC Bank, with
project-related procurement undertaken when required under regulations and requirements
passed on by multilateral and bilateral development financial institution funders. The bank
shared with GCF its track record of procurement documentation to illustrate this. In order to
position GCF-funded projects with procurement components, whether direct procurement or
through executing entities, DFCC Bank recently approved and adopted a comprehensive
procurement policy aligned to GCF fiduciary standards. The policy covers the procurement
cycle from purchase request to vendor selection, the procurement committee's role and
contract awarding under board-approved delegated authority levels. In addition, DFCC Bank
recently reorganized its procurement function under its Chief Operating Officer, who serves as
the chair of the institutional Procurement Committee, to facilitate consistent oversight of
procurement policies and procedures across the bank. The Procurement Committee has
commenced scheduled and ad hoc meetings.

36. In line with the bank's Credit Manual, project procurement is further enabled by the role
of DFCC Bank credit officers in project procurement appraisal such as specialized equipment or
machinery for renewable energy projects. The bank will incorporate its procurement policy in
contracts with executing entities and beneficiaries, assessing their ability to comply and, in
turn, in onward contracts and service agreements with vendors. DFCC Bank has the capacity
and competency to continue to apply its experience regarding oversight of procurement
activities for future GCF-funded projects.
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37. Regarding procurement transparency and the disclosure of procurement policies and

procurement activities, the bank's Disclosure Policy addendum for externally funded (including
GCF-funded) projects ensures the public disclosure of procurement policies and full details and
timelines (listed in the policy addendum) of the results of procurement contract awards on the
bank's website. In light of this new policy, the applicant is yet to demonstrate its track record. In
addition, procurement processes and controls are periodically reviewed for inclusion on a risk-
assessed basis in the internal audit unit's annual work plan.

38. The AP finds that the policies, procedures and capacity of the applicant, fully meet the
basic fiduciary standards on key administrative and financial capacities. However, the AP finds
that the applicant’s track record is insufficient. The relevant gap is identified in paragraph 37
and is reflected by the corresponding condition for accreditation in section 4.2.

31.2.  Basic fiduciary standards: transparency and accountability

39. DFCC Bank is one of the 18 banks that in 2015 signed up to the voluntary Sustainable
Banking Principles for Sri Lanka, a precursor to the Sri Lanka Sustainable Banking Initiative and
the 2019 Roadmap for Sustainable Finance in Sri Lanka. One of the 11 core principles of the
Sustainable Banking Principles is the promotion of transparency and accountability.

40. Regarding the code of ethics or equivalent policy or guiding document, DFCC Bank's
Staff Handbook includes a code of conduct on business ethics and contains various sections on
conflicts of interest, insider dealings, gifts, unfair business practices, nepotism, other
employment, other directorships and miscellaneous disclosures. In addition, staff complete e-
learning modules on policies and must sign affirmations indicating adherence to conditions in
the handbook, recent examples of which were provided to GCF. Compliance with laws,
regulations and ethical standards is handled at the board level by the AC, whereas several
management committees exist to support staff and to address lower-level grievances and staff
morale and welfare issues.

41. A section on business ethics and misconduct in DFCC Bank's employee (staff) handbook
describes key areas where conflicts may be present, or emerge, including insider dealings,
gifts/inducements, unfair business practices, providing credit to relatives, other employment
and commercial pursuits, accepting other directorships, disclosing financial commitments and
credit checks. In addition, staff are required to complete a broad Statement of Propriety, which
covers areas of conflict of interest.

42. Regarding executive management, the CBSL prescribes pro-forma affidavits from staff
to assess their fitness and propriety and requires information that includes the qualifications,
experience, integrity and compliance with other requirements specified in the Banking Act, and
DFCC Bank has complied.

43. The staff handbook addresses identifying, disclosing and mitigating conflicts of interest,
covering key processes where conflicts may arise or be perceived, such as during procurement,
recruitment, onboarding and granting credit facilities. DFCC Bank has a policy and processes
regarding board member appointments and annual reporting requirements and templates
related to fitness and propriety and disclosure forms and affidavits for internal and regulatory
purposes. A summarised list of cases of recently declared potential and real conflicts of interest,
was provided to demonstrate the applicant's track record in applying its policy and procedures.

44, The bank's executive leadership, supported by its human resources department and
internal audit unit, actively promotes a tone of zero-tolerance for prohibited practices,
evidenced by a statement on its zero-tolerance approach to bribery and corruption in the
bank's 2022 Annual Report. The policy compels all staff members to follow and abide by all
applicable laws and regulations connected with bribery and corruption and further prohibits
them from transacting with individuals who are vulnerable or known for bribery and
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corruption. Furthermore, staff e-learning programmes and communications campaigns, for
example, during fraud awareness week in 2022, illustrate the bank's approach to preventing
and detecting prohibited practices, including financial mismanagement and other forms of
malpractice.

45. The bank's Anti-bribery and Corruption Policy, published on its website,1%includes
definitions and examples of bribery and corruption, links to key related sections and more
granular examples of prohibited practices in the staff handbook, staff obligations for reporting
and reporting avenues and monitoring by the board.

46. The Fraud Risk Management Committee oversees the policy's relevance, applicability
and implementation with assistance from other departments such as human resources,
integrated risk management, internal audit, legal counsel and compliance.

47. Regarding whistleblowing and whistleblower and witness protection, a summary of
DFCC Bank’s Group Whistleblowing Policy is publicly available on the bank's website.!! The full
policy that applies to staff also applies to other individuals and parties in a functional
relationship with DFCC Bank and is derived from CBSL banking directions that require DFCC
Bank's AC to establish proper communication channels for raise concerns about any
irregularities, serious misconduct or infringement by the bank's employees and stakeholders.
The policy is aimed at creating an environment of trust and maximum protection for the
members of the staff who report irregularities in good faith and ensuring that they are afforded
the utmost confidentiality and greatest degree of and most effective protection possible against
any retaliation or reprisals as well as underpinning the system for combating practices that
might damage the integrity and reputation of the bank.

