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Abstract 

Since the mid-1990s, banks’ concern about the environment in their lending practices has been interpreted in 

terms of financial risks and opportunities. The majority of research has concentrated on (a) understanding 

what these risks are and (b) benchmarking institutions in terms of the measures they employ to control them. 

These studies painted a picture of a bank sector that perceives the environment primarily as a risk rather than 

an opportunity and where banks tend to deal with the environment within their existing risk (credit) 

management practices. While our understanding of the type of risks that the environment can represent in 

lending is well established, it is still not clear how specific environmental issues, such as the potential 

negative or positive impacts of proposed projects, transform into financial implications; how they are 

handled by banks and the extent to which they ultimately influence banks’ decision to finance projects.  

The purpose of this study was to enhance understanding in this area by investigating how environmental 

issues were handled in the project lending practices of two commercial banks. A qualitative case-study was 

conducted in a Hungarian bank in 2006 and an Australian bank in 2007. The Hungarian bank belonged to a 

Group that has signed the UNEP FI Statement, while the Australian institution has not signed this, or any 

similar voluntary environmental initiative. Interviews were conducted with staff members who were directly 

involved in the project lending process. A wide range of internal and external (publicly accessible) 

documents (such as credit policies, guidelines, forms, reports, case-studies, websites and Annual Reports) 

that provided insight into the day-to-day practices of the two banks were also examined.  

The results of the study indicated that bankers still perceived the environment primarily as a risk, rather than 

an opportunity and supported earlier findings that environmental risks were managed in the scope of the 

banks’ existing credit risk management practices. It was discovered that the type of risks that the 

environment represented and how they were managed was determined by how projects were financed. For 

example, site contamination was the biggest concern when projects were financed on a cash-flow basis (i.e.. 

through project financing) because the site was the security for the loan and in an extreme case, the banks 

could be liable for cleaning up the contamination. Site contamination however, was not an issue when 

projects were financed on a balance-sheet the basis, because in this case, property was not the security for the 

financing. Absence or delay of environmental approvals was a concern with both financing schemes because 

it could prevent the start of operation of projects and hence the generation of a cash-flow, which would 

ultimately hinder the borrower’s ability to repay the loan.  

The banks employed various practices to safeguard them from environmental risks as part of their standard 

risk management practices but did not engage environmental experts in this process. Instead information 

about environmental risks was obtained from external sources, such as Valuation Reports, contaminated land 
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registers and reports by environmental experts, which the bankers interpreted and incorporated into their 

standard risks assessment and management procedures. It was also routine practice in both banks to obtain 

copies of all the approvals that were required to undertake projects, including the environmental approvals, 

which was set as a condition for drawing down the loan. Bankers emphasised that borrowers have usually 

addressed the environmental risks before they approached the banks.  

Reputational risk was the only type of risk that the banks could not address and if this risk was too high, the 

only solution was to step away from financing the project. This was not an issue for the Hungarian bank, but 

the Australian bank had decided against financing the projects on a few occasions as a result of reputational 

risk. Overall, the bankers believed that their current practices were adequate in handling environmental risk, 

reasoning that they were not aware that a loan has ever defaulted on environmental grounds. The majority of 

these practices were not prescribed in policies and guidelines, but part of standard project lending practices 

in the two banks. Projects that had a positive impact on the environment were seen primarily as a business 

opportunity, due to the financial incentives they attracted, which virtually guaranteed their profitability. Such 

projects were often sought out specifically by individuals and specialised areas in both banks.  
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Chapter 1 

Banks, the environment, and lending 

1.1 Introduction 

“Every business has an impact on the 

environment, and a bank is no exception” 

(Phil Case 1999 p. x) 
1
 

 

That banks have an impact on the environment may seem at first glance unconvincing, but some bankers like 

Phil Case (as in the quote above) see it as a matter of fact. Case’s (1999) book was a practical guide for 

bankers about how they can respond to the liability issues that arise from banks’ impact on the environment. 

However, he was not the first banker who made the case that banks have an impact on the environment and 

that there were repercussions for banks to which they should respond. Sarokin and Schulkin (1991 p.7) are 

often credited with being the first to alert the banking community that the “the rising tide of 

environmentalism” which has “greatly altered smokestack industries” would soon have substantial 

implications for the banking sector. Sarokin and Schulkin (1991) pointed out that banks are indeed 

responsible for environmental degradation to the extent that they promote such business activity. Their 

reasoning hit a nerve in the banking community (Jeucken 2001). The authors went further by calling on 

banks to take a proactive stance instead of “reacting defensively to a host of societal, financial and regulatory 

pressures” (Sarokin, 1991 p.7).  

There is some evidence that some in the banking community may have accepted Sarokin and Schulkin’s 

argument, at least in part. This is best demonstrated by the number of institutions that have been parties to 

the two key environmental initiatives of the financial sector: the UNEP FI Statement and the Equator 

Principles. Both initiatives publicly acknowledge that banks have a responsibility for current environmental 

problems and a commitment to reducing their impact on the environment. The UNEP FI Statement was 

established in 1991 in the lead-up to the United Nation’s Conference on the Environment and Development 

(also known as the Earth Summit) and has been signed by more than one hundred banks (UNEP FI 201). The 
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Equator Principles was established in 2003 with ten banks initially and has now been adopted by over 70 

banks, including some of the largest in the world (The Equator Principles 2007).  

But what is the nature of banks’ impact on the environment?  In their role of promoting business activity, 

they have what is known in the literature as ‘indirect impact’ on the environment that stem from the activities 

of their clients, rather than the banks themselves (Jeucken 2001; FORGE 2000; GRI 2003). Indirect impacts 

arise from the products and services that banks offer, such as loans, investment services, and insurance 

(FORGE 2000; Kahlenborn and Dal Maso 2001). Thus, the extent of banks’ impact on the environment 

arises largely from the choices that they make in terms of the activities they finance, invest in, insure, etc.., as 

it is through these choices that banks exert substantial impact on the environment (Haque 2000; Jeucken 

2001; Ganzi et al. 1994; GRI 2005; Rutherford 1994; Thompson and Cowton 2004; Thompson 1998; 

Scholtens 2006).  

This thesis focuses on just one of the banks’ activities that result in indirect impact on the environment—

their lending. Lending is a core activity of banks (Ganzi 1998; Jeucken 20010. By definition, banks are 

deposit-taking institutions whose role in the economy is to collect and transfer money from units of surplus 

to units with deficit, or units with a need for capital (De Lucia 2003; Jeucken 2001; Valentine et al. 2003). 

The transfer can take many forms: through short or long-term investment, loans of various scales and forms, 

issuing credit cards and providing home mortgages. The focus of this thesis is on the loans that banks 

provide for larger-scale projects. Projects can denote a broad array of activities, from relatively small-scale 

and short-term activities like home improvement projects, to multimillion dollar ‘megaprojects’ that take 

decades to complete. Large-scale projects are significant developments in terms of the scale of activities 

involved and resources required and take several months to years to complete. Large-scale projects are likely 

be accompanied by significant environmental impacts, which is why, in the screening step of the 

Environmental Impact Assessment (EIA) processes governed by regulation in most countries, EIA is often 

restricted to large-scale projects (Glasson et al. 2012; UNEP 2002). Examples of major projects that often 

trigger EIA are power plants, mines, larger manufacturing projects particularly in the chemical and food 

industries, transport infrastructure such as roads, railways, airports and ports, the construction of large-scale 

residential and commercial developments and, what the bankers referred to as, social infrastructure which 

includes sewerage treatment systems, landfills, etc.. Such large-scale projects require extensive capital. This 

capital is more than what private individuals or corporations typically have available, hence project 

proponents look to the financial market to obtain the required funds. To a large extent, it is to the banks that 

most turn to for financing; making banks the primary capital providers for these types of large-scale projects 

(Mishkin and Eakins 1998; Valentine 2003; Ganzi et al. 1998).  
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1.2 Environment and bank lending  

The indirect impact of banks on the environment has implications for the way the role of banks is viewed. 

Increasingly banks are seen as being able to influence the environmental outcome of the projects they 

finance; the public, pressure groups and legislators have been known to perceive banks this way (Case 1999). 

In the European Community Fifth Action Programme  financial institutions were described as organisations 

that “assume the risk of companies” and can therefore “exercise considerable influence – in some cases 

control – over investment and management decisions which could be brought into play for the benefit of the 

environment” (Coulson and Monks 1999 p.3). It has also been argued that banks can influence the way 

companies behave because they are powerful organisations that have the leverage to get the returns they 

want (or were promised) from their clients (Gray and Bebbington 2001, Richardson 2002).  

Several non-governmental organisations (NGOs) have formed with the aim to pressure banks to consider the 

environmental and social implications of their lending practices. BankTrack and the CEE Bankwatch 

network are some notable examples. Both these NGOs monitor the activities of the financial sector and 

“name and shame” lenders who financed projects that have negative impacts on communities and the 

environment (BankTrack 2005; Bankwatch 2008). In 2003, BankTrack published the Collevecchio 

Declaration on Financial Institutions and Sustainability, a declaration endorsed by NGOs worldwide. The 

declaration outlines, in the view of BankTrack and its NGO supporters, the roles and responsibility of the 

financial sector in relation to the environment and calls on financial institutions to commit to sustainability, 

ensure transparency, help create a more sustainable economic environment, accept full responsibility for the 

impact that the activities they finance have on the environment and society, and be fully accountable to 

stakeholders (BankTrack 2003).  

In response to calls on banks to address the environmental impacts of project they finance, bankers have 

expressed concern that the public has the wrong perception of their capacity to influence their clients’ 

activities and hence the environmental outcomes of projects. In 1993, the British Bankers Association (in 

Schmidheiny and Zorraquín 1996) published a statement called Banks and the Environment, which stated 

that: 

It is sometimes argued that lenders are in a unique position, or a better position than others, to 

influence a business’s priorities and are therefore well placed to drive forward the higher 

environmental standards which we all wish to see adopted. This represents a fundamental 

misunderstanding of the role of lenders and of the depth of involvement in the management of their 

borrowers’ business. 

Comment [s3]: I’ve put this second, 

as opposed to the env mgmt tool 

section, for now. See what you think. 



  4 

 

This sentiment was echoed by the Forge Group, a group of representatives from the British financial sector. 

In their Guidelines on Environmental Management and Reporting for the Financial Services Sector, the 

Forge Group (2000) also expressed the view that while they agree with the importance of sustainable 

practices, banks cannot control the environmental impacts of their clients. Coulson and Monks (1999) also 

confirmed this perspective through interviews with bankers, noting that banks do not want to be seen as 

regulators of the activities of their borrowers.  

