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The Changing Role of Project Finance..
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UN Environment Programme FI

London Principles

Socially Responsible Investment (SRI) 
Funds

The Equator Principles
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UN Global Compact

Business Charter for Sustainable 
Development, ICC

Global Reporting Initiative

World Business Council for Sustainable 
Development Sector Statements
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Source: IFC, 2005

Credibility, 
Reputation

Investor 
demand

Reduce risk, 
increase 
returns

68%

64%

52%
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Example Issue / Risk Potential Impact on Project

Permitting Delays

Community Grievance

Mis-managed 
Environmental Impact

Loss of Social Licence 
to Operate

•Project delays, longer payback 
period, reduced NPV

•Project delay/suspension, 
longer payback, reduced NPV

•Increased risk of grievance, 
project suspension, reduced NPV

•Project abandonment, loans are 
forfeited, sponsor share price 
impacts
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• The Equator Principles (EPs) are a financial industry 
initiative to reduce the environmental and social ris ks of 
Project Finance 

• The EPs were originally established in June 2003, an d 
updated in July 2006.   

• Signatory-banks are committed to examining the 
environmental and social risks and impacts of projects  
using a common framework based upon the policies and  
guidelines of the International Finance Corporation ( IFC).  

• As of Ist November 2007 there are now over 56 signatory 
banks referred to as “Equator Principles Financial 
Institutions (EPFIs)”.  

� See www.equator-principles.com for details.
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Equator Principle Banks – above or below the Equator?!

• ($15k - $$$?)
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Project

Sponsor (Company)

Financial 
Advisor

Arranging 
Bank

Lenders 
(“Syndicate”)

Insurers

World Bank 
(via IFC 

and/or MIGA)

Governments (via 
ECAs or similar)

Offtakers

Contractors
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• Projects categorized according to IFC screening criteri a (A, 
B or C)

• Appropriate environmental and social assessment process  
and scope for all A and B projects

• Can be full ESIA, ‘audit’ or design studies depending on 
project

• Reference to local regulations and IFC Performance 
Standards and EHS Guidelines

• Development of an ‘Action Plan’ (eg ESMP) based upon the 
findings for the assessment

• Consultation and disclosure of project impacts for Ca tegory 
A and where appropriate Category B

• Grievance mechanisms, appropriate to the scale and risk of 
the project, for affected groups
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• Independent reviews of project documents for all 
Category A projects and where appropriate 
Category B projects

• Borrowers must covenant to comply with host 
country laws and the Action Plan as well as 
produce reports on compliance

• Independent verification of compliance for 
Category A and as appropriate Category B

• EPFIs must report (at minimum annually) on 
implementation 
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Define the required EHSS standards the projects 
need to met to obtain IFC finance (and by 
extension EPFI finance): 

1. Social and Environmental Assessment & 
Management Systems

2. Labour and Working Conditions

3. Pollution Prevention and Abatement
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4. Community, Health, Safety and Security

5. Land Acquisition and Involuntary 
Resettlement

6. Biodiversity Conservation and 
Sustainable Resource Management

• New emphasis on sustainable management of biodiversity and 
habitat beyond protected areas

• Includes consideration of habitat restoration measures after 
construction 

• Introduces “no go” concept
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7. Indigenous Peoples

8. Cultural Heritage

• Broadens definition to include “heritage” versus the 
previous “property” to encompass intangible culture 
(eg, locations of spiritual importance)

• Adds “chance find” provisions

� http://www.ifc.org/ifcext/enviro.nsf/Content/PerformanceStandards
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• IFC is currently using all the environmental guidelines 
contained in the World Bank’s Pollution Prevention 
and Abatement Handbook (PPAH), which came to 
official use on July 1, 1998. 

• Clients are to refer to EHS Guidelines when selecting 
pollution prevention and control techniques. Less 
stringent controls must be fully justified.

http://www.ifc.org/ifcext/enviro.nsf/Content/EHSGui delines
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• Principle 1: Review and Categorisation
The EPFI will categorise the project according to the IFC criteria.