48. Underpinning the bank’s customer service model is the “Customer Charter of Licensed
Banks” issued by the CBSL, which is posted on the applicant's website, and guides the bank on
minimum customer service requirements, and sets out customers' rights and obligations of
banks. The charter states that customers have the right to resolve their complaints
transparently and effectively. It requires banks to speedily resolve disputes and complaints
following written procedures and service levels, maintaining complaint information and giving
customers access to the Financial Ombudsman and, ultimately, the courts for redress.

49. The bank uses a multitude of avenues to facilitate handling complaints from
stakeholders based on a commercial banking customer service model. Each month the
Customer Experience Unit typically handles over 4,000 inquiries, including complaints from the
bank's entire customer base across 139 branches. The unit manages several avenues of
communication, all published on the bank’s website, consisting of a general enquiries email
address, a dedicated customer service email address, a 24-hour trilingual phone line and postal
avenues. A sophisticated complaint management system manages inquiries and complaints that
are categorized and assigned to business units and branches for resolution, with confidential
and anonymous calls partitioned and managed, i.e., staff matters by the Human Resources
Department and compliance related matters by Internal Audit and/or Compliance
Departments.

50. Safeguards to protect and not penalize whistle-blowers include identity protection and
confidential and anonymous partitioning of calls and web complaints. The applicant is in the
process of ensuring that its systems facilitate further correspondence where a contact method
is not provided. Would-be complainants can also directly contact senior managers, the CEO and
the board chair. In addition, the Financial Ombudsman of Sri Lankal2 has the power to inquire

10 See: https: //www.dfcc.lk/wp-content/uploads/2021 /11 /Anti-Bribery-Corruption-Policy-2020.pdf
11 See the footnote above.

12 See: http://financialombudsman.lk/
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into and settle any complaints and disputes between individual customers and financial
institutions, including licensed banks, supervised by the CBSL.

51. Under CBSL's direction, the bank's AC oversees and addresses investigation findings.
The GIAD charter highlights that department's role in performing investigations of "situations
which may warrant special review and investigations as referred to by the customers,
management and the Audit Committee" and the internal audit manual outlines the investigation
process. The reporting line to the AC underscores the independence of investigations. The
applicant shared with GCF two examples of branch fraud investigation reports and
documentation related to disciplinary actions taken towards staff, along with summaries of the
types of suspected and proven prohibited practices reported and investigated. Summaries are
prepared for review at a high level by the AC.

52. The prevention and detection of money laundering in Sri Lanka is regulated via three
statutes: the Convention on the Suppression of Terrorist Financing Act (2005), the Prevention
of Money Laundering Act (2006) and the Financial Transactions Reporting Act (2006). DFCC
Bank's AML policy (Policy on Risk-based Approach for Anti-Money Laundering, Suppression of
Terrorist Financing and Customer Due Diligence) and AML procedures manual, updated in
2022 are aligned with all regulatory requirements. They contain key procedures and guidelines
along with illustrated examples to support recognition of suspicious transactions and
settlements.

53. Know your customer requirements are articulated in the Financial Transactions
Reporting Act, and the Bank's AML procedure conforms to a risk-based approach to know-your-
customer compliance. In addition, the Bank's practice of applying its procedures is
demonstrated through internal checklists used at various levels, including a client-specific
checklist used for non-government organisations and a checklist used in bank branch
operations that addresses foreign exchange considerations. Regarding external regulatory
reporting, the bank's transaction monitoring system generates suspicious transaction reports
to be sent to the authorities. The process of identifying, analysing and reporting STRs has been
shared.

54, DFCC Bank's Compliance Unit examines compliance and awareness of AML / CFT
regulations and policies of the Bank. Policy affirmation templates that cover policies on
prohibited practices also include acknowledgement of staff obligations under the AML policy.
Several Compliance Unit reports covering reviews of branch compliance, including know-your-
customer, were shared with GCF. In addition, redacted copies of spreadsheet monitoring
reports for inward and outward electronic funds transfers demonstrate compliance activities in
practice. Internal audit report extracts indicating the inclusion of AML/CFT reviews were also
made available to GCF.

55. The AP finds that the applicant’s policies, procedures and capacity, supported by
evidence of its track record, fully meet the basic fiduciary standards on transparency and
accountability, and to the extent applicable to accreditation, the GCF Policy on Prohibited
Practices,!3 the GCF Policy on the Protection of Whistle-blowers and Witnesses,14and the GCF
AML/CFT Policy.15

313.  Specialized fiduciary standard for project management

56. DFCC Bank has a 68-year track record in development project finance, working with
multilateral development banks such as the World Bank, European Investment Bank (EIB),
Asian Development Bank (ADB) and Kreditanstalt fiir Wiederaufbau (KfW) and also with GEF

13 Decision B.22/19 and annex XIV thereto.
14 Decision B.BM-2018/21 and annex I thereto.
15 Decision B.18/10 and annex XIV thereto.
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(Global Environment Facility) grant funded programmes. The bank entered commercial
banking following a merger in 2015 and has, in recent years, strategically positioned itself to
attract broader development and climate financing by strengthening fiduciary and
sustainability systems, policies and capacities.

57. DFCC Bank's operational framework is underpinned by a Credit Risk Management
Framework incorporating credit concentration risk, liquidity risk, market risk and operational
risk. The bank's Credit Policy is complemented by a comprehensive credit manual for consumer
and commercial lending, detailing fiduciary oversight processes to be followed during appraisal
and implementation. The manual is structured into sections including credit appraisal,
approval, disbursement, performance monitoring, specifics for leasing, hire purchase,
individual clients and MSMEs, amendments, classification and provisioning, rehabilitation and
recovery. In addition, a Loan Review Policy, a Product Development and Amendment Policy,
and associated templates and guidelines for specific industries and projects supplement the
packages of up-to-date policies and procedures. Examples of redacted credit appraisal forms for
corporate/project clients provided evidence of the exhaustive process the bank undertakes
when it comes to lending.

58. Where multilateral funding is concerned, the bank has a strong track record in
developing detailed project management procedures/guidelines based on its general
policy/procedure framework and consistent with those of the donors, and the bank sets up
project management offices and multi-stakeholder steering committees as applicable.