These views on the ability of banks to influence their clients’ behaviour, by the public, NGOs, and policy-

makers and by the banks themselves, represents opposing views on banks’ responsibility for the 

environment. On the one hand, banks should be responsible for the negative impacts that result from the 

developments they finance, while on other, all responsibility should fall on the clients, as they are the ones 

that engage in the polluting activity (Jeucken 2001). Jeucken (2001 p64) suggests that “the truth lies 

somewhere in the middle”, meaning that banks should be accountable to some extent for the behaviour of 

their clients. This raises the questions of where the middle is and where the line of the extent of banks’ 

responsibility should be drawn. This, in turn, raises questions about the nature of the bank-borrower 

relationship in lending and the way in which the environmental impact of projects does, or could influence 

the lending practices and decision-making within banks. While the extent to which banks can influence their 

clients’ behaviour is debated, evidence suggests that many banks have implemented at least some practices 

that aim to address the environmental implications of the projects they finance (Cowton 2000; Thompson 

2004; Weber 2008; Barta 2001). This appears to be true for banks regardless of whether they have signed 

environmental initiatives, such as the UNEP FI Statement, or not (Cowton 2000; Thompson 2004 Weber 

2008).  

This thesis explores if, and how those at the front line of lending decisions in banks consider the potential 

environmental effects of the projects for which borrowers are seeking loans – in other words, whether banks, 

signatories to financial sector environmental initiatives or not, actually do incorporate ways that allow them 

to consider the indirect environmental impacts in their day-to-day lending decisions.  

1.3 A brief look at environmental concerns and environmental management 

tools 

The notion that private enterprise has a responsibility to society beyond profit-making has been traced back 

to the 18
th
 century writer-philosopher William Godwin which failed to make a marked difference in 

corporate thinking at the time. Its rebirth in the 20
th
 century has been credited to the combined effect of a 

growing public concern over the exploitation of developing countries by transnational companies socially, 

environmentally and economically and key environmental publications, such as Rachel Carson’s Silent 
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Spring, Lovelock’s Gaia and the Club of Rome’s Limits to Growth (Broomhill 2007; Saha and Darnton 

2005; Sandhu 2010). The result was an increase in public awareness of environmental issues which, together 

with the growing influence of the first green political parties in the UK and Germany, and pressure from 

environmental NGOs (such as WWF and Greenpeace), pushed environmental issues into the forefront of 

policy (Sandhu 2010; Saha 2005). The impact of a number of environmental disasters in the 1980s, such as 

Bhopal in 1984, Exxon Valdez in 1989 and Chernobyl in 1986 further increased the profile of environmental 

problems leading to the widespread implementation of environmental regulations and the establishment of 

the Brundtland Commission (Sandhu 2010). The Brundtland Commission published its key document, Our 

Common Future in 1987, which provided a definition of sustainable development that has become widely 

accepted and highlighted the need for the private sector to engage in responsible environmental and social 

practices (IISD 2012; World Commission on the Environment and Development 1987). In response to these 

pressures, the private sector started to mobilise. In the 1990s, companies in specific sectors, such as the 

chemical sector, started to establish their own industry-specific initiatives (Sandhu 2010). The Brundtland 

Commission’ report also set the stage for the 1992 Earth Summit and the World Business Council for 

Sustainable Development (WBCSD), a private sector initiative comprised of CEOs of the largest companies 

of the world (Sandhu 2010; UNEP FI 2011; WBCSD, 2013).  

 

In parallel with this growth in awareness of environmental issues, a wide range of tools, techniques, 

strategies and practices were developed to assist the private sector and governments to engage with these 

concerns and with environmental issues associated with development activities. The term environmental 

management tools is a useful one to refer generically to this host of practices. In general, environmental 

management tools can be categorised as those prescribed by regulation and those that are implemented 

voluntarily. Examples of regulated tools governed by domestic regulations or international agreements 

include Environmental Impact Assessment (EIA), Strategic Environmental Assessment (SEA), 

environmental risk assessment and management and environmental safety measures. Voluntary tools include 

environmental management systems (EMS), environmental due diligence and auditing, eco-efficient 

measures, certification of eco-friendly or green products and services, and the publication of environmental 

or sustainability reports. Voluntary tools are practices that typically extend beyond compliance with 

environmental regulations and are implemented to meet the demands of society in terms of what can be 

called Corporate Social Responsibility (Prakash 2001). Corporate Social Responsibility (CSR) is examined 

in depth in the next chapter. 

The question is: do banks utilise the information available through environmental management tools in any 

way to address their indirect impacts on the environment? There is evidence, at least in principle, that banks 

are aware of the potential to do so. For instance, the Equator Principles relies heavily on the outputs of the 
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EIA process to inform project finance decisions. The Equator Principles prescribes banks to examine the EIA 

reports and environmental management plans of proposed major projects that are likely to have negative 

environmental impacts to determine whether significant adverse impacts have been addressed adequately 

screen projects (Equator Principles 2006). It also calls on banks to refuse to finance projects that do not 

propose to implement adequate impact management on the basis of these documents.  

Environmental management tools are applied at different stages of the development process. EIA, EMS, 

environmental audit, risk management and due diligence are applied at the project-level. SEA is a strategic 

tool that is applied at the level of sectoral or regional policies, plans and legislation, and hence applied 

almost exclusively to governmental activities. The application of project-level tools during the life of a 

project varies. Projects progress through phases or steps known as the project life-cycle or the project cycle 

(Goodpasture 2004; Lewis 2002; Turner et al. 2010), and while terminology varies between authors (see for 

example Turner et al (2010), Lewis (2002), The World Bank Group (2011)), a generic project cycle would 

include a conceptualisation stage, a planning stage, an approval stage, then construction, operation and 

decommissioning stages
2
. Figure 1.1 shows how the timing of the application of individual environmental 

management tools broadly match stages of the project cycle.  

                                                      
2
 These stages would apply to projects that involve the construction of physical entities, as opposed to service-based projects where the outcome may 

be a design of a building or a brand name.  
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Figure 2.1 Environmental management tools (in ellipses) in the different stages of a generic project 

cycle, partially adapted from Ridgway (1999) and modified through the author’s own experience 

For example, EIA is intended to provide input to decision-makers about the potential impacts of projects and 

how they can be mitigated, and it is generally a prerequisite for development approval sought during the 

planning period. In contrast, EMS largely aims to manage environmental issues and improve existing 

business practices, during operational procedures.  

Out of the range of the environmental management tools available, it is those that are applied in the planning 

stage of projects that are relevant for this thesis. The planning stage is not only when project proponents 

finalise their designs and seek approval from relevant authorities, but also when they tend to seek finalisation 

of project funding – and thus become potential borrowers if they source funds from banks. Where it is a 

large project for which a proponent is seeking funds, there could be, in principle, potential connections 

between project financing and the conduct and availability of an EIA (together with environmental risk 

assessment and due diligence, which can, loosely be considered here as activities associated with or 

informing the EIA). Approval for large-scale projects is tied to the satisfactory completion of an EIA in most 
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countries, and EIA regulations specify how the EIA should be carried out and what the EIA report, or 

statement, should include. The latter is intended to provide input to decision-making by the responsible 

authority and describes the main impacts of a project, the likelihood of occurrence of impacts and their 

magnitude, and the techniques that should be used to mitigate, manage and monitor impacts that cannot be 

avoided. Environmental impact studies are generally released to the public for comment, which means that a 

wide range of stakeholders can access this information. This thesis also examines if those at the front line of 

lending decisions in banks are aware of the potential value of the information in environmental management 

tools employed by their potential borrowers, and whether they utilise them to inform their lending decisions.  

1.4  

Thesis aims and research questions 

Considering that commercial banks have started to recognise that they have an indirect impact on the 

environment through lending –at least as demonstrated by the sector’s support for voluntary environmental 

initiatives to consider environmental impacts of projects in lending and the implementation of practices that 

can help them deal with their indirect impact on the environment –this thesis seeks to determine whether 

commercial banks do, in fact, consider their indirect environmental impacts (through the environmental 

impacts of projects they finance) in their lending practices and decision-making.  

Research Question 1: Do banks consider the potential environmental impacts of projects when they 

are lending? 

Digging a little deeper, it has been suggested that banks consider environmental issues in lending because 

they carry financial implications (reported by, amongst many others, Thompson 1998a,b; Thompson and 

Cowton 2004; Barannik 2001). There is much discussion in the literature about the environmental risks 

banks are exposed to through lending and (somewhat less) about the financial opportunities that might be 

associated with projects that focus positively on environmental dimensions (the construction of wind farms, 

for example). Therefore it is plausible that there is a link between the negative environmental impacts of 

projects and environmental risks, and positive environmental impacts of projects and financial opportunities. 

The first research question has three sub-questions, the first two of which are: 

Research Question 1a:  Are the potential negative environmental impacts of projects seen as 

environmental risks in bank lending? 

Research Question 1b:  Are the potential positive environmental impacts of projects seen as 

financial opportunities in bank lending? 
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A critical issue in this question is whether the environmental impacts of projects carry enough leverage to 

impact bank lending decisions. For instance, banks could refuse to finance projects which may have 

significant negative impacts on the environment, or exert pressure on borrowers to implement 

environmentally sound practices. Alternately, banks may promote projects which benefit the environment by 

offering favourable rates for borrowers, for example. Thus the third sub-question asks: 

Research Question 1c: Do environmental impacts of projects carry enough leverage for banks to 

influence lending decisions? 

It has been widely reported that many banks have implemented some type of practices to address their 

indirect environmental impacts in lending (Cowton 2000; Thompson 2004; Weber 2008; Weber 2008; Barta 

and Eri 2001). If this is the case, it would be useful to know how banks are doing this and, in particular, how 

they address this in their day-to-day project lending processes: 

Research Question 2: How do banks address their indirect environmental impacts in lending? 

This question has several dimensions. For instance, it calls for an understanding of banks’ internal practices, 

and particularly of their credit risk management processes, which has been reported as the primary means for 

banks to address environmental risks (Weber 2008; Barannik 2001; Thompson and Cowton 2004). But it is 

necessary to look beyond the credit risk management process because it does not address environmental 

opportunities, leading to the sub-question: 

Research Question 2a: What are the banks’ credit risk assessment and related processes and do 

they give guidance on how environmental risks and environmental opportunities are addressed?  

There is also the issue of what information banks use (obtain) about a project and its environmental impacts 

to enable them to address environmental risks and opportunities: 

Research Question 2b: Are banks aware of the information environmental management tools can 

provide about the projects considered for financing and does it inform their lending decisions?  

