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Abstract: In terms of Chinese city commercial banks, because of the short period of truly market-oriented
management, there is still a large gap between them and overseas banks in environmental risk management,
especially in the key link of environmental risk assessment. Therefore, in this thesis, by studying the specific
practice of large and medium-sized domestic city commercial banks in environmental risk management,
combined with the current development state and existing problems in environmental risk management in
China, the author puts forward relevant suggestions, which is of great significance for Chinese city commercial
banks to improve environmental risk management methods, reduce credit risk and develop sustainable finance.
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1. Introduction

Financial risk management has been one of the major
tasks of city commercial banks. Only by effectively
prevent financial risk can the assets safety of city
commercial banks be guaranteed so as to obtain stable
profits. City commercial banks of the early time laid
much emphasis on market risk, credit risk and
operational risk, but didn’t pay attention to
environmental risk [1]. However, with the increasing
influence of environmental factors on the sustainable
operation of financial institutions, large financial
institutions have gradually included environmental
risk into their management system. Besides, they have
also  established organizations specialized in
managing environmental risk and strengthened
professional ability training of relevant staff. On a
global scale, many contents about the environmental
risk management of city commercial banks come
from the practical experience of world’s famous large
financial institutions and organizations such as
Citibank and ABN. Among the practical experience, it
includes the formed equator principle.

In terms of Chinese city commercial banks, because
of the short period of truly market-oriented
management, there is still a large gap between them
and overseas banks in environmental risk
management, especially in the key link of
environmental risk assessment [2]. Therefore, in this
thesis, by studying the specific practice of large and
medium-sized domestic city commercial banks in
environmental risk management, combined with the
current development state and existing problems in
environmental risk management in China, the author
puts forward relevant suggestions, which is of great
significance for Chinese city commercial banks to
improve environmental risk management methods,
reduce credit risk and develop sustainable finance.

2. International Principle for Environmental Risk
Management of City Commercial Banks

With the idea of sustainable development gradually
enjoying popular support among the public, the
banking industry starts to think about the influence of
non-financial factors on credit business. Such
awakening greatly shortens the gap between the
financial industry and the environmental protection
industry[3]. The agreement of these two in material
basis, ethical basis and social basis (Figure 1) has
promoted the financial industry to practice the idea of
sustainable development and increasingly attach
importance to the management of environmental risk.

In October, 2002, 9 city commercial banks including
Citibank and Barclays Bank attended the meeting held
by ABN and International Finance Corporation in
London. In the meeting, by researching the financing
cases with environmental argument provided by the
city commercial banks, they discussed the problems
of social and environmental influence under the
project financing pattern. Citibank proposed to
formulate a framework to solve these problems. Soon
afterwards, based on the guarantee policies of
International Finance Corporation, the working group
established by those banks created a set of
environmental and social risk guideline. This
guideline is the prototype of equator principle. Since
its birth, during more than 10 years’ development,
equator principle has experienced two revisions. The
latest equator principle Il was officially introduced in
June, 2013. By the end of 2014, there were 80
financing institutions from 34 countries which
officially announced to adopt and carry out equator
principle 26. These banks are called “equator banks”,
whose distribution is shown in Figure 2.

Equator principle includes prologue, scope, method,
statement of principle, disclaimers and attachment.
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Here we will mainly introduce prologue, scope,
method and principle.

(1) Prologue

The prologue mainly has a brief explanation of the
reasons why the equator principle financial
institutions adopt equator principle, which will lay
emphasis on elaborating the significance and purpose
of equator principle from the perspective of client
benefit.

(2) Scope

Equator principle is applicable to all industries around
the world, which specifically supports the following 4
types of financial products: the project financing and
consultation service whose total fund cost is above 10
million dollars; the project financing whose total fund
cost is above 10 million dollars; company loan used
for the project which accords with four standards
(including the form of buyer’s credit in export
finance); bridge loan, whose length of maturity is less
than 2 years and plans to refinance by using the
project financing or company loan used in projects
expecting to accord with relevant standards above[4].

Legal basis

A4

Material basis

\ 4

The union of
the financial
industry and —
environment
al protection

Sacial basis

.| Ordinary confirm environment right by
4 international law

International human rights obligations

A4

of financial institutions

Expand the concept of "conspiracy” in

the tort liability law

International multilateral development

Banks

A4

Export credit agencies

A4

The international finance corporation

Non-governmental organizations, ngos

A 4

»  The ethical basis

\ 4

external forces

_| The pressure of the financial institutions

in the practice of social responsibility

Figure 1: The financial industry and environmental protection with foundation

(3) Method

EPFI only provides project financing and company
loan used in projects which accord with item 1 to item
10 of the principle.