59. Project objectives and outcomes are clearly stated in proposals and incorporated in key
performance indicators at the project design stage, such as in the current United States
International Development Finance Corporation USD 150 million credit line to assist MSMEs,
that was provided as an example. The bank's social and environmental management system
manual sets out screening, categorisation and appraisal requirements for projects, and the
bank's credit manual and credit appraisal form incorporate social and environmental
categorisation. See paragraph 86 for further details on ESS and Gender as well as climate
change considerations on project management.

60. In summary, DFCC Bank has proven experience in development project finance,
combining several decades of channelling multilateral development funds and working in
consortium with other funders and commercial banks. The bank's mature and practical policies
regarding all aspects of lending and risk management are well aligned with GCF fiduciary
standards, and position DFCC Bank well to manage GCF-funded projects.

61. The applicant demonstrated that it has operational systems, procedures and templates
for project oversight and control, and shared track record examples of budget monitoring
reports, project schedule charts and site visit reports for recent borrower projects. Under the
bank's credit risk framework, guidelines for annual credit reviews include on-site borrower
inspections. The applicant shared with GCF examples of budget monitoring and financial
reports, and site inspection reports for recent projects and highlighted that credit file closure
requirements are encoded in the credit manual.

62. Regarding public information disclosure, DFCC Bank's lending activities have not
typically required the public disclosure of summary project and project beneficiary information.
However, to demonstrate the bank's commitment to optimum transparency and accountability,
DFCC Bank adopted an addendum to its Disclosure Policy for future GCF and other externally
funded programmes and projects. The addendum, which aligns DFCC Bank with GCF fiduciary
standards and applicable policies regarding public information disclosure, is based on the
principles of maximum and broad access to simple information, disclosing decisions and project
results and limiting exceptions. In addition, a list of the content of disclosures, at all stages of
the project cycle, environmental and social elements, timelines and channels, is articulated in
the addendum.
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63. Whereas disclosures may still be subject to the Banking Act's privacy and confidentiality

provision, the bank will make every effort to obtain prior consent, for example, with conditions
in loan agreements. The bank has committed to providing disclosures on its website, print
media, and in summary format in the bank's annual report. Based on DFCC Bank's past
experience of complying with funder-specific publication and disclosure requirements, the
bank has the capacity and competency to implement the specific disclosure policy as designed,
for GCF funded programmes and projects.

64. DFCC Bank does not have a formal internal independent unit responsible for project
monitoring and evaluation; however, as a commercial bank, its lending operations are
monitored by its Loan Review Unit under the Chief Risk Officer's Integrated Risk Management
Department. The Loan Review Unit performs an independent role in the bank's risk
management function with no direct/indirect authority over the credit granting process. The
unit functionally reports to the Chief Risk Officer, who has a direct reporting line to the Board
Integrated Risk Management Committee for overall risk management. In this respect, DFCC
Bank has sound systems, policies and procedures for managing project risks and closing out
projects.

65. The bank also indicated its willingness to set up an independent monitoring and
evaluation unit should the level of future programming justify it; however, for terminal project
evaluations or as otherwise needed, the bank has committed to hiring expert independent
external consultants, as required for GCF-funded projects. With experience in commissioning
similar evaluations on previous donor-funded projects, the bank is equipped to procure
consultants and ensure the independence of their work.

66. DFCC Bank's track record across the project management cycle is highlighted in
successfully completed projects over the past decade, such as the eight-year Renewable Energy
for Rural Economic Development project funded by USD 115 million in credit from the World
Bank and a USD 8 million grant from the Global Environment Facility.

67. The AP finds that the applicant’s policies, procedures and capacity, supported by
evidence of its track record, fully meet the specialized fiduciary standard for project
management.

314.  Specialized fiduciary standard for grant award and/or funding allocation
mechanisms

68. The applicant did not apply for accreditation for this standard at this time.

315  Specialized fiduciary standard for on-lending and/or blending for loans, equity
and guarantees

69. DFCC Bank is a licensed commercial bank under CBSL legislative enactments pertaining
to Sri Lankan financial institutions, namely the Banking Act No. 30 of 1988. Regarding equity
investments, while the bank is permitted by the CBSL to invest in listed equity, it requires
special permission to invest in unlisted equity. The Bank is also licensed by the Securities and
Exchange Commission of Sri Lanka as a ‘market intermediary in the capacity of an underwriter’
of listed equity.

70. DFCC Bank has a national (long-term) rating of 'A-(lka)' (Rating Watch Negative) issued
by Fitch Rating.16 In January 2023, ratings were downgraded for ten licensed Sri Lankan banks

16 National scale ratings are a risk ranking of issuers in a particular market designed to help local investors
differentiate risk. Sri Lanka’s national ratings are denoted by the unique identifier ‘(lka)’. Fitch adds this identifier
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following a recent sovereign downgrade and recalibration of the Fitch's agency's Sri Lankan
national rating scale. Previously ICRA Lanka had been used to ensure the bank received ratings
from two independent sources; however, as ICRA Lanka recently ceased operations in Sri
Lanka, the bank now uses only one rating agency. Furthermore, DFCC Bank's senior unsecured
debt instruments are rated 'A-(lka)’ and subordinated debt instruments at 'BBB (lka)". DFCC
Bank highlighted to the AP that its Basel Il and Basel IlI-compliant Sri Lankan rupee (LKR)
subordinated debt is rated two notches below the national long-term rating anchor. The bank
has only required international ratings for specific activities, such as international debt issues.

71. Regarding due diligence, policies, processes and procedures for on-lending and blending
practical application of the bank's Credit Manual as described in paragraph 36 was seen by the
AP in examples of redacted appraisal reports prepared for credit approvals, incorporating
(where applicable) research conducted by third parties. In addition, the bank uses an internally
developed credit rating model to assess the credit quality of loan recipients, and the bank's
Investment Policy applies to equity, preference shares, debentures and strategic investments.
Examples of due diligence reports for on-lending/blending for guarantees and equity
investments were shared with GCF.