This thesis seeks answers to these questions though an in-depth, qualitative study of two commercial banks. 

The study involves interviews with bankers who are directly involved in project lending at various levels 

within the organisations and a review of internal and external (publicly available) documents to provide an 

insight into the banks’ day to day project lending practices and bankers’ understanding and perceptions of 

environmental issues associated with the projects for which they are lending. 

1.5 Structure of the thesis Comment [s4]: Will need to be 

looked at after changes 
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Chapter 2 reviews the literature on how environmental issues are managed in the private sector. The chapter 

describes the forces that have led to the consideration of environmental issues in the private sector, such as 

the introduction of environmental regulations, and the corporate responses of socially responsible behaviour 

since the 1990s. This literature provides some explanation (theories) as to why private companies, such as 

banks, would consider the environmental implications of their activities. Chapter 2 also includes information 

on the role of banks in the economy, how banks are organised and how lending operates. This literature 

provides insight into the nature of bank-borrower relationship in lending. The Chapter 2 also describes the 

way in which indirect environment impacts of banks is perceived, the nature of environmental risk in lending 

and the way banks seek to address them. 

The literature directly informs the methodology of this thesis which is described in Chapter 3. This chapter 

provides the rationale that has led to pursuing a multiple case-study design. It provides a detailed account of 

how the two banks that participated in the study were identified and how informants were selected. The 

interview process and the way in which documents were collected and processed is described and how the 

interview transcripts and document were analysed is reported. The chapter also includes information about 

the ethical issues that were consolidated into the design, and on the limitations of the current study design.  

Chapters 4, 5 and 6 present the results of the empirical work. Chapter 4 describes the two banks that were 

involved in the study, which sections of the bank organisations were actually involved in project lending 

activities, and where within these organizations the informants involved in this study were located.  The 

Chapter describes the way in which individual informants were involved in project lending practices and 

decisions, and the type of projects the banks financed (with a focus on the activities of the projects). The 

nature of the project activities provides insight into whether the projects could potentially have impacts on 

the environment. The way in which projects were financed and loans were structured is also described.  

Chapter 5 reveals the risks and opportunities that the environment represented to the banks in lending. The 

types of environmental issues that bankers encountered in their experience is presented, leading into their 

explanation on how these issues materialised into financial risks and opportunities, and the extent to which 

these possibly influenced their lending decisions. 

Chapter 6 examines what advice the banks’ own documents provide about how environmental risks and 

opportunities should be addressed.  It then, based on the interviews with those involved in the front-line of 

bank lending, describes if and how environmental risks and opportunities are actually identified, assessed 

and, if needed, managed and mitigated in day-to-day lending practice. The resources that bankers use to 

obtain information about the environmental issues associated with projects are also presented. This is 

presented against a framework model of project lending (a simplified model of project lending synthesized 



  11 

 

by this author). The chapter reveals the implications of the environment in the banks’ overall project lending 

decisions. 

In the final Chapter 7, the above results are discussed and conclusions drawn with respect to the study’s 

research questions. Key findings are identified and explained in terms of how they contribute to a better 

understanding of the role of environment in banks’ project lending practices. It also contains reflections on 

the methodology used, along with recommendations for future research.  
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Chapter 2  

Environmental management and corporate 

responsibility in banks 

2.1 Introduction 

The growth of the environmental movement and increased public awareness of environmental problems in 

the 1960s materialised into pressure on governments and the private sector to mobilise and manage 

environmental issues. Governments responded by formulating environmental regulations and implementing 

formalised approval processes, such as EIA. The private sector followed suit, implementing environmental 

management tools that enabled them to satisfy environmental regulations. Eventually, some companies 

decided to move beyond compliance and started to develop further tools that allowed them to manage 

environmental issues associated with their activities to a greater extent, voluntarily. Today, company 

responses to the environment, still follow the same pattern – they either seek to fulfil regulatory obligations 

or facilitate compliance, or they serve to proactively move companies beyond compliance. However, 

regulatory requirements do not apply to all sectors. There are no legal obligations for banks to implement 

environmental management measures because banks are not regarded as having significant impact on the 

environment (Jeucken 2001; Case 1999). Instead, as described in Chapter 1, the main impact of banks on the 

environment is indirect, the result of the activities of their clients. As a result, the environmental management 

practices of banks falls in the realm of corporate social responsibility, or CSR. 

CSR can be broadly defined as the voluntary implementation of environmental and social practices that aim 

to support the overall well-being of society. It is often described as a voluntary practice that extends beyond 

compliance and the interest of private enterprise in generating profit (Prakash 2001). CSR is also known by 

other names, such as “corporate social performance” and “corporate citizenship” and is perceived as an 

umbrella term for a host of relationships between business and society (Matten and Moon 2008; Perrini 

2006; McWilliams 2006). As such, CSR includes elements of business ethics, corporate philanthropy, 

environmental responsibility, green marketing, sustainability, stakeholder engagement and socially 

responsible investment (Amaeshi and Adi 2007; Matten and Moon 2008). Companies manage environmental 

issues related to their operations for various reasons ranging from avoiding fines, reducing costs that stem 

from environmental regulations, to responding to external and internal pressures and taking advantage of the 

market opportunities that lie in environmental management (Saha and Darnton 2005). Certainly, one way in 

which companies can demonstrate that they actively engage in environmental management is by 

Comment [s5]: Rewrite this 
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implementing environmental management tools that include those already mentioned, such as Environmental 

Management Systems, environmental policies, environmental auditing, singing up to environmental 

initiatives and publishing environmental (sustainability) reports (Saha and Darnton 2005).  

This chapter describes the environmental management and sustainable practices of banks with particular 

emphasis on those related to lending. These practices fall in the broader realm of CSR. The CSR literature 

provides insight into how companies approach environmental management, what motivates them to 

implement such practices and why companies vary in their CSR activities. The broader CSR literature also 

provides a foundation for a discussion of key theories that could shed light on why banks would implement 

measures to address environmental issues in lending. Banks’ key function in the economy and their place in 

financial sector are described briefly next which shows how banks are unique entities within the private 

sector. A specific section deals with the lending practice of banks, which is the focus of this study. Following 

this background information, evidence from the literature about the environmental and CSR practices of 

banks is presented. This discussion narrows in on environmental management in lending, as this is the focus 

of this study. The key environmental management practices related to lending practices and why banks 

employ them are described separately. The final section discusses environmental policy integration, which 

provides insight into how a study on the implementation of environmental policies in organisations should be 

approached. The conclusions draws together what the literature revealed about the role of environment in 

bank lending and how this relates to the research questions and how it informs the methodology. 

2.2 An overview of the main theoretical perspectives, principles and 

challenges in CSR 

Three main perspectives of CSR are distinguished in the literature: the neoliberal perspective that rests on 

shareholder theory; the neo-Keysian perspective, which rests on stakeholder theory; and the radical political 

economy approach, which is rooted in the ideas of social accountability (Amaeshi and Adi 2007; Broomhill 

2007). These perspectives have different views on what constitutes CSR, whether companies should engage 

in CSR and, if so, what CSR should entail. The central question these approaches debate is whether 

companies have a duty to serve society beyond maximising profits for shareholders. According to the 

neoliberal approach, expressed by Milton Friedman (1970), a company’s sole responsibility is its fiduciary 

duty to shareholders. However, the neoliberal approach does not completely dismiss all aspects of CSR. 

According to Amaeshi and Adi (2007 p.6) the neoliberal approach may “not inherently as anti-welfare as 

most anti-capitalists would tend to argue”. It embraces CSR practices to the extent that they can produce 

profits (i.e.. win-win situations), and assist companies in risk management (Broomhill 2007). The neo-

Keynesian school of thought extends fiduciary duty to the shareholders to a wide range of stakeholders, who 

have a greater say in the direction of companies (Broomhill 2007). A key point of difference in the neo-
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Keynesian approach compared to Friedman’s perspective is that it recognises that companies can have a 

negative impact on society, the environment and the economy “through market failure, corporate lack of 

awareness or deliberate strategy” (Broomhill 2007 p.8). Thus the neo-Keynesian approach sees CSR as a 

response to “avoiding problems caused by unfettered corporate behaviours, ensuring environmental and 

social sustainability and achieving other desirable social and economic goals”, focusing on the “positive role 

for the state in the development and regulation of CSR” (Broomhill 2007 p. 8). Both the neoliberal and the 

neo-Keynesian approach regard CSR primarily as a voluntary practice.  

The third approach to CSR is the radical political economy, social contract or accountability approach 

(Broomhill 2007; Amaeshi and Adi 2007). Contrary to the two other approaches, it is deeply critical and 

rests on normative grounds (Amaeshi and Adi 2007; Broomhill 2007). Radical political economists view 

corporations as tremendously powerful and ruthless exploiters of society and the environment. They deem 

current CSR practices insufficient, and accuse companies using it merely as ‘greenwash’ to mask poor 

performance (Broomhill 2007). Radical political economists call on government to hold corporations 

accountable and demand more transparent CSR practices (Broomhill 2007).  

The literature describes two schools of thought that deal with the way companies approach CSR; they are 

known as the American and the European schools of thought. According to the American school of thought, 

CSR is the implementation of voluntary activities that seek to improve environmental conditions and social 

welfare extending beyond meeting regulations and a company’s interest in maximising its profits 

(McWilliams 2006; Prakash, 2000). In contrast, the European school of thought does not call for CSR 

practices to extend beyond profit maximisation. In the Green Paper of the European Communities (2002 

p.5), CSR is defined as “…a concept whereby companies integrate social and environmental concerns in 

their business operations and in their interaction with their stakeholders on a voluntary basis”. This definition 

emphasises stakeholder input and the voluntary nature of CSR (Decker 2004). Thus, according to the 

European model, CSR can “coexist with profit-maximizing behaviour” (Scholtens and Dam 2007 p.1310). 

Companies are encouraged to seek out so-called ‘win-win’ situations, which provide financial benefits as 

well as serving the interest of society and the environment.  

One explanation for the difference in the American and European approach to CSR is that in Europe, CSR is 

rooted in the ‘business case for sustainability’ (Perrini et al. 2006), while in America CSR is embedded in 

ethics and moral obligations. The American school of thought is embodied by Carroll’s (1991) pyramid of 

corporate responsibilities (Fig 2.1). In Carroll’s (1991) model, the core CSR principles are primarily ethical 
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and philanthropic in nature, resting on the fundamental legal and economic responsibilities of companies. 