• Principle 3: Applicable Social and Environmental Stan dards
The EPFI will compare the assessment according these standards.

• Principle 7: Independent Review
An independent social/environmental expert will conduct a review to assist the EPFI’s due 

diligence.

• Principle 8: Covenants
The EPFI will develop the loan covenants. EPFIs will work with the borrower to bring the project 

into compliance to the extent feasible.

• Principle 10: EPFI Reporting 
EPFIs commit to report their implementation processes and experiences.
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• Principle 2: Social and Environmental Assessment
Borrowers to conduct the assessments.

• Principle 3: Applicable Social and Environmental Stan dards
Assessment to be conducted according to the applicable standards.

• Principle 4: Action Plan and Management System
Borrower has to prepare and implement an AP and MS that addresses the environmental/social 

issues.

• Principle 5: Consultation and Disclosure 
Borrower (or 3rd party expert) to consult with affected communities and should be free, prior and 

informed.

• Principle 6: Grievance Mechanism 
Borrower to establish a grievance mechanism (that is culturally appropriate) and inform 

communities of this.

• Principle 9: Independent Monitoring and Reporting
Borrower to retain experts to verify monitoring information.
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Identification Appraisal Approval Monitoring

Categorisation (e.g. A, 
B or C) and initial 

screening

Environmental and Social 
Impact Assessment, 

Action Plan

Loan terms and conditions, 
covenants, submit to credit 

committee

Monitoring schedule, 
periodic visits
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• Promote responsible project development (i.e. sustainable 
projects);

• Improve assessment and management of environment and social 
project risks/impacts

- Protect project cashflows
- Reduce delays and overruns
- Enhance project value;

• Lower reputational risks

• Standardise lender environmental and social requirements;

• Mediate NGO scrutiny of projects;

• Extension to other forms of banking – better access to capital.
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Positive

Negative

“In Name 
Only”

Risk 
Management

Opportunity 
Development
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Energy Efficiency and Renewable Energy

Cleaner Production Technology

Finance to Underserved Groups

Sustainable Supply Chains
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Ability to Access International Funding

Identification of Lending Opportunities 
for Environmental Projects

Cleaner production, eco-efficient 
advisory to SMEs

Reduction of risk, enhancement of brand 
value
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• Due Diligence

• Plans and Assessments

• Advice for Project Developers

• Strategic Advice
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• Our Client’s objective is to achieve a bankable 
project that can get access to finance

• Our output is used:

• To meet our client bank’s internal risk 
management criteria

• To support syndication of loan to other banks; and

• As a reference in the loan documentation
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• Review of project documentation

• Site visit and interviews

• Preparation of a 'Compliance Report' 

• Advice on covenants

• Post closure and pre- and post-financial drawn 
down monitoring of implementation

• Liaison with the project company and other 
project advisers.
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Social and Environmental 
Assessments

Risk Tools
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Cashflow / Financial Impact Critical Path Impact

2 Exploration ? ? ?2 Exploration ? ? ?

1 ��� � DRC Mine Project ? M1 Q1 Y1 M1 Q1 Y21 ��� � DRC Mine Project ? M1 Q1 Y1 M1 Q1 Y2

Y1 Y2 Y3 Y4

3 Appraisal ? ? ? 23 Appraisal ? ? ? 2

Task Name Duration Start Finish Predecessors Y5 Y6 Y7 Y8

4 Pre-Construction ? ? ? 34 Pre-Construction ? ? ? 3

5 Construction ? ? ? 45 Construction ? ? ? 4

6 Operations ? ? ? 56 Operations ? ? ? 5

Project Gantt Chart

Management Strategies / Plans

Implementation

Y1 Y2
Y3

Y5

Y6

Y7 Y8

Y4

Y1 Y2
Y3

Y5

Y6

Y7 Y8

Y4

T

£

Y1 Y2
Y3

Y5

Y6 Y7 Y8

Y4

Y1 Y2
Y3

Y5

Y6 Y7 Y8

Y4

Project Cash Flow



Delivering sustainable solutions in a more competitive world

EP Banks – 56 total, 80% of PF. ERM EP Clients in Bold 
ABN AMRO
ANZ
Banco Bradesco
Banco do Brasil
Banco Galicia
Banco Itaú
BankMuscat
Bank of America
BMO Financial Group
BTMU
Barclays plc
BBVA
BES Group