72. DFCC Bank's Credit Manual, Loan Review Policy and Treasury Policy (and Operating
Manual) together constituting its asset and liability policy, include procedures for evaluating
the bank’s lending portfolio. To demonstrate ongoing assessment of the bank's investments,
lending portfolio analysis reports were provided, confirming a robust review process, and there
are thorough Credit Portfolio Analysis Reports submitted to the Board Integrated Risk
Management Committee that cover emerging risks and monitored risk factors that include the
bank's non-performing portfolio, overdraft excess position, breaches/near breaches in
regulatory advisory limits and information risk factors. An example of such a report was shared
at the summary level with GCF. Under the current climate of domestic debt restructuring,
higher interest rates, a focus on non-performing loans and moratoriums from the Government
of Sri Lanka and the bank itself, DFCC Bank has further strengthened its portfolio review
systems under its Chief Recoveries Officer.

73. Regarding investment management policies and systems, the bank's Equity Investment
Policy describes its equity investments and its Treasury Policy outlines fixed-income
investments. Comprehensive investment portfolio management reports were provided to the
AP for the first two quarters of 2020.

74, Financial risk management policies and procedures are summarized in DFCC Bank’s
2022 Annual Report under integrated risk management. Details of risk quantifications,
parameters and results of impact/effectiveness under each risk category are reviewed by
management and the Board Integrated Risk Management Committee. The bank's confidential
Asset and Liability Committee minutes illustrate the desired separation, impartiality and
confidentiality between the bank's treasury function that executes payments and the operations
department.

75. As a development bank for most of its history, DFCC Bank has a strong track record
(spanning over 60 years) of successfully channelling credit line funds from multilateral and
bilateral funding. The bank's audited annual financial statements, credit line specific audits by
external auditors, complemented by regulatory reviews, confirm that external funds are used
effectively and for the advantage of specified beneficiaries. By way of specific project examples,
one project indicated that the final beneficiaries of the project took advantage of receiving low-
interest rates to finance the installation of rooftop solar panels. A second project example

to reflect the unique nature of the Sri Lankan national scale. National scales are not comparable with Fitch’s
international ratings scales or with other countries’ national rating scales. See:

(https: //www.fitchratings.com /research/corporate-finance/fitch-ratings-recalibrates-sri-lankas-national-rating-
scale-19-12-2022)



https://www.fitchratings.com/research/corporate-finance/fitch-ratings-recalibrates-sri-lankas-national-rating-scale-19-12-2022
https://www.fitchratings.com/research/corporate-finance/fitch-ratings-recalibrates-sri-lankas-national-rating-scale-19-12-2022
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showed that the final project beneficiaries would improve their earning potential and
livelihood, resulting in an uninterrupted and high-quality milk supply to a dairy company,
leading to the development of the dairy industry. A third project example had final beneficiaries
of the project producing biomass briquettes, contributing to addressing an energy crisis in an
environmentally friendly manner and issues relating to global warming.

76. DFCC Bank's core experience in on-lending is in loans and guarantees and the bank
provided data in respect of funds received for on-lending/blending from several international
and multilateral funding sources, including the World Bank, ADB, KfW, Nederlandse
Financierings-Maatschappij voor Ontwikkelingslanden, the European Investment Bank and the
United States International Development Finance Corporation. Key project track record files for
a European Investment Bank credit line, the completed ADB Roof-top Solar Project and the
bank's current project funded by the United States International Development Finance
Corporation project were shared with GCF.

77. DFCC Bank shared a track record example of its experience with structuring quasi-
equity investments under an Asian Development Fund-funded Plantation Trust Fund that DFCC
Bank jointly managed for the Government of Sri Lanka. The project involved using convertible
debenture instruments so as not to dilute existing ownership interests in listed plantation
companies, unless in the event of default.

78. The AP finds that the applicant’s policies, procedures and capacity, supported by
evidence of its track record, fully meet the specialized fiduciary standard for on-lending and/or
blending for loans, equity and guarantees.

3.2 Environmental and social safeguards
3.2.1 Environmental and social policy

79. The DFCC Bank’s Environmental and Social Policy was formally approved in July 2016
and is implemented through the SEMS. A manual on the SEMS describes processes and
procedures and reiterates that the Bank follows the requirements of the Central Environment
Authority of Sri Lanka to assess cumulative impacts and associate facility impacts, in line with
the International Finance Corporation (IFC's) Performance Standard (PS)1. The applicant's
SEMS does not explicitly state that it has adopted IFC PS1-8, but its objectives generally align
and specifically address PS1, PS2, PS4, PS5, and PS7. In addition, the Sustainability Policy
adopted in 2020 complements the criteria on PS3, PS6 and PS8. For instance, it includes criteria
on zero waste, zero toxic emissions, and positive water use. The AP finds that DFCC Bank is
committed to and equipped to implement PS1-8.

80. According to the bank’s Sustainability Policy, Strategy and Plan 2020 - 2030, one of its
main goals is to become a carbon-neutral bank by 2030. Under its Sustainability Strategy, a new
“Exclusion List” was approved by the Board of Directors in March 2021, which aims to prevent
support for coal-fired power plants and commercial logging operations, or the purchase of
logging equipment for use in primary tropical moist forests or old-growth forests, deforestation
and land clearance by burning. Furthermore, the applicant's 2022 Annual Report provides
information about the bank’s experience with calculation and tracking greenhouse gas
emissions. The latest baseline assessment (for the year 2022) assessment was based on GHG
protocol guidelines and ISO 14064-1:2018 to report on the direct emissions resulting from
business activities (Scope 1), indirect emissions including purchased electricity (Scope 2) and
other indirect emissions caused by employee commuting (Scope 3). According to the 2022
Annual Report, the institutional carbon footprint under Scope 1 was 628.42 tonnes of carbon
dioxide equivalent (t CO; eq), 4,622.80 t CO; eq under Scope 2, and 2,501.39 t CO2 eq under
Scope 3. Grid electricity is the largest contributor towards DFCC’s carbon footprint, which
totalled 7,752.61 t CO; eq in 2022.
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81. Regarding commitment to financing climate projects, the applicant is subject to the