 

Figure 3.1 The four responsibilities of companies that make up Carroll’s (1991) ‘Pyramid of 

Corporate Social Responsibility’ 

Carroll’s (1991) pyramid implies that philanthropic and ethical responsibilities of a corporation can only be 

pursued when the economic responsibilities of profitability and the legal responsibilities are fulfilled. This 

model had a significant impact on contemporary CSR practice but it has been criticised for downplaying the 

tensions and trade-offs that inherently exist between the different responsibilities (Amaeshi and Adi 2007). 

The European approach to CSR rests strongly on the concept of sustainability. Sustainability (i.e.. the triple-

bottom line) is integrated into all aspects of business on a voluntary basis, from product development, to 

marketing and financial performance (Perrini et al. 2006). One aspect that both perspectives agree on is that 

CSR practices must voluntarily extend ‘beyond compliance’. This implies that adhering to domestic 

environmental regulations, international treaties on labour rights for example are not considered CSR 

practices.  

2.2.1 Why companies engage in CSR 

It has been argued that a number of factors determine why companies engage in CSR and that these are both 

internal and external in nature. According to Amaeshi and Adi (2007 p.5) these “interdependent factors” can 

be economic and personal in nature and include the national business systems of countries, personal values, 

competition, globalisation, and power relations. Lynes and Andrachuk (2008) developed a complex four-part 

model to explain what motivates companies to engage in CSR and found that pressure from within the airline 

industry and cultural norms were the catalysts that determined the CSR practices of Scandinavian airlines. 

Matten and Moon (2007) investigated why companies in the United States and Europe approach and practice 
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CSR differently and found that it was because the ‘national business systems’ of the two regions, which was 

the product of differences in financial, political, educational and labour systems, as well as culture, were 

different. The authors found that American companies have a long tradition of stewardships and giving back 

to society through voluntary program and strategies to respond to stakeholder pressure, while companies in 

Europe have always operated in a more regulated environment and individual firms have developed strong 

ties with the state, unions, and the church (Matten and Moon 2007). According to Matten and Moon (2007) 

European CSR practice relies on codified norms and values that are set in regulations, which contradicts the 

traditional view of the European CSR school of thought that strongly advocate voluntary practice. However 

the authors point out that the European approach to CSR is shifting which they attribute to changes in the 

political and financial system of Europe (Matten and Moon 2007).  

Since CSR thought has been well-established, focus is now shifting towards determining how companies 

actually put into practice (Decker 2004). The environmental management component for example has been 

well established (Sandhu 2010). For the most part, this was due to regulatory pressure as companies had no 

choice but to implement environmental practices or face sanctions (Sandhu 2010). But in addition to the 

consequences of breaching environmental regulations, companies were also afraid of becoming the target of 

“consumer boycotts, environmental scandals … pressure from NGO’s, negative publicity or law suits” 

(Scholtens and Dam 2007 p.1310). Of course, not all private sector firms acted on the opportunities but, as 

Broomhill (2007) points out, at the very least, CSR practices has helped companies improve risk 

management.  

2.2.2 Problems and issues relating to CSR practice 

While the number of companies that embrace CSR continues to grow, a number of questions and concerns 

surround CSR theory and practices. In their review of CSR theory, McWilliams (2006) points to the lack of a 

clear and widely accepted definition of CSR as an impediment to its advancement. Others have questioned 

the benefits of CSR, as the extent to which they actually translate to financial gains is still debated (Sandhu 

2010). CSR has also been criticised for translating into actual changes within and outside firms. According to 

Scholtens (2006) there is no conclusive evidence that stakeholder activism such as ethical investors, can 

change the behaviour of firms. But perhaps the harshest criticism has come from authors that dismiss CSR as 

mere ‘window-dressing’. Some studies have shown that most companies have only made piecemeal changes 

to their existing approaches (Saha and Darnton 2005). Similarly, Amaeshi and Adi (2007) have argued that 

CSR has been used to mask real change within companies. CSR is a “management practice…a mere attempt 

at reconstructing the intellectual rationalism (economic) logic using the linguistics tools of the emotional 

rationalism (benevolence) [while] genuine stakeholder engagement” remains elusive (Amaeshi and Adi 2007 

p8). The authors believe that in its current form, CSR is stagnant, “caught up in the dual logics of intellectual 
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rationalism (i.e.. profit maximisation) and emotional rationalism (i.e.. benevolence)” (Amaeshi and Adi 

2007p.3-4). Similarly to McWilliams (2006), they also believe that CSR has to be ‘liberalised’ and redefined 

in order to move forward (Amaeshi and Adi 2007). The reason why CSR has become so popular in the 

private sector, is that all companies would all like to be seen as ‘green’ and socially responsible (Saha and 

Darnton 2005). 

Perhaps the last notable emerging trend in CSR practice that may be able to put CSR sceptics somewhat at 

ease is the partnerships that are formed between private enterprise and NGOs. This is a key contemporary 

feature of CSR, particularly in the area of environmental management where the private sector has engaged 

with their ‘arch enemies’, the environmental NGOs to draw up strategies to address environmental issues 

jointly with (Sandhu 2010; Coulson 2009). Such partnerships have also been forged between banks and 

environmental NGOs (Coulson 2009). 

2.3 Theories relating to environmental management in the private sector 

A number of theories have been proposed to explain why companies implement environmental management 

practices specifically, within the broader context of CSR. Many of them are ‘borrowed’ or developed from 

the literature on business management, organisational and institutional theory. Considering that the focus of 

this thesis is environmental management within the internal lending practices of banks, those theories are 

described here that have offer some insight into the approach companies use and the internal choices they 

make about the implementation of environmental management. The first of these theories in strategic 

leadership theory.  

2.3.1 Strategic leadership theory 

The fundamental principle of strategic leadership theory is that it focuses on top managers and executives, 

reasoning that these individuals have an important role to play in organisational strategy and behaviour. 

Cannella et al. (2008 p.4) define strategic leadership as: 

the study of executive leadership from a strategic choice perspective [that] focuses on the executives 

who have overall responsibility for an organization—their characteristics, what they do, how they do 

it, and particularly, how they affect organizational outcomes.  

The subjects of strategic leadership research can be CEOs or division general managers, groups of top 

management teams, or other governance bodies such as the boards of directors (Cannella et al 2008). They 

stress the importance of this theory as,  

a wealth of research and everyday observation indicates that strategy and other major organizational 

choices are made by humans who act on the basis of their idiosyncratic experiences, motives, and 



  18 

 

dispositions. If we want to understand strategy, we must understand strategists (Cannella et al. 2008 

p.5). 

Annandale and Taplin (2003) conducted a study on what determines how Australian mining companies 

respond to environmental approvals regulation, specifically those that are linked to the EIA process.  Noting 

that previous studies have focused on external pressures, from stakeholder groups predominantly, the authors 

sought to investigate both internal and external determinants of company behaviour. They examined the 

perception of top managers of 121 mining companies through semi-structured interviews, followed by a 

mail-out questionnaire. One of the underlying assumption of their study was that the perception of top 

managers of company response represents actual company responses and that perceptions of top managers 

represents determinants of decisions. This notion has been challenged by positivist theory, but Annandale 

and Taplin (2003) point out that there is no conclusive evidence that perceptual or archival (actual) responses 

reflect company response.  

Annandale and Taplin (2003) rated companies along a continuum from reactive to proactive to their 

approach to environmental approvals regulation. They found that 47% of respondents rated company 

response to environmental approvals regulation as proactive, meaning they either try to influence the external 

environment or modify internal structures. Most important determinant was organizational culture, then 

influence of individual, jurisdictional culture and stakeholder pressure and learning history. It was also found 

that the influence of individuals was more important in proactive companies. In terms of external pressure, 

stakeholders were more important for companies closer to the interactive end of the spectrum, while 

companies closer to inactive approach considered executive management and board of directors as the most 

important stakeholders. Overall environmental regulation was seen as a positive influence on strategic 

decisions, which led the authors to challenge the existing view that such regulations are a burden on firms. 

The authors concluded that the results challenge neo-classical economic theory as internal determinants were 

more important.  

2.3.2 Strategic issue interpretation 

Sharma (2000 p. 681) drew on strategic issue interpretation to examine the “links between managerial 

interpretations of environmental issues and corporate choice of environmental strategy among 99 firms in the 

Canadian oil and gas industry”. Environmental strategy included both practices to ensure regulatory 

compliance and voluntary measures, although Sharma (2000) did not test their actual impacts on the 

environment. Environmental strategies were classified on a “continuum of conformance to voluntary” 

(Sharma 2000 p. 682). 

Comment [ZB6]: Same as studies on 
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Sharma (2000 p. 681) argued that “managerial interpretations of environmental issues as opportunities, rather 

than threats, influence an organisation’s environmental strategy”. He provided an overview of strategic issue 

interpretation drawing mainly on Dutton and Jackson (1987) and the work of those who connected strategic 

decision-making in organisations with cognitive categorisation theory. These works reveal that strategic 

issues are perceived as opportunities or threats and that managers categorise information to reduce 

complexity (Sharma 2000). The attributes that help explain managers’ reactions to strategic issues as 

opportunities or threats are negative or positive emotional associations, loss or gain considerations, and a 

sense of the issues as uncontrollable or controllable” (Sharma 2000 p. 684).  

Although studies on strategic issue interpretation have not been applied to environmental issues, Sharma 

(2000 p. 684) believes that the perception of opportunities and threats are still relevant to environmental 

strategies “given the risks and unpredictability inherent in searching for and adopting innovative 

environmental technologies”. He presents a sophisticated theoretical model illustrating the various factors 

that can influence ‘managerial interpretations’, which include 1) “legitimation of environmental issues as an 

aspect of corporate identity, 2) discretionary slack (time and resources) available to managers for creative 

problem solving and innovation at the interface between business and the natural environment, 3) and 

incorporation of environmental performance criteria in employee evaluation systems” (Sharma 2000 p. 682).  

Sharma (2000) sent out three to five questionnaires to the CEOs, top executives, environmental, health and 

safety managers, and line or operating managers of Canadian oil and gas companies with annual sales 

revenues over CAD 200 million. This method allowed the corporate environmental strategy to be studied 

from different perspectives within an organisation (triangulation) (Sharma 2000). Responses from 65% of 

the companies revealed that managerial interpretations were influenced by “issue legitimation” (integration 

into corporate identity such as CSR) and “discretionary slack” (i.e.. the resources available to support 

managerial innovation). His study also confirmed findings of other studies such as that large companies are 

more likely to implement environmental strategies, possibly because of higher visibility and that companies 

where managers view the environment as an opportunity are more likely to implement voluntary strategies 

(Sharma 2000). 

