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ANNEX 2: ESG RISK CATEGORIZATION

Environmental and Social (E&S) Risk Categorization

FMO distinguishes the following E&S risk-categories (following the IFC’s Environmental and Social
Risk Categorization Framework).

E&S risk categorization of (potential) investments is a professional judgement by FMO of each
individual investment with its own project specific and contextual characteristics and is subject to

internal scrutiny to enhance consistent application of E&S categories.

Direct investments

Business activities with potential significant adverse environmental or
Category A social risks and/or impacts that are diverse, irreversible, or
unprecedented.

Business activities with potential adverse environmental or social risks
and/or impacts that are generally beyond the site boundaries, largely
Category B+ reversible and can be addressed through relevant mitigation

measures.

Business activities with potential limited adverse environmental or
social risks and/or impacts that are few in number, generally site-
Category B specific, largely reversible, and readily addressed through mitigation

measures.

Business activities with minimal or no adverse environmental or social

Category C risks and/or impacts.
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Financial Intermediaries

Category FI-A

Fls with an existing or proposed portfolio that includes, or is expected
to include, substantial financial exposure to business activities with
potential significant adverse environmental or social risks or impacts

that are diverse, irreversible, or unprecedented.

Category FI-B

Fls with an existing or proposed portfolio that includes, or is expected
to include, business activities that have potential limited adverse
environmental or social risks 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
business activities with potential significant adverse environmental or

social risks or impacts that are diverse, irreversible, or unprecedented.

Category FI-C

Fls with an existing or proposed portfolio that includes and is expected
to include business activities that predominantly have minimal or no

adverse environmental or social impacts.

Private Equity Funds

Mandate: Funds that have a mandate to pursue E&S risk Category A

‘Fund B+

Category A Investments; AND/OR
‘Fund A’
Investments: Funds with existing E&S Category-A Investment(s) or a
high likelihood to undertake such investments during their lifetimes;
and a minimum of two (2) E&S Category A Investments during their
lifetimes.
Mandate: Funds that have a mandate to pursue up to E&S risk
Category B+ Category B+ Investments; AND/OR
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Investments: Funds with existing E&S risk Category B+ Investment(s)
or a high likelihood to undertake such investments, and no or a
maximum of one (1) E&S Category A Investment during their lifetimes

Category B
‘Fund B’

Mandate: Funds that have a mandate to pursue up to E&S risk
Category B Investments; AND/OR

Investments: Funds with solely existing and/or planned E&S category
B investment(s), and a high likelihood that no E&S risk Category A
Investments will be onboarded during their lifetimes, and no or a

maximum two (2) B+ investments

Category C
‘Fund C’

Mandate: Funds that have a mandate to pursue only E&S risk category,
C investments (definitions are provided in Annex I-B); AND/OR

Investments: Funds with solely existing and/or planned E&S risk
Category-C investment(s), and a high likelihood that no E&S category
B+ or A will be undertaken during their lifetimes, and no or a maximum
two (2) Category B Investments

Corporate Governance Risk Categorization

At Clearance in Principle (CiP) proposal stage’, FMO determines a Corporate Governance (CG) risk

category for its corporate and Fl customers?.

For CG there are three risk categories: low, medium, and high. To arrive at the CG risk category for a

customer, FMO conducts an initial screening of CG risk drivers at CIP-stage.

FMQ’s so-called CG risk categorization tool has two question (10 in total) per CG element:
1. Commitment to CG
2. Board structure and functioning
3. Control environment
4. Transparency and ownership structure
5. Contextual CG risks

" A Clearance in Principle (CiP) proposal informs our decision to continue preparing for a final investment decision.

2 Start-ups (VC), project finance (mainly in the Energy Department), as well as investments in specific (debt) funds, do not receive a CG

risk classification given the nature of these customers and/or type of investment.
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The resulting risk category guides FMQO’s focus in the due diligence on key CG risk areas, and
determines internal responsibility for assessing and managing CG risks for the customers going
forward: Investment Officer (I0) or Corporate Governance Officer (CGO).

Corporate and Financial Institutions

CG risk drivers Responsibility
High 6-10 10 (6-8)
CGO (9-10)
Medium 3-5 10
Low 0-2 10
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