green taxonomy requirements adopted by the CBSL, particularly its Direction No.5 of 2022 on
Sustainable Finance Activities of Licensed Banks, which established a classification and
measurement system for sustainable activities and determined priority sectors and sub-sectors
for lending. CBSL requires all banks in Sri Lanka to submit quarterly reports on sustainable
financing from Q3 of 2022; in response, DFCC Bank reported that its loan portfolio relating to
green finance as of 31.03.2023 consisted of 7,613 credit operations and was worth the
equivalent of USD 81,87 million. Regarding climate finance provided (in USD), the electric
power generation, transmission, and distribution sector stands out in terms of DFCC Bank's
contribution, equivalent to USD 7,077,509, to renewable energy projects (10 per cent of DFCC
Bank's green finance portfolio). The Bank’s report was with a caveat that the figures were to be
further verified against the eligibility criteria of the Sri Lanka Green Finance Taxonomy.
Regarding the number of credit operations, the sustainable agriculture sub-sector, under
Agriculture, Forestry, and Logging sector, leads with 22 per cent of the total (1682 projects).
DFCC's regular reporting to the financial authority on its green financing contribution will make
it easier to monitor the development of its portfolio as a GCF partner, if accredited.

82. Regarding PS7 on indigenous peoples, the SEMS provides an outline of an indigenous
peoples plan, as well as a checklist for assessing PS7, which refers to meaningful consultations
with indigenous peoples, where applicable. An addendum revision to the Social and
Environmental Policy explicitly commits the applicant to the principle of free, prior and
informed consent as part of implementing the SEMS.

83. Regarding policies on sexual exploitation, abuse and harassment, there are two main
policies that form the pillars of DFCC Bank’s processes and procedures: the Diversity, Equity &
Inclusion (DE&I) Policy adopted in 2022, which provides for anti-harassment principles, and
the bank’s Secure Environment Policy.

84 The applicant’s Sustainability Unit has the responsibility for the overall conformance
with the Environmental and Social Policy, including its execution and communication to all
levels of its institution (from the project manager level to the Board). The Head of the
Sustainability Unit reports to the Vice President - Marketing and Sustainability, who reports
directly to the CEO. The Sustainability Unit meets once every six weeks with the ESMC, which
comprises higher-level managers and heads of divisions.

85. The AP finds that the applicant’s environmental and social management system (ESMS),
comprising the environmental and social policy, the Sustainability Policy, Strategy and Plan
2020 - 2030, and the DE&I policy, supported by evidence of its track record, fully meets the GCF
Revised Environmental and Social Policy!” to the extent applicable to accreditation and GCF
interim ESS standards!8 for maximum E&S risk category B/I-2 projects/programmes with
respect to performance standards 1-8.

3.2.2 Identification of environmental and social risks and impacts

86. Regarding E&S risk procedures, the applicant has a process in place for risk assessment
and management at all stages of its project cycle. The applicant has developed a SEMS manual,
which encompasses procedures for project screening and classification, as well as the social and
environmental responsibilities associated with implementing these procedures. A social and
environmental checklist is used during the detailed appraisal of a project’s social and
environmental aspects. In terms of environmental impact assessments, Sri Lanka's
environmental authorities are mandated to review and approve all EIAs in the country.

17 Decision B.BM-2021/18.
18 Decision B.07/02 and annex III thereto.
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87. At the credit appraisal level, risk categorization is performed by the Credit Officer,
Credit Manager, or Branch Manager, with support from the Sustainability Unit. The final
confirmation of risk categorization is conducted by the Sustainability Unit.

88. The applicant provided evidence of the technical skills and competency of its staff to
perform assessment and risk management. The staff has the required capacities to review EIA
activities and to implement/monitor environmental and social management plans in
compliance with the criteria defined in the national environmental legislation and the bank’s
SEMS.

89. Suitable evidence relating to the E&S risks and impact identification has been provided,
including a sample list of projects that were required to develop a full or partial EIA, due to
their risk classification, as well as three examples of projects with different risk categories that
have been assessed by the entity directly. These were projects financed under the ADB
refinancing scheme for small and medium-sized enterprises (SMEs) known as 'SME line of
credit’ (SME LoC), including their respective categories since August 2016. This timeline aligns
with the approval of the SEMS in July 2016.

90. The AP finds that the applicant’s system for identifying E&S risks and impacts,
supported by evidence of its track record, fully meets the GCF Revised Environmental and
Social Policy to the extent applicable to accreditation and GCF interim ESS standards for
maximum E&S risk category B/I-2 projects/programmes with respect to performance
standards 1-8.

3.2.3 Environmental and social management programme

91. The applicant has established a project cycle management process with clear provisions
on risk management, risk assessment and management of projects. The SEMS describes the
applicant’s procedure for E&S risk mitigation and management. The ESS due diligence process
starts with E&S risk categorization of projects/programmes based on the significance of their
potential E&S risks and impacts. The higher-risk projects/programmes financed by the
applicant are required to develop and maintain an ESMS, which should include components
such as an environmental and social management plan, an environmental and social impact
assessment and, as appropriate, a resettlement plan.

92. As part of its regular follow-up on E&S risk aspects, the Sustainability Unit monitors the
availability of valid Environmental Protection Licenses (EPLs) for all term loans over LKR
25million and for all refinance loans granted under the ADB SME Line of Credit and the US
International Development Finance Corporation loan facility. Under this, monthly and quarterly
updates are sent by the Sustainability Unit to Credit staff, Branch Managers, Regional Managers
and Heads of Corporate Banking and Retail Banking & SME for them to follow up on pending
EPLs. The bank also obtains EIA reports for large projects requiring such reports.

93, The applicant provided a sample of three supporting documents demonstrating its
experience with risk management for E&S risk Category B/I-2 in line with performance
standards 1-8. The sample reports are related to projects under the ADB SME Line of Credit.
Also, monitoring plans were presented to the AP during a site visit to DFCC Bank in March 2023.
The AP finds that DFCC Bank's practice and the provided documents fulfil the requirements for
risk Category B.