2.3.3 Power and leadership based theories 

Prakash (2000; 2001) investigated why two American pharmaceutical companies adopted beyond-

compliance environmental policies that could not be shown through traditional economic appraisal methods 

to maximise their profits (he refers to this as ‘selective adoption’). Prakash (2001) identified a number of 

voluntary measures that the two companies adopted, such as upgrading underground storage tanks, regular 

environmental audits, implementation of ISO 14000 standards. He applied the neoclassical economic view of 

the firm, which regards firms as “unitary actors seeking to maximize profits” (Hirshleifer 1988 in Prakash 
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(2000 p. 6)) and argued that external pressures, normative expectations, pre-empting environmental 

regulations, and reaping first-mover advantage do not explain why firms would adopt selective adoption of 

beyond-compliance environmental policies. Prakash (2001) also dismissed neoclassical and transaction cost 

efficiency-based theories, social institutional and stakeholder theories because they focus solely on external 

pressures, which alone cannot explain why some firms adopt certain environmental policies and others do 

not. He argues that theories that focus on the internal workings of a firm are more appropriate because 

“selective adoption can be more fully explained by examining dynamics internal to firms”, such as the “role 

of policy-supporters in generating consensus or, if faced with opposition, lobbying the top management to 

mandate policy adoption” (Prakash 2001 p. 289).  

The study involved examining published and unpublished company records conducting interviews with staff.  

Prakash (2001) came to the conclusion that power- and leadership-based theory, from the realm of new 

institutionalism are the best suited to explain selective adoption. Power-based theory is defined as “the 

ability of manager A to influence outcomes in the wake of opposition from manager B” and selective 

adoption are power-based “if policy-supporters are either hierarchically superior or can capture the top 

management and convince it to adopt their perspective” (Sharma 2001 p. 293). In contrast, leadership-based 

theory places more emphasis on consensus building between leaders and subordinates to achieve change. 

Prakash (2000 p. 147) concludes that “factors external to firms … may have a critical, though not a 

deterministic, influence on environmental policy processes within firms” and that organisations are more 

likely to adopt those voluntary environmental policies that “require fewer changes” in their existing “internal 

organisations”. He also points out that many social phenomena … cannot be adequately understood by 

employing one theory; rather this requires employing multiple theories and a common framework to link 

them”. He also calls for the need to focus on the key role that leaders play in shaping organisations. In 

addition, Prakash (2000) talks about the notion of ‘unpacking the firm’, which refers to understanding the 

internal dynamics of firms.  He criticises the neoclassical theory for being preoccupied with how markets 

behave, leaving questions about why firms arise and how they operate, unexplored (“black box”) (P 

Before reviewing the literature on the environmental practices of the banking sector, the following section 

provides an overview of the special function that banks fulfil in the economy and the main features of their 

key function: lending. It is important to understand this in order to appreciate and criticise what banks do, 

can do and should do in the area of CSR and environmental management, specifically. 

2.4 Banks and the financial system 

Banks are financial institutions (FIs) that play an important role in the financial system. The financial system 

provides a platform for the transfer of funds between entities with surplus and entities with deficit (Valentine 



  21 

 

et al. 2003, Jeucken 2001). Funds can be transferred in two ways in the financial system: directly between 

entities, known as ‘direct financing’ or by engaging the services of financial institutions (FIs) (also known as 

financial intermediaries) known as ‘intermediation’ (Valentine et al. 2003). The two ways that funds are 

transferred in the financial system is illustrated in Figure 2.1.  

 

Figure 2.2 The two ways funds are transferred in the financial system (based on Valentine et al. (2003), 

Jeucken (2001) and Valdez (2003)) 

The top diagram in Figure 2.1 shows that direct financing takes place in the financial market through the 

exchange of shares and bonds, etc.. Intermediation is shown on the bottom, where funds are transferred from 

surplus units to deficit units and the financial markets via various FIs (represented by the dashed lines) that 

include banks, credit unions, building societies, etc.. An important feature of intermediation is that it creates 

cash-flow to the financial market (represented by the solid line in the bottom diagram), in addition to the 

cash-flow to deficit units (Jeucken 2001; Valentine et al. 2003). Although the various forms of direct 

financing, such as the shares and securities markets receive much attention in the media, intermediation is 

the primary way that funds are transferred between companies in the financial system (Mishkin and Eakins 

1998). The provision of financial intermediary services to the population has been described as the core duty 

of banks to society, which has implications to banks’ approach to CSR and environmental management 

(Cowton 2010; Decker 2004; Prior 2009).  

Various types of banks operate in the financial system, but the majority of banks are known as ‘commercial 

banks’. Commercial banks are depository institutions, which means that they accumulate funds (deposits) 
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from clients and distribute them to the community in need of funds through loans (Jeucken 2001; Mishkin 

and Eakins 1998; Valentine et al. 2003). In contrast, non-depository institutions rely on customer fees or 

securities (such as shares) to raise funds (Jeucken 2001; Mishkin and Eakins 1998; Valentine et al. 2003). In 

Europe, which was where one of the banks that were studied operated, depository institutions also include 

co-operative banks and savings banks in addition to commercial banks, and non-depository institutions 

include multilateral banks (Jeucken 2001). In Australia, which is where the other bank that was studied 

operated, non-depository institutions include so-called merchant banks (money-market corporations) 

(Reserve Bank of Australia 2008).  

Commercial banks are FIs that engage “…in the classic banking business” (Valdez 2003 p61). Their 

responsibilities include “trust, customer knowledge, prudent management of funds, proximity and 

accessibility” (Decker 2004 p.716). Commercial banks are owned by stockholders and extend the majority of 

their assets in the form of commercial loans or credit (Greenbaum and Thakor 2007; Ganzi et al. 1998; 

Valdez 2003). Traditionally, commercial banks divide their operations between retail and business (or 

wholesale) banking. Business banking refers to large-scale lending, involvement in foreign exchange, trade 

finance, and money markets (Valdez 2003). Retail banking refers to the services offered to private 

individuals and small companies, such as managing deposit and savings accounts, small scale lending for car 

loans, mortgages, etc.. (Valdez 2003). It is not uncommon today for commercial banks to offer investment 

and insurance services in addition to their traditional range of services (Downes and Goodman 1991; Jeucken 

2001; Valdez 2003). Commercial banks that offer such a range of services are known as ‘universal banks’ 

(Jeucken 2001; Valdez 2003; Valentine et al.2001). The extent to which commercial banks can perform 

these additional functions depends on domestic regulations and most banks in Europe and the four major 

banks in Australia exercise this form of banking (Jeucken 2001; Valentine et al.2001). 

Commercial banks are not only the most common form of FIs in the world but they are also the most 

influential players in the economies of developed countries (Jeucken 2001; Valdez 2003; Valentine et al. 

2003). This is true for the domestic economies of the two countries where the case-studies were located; 

Australia and Hungary. In Australia, banks held a total of 2,469 billion AUD in assets in 2008, which was 

more than the assets held by all other FIs combined (Reserve Bank of Australia 2008). Similarly in Hungary, 

banks held a 91% share in the Hungarian market in 2008 (OECD 2011). The significant influence of 

commercial banks is the reason why they are heavily regulated by both national and international laws and 

standards (Ganzi et al. 1998). According to Valdez (2003), the need to control commercial bank activities 

stems from their power to create money through lending, which has important implications to a country’s 

economy (as money creation can cause overspending, which in turn can result in inflation). National laws 

and regulations are often devised and controlled by central or reserve banks, or a domestic independent 

regulatory body (Ganzi et al. 1998; Richardson 2002; Valdez 2003). International standards that apply to 
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banks are drawn up by international organization for banks, such as the Bank of International Settlements 

(Ganzi et al. 1998). Laws, regulations and standards therefore control various aspects of bank activities, 

including project lending and had some important implications to the way that project lending was exercised 

in the banks that were studied. 

Some notable regional differences exist among commercial banks that result from government regulations. 

Greenbaum and Thakor (2007) describe how the US has a large number of small banks as a result of banking 

regulations that prohibited banks from opening branches interstate, which is an unusual feature of the 

American system. Many of the largest European banks were government owned, as opposed to privately 

owned as in the US or Japan, and universal banking is more common in Germany and parts of Europe than in 

the US (Greenbaum and Thakor 2007; Jeucken 2001).  

It is also important to point out that commercial banks interact with multilateral development banks (MDBs) 

in lending (Ganzi et al. 1998; Schmidheiny and Zorraquín 1996). MDBs manage public and private-sector 

funds for aid and development and make their funds available to local markets via domestic banks. MDBs 

include the World Bank and all members of the World Bank Group, such as the International Finance 

Corporation (IFC), which handles private sector funding only, the European Bank for Reconstruction and 

Development (EBRD) operating in Europe, the Asian Development Bank operating in Asia, the Pacific and 

states of the former Soviet Union, the African Development Bank, operating on the African continent MDBs 

have also been described as powerful players in the financial system and this makes them more exposed to 

public pressure than most commercial banks (Schmidheiny and Zorraquín 1996). Consequently, MDBs have 

been at the forefront of environmental management. The World Bank was the first FI to address 

environmental issues in its operations (World Bank Group 2004). Through the business they generate to 

commercial banks, MDBs have also played a key role in pressuring them to implement environmental 

management practices.  

2.5 Bank lending  

Lending represents one of the primary functions of commercial banks (Jeucken 2001; Valdez 2003). 

Commercial bank lending takes place on various scales, from small-scale personal-, home- and car-loans that 

banks provide to the general public, to large-scale loans that finance the construction of major infrastructure 

projects, housing estates, etc.. that banks provide to corporations. Thus loans are also differentiated on the 

basis of the nature of the borrower. For example, banks distinguish ‘consumer loans’ provided to individuals, 

and ‘corporate loans’ which are provided to companies (Greenbaum and Thakor 2007). Loans of varying 

scales and loans to different types of customers are often administered by different areas within banks. 

Small-scale loans to individual consumers are handled by the ‘retail’ or ‘residential banking’ areas, while 
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large-scale loans are provided by the ‘business banking’ ‘wholesale banking’ areas (Valdez 2003; Jeucken 

2001).  

Projects that could potentially have an impact on the environment tend to be large-scale, require extensive 

capital to materialise and undertaken by companies, rather than private individuals. Project finance has been 

identified as the method that banks most often use to finance projects (Esty 2004). It is also the main way in 

which the construction and upgrade of “large, complex and expensive installations” such as “power plants, 

chemical processing plants, mines, transportation infrastructure, environment and telecommunications 

infrastructure” take place (The Basel Committee 2005 p.49). Project financing has some specific features. It 

is a cash-flow based financing, where the future cash-flow of the project serves as the primary source of 

repaying the loan (Basel Committee on Banking Supervision 2005; Gatti 2008; Romih 2008; Esty 2004). 