(4) Statement of principle

This part includes 10 principles, which is the core
content of the international standard of equator
principle, which covers the specific standards of
project review and classification, basic requirements
of environmental and social assessment as well as
applicable selection criteria. These 10 principles
together establish the basic direction of financing
institutions to carry out equator principle and define
the operation steps of credit authorization.

3. Construction of Environmental Risk Assessment
Method of Chinese City Commercial Banks

3.1 Legal support system and reference standards
of atmospheric environment risk assessment of
thermal power plant project

It summarizes laws and regulations related to
environmental protection of Chinese thermal power
industry, which shows the strict requirements of
Chinese environmental laws and regulations on
pollution prevention as well as energy saving and
emission reduction of the thermal power industry. It is
a major legal basis for Chinese city commercial banks
to manage the atmospheric environment risk in the
thermal power industry[5].

3.2 Quantitative evaluation of atmospheric
environment risk of thermal power plant

In terms of atmospheric environment risk assessment
of the thermal power industry, the first step that city
commercial banks should take is the quantitative
evaluation of air pollutants, which mainly includes the
emission concentration evaluation of smoke, sulfur
dioxide and nitric oxide. The qualitative evaluation in
the next step can’t be taken until the project has
passed the quantitative evaluation of air pollutants. If
the quantitative evaluation is unqualified, city
commercial banks should directly deny the project’s
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loan application. According to the existing facility
types in Chinese thermal power plants, and mainly
take the four facilities—coal-fired boiler, oil-burning
boiler, gas-fired boiler and gas-fired turbo set as the
reference of itemizing, and provide the national
standard emission limit of various pollutants. In the
evaluation process, the major information that city
commercial banks need to obtain is the specific value
of pollutant emission, which requires the thermal
power plant to have a set of advanced pollutant
emission monitoring system. The author suggests that

aimed at the environmental risk regulation after
operation, the thermal power plant operator can
negotiate with city commercial banks to make use of
part of investment to establish professional dispatch
network, realize the integrated transmission of
operating parameters of pollutant monitoring facility,
and take advantage of platforms like internet to share
data with  environmental risk  management
departments of city commercial banks, which will
great facilitate the city commercial banks’ quantitative
management of environmental risk.
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Figure 2: City commercial banks thermal power project specific process of atmospheric environmental risk
assessment

3.3 Construction of atmospheric environment risk
assessment process of thermal power plant project

Through quantitative evaluation and qualitative
evaluation of the cases above, the author constructs
the specific process of atmospheric environment risk
assessment in thermal power plant project (Graph 3),
which is divided into two steps. Step 1. Quantitative
evaluation. Firstly, based on the detailed analysis of
the project industry and research of relevant national
standards, city commercial banks should confirm
major air pollutant types (commonly including sulfur
dioxide, nitric oxide and smoke); secondly, city
commercial banks can consult professional
environmental impact assessment agencies to obtain
the estimated value of pollutants (in the design stage,
the predicted value of pollutants is usually provided
by the project designer); lastly, through the
comparison between the measured value and the
national standard limit, work out the quantitative
evaluation result of the atmospheric environment risk.
Once qualified, it can enter the stage of qualitative
evaluation. Step 2: qualitative evaluation. Compared
with quantitative evaluation, qualitative evaluation is

more flexible. In this stage, city commercial banks
can design appropriate qualitative evaluation forms
according to their business features and emphasis of
investigation. The author proposes to lay stress on the
investigation of two aspects in the qualitative
evaluation[6]. Firstly, investigate the project’s
environmental protection facilities and clearer
production technology, particularly the actual effect
of clearer production technology on reducing energy
consumption and pollutant emission; secondly, in
qualitative evaluation, evaluate the social and
environmental risk of the project and obtain local
residents’ basic ideas of the project construction by
timely disclosing the project’s environmental
information and carrying out public investigations.
The measurement result of qualitative evaluation is
flexibly determined by city commercial banks. Only
when the project completely passes the investigation
of quantitative evaluation and qualitative evaluation
can city commercial banks offer the final result of the
atmospheric environment risk evaluation of the
thermal power plant.
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Figure 3: After the environmental risk of commercial bank credit supervision measures