94. The overall effectiveness of the SEMS at the institutional level is monitored regularly
through a dashboard managed by the Sustainability Unit and reported to the ESMC. However,
an ESMS audit report is not currently available. The applicant informed the AP that, currently,
the audits are done at the project level, with the intention of covering the whole ESMS system
soon.
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95. The AP finds that the applicant’s E&S risk management programme, supported by
evidence of its track record, partially meets the GCF Revised Environmental and Social Policy to
the extent applicable to accreditation and the GCF interim ESS standards for maximum E&S risk
category B/I-2 projects/programmes with respect to performance standards 1-8. The relevant
gap is identified in paragraph 94 above and is reflected by the corresponding condition for re-
accreditation in section 4.2.

324  Monitoring and review

96. The applicant has processes for monitoring and evaluation oversight in place, although
it does not have a stand-alone policy. The applicant's SEMS manual includes processes and
procedures for the monitoring and review programme, which tracks and ensures the
completion of mitigation and performance improvement measures. Key performance indicators
are identified for measuring and assessing progress, together with time-bound milestones and
targets.

97. Projects undergo regular monitoring throughout their implementation and commercial
operations. This includes checking the validity of project approvals, such as any EPL, conducting
site visits at various stages (appraisal, implementation, and commercial operations), holding
meetings with project promoters and relevant staff, engaging with the local community when
necessary, and obtaining necessary documents and reports from the company regarding the
project.

98. The Sustainability Unit specifically monitors all term loans over LKR 25 million, and
loans financed under the ADB SMELoC from the appraisal stage onward, focusing on the
required approvals, including the EPL. Project site inspections are mandatory, with projects in
successful operation typically inspected on an annual or bi-annual basis. However, projects that
require closer monitoring may undergo more frequent inspections as needed.

99. Periodic reporting on SEMS is provided to the Credit Committee by the Sustainability
Unit. This provides the senior management with updates on the progress being made, as well as
enabling them to take any required action. Lessons learned through monitoring and evaluation
are informed to the Credit Committee and to the ESMC through periodic and ad-hoc reports.
These include social and environmental categorization data, projects that have not renewed the
EPL on time, projects that have faced social and environmental issues such as legal suits or
public agitation, other non-compliances with Bank’s social and environmental safeguard
requirements, and so on. These observations reported to the senior management enable the
bank to achieve continuous improvements.

100. The applicant provided two sample documents to demonstrate its track record of
project monitoring and evaluation at the project level. And examples of periodic reporting to
the Credit Committee on SEMS was also provided in the form of an agenda and minutes of
meetings held in 2020 and 2021.

101. The AP finds that the applicant’s system of E&S risk related monitoring and review,
supported by evidence of its track record, fully meets the GCF Revised Environmental and
Social Policy to the extent applicable to accreditation and the GCF interim ESS standards for
maximum E&S risk category B/I-2 projects/programmes with respect to performance
standards 1-8.

3.2.5 External communications, consultations, information disclosure and grievance
redress mechanism at the institutional level

102. The applicant adopted an Information Disclosure Policy in 2022 to guide DFCC Bank’s
decisions related to all its lending to projects and programmes funded by external funds,
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including future GCF-funded projects. This policy contains minimum disclosure requirements
for Categories A, I-1, B, and I-2, consistent with the GCF Information Disclosure Policy.

103. The bank’s Complaint Management System was introduced in June 2020, and is
governed by the Complaint Management Policy adopted in November of the same year. The
system allows for centralized handling of customer inquiries and complaints through a defined
set of channels, including telephone, digital channels, the bank's website, its general email
address, customer satisfaction survey points at its branch network, letters, social media
channels, and online banking services. These channels are supported by a Complaint
Management System that ensures all complaints are routed through defined service level
agreements, compliant with specific timelines. All inquiries and complaints are handled by the
‘Customer Experience Unit’ and resolved by them or forwarded to the relevant sections of the
Bank for necessary action. Inquiries and complaints on environmental and social aspects have
been received in the past three years and they were addressed by the bank. DFCC Bank is
currently developing its grievance redress mechanism (GRM), building upon the Complaint
Management System functionalities and enabling environmental and social complaints handling
at the institutional level, open for all stakeholders.

104. The “Grievance Redress Mechanism (GRM) for Projects Financed by the Green Climate
Fund” is the official name of the applicant's future GRM. A policy guiding the design and
implementation of DFCC Bank's GRM has been shared with the AP and it contains the essential
elements of a transparent, accessible, predictable and legitimate grievance mechanism. A
registry of complaints and responses will be kept by the applicant, and this registry - called a
Case Registry, according to the policy - will be publicized. The system will be accessible via the
internet or mobile phone. However, the GRM is yet to become effective.

105. DFCC Bank plans to implement its GRM by hiring personnel who possess the necessary
expertise, experience, and integrity. It is also willing to allocate resources (staff and budget) to
operate the GRM at the institutional level.

106. The bank’s "GCF GRM Committee", reporting to the CEO, will be responsible for
addressing grievances related to GCF-funded projects and will oversee the GRM. The Secretary
of the committee will supervise the work of the recruited personnel and provide reports to the
committee.

107. The SEMS includes provisions and a specific annex (annex 12) on GRM at project level
for the applicant’s executing entities which are required to adopt the project-level GRM.

108. The AP finds that the applicant’s system of external communications, consultations,
information disclosure and GRM, supported by evidence of its track record, partially meets the
GCF Revised Environmental and Social Policy to the extent applicable to accreditation, the GCF
interim ESS standards and GCF Information Disclosure Policy regarding environmental and
social information disclosure requirements for maximum E&S risk category B/I-2
projects/programmes with respect to performance standards 1-8. The relevant gap is
identified in paragraph 104 and is reflected by the corresponding condition for accreditation in
section 4.2.

3.2.6 Organizational capacity and competency

109. The applicant’s SEMS manual provides a clear definition of environmental and social
responsibilities and includes an organizational chart.