The borrower is identified as a ‘special purpose vehicle’ (SPV), which is usually a company that is created 

for the sole purpose of undertaking the project and that the physical assets of the project are the primary 

security (collateral) for the loan (Gatti 2008; Romih 2008; Esty 2004).  

Project finance is also important in the discussion of banks’ indirect impact on the environment through 

lending. Project financing the most common way that banks finance projects and has also been the financing 

mechanism used to fund the Eurotunnel and the bridge over the Bhosphorus, that were flaggedas having the 

potential for major environmental and social impacts (Case 1999; Wright and Rwabizambuga 2006; Ganzi et 

al. 1998). The Equator Principles also only applied to project finance transactions until recently for this 

reason. Project finance is defined in the preamble of the Equator Principles (2006) according to the definition 

used by the Basel Committee on Banking Supervision (2005), mentioned earlier. Project finance has also 

been identified as one of the ways in which banks “can significantly affect non-financial behaviour and 

performance of the borrower” (Scholtens 2006 p.26). However, project financing is not the only way that 

banks provide loans for projects. As Romih (2008 p172) points out, it is a “…common misconception that 

project finance means the same as financing projects”. Project financing represents just one way banks tend 

to lend for developments that are large-scale and complex (Case 1999; Valdez 2003). 

Although lending and project finance are a fundamental activity of banks, the literature on the financial 

system, FIs and bank management offered surprisingly limited insight into the day-to-day, operative 

processes banks employed. The vast majority of this literature described the fundamentals of bank operations 

and services, such as how FIs operate in the financial system, what mathematical and financial models used 

in calculations and the theories that underlie financing. The actual practice of project finance has been 

identified as a particularly understudied and underreported area (Esty 2004; Gatti 2008; Romih 2008). 

It should be noted that more recently, and unfortunately only after data was collected for this study, Gatti 

(2008) published a comprehensive volume on project financing (titled ‘Project Finance in Theory and 
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Practice: Designing, Structuring and Financing Private and Public Projects’) that provides much insight 

into the main features, history and rationale of project financing. The information he provides would have 

been particularly useful to know for the Researcher ‘going into the banks’. However, Gatti (2008) still does 

not describe what project financing looks like in the banks. He does however give recommendations on how 

to engage in project financing which could have been useful starting points for discussion with banks staff.  

Interestingly, the literature of bank and the environment, which is dealt with in detail in the next section 

provided more information in this area. What could be discerned from the two bodies of literature was that 

before banks decide to lend money they scrutinize the proposed project to determine whether the proposed 

loan is justified and investigate the borrower will be able to carry out the project and repay the loan in due 

time. Scholtens (2006) describes this collection and processing of both financial and non-financial 

information about prospective clients and projects as ‘screening’. He also identifies ‘monitoring’ as a key 

step in financing which involves “checking on the project and the firm once the loan is granted” (Scholtens 

2006 p.21). Finally, enforcement is “the way in which the financiers deal with the borrower when he or she 

breaches the contract terms or in case of default” determined by the “legal system” (Scholtens 2006 p.21). 

Banks usually secure their loans by claiming assets from the borrower in case the loan is not paid back, 

which is called collateral or security (Ganzi et al. 1998; Case 1999). Common assets are the land where the 

project will be built, buildings, equipment on the site (Ganzi et al. 1998; Case 1999). Often a specific 

department within the bank is responsible for project lending (Case 1999). The banks’ internal policies 

govern lending decisions but the actual decision to finance a project is made by bank employees (Ganzi et al. 

1998; Coulson 2001). There is a strong system of hierarchy in banks and employees at different levels of the 

hierarchy make project lending decisions which, yet again, are determined by the banks’ internal policies 

(Ganzi et al. 1998; Coulson 2001).  

It should be noted that a number of different terms are used in the literature on bank lending and the 

environment to refer to the large-scale lending of banks. This made the interpretation and comparison of the 

results of these studies difficult. The terms different authors used and their scope, as determined by the 

contents of these publications are presented in Table 2.1.  
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Table 2.3 Terms used to refer to the project lending process in the literature on bank lending and 

the environment  

Term used  Definition/explanation Cases examined/discussed Author(s) 

Literature on bank lending and the environment 

bank lending  The process by which 

bankers make lending 

decisions 

Study conducted on practices of 

banks in the United Kingdom 

Thompson and Cowton 

(2000; 2004) and  

As above Reviewed studies conducted 

globally, reported practices of 

Lloyds TSB Group Plc (UK) in 

detail 

Coulson and Monks 

(1999) 

“…financing large 

development projects” 

(p.23) 

Banks globally that have signed 

the Equator Principles 

Green (2005) 

credit risk 

assessment  

Identified as the “term 

traditionally used by 

bank representatives 

when referring to the 

lending process” (p.3) 

Reviewed studies conducted 

globally, reported practices of 

Lloyds TSB Group Plc (UK) in 

detail 

Coulson and Monks 

(1999) 

credit risk 

management/credit 

management  

Defined as the process 

by which bankers 

“identify and manage 

the risk of a borrower” 

(p.41) 

A study of European 

commercial banks practices 

Weber and Fenchel et 

al. (2008); Weber 

(2010) 

project finance A type of lending 

“whereby lenders are 

reimbursed only from 

the revenue generated 

by the project”, also 

known as non-recourse 

or limited recourse 

finance (p. 1061) 

Banks globally that have signed 

the Equator Principles  

Hadfield-Hill (2007) 

 

What can be discerned from the above table is that authors used different terms to refer to what appears to be 

a single process, i.e.. project lending. Several authors used the generic term ‘bank lending’ which they 

loosely defined (such as Thompson and Cowton (2000; 2004), Coulson and Monks (1999) and Green 

(2005)), while others provided a more specific definition related to risk management activities in lending 

(such as Weber (2010) and Weber et al. (2008)) or project finance (see, Hadfield-Hill (2007)). Examination 

of the scope of the studies, such as the cases examined, revealed that it is possible that different terms are 

used in different regions. For instance, authors that discuss practices of UK banks use the term ‘bank 

lending’, while authors that discuss practices in Europe prefer ‘credit risk management’. However, this is not 

entirely true. In the literature on financial systems and bank management, ‘bank lending’, ‘corporate lending’ 

and ‘commercial lending’ are all used as umbrella terms that encompass different ways that banks provide 

loans to companies and that finance projects (Valdez 2003; Hogan et al. 2003).  Coulson and Monks (1999) 

provide one of the clues, when they state that in their study, bankers referred to bank lending as ‘credit risk 

assessment’ because the assessment of financial risk is a crucial input to lending decisions. Weber et al. 

Comment [s8]: New table as per 

examiner’s suggestion 



  27 

 

(2008) define credit risk management as a series of activities that lenders use to identify, evaluate and control 

the risks involved in lending both pre- and post-decision. This means that bank lending and credit risk 

assessment/management essentially refer to the same process, however, the former is the preferred term used 

in the literature, while bankers use the terms credit risk assessment or management as it is more intrinsically 

linked to internal processes.  

2.6 Overview of CSR practices in the bank sector 

In recent years, several studies explored the CSR practices of banks, providing insight into what banks 

regard as CSR, the extent to which banks engage in it. Studies have revealed that generally, CSR is regarded 

by banks as meeting stakeholder expectations beyond the fulfilment of banks’ duty to society (Cowton 2010; 

Decker 2004; and Prior and Agandoña 2009). This stems from the notion that banks’ duty to society is to 

provide financial services to the community. Microfinance has been identified as a key CSR activity for 

commercial banks. Prior and Agandoña (2009) argue that commercial banks are in a unique position to 

provide microfinancing because they have diversified activities and are accessible to the wider public. The 

authors point out that microfinance is not always profitable for banks; as it is labour-intensive to set-up and 

run and considered risky, with dubious success (Prior and Agandoña 2009 p.253). Thus the pursuit of 

microfinance may be considered as evidence of a bank’s social obligation; an exercise of its moral 

responsibility.  

A study by Vignano and Nicolai (2006) found that 16 out of 17 European banks regarded compliance with 

regulations as CSR. The authors point out that this interpretation contradicts the “core notion of CSR” 

(Vignano and Nicolai 2006 p.12). However the authors found no difference in the implementation of CSR 

measures between banks that considered CSR activities as ‘beyond compliance’ practices and those that 

considered them as ‘compliance with regulation’ (Vignano and Nicolai 2006 p.13). The authors came to the 

conclusion that banks are likely perceive CSR “as a path to ensure achievement of compliance and to go 

beyond” (Vignano and Nicolai 2006 p.12).  

Vigano and Nicolai (2006 p. 6) also found that the preferred term used by European banks was “Corporate 

Social Responsibility”, followed by “Corporate Responsibility” and “Corporate Sustainability” (Vignano and 

Nicolai 2006 pp. 10-11). The banks surveyed applied a variety of CSR practices. Most banks published some 

type of CSR report, which the authors regarded as “partial confirmation” that the sector has reached CSR 

“maturity” (Vignano and Nicolai 2006 p.24). The most common CSR instruments banks used were 

company-specific codes, followed by the adoption of international voluntary initiatives. Interestingly, the 

authors found no correlation between size of commercial banks and the number of CSR instruments adopted.  
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The European banks surveyed were also keenly aware of their impact on the environment and society 

through their activities. The majority of them rated “indirect responsibility via customers” as the most 

important social and environmental issue they have to deal with and were particularly “aware of the indirect 

role they play via their lending” (Vignano and Nicolai 2006 p. 14).   

Scholtens (2006) explored the linkages between financial and sustainable development. He argued that the 

“credit channel” and the influence of shareholders, represent potentially “powerful mechanisms” to drive the 

realisation of sustainable projects (Scholtens 2006 p. 19). Scholtens (2006) identified the screening and 

monitoring activities of bank as ways that company environmental practices and the sustainability can be 

influenced. He described three linkages between finance and CSR: the environmental Kuznets curve (EKC), 

socially responsible investment (SRI) and stakeholder activism (Scholtens 2006 p. 22). The EKC describes 

how “environmental quality changes in the course of economic development”. It has an inverted U- shape 

because it has been shown that in the “initial stages of economic development”, environmental quality 

deteriorates, only to improve later in time (Scholtens 2006 p.22). Socially responsible investment refers to 

the consideration of non-financial performance indicators in investment decisions. Scholtens (2006) argues 

that the impact of SRI has been exaggerated because the majority of firms in the world’s biggest economies 

(with the notable exception of the US) receive financing from banks, and not through bonds or stocks.  The 

third link between economic and sustainable development is stakeholder activism, which refers to the ability 

of “ethical investors” to influence the direction of a firm. In this regard, Scholtens (2006) points out that no 

conclusive evidence has been found on the ability of stakeholders to affect firm behaviour.   