3.4 Evaluation Result Analysis

Through quantitative evaluation and qualitative
evaluation of the atmospheric environment of S
Power Plant, it can be seen that firstly, the air
pollutant quantity of the power plant is far lower than
the national limit, so the quantitative investigation is
qualified; secondly, from the qualitative evaluation
from of atmospheric environment risk, we can see that
one the one hand, this project possesses a series of
advanced environmental protection technology, which
can not only reach the purpose of reducing
atmospheric pollution, but also actively promote the
atmospheric environment protection technology, and
on the other hand, as the project location is far from
the residential area and the thermal power industry
doesn’t involve toxic substance pollution, so from the
perspective of public evaluation, there is almost no
dispute and the public support and recognition of this
project is relatively high, so there is little social and
environmental risk involved in the atmospheric
environment risk. to sum up, we can draw a
conclusion that the atmospheric environmental risk of
S power plant in N province is relatively low.

However, what calls for special attention is that all
data selected in the evaluation process above come
from the project designer. The conclusion of city
commercial banks in environmental risk assessment
before loan is not changeless. After formal operation
of the project, city commercial banks should also
strengthen their monitoring over the pollutant
emission and environmental protection facilities of the
project in the lending process. If there is any change
in relevant national standards related to the project,
city commercial banks should also follow up timely
and lay emphasis on the supervision of the project
party’s compliance  manifestation. Besides,

atmospheric environmental risk is only a part of the
natural environmental risks, and there is also noise
environmental risk, water environmental risk and fuel
chain risk. Therefore, the conclusion of qualification
drawn in this case is only aimed at the atmospheric
environmental risk evaluation of the project. Finally,
only when all types of environmental risks are
qualified can they represent that S Power Plant passes
the overall environmental risk assessment of city
commercial banks.

4. Conclusion

Environmental problems like climate warming,
atmospheric pollution and water pollution are
becoming increasingly prominent, so environmental
protection has become an important factor for
governments of all countries to consider when
formulating economic policies. The environmental
risk management of city commercial banks is just the
reflection of national environmental policies in the
financial field, which represents the intersection of
environmental problem and financial industry and
embodies the humanistic care spirit of financial
industry under the background of sustainable
development. The core of the sustainable
development is to stress the harmonious coexistence
of economic society and natural ecology. Under this
theoretical background, to develop and improve
environmental risk management measures has become
the consensus of the world’s financial industry. In
China, many city commercial banks haven’t disclosed
their specific business process of environmental risk
management outwards, and the city commercial banks
that have already introduced environmental risk
management measures are mostly forced by the
national policies, which are lacking in subjective
initiative in managing environmental risk; though
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those banks have ever made some achievements in
environmental risk management policy, information
disclosure, ability training and team construction,
there is still large promotion space, especially lack of
environmental risk assessment methods aimed at
different industry projects. As a result, the
environmental assessment opinion given by national
environmental protection administration becomes the
only basis for the credit approval of some domestic
city commercial banks. In this thesis, based on the
current situation above, starting from the theoretical
basis of environmental risk management of city
commercial banks, combined with the current
environmental risk management situation of Chinese
city commercial banks, the author explains the content
of environmental risk of city commercial banks,
analyzes the agents of environmental risk
management of city commercial banks and clears up
the processing steps of city commercial banks’
environmental risk management. As the first step in
city commercial banks’ environmental risk
management, aimed at the thermal power plant project
with high environmental risk, this research constructs
quantitative evaluation method and qualitative
evaluation method of atmospheric environmental risk,
and combined with actual case of the thermal power
plant industry, offers applicable argument, which is of
certain reference value.

Through the elaboration and analysis above, the
author believes, in order to improve the environmental
risk management of Chinese city commercial banks,
we should start from macro aspect and micro aspect.
Firstly, it is necessary to formulate general rules of
management, refine industrial guidelines, and at the
same time, city commercial banks should give full
play to subjective initiative, strive to improve the
environmental risk assessment ability of different
industries, strengthen process management of
environmental risk and intensify construction so as to
create a microenvironment for environmental risk
management. All in all, the development and
perfection of the environmental risk management of
Chinese city commercial banks is a progressive
process. Chinese city commercial banks have to
explore again and again on the premise of
transforming the development ideas and find new
problems through specific practice. Only in this way
can we narrow the gap with environmental risk
management level of city commercial banks in
developed countries and probe out advanced methods
and valuable experience applicable to the
environmental risk management of Chinese city
commercial banks.
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