110. The ESMC plays a crucial role in providing guidance and support for the implementation
of the Sustainability Strategy. It oversees the execution of planned activities, ensuring they are
completed within the specified time frames. Additionally, the ESMC monitors the effectiveness
of the implementation process, assessing how well the activities have been carried out.
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111. The Sustainability Unit takes the lead in developing the SEMS and serves as the main
point of communication with senior management regarding environmental and social issues
and concerns. This unit, operating within the Marketing and Sustainability Department, is
responsible for the development and updating of procedures and documents within the Bank's
SEMS. Within the Marketing and Sustainability Department, there is a Core Sustainability Team
consisting of the Head of the Department, the Head of the Sustainability Unit, three other staff
members from the Sustainability Unit, and two staff members from the Marketing Department.
This team of seven individuals is responsible for implementing the Bank's 2020-2030
Sustainability Strategy and reports to the ESMC.

112. Furthermore, the Sustainability Unit, led by the Assistant Vice President- Sustainability,
evaluates E&S risks at the portfolio level and provides guidance to Loan Officers and
Relationship Managers in assessing and monitoring the S&E performance of clients. At the
transaction level, it is the responsibility of the Loan Officers and Relationship Managers to
adhere to the SEMS procedures. They actively engage in discussions and negotiations with
clients to identify and agree upon suitable social and environmental mitigation measures.

113. The applicant provided a list of three individuals responsible for the necessary work in
the SEMS. Additionally, the job description for the Assistant Vice President - Sustainability has
been provided, along with the curriculum vitae of the staff members. These documents
demonstrate their expertise and experience in addressing the requirements outlined in
performance standards 1-8.

114. Since the adoption of the Environmental and Social Policy in 2016, regular training
sessions have been provided to credit officers on social and environmental factors related to
project financing, as well as on the SEMS. ESMS is included in the certification course on the
Sustainable Banking Initiative offered by the Sri Lanka Banks’ Association. This course consists
of six E-Learning modules. As of 31 December 2021, a total of 112 staff members from DFCC
Bank have successfully completed this course. Moreover, both the CEO and Deputy CEO of DFCC
Bank completed the CEO module in 2020, further emphasizing the bank's commitment to
sustainable practices.

115. Furthermore, DFCC Bank has designated 166 staff members as Sustainability
Champions, representing each branch and department of the bank. Their primary responsibility
is to support and contribute to the activities outlined in the Sustainability Strategy within their
respective work areas. The Sustainability Unit coordinates and monitors their efforts. Notably,
in 2021, the Sustainability Champions from the branches actively supported the Energy Sub-
Committee by inputting monthly energy usage figures for their respective branches into the
Energy Tracker app. To enhance their effectiveness, comprehensive training sessions have been
conducted recently, equipping the Sustainability Champions with the essential knowledge and
skills required to drive sustainable practices.

116. The AP finds that the applicant’s organizational capacity and competency to implement
the ESMS, supported by evidence of its track record, fully meet the GCF Revised Environmental
and Social Policy to the extent applicable to accreditation and GCF interim ESS standards for
maximum E&S risk category B/I-2 projects/programmes with respect to performance
standards 1-8.

3.3 Gender

117. DFCC Bank's Diversity, Equity & Inclusion (DE&I) Policy introduced in 2022 defines its
approach to mainstreaming and addressing gender issues in its day-to-day governance,
operations and procedures, and its performance measurement frameworks. In addition, the
Bank’s overarching sustainability strategy defined goals in terms of promoting greater female
representation in the overall employment cadre as well as in leadership. A pre-existing Gender
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Action Plan, mainly related to lending, ensures the successful implementation of some of these
principles and goals.

118. The Bank is in the process of setting up a ‘DE&I Committee’ to further inculcate DE&I
into the culture, policies and processes of the Bank.

119. The Sustainability Unit, with support from the human resources, marketing, and credit
functions, is responsible for implementing the Diversity, Equity & Inclusion Policy- It will
conduct annual reviews, update the plan, and establish accountability for senior leadership
through key performance indicators. To track progress, the Sustainability Unit will generate
periodic reports from the Core Banking System on lending to women entrepreneurs and
present to the ESMC. Additionally, the Sustainability Unit monitors the Gender Action Plan,
reporting to management and external parties, such as ADB, on an annual basis. On the other
hand, the HR Department specifically implements the DE&I Policy relating to HR functions.

120. The applicant’s competencies have been demonstrated through the CVs of staff showing
qualification to implement the gender policy and practices.

121. In terms of project experience, the Bank operates two financing schemes that
specifically target women entrepreneurs, providing them with concessions and benefits.
Women-led SMEs face significant barriers in accessing finance, with a gender gap in MSME
financing in Sri Lanka estimated at USD 350 million. To address this, a USD 12.6 million grant
project financed by the Women Entrepreneur Financing Initiative (We-Fi) was added to the
ongoing Asian Development Bank (ADB) funded SME Line of Credit in August 2018. We-Fi
grants provide loan principal paydown support to eligible women-led SME borrowers. The ADB
introduced the SME LoC project in February 2016 to support ten participating financial
institutions, including DFCC Bank, in growing their SME portfolios. The project focuses on
lending to women-led SMEs, SMEs in lagging regions and small tea farmers. The USD 150
million US International Development Finance Corporation loan facility also has a gender target
under the “2X Challenge - Financing for Women” scheme, and the Bank provided a differential
interest rate for loan beneficiaries eligible under the 2X Challenge scheme. The AP is confident
that DFCC Bank's experience with women-led SMEs is a solid basis to further the applicant's
capacity and experience in gender consideration in the context of climate change.

122. The AP finds that the applicant’s gender policy, procedures, capacities and
competencies, supported by evidence of its track record, fully meet the Updated GCF Gender
Policy to the extent applicable to accreditation.