Scholtens (2006 p.26) then discusses three other linkages between finance and CSR: bank lending, private 

equity and project finance and uses three examples to demonstrate the “that intermediaries can significantly 

affect non-financial behaviour and performance of the borrower”. These examples include project finance, 

where the author refers to the Equator Principles, entrepreneurial finance (start-up funds and green venture 

capitals), community investing (from the broad realm of microfinance). 

In a later study, Scholtens (2009) aimed to come up with a transparent framework to assess the CSR 

practices of banks. He noted that current assessments are primarily carried out by rating agencies, yielding 

costly data through a non-transparent process. He drew on Jeucken’s (2001) benchmark study of European 

banks but criticized it for using foggy methodology and focusing too heavily on the environment and not 

enough on the social aspects of CSR practices. Scholtens (2009) used a definition of CSR that involves pro-

active, voluntary measures and environmental and social performance indicators only, leaving out economic 

performance indicators, corporate governance and compliance issues. It is at this point where his method 

departed from those used by rating agencies.  
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Scholtens (2009) came up with 29 indicators which he grouped into four categories: (i) social responsibility, 

which included data on signing environmental initiatives, implementation of EMS, (ii) environmental 

management, which included the presence of environmental policies, risk assessment practices and adoption 

of World Bank guidelines for example, (iii) offers of responsible financial products such as microfinance and 

sustainable investment, and (iv) social conduct, which included community sponsorships and ethical codes of 

conduct. Scholtens used Jeucken’s (2001) criteria to select his sample, which meant that only banks with 

minimum balance sheet of €100 billion were considered, the sample size could not exceed 50 banks and no 

more than three banks would be examined from each country. This yielded 32 banks in total, which were 

essentially the same banks that Jeucken (2001) examined in 2000 (the only difference was due to some banks 

having merged or been renamed since 2000).  

Scholtens reported on the individual performance of banks and described some regional and country specific 

trends. He found that the overall CSR performance of banks has increased since 2000 and identified several 

areas where banks showed substantial growth. For example, nearly all banks had published sustainability 

reports by 2005, while only one-third did five years before. Similarly, most banks have environmental 

policies, while less than half did in 2001. Sponsorship of local activities and the range of sustainable finance 

products also rose significantly. Some results relevant to bank lending included the finding that most banks 

have implemented some form of environmental risk analysis into their lending practices by 2005 and that 

banks in North America were more likely to exclude companies on the basis of their activities (i.e.. 

companies in the gambling, alcohol, tobacco industry, as well as forestry companies without Forest 

Stewardship Council certification were not financed).  Scholtens (2009) also found a positive correlation 

between CSR performance and financial performance and CSR performance bank size, as indicated by 

balance-sheet total and number of employees. This contradicts the results of Vigano and Nicolai (2006). 

Weber et al. (2012) completed a comprehensive comparative analysis of the CSR performance of the 

financial sector and companies in other sectors. They defined CSR as “corporate self-regulation in order to 

manage sustainability risks and opportunities”. A total of 1822 companies were analysed from around the 

world, in the 2008-2009 financial year. Of the 1822 companies, 400 represented the financial sector of which   

32.9% were banks, the rest were other FIs including insurance companies real estate financiers. The study 

involved the review of company reports, Reuters and Factive databases, media, NGO publications and by 

contacting the companies. Data was analysed by the Swiss company Inrate, which is an independent 

corporate sustainability assessment firm. CSR performance was determined by looking at 160 indicators, 

divided into six categories: reporting (4), business ethics and product responsibility (27), labour issues (41), 

environment (53), community issues (21), and corporate governance (14). The indicators either measured the 

CSR performance of companies or the incidence of controversies regarding performance as mentioned in the 
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media and by NGOs. The authors also examined environmental indicators related to the environmental 

examination of loans and seeking out and engaging in environmental opportunities.  

The study by Weber et al (2012) revealed that the overall CSR performance of the financial sector is lower 

than that of other sectors. In particular, the authors identified weaknesses in reporting, business ethics, 

product responsibility and labour issues, while strengths were observed in the area of community relations. 

The authors attributed the overall weak performance of the financial sector to the fact that it has less direct 

impact on the environment then sectors such as energy or manufacturing. They attributed the relative 

strength of the financial sector in community relations to the higher exposure of financial institutions to 

reputational risks. The authors deemed the environmental performance of the financial sector ‘medium’ in 

comparison to other sectors, which they regarded as exceeding expectations considering that financial 

institutions belong to the service industry. They speculated that this better than expected outcome was due to 

the presence of lender liability legislation and a history of environmental management in financial 

institutions.  

Weber et al. (2012) also identified regional differences in the CSR performance. Companies in Europe and 

the Asia-Pacific region performed better in the environment and reporting categories then companies in 

North America. However, companies in Asia-Pacific region fell behind the other regions in terms of 

corporate governance, while European companies outperformed the other regions in the area of community 

relations. Regional analysis of CSR performance in just the financial sector was not carried out. Finally, the 

authors suggest further research into what determines/affects CSR performance, particularly the extent to 

which stakeholders and financial benefits have an impact. They recommend research into the relationship 

between credit risk and reputational risk, given that reputational risks arise with project finance and lending, 

and investment activities. The authors also call for studies on how CSR practices in the financial sector 

impacts sustainable development, starting with an examination of how various products and services affect 

sustainability.  

These studies indicate that banks have been engaged in CSR and continue to improve and expand their CSR 

activities. However, banks are not the forerunners in terms of CSR practice which is likely due to their 

comparatively small direct impact on the environment. The studies also indicate that banks engage in CSR 

related to their lending activities and that there are certain CSR practices which they have implemented more 

readily. Those practices that are related to bank lending practices are discussed in the following sections. 

2.7 Key voluntary environmental initiatives relevant to lending 

The first voluntary bank sector-specific environmental initiative was the UNEP FI Statement, launched in the 

lead-up to the Rio Summit in 1991 (UNEP FI 2011). It represents the combined efforts and vision of the 
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United Nations Environmental Program (UNEP) and a handful of major commercial banks that included 

Deutsche Bank, HSBC Holdings, Natwest, Royal Bank of Canada, and Westpac (UNEP FI 2011). Together 

they formulated a statement which recognised that the commercial banks played a role in sustainable 

development through their “interaction with other economic sectors and consumers and through [their] own 

financing, investment and trading activities” (UNEP FI 2011). The UNEP FI Statement represents the first 

time commercial banks publicly acknowledged that they are responsible for, to some extent, the current state 

of the environment and committed to addressing the environmental implications of all aspects of their 

activities, including lending (UNEP FI 2011). Over the last 20 years the statement has since been redrafted a 

number of times and it is now known as the UNEP Statement of Commitment by Financial Institutions on 

Sustainable Development, or UNEP FI Statement in short. As its current name indicates, it was extended to 

include a wide range of financial institutions in addition to banks, such as insurance companies, investment 

companies and asset managers. Twenty years on, almost 200 financial institutions have signed the UNEP FI 

Statement worldwide and more than 60% of its members are banks (UNEP 2011). These figures indicate that 

the banking sector has taken the sustainability agenda on board, at least at level of recognising their role and 

committing to change their practices.   

The 1992 Earth Summit was also the birthplace of the World Business Council for Sustainable Development 

(WBCSD). The WBCSD is a private sector initiative comprised of CEOs of the largest companies of the 

world. It was founded by Swiss philanthropist and entrepreneur Stephan Schmidheiny (WBCSD 2013), who 

published a book with Frederico Zorraquín in 1996, titled Financing Change. This book describes the impact 

that key players in the financial system such as banks, insurance companies and investors have on the 

environment and spelled out their responsibilities in moving toward a sustainable economy (Schmidheiny 

and Zorraquín). Consequently Schmidheiny has been credited as one of the first businessman who suggested 

tangible ways for banks to transition to sustainable economy (WBCSD, 2013; Jeucken, 2001). 

The UNEP FI Statement represents the first global voluntary environmental initiative that applied to banks 

specifically, but it is not the only one. In 2003, a group of banks launched another and, some would say, even 

more ambitious scheme to integrate sustainability into a core bank practice. This initiative is known as the 

Equator Principles and its aim is to ensure that only projects that “…are developed in a manner that is 

socially responsible and reflect sound environmental management practices” are financed (Equator 

Principles, 2006). The Equator Principles does this by prescribing its members (known as EP FIs) to screen 

all projects with a capital cost of US $10 million proposed for financing based on the International Finance 

Corporation’s (IFC) social and environmental screening criteria and then examine impact assessment studies 

and management plans for projects where the screening indicated that impacts were likely and adverse to 

ensure that significant adverse impacts have been addressed adequately (Equator Principles 2006). The 

Equator Principles also calls on its FIs to demand that their clients comply with host country environmental 
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regulations and provide evidence of compliance by incorporating these conditions into loan covenants 

(Equator Principles 2006). These are very specific procedural demands on EP FIs and their clients that are 

not present in the UNEP FI Statement.  

One key feature of the Equator Principles is that it applies to project finance transactions only because 

project financing is the primary means of financing large-scale, complex projects. Recently, the Equator 

Principles have been under review to extend its scope to include other modes of financing (Nicholls 2012). 

EP FIs are required to screen all projects that are above the US $10 million capital cost threshold, 

irrespective of the sector they represent. This is a key deviation from other environmental management 

practices used in banks, where specific features of the projects, such as the industry or sector that a project 

represented or the prospect of contamination on the proposed site of the project are the primary criteria for 

triggering the examination of environmental issues (see for example Atkins and Pedersen (2001), Barannik 

(2001) and Coulson, (2001)). It is also important to note that initially the capital cost threshold was US $50 

million, which was reduced to US $10 million in 2006. This was a radical move, as it meant that the Equator 

Principles now applied to a major proportion of project finance portfolios of its members. Yet lowering the 

threshold did not deter banks from adopting this initiative as the number of EP FIs has increased to more 

than 70 signatories (Equator Principles 2006).  

However, signing up to voluntary initiatives is not necessarily seen as a sincere commitment to sustainability 

by observers. Signatories of environmental initiatives have been repeatedly accused in the media for only 

going as far as being seen as ‘green’. Westpac, one of the banks that participated in drafting the UNEP FI 

Statement and one of the two major commercial banks in Australia that have signed the Equator Principles 

has been the subject of cynical media comments. The Sydney Morning Herald (2 February, 2011 p.2) touted 

that “Westpac’s green credentials wilt” because it had slipped three places on the 2011 Global 100 List of 

Most Sustainable Companies in the World. The article also pointed out that well-known “power station 

financier” ANZ, the other major Australian institution that has adopted the Equator Principles, did not even 

make into the top 100, despite installing “wind turbines and a rainwater tank in its new corporate 

headquarters” (The Sydney Morning Herald, 2 February, 2011 p.2).  