Calyon
Caja Navarra
CIBC
CIFI
Citigroup Inc.
CORPBANCA
Credit Suisse Group

Dexia Group
Dresdner Bank
E+Co
EKF
FMO
Fortis
HBOS
HSBC Group
HypoVereinsbank
ING Group
Intesa Sanpaolo
JPMorgan Chase
KBC

la Caixa
Manulife
MCC
Mizuho Corporate Bank

Millennium bcp

Nordea
Nedbank Group Rabobank
Group
Royal Bank of Canada
Scotiabank
SEB
Standard Chartered 
Bank
SMBC
TD Bank Financial Group
The Royal Bank of 
Scotland
Unibanco
Wachovia
Wells Fargo
WestLB AG
Westpac Banking 
Corporation

NB – Many others are ERM clients for M&A type work, bolded above are strictly EqPrin advisory clients
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Example A – Development of a Project Screening Tool, 
Confidential Client

• Purpose of Tool
To identify potential environmental and socio-econo mic risks associated with 
projects transactions (i.e. to screen potential pro jects in terms of reputational 
and credit risks) 

• Scope of Work
Screening Tool to incorporate:

• Requirements of international best practice standards (e.g. the Equator 
Principles, World bank Safeguard Policies, IFC  Performance Standards on 
Environmental and Social Sustainability)

• Consideration of contextual risks posed by virtue of geography, socio-political 
context etc. (e.g. location within an indigenous area, negative NGO interest, 
World Heritage site etc.)

• Governance commitments of the client (e.g. Corporate responsibility policy, UN 
Global Compact etc.)

• Output
Development of a screening tool (4-tiered tool) whi ch could tie into the client’s 
Credit Appraisal Process.  Tool had to be ‘fit-for- purpose’ and easy to use by 
staff.
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Example A (cont) – Development of a Project Screening Tool, 
Confidential Client

Stage 1: Application for Credit

Step1: Initial Environmental and Social Screening

Outputs – each question should be assigned a ‘yes’ or ‘no’
answer, with short additional notes made where nece ssary.  
Those questions answered with ‘yes’ will indicate ar eas of 
potential environmental and social risk that will r equire 
further analysis at the next stage of the risk mana gement 
process.  Will provide Initial Environmental Credit  Risk 
Rating from basic project information data – low, me dium or 
high risk 

Questions (example)

What is the project – scale and size, sector classif ication?

What is the size and term of the loan?

What is the nature of the collateral?

Where is the location of the project?

Does the Country rank high on the Corruption Percep tions 
Index?

Has there been political instability within the pas t three 
years?

Has the Country a history of human rights grievance s?

Stage 2: Credit Appraisal

Step 2: Environmental & Social Risk Evaluation and 
Reporting

Outputs: Depending of the findings of Step 1, it may be 
necessary to commission an environmental and social  due 
diligence review by external experts.  Note: for lo w risk 
projects, it may be possible for credit officers to  make their 
own assessment of the environmental and social 
performance of the business, without consulting wit h 
external experts.

Questions: (example)

Has an Environmental and Social Impact Assessment b een 
undertaken?

How will the proposal within such assessments be 
implemented?

Are there any Indigenous Groups?

Ate there any labour rights issues?

Does the development require resettlement, of what scale 
and has an adequate resettlement plan been prepared ?

Has a survey been undertaken of local culture and s ites of 
cultural significance?