IV. Conclusions and recommendation

4.1 Conclusions

123. Following the assessment of the applicant, the applicant is found to have the potential to

support GCF in implementing its Updated Strategic Plan for 2020-2023 with respect to:

(a) The indicative projects/programmes that the applicant intends to submit to GCF within
the scope of accreditation recommended by the AP in paragraph 125 below;

(b) Alignment of said indicative pipeline with country programming priorities;

(© Increasing the portfolio of direct access entities (DAE) to GCF, particularly as the

applicant is the first national DAE in the country to be recommended for accreditation
and the first private sector DAE in the country;

(d) Potential contribution to the adaptation and mitigation balance in the GCF portfolio
since the applicant is able and willing to work on mitigation, adaptation and cross-
cutting activities and supporting diversity in GCF results areas such as transport;
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(e)

0

(e)

()

124.

building, cities, industries and appliances; health, food and water security; and
infrastructure and built environment;

Mobilizing climate finance at scale since the applicant is being recommended for
accreditation in the maximum size category Medium;

Enhancing private sector participation by creating enabling environments/de-risking
climate investments, through the use of financial instruments such as loans, equity and
guarantees;

Diversifying the use by DAEs of appropriate financial instruments, such as loans,
equities, and guarantees; and

Increasing GCF portfolio innovation potential by focusing on indicative pipeline in areas
such as new technologies;

Following its assessment, the AP concludes the following in relation to the application

with respect to the applicant’s ability to meet the GCF accreditation standards identified in
paragraph 14 above:

)

(b)

(9

(d)

(e)

4.2

125.

The applicant partially meets the requirements of the GCF basic fiduciary standard on
key administrative and financial capacities. The applicant’s recent track record of
disclosures in relation to procurement notices and awards is yet to be demonstrated.
The relevant gap is identified in paragraph 37, and is addressed by corresponding
condition for accreditation in section 4.2;

The applicant meets the requirements of GCF basic fiduciary standards on transparency
and accountability and to the extent applicable to accreditation, the GCF Policy on the
Protection of Whistle-blowers and Witnesses, the GCF Policy on Prohibited Practices,
the GCF AML/CFT Policy; the specialized fiduciary standard for project management,
and specialized fiduciary standard for on-lending and/or blending for loans, equity and
guarantees.

The applicant partially meets the GCF Revised Environmental and Social Policy to the
extent applicable to accreditation, the GCF interim ESS standards and the GCF
Information Disclosure Policy on disclosure of E&S risk information in relation to the
medium E&S risk (category B/I-2). The applicant does not have an effective and
independent GRM, and it lacks an institution-wide ESMS audit. The relevant gaps are
identified in paragraphs 94 and 104, and are addressed by corresponding conditions for
accreditation in section 4.2;

The applicant has demonstrated that it has a policy, procedures and competencies in
order to implement its gender policy, which is found to be consistent with the Updated
GCF Gender Policy to the extent applicable to accreditation, and has demonstrated that
it does have experience in gender consideration in the context of climate change; and

The applicant has demonstrated that it has institutional-level systems, capacities and
competencies regarding evaluation as required by the aforementioned GCF basic and
specialized fiduciary standards and GCF interim ESS standards that would enable it to
implement the GCF Evaluation Policy for its GCF-funded activities.

Recommendation on accreditation

The AP recommends, for consideration by the Board, APL120 for accreditation as

follows:

)

Accreditation type:
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@) Maximum size of an individual project or activity within a programme:
medium?? (including micro and small);
(i) Fiduciary functions:
1) Basic fiduciary standards;
(2) Specialized fiduciary standard for project management; and
(3) Specialized fiduciary standard for on-lending and blending for loans,

equity and guarantees; and

(iii) Maximum environmental and social risk category: medium risk (category
B/I1-220) including lower risk (category C/I-3).

(b) Conditions: the applicant will be required to submit to the AP, through the Secretariat,
information on how it has complied with the conditions. The AP will thereafter assess
whether the conditions have been met. This assessment will be communicated by the
Secretariat, on behalf of the AP, to the Board for information purposes:

M Conditions to be met by the applicant with the submission of the first funding
proposal to the Board during the accreditation term:

(1) Delivery to the GCF by the applicant, in a form and substance satisfactory
to the AP, of a report on the implementation of the GRM undertaken by
the applicant’s internal audit unit or by an independent auditor, which
confirms the effective implementation of the applicant’s independent
redress mechanism and the operationalization of the public registry of
complaints;

(ii) Conditions to be met by the applicant prior to the second disbursement by GCF
for the first project/programme approved during the accreditation term to
receive a second disbursement:

(1) Delivery to the GCF by the applicant of evidence, in a form and substance
satisfactory to the AP, of the public disclosure of procurement activities
using GCF funds as set out in the applicant’s Disclosure Policy, including
public procurement notices according to the applicant’s policy threshold,
and the details of subsequent awards; and

(iii) Condition to be met by the applicant within three years of the first disbursement
by GCF for the first project/programme in E&S risk category B/I-2 approved
during the accreditation term to receive a disbursement:

(1) Delivery to the GCF by the applicant, in a form and substance satisfactory
to the AP, of a final report prepared by an independent auditor assessing
the effectiveness of the implementation of the applicant’s ESMS.

19 As per annex III to decision B.31/06, “medium” is defined as “maximum total projected costs at the time of
application, irrespective of the portion that is funded by GCF, of above USD 50 million and up to and including USD
250 million for an individual project or programme.”

20 As per the Revised Environmental and Social Policy adopted in decision B.BM-2021/18, category B is defined as
“Activities with potential mild adverse environmental and/or social risks and/or impacts that are few in number,
generally site-specific, largely reversible, and readily addressed through mitigation measures,” and intermediation
2 is defined as “When an intermediary’s existing or proposed portfolio includes, or is expected to include,
substantial financial exposure to activities with potential limited adverse environmental or social risks and/or
impacts that are few in number, generally-site specific, largely reversible, and readily addressed through
mitigation measures; or includes a very limited number of activities with potential significant adverse
environmental and/or social risks and/or impacts that are diverse, irreversible, or unprecedented.”
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126. The applicant has been informed of the recommendation for accreditation, including the

accreditation type and conditions, as identified in paragraph 125 above, and agrees to the
recommendation.

4.3 Remarks

127. The applicant is encouraged to take inventory of all policies, procedures and guidelines,
standardize, codify and identify any duplication or gaps, ensure demarcation between policy
and procedure items, and consider implementing a quality management system.

128. The applicant is encouraged to convene its DE&I Committee periodically and to report
progress on future annual self-assessments to the GCF.
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