Some non-governmental organisations (NGOs) have specialised in monitoring the environmental and social 

responsibility of banks. Two NGOs that have been targeted bank lending practices are BankTrack and the 

CEE Bankwatch. BankTrack scrutinizes private financial institutions worldwide, while CEE Bankwatch 

monitors the activities of funding agencies operating in Central and Eastern European specifically targeting 

European financial agencies, such as the European Bank for Reconstruction and Development (EBRD) and 

the European Investment Bank (EIB) (CEE Bankwatch Network 2012; BankTrack 2012). BankTrack has 

criticised the Equator Principles for its lack of transparency in terms of banks apply them and a lack of 
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accountability for violation (Scholtens 2006 p.28). BankTrack has published its response, the Collevecchio 

Declaration on Financial Institutions and Sustainability in 2003, which has won the support of numerous 

NGOs. BankTrack and the CEE Bankwatch operate through a wide network of civil organisations that 

includes well-established environmentalist groups such as Friends of the Earth and the World Wildlife Fund. 

The main goal of these NGO is to ‘name and shame’ banks that finance projects known or expected to cause 

harm to the environment and society or be opposed heavily by local communities. The NGOs not only keep a 

close watch over the lending and investment activities of financial institutions but they also supply the media 

with details about the damage caused by projects financed by banks, particularly those that pose as diligent 

signatories of environmental initiatives.  

However, it seems that cynical comments in the media and the close scrutiny of NGOs have some 

foundation. Studies that have examined the practices and performance of banks that have signed 

environmental initiatives and those that did not reveal that signatories do not give environmental issues more 

leverage in their lending decisions then non-signatories (Cowton 2000; Weber 2005; Thompson, 2004). A 

study of banks operating in the UK revealed that some signatories of the UNEP FI Statement have even 

failed to implement formal measures to consider the environment in their lending practices, thereby not 

living up to the basic expectations of the initiative (Cowton, 2000). Scholtens and Dam (2007) found that 

larger banks are more likely to adopt the Equator Principles which they attribute to their keenness to guard 

their reputation, in light of their higher exposure to reputational risk (Scholtens and Dam 2007). However, 

Scholtens and Dam (2007 p.1320) also found that adoption was merely a “formality” as banks already had 

these principles in place. Other shortcoming associated with the Equator Principles included a lack of faith 

by shareholders in its implementation and its contribution to better business performance (Scholtens and 

Dam 2007). Interestingly Scholtens and Dam (2007) also claimed that project finance represented a small 

proportion of the banks’ entire portfolio, thus the impact of the Equator Principles will be negligible. The 

results of these studies raise serious doubts about whether voluntary environmental initiatives are effective in 

changing actual bank practices. And, at the same time, they also question whether banks’ motives to sign-up 

to voluntary schemes are genuine. 

Despite the criticisms and shortcomings, the bank sector keeps working on improving its environmental 

initiatives by forming partnerships with environmental NGOs, for example. EP FIs have partnered with the 

World Wildlife Fund and the Business and Biodiversity Offset Program to help banks address the risks 

associated with biodiversity and ecosystem services (The Equator Principles Association 2011). The UNEP 

FI partnered with NGOs Fauna and Flora International and the Dutch Association of Investors for 

Sustainable Development and a Dutch and a Brazilian business school to formulate the Natural Value 

Initiative (NVI) (UNEP FI 2012). The NVI’s mission is to build the business case for protecting biodiversity 

and ecosystem services (UNEP FI 2012).  
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2.8 Environmental and CSR disclosure by banks 

The publication of Company Environmental Reports (CER), Corporate Social Responsibility Reports (CSR) 

or Sustainability Reports is one way that companies inform stakeholders about their environmental activities 

that has become increasingly common even though in most countries, it is a voluntary practice. A study by 

Vigano and Nicolai (2006 p. 6) found that most European banks produced some type of ‘non-financial 

report’, such as a CSR report or Sustainability report. They regard this phenomenon as “partial confirmation” 

that the sector has reached CSR “maturity” (Vignano and Nicolai 2006 p.24).  

The various types of CSR and environmental reports published by banks have been widely studied. These 

publications are readily accessible through company websites but they have also been widely criticised for 

the extremely diverse range of information they include the poor quality of data reported which presents 

problems in interpreting data, making comparison between the environmental performance and reports of 

institutions difficult (Tarna 2001; Jeucken 2001). In part this is due to the predominantly voluntary nature of 

environmental disclosure not only among banks but in the business world in general
3
 (Jeucken 2001). 

Cultural differences and public perceptions also influence the contents of the reports since the main purpose 

of banks issuing environmental reports is to provide stakeholders with information, justify changes or 

developments in policies, and in the meantime, maintain good public relations (Jeucken 2001). Another 

major problem was that the reports did not provide adequate information on the environmental implications 

of banking products and services (Tarna 2001).  Meanwhile it is precisely these effects that stakeholders are 

becoming increasingly concerned about (GRI 2005). In response to these problems, the Global Reporting 

Initiative released the Financial Services Sector Supplement in March 2005. Based on information on what 

information stakeholders regard essential, the guidelines assist organizations in developing sound 

environmental reporting practices (GRI 2005).  

More recent studies on the CSR disclosure practices of banks revealed that the reports mainly provide 

information about banks’ corporate governance, community involvement and human resources activities, 

while information about environmental issues was scarce and that there appear to be differences in disclosure 

practices of banks operating in different countries (Douglas et al. 2004; Zeghal and Ahmed 1990; Abu-Baker 

and Naser 2000 in Branco and Rodrigues 2006). Disclosure of CSR and environmental information on 

company websites has also become widespread. Evidence suggests that companies tend to report different 

information on their web-sites and in their annual reports. For example, companies have been found to 

include more positive environmental information on their web-sites then in their published reports (Patten 

and Crampton 2004 in Branco and Rodrigues 2006). Bronco and Rodrigues (2006 p.236) conclude that 

banks disclose information about their CSR activities to “legitimise their behaviours to their stakeholder 

                                                      
3
 Although in the Netherlands and Denmark companies must issue environmental reports (Jeucken 2001).  
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groups”. Legitimacy theory implies that those companies that are more publicly visible would be more likely 

to disclose social responsibility information to stakeholders. Since banks are not considered to be major 

polluters, it is expected that their CSR disclosure would focus more on community involvement, as opposed 

to environmental issues (Bronco and Rodrigues 2006).  

2.9 Environmental risk in lending 

It has been established in the literature that the main reason why banks address the environment in lending is 

because it has the potential to represent risks (Jeucken 2001; Richardson 2002; Thompson and Cowton 2004; 

UNEP FI CEETF 2004). These risks are known as environmental risk. ‘Environmental risk’ is a generic term 

that covers many different types of risks for businesses. ‘Environmental risk’ “historic liability risk, 

operating risk, marketplace risk, capital cost risk, transaction risk and sustainability” (Voorhees Woellner 

1998 p42). However, environmental risk in bank lending refers to very specific issues. Substantial work has 

been published on the type of risks that the environment represents to banks in lending and the nature of 

these risks, since the 1990s. These reveal that environmental risk in lending are the result of the borrowers’ 

activities and for this reason, they have been referred to as counterparty-risk or borrower-risk (Coulson and 

Monks 1999, Jeucken 2001; Weber et al. 2008).   

2.9.1 Direct, indirect and reputational risks 

Several sources have identified the type of environmental risks that banks encounter in lending and some 

examples are presented in Table 2.2.  
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Table 2.4 Examples of environmental risks in lending  

Source Description of environmental risk 

Schmid-Schönbein and 

Braunschweig (2000 p.22)  

“Industrial or housing real estate” used as collateral can be “partially or 

wholly devaluated as a result of ground contamination” 

Borrower engaging in “environmentally damaging production processes” 

and “the costs of the ...cleaning for facilities and production processes 

places pressure on the profitability and cash flow of the client and 

endangers the payment of interest and principal” 

Products can have “negative environmental impacts through end users” 

“Depending on the role and actions of the financing bank, a reputational 

risk exists where serious environmental damages have occurred as a result 

of the financed plant or company” 

UNEP FI Australasian 

Advisory Committee on 

Insurance (2003 p.22) 

Bank forecloses on owners of contaminated site used as collateral and 

takes on managerial role of company, where the contamination can be a 

result of the carelessness of the borrower 

Inability of borrower to repay loan if they need to pay for clean-up costs 

(i.e.. impeding the borrower’s financial performance) 

Bank is involved in decisions on how to run the company, e.g. how 

hazardous substances are disposed 

Lender may decide not to foreclose property fearing it may be 

contaminated (losing its security in the process) 

Weber (2008)  Value of a site can decrease significantly if it is polluted and can incur 

costs if it has to be decontaminated  

The borrower may have to invest to upgrade technologies to meet 

regulatory requirements 

Public attitude or new regulations can change the market environment, 

making some ‘environmentally unfriendly’ products undesirable for 

consumers 

The bank’s reputation may be damaged if the bank funds projects that are 

seen as unsustainable, or damaging to the environment 

 

Table 2.2 reveals that banks encounter similar types of environmental risks in lending. For example, 

contamination on the site of the project, the borrower’s ability to pay for clean-up or new technologies, and 

adverse effects on the banks’ reputation are all sources of environmental risk. Thompson (1998a,b) and 

Missimer (1996) proposed that environmental risk in lending can be distinguished as three types of risks 

depending on how the risks arise and how they affect banks: direct, indirect and reputational risks. This 

categorisation has been accepted and used as a common framework in environmental risk management in 

lending.  

Direct risk refers to the direct liability of a bank to pay for the cost of cleaning up a contaminated site that 

was used to secure the loan (i.e.. it is the security or collateral for the loan) when it takes control over it, in 

the event of loan default (Thompson 1998a, 1998b, Thompson and Cowton 2004, and Case 1999, Jeucken 

2001). Direct risk was responsible for the most severe financial losses incurred by banks and gave rise to the 

practice of valuation and environmental due diligence investigations (Case 1999; McCammon 1995; 

Missimer 1998). 
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Indirect risk arises when the borrower is unable to repay the loan as a result of the costs associated with 

managing the environmental impacts of a project (Thompson 1998a, 1998b, Thompson and Cowton 2004, 

Case 1999). Banks are most likely to expose themselves to indirect risks when extra costs arise to solve 

environmental problems or liabilities, such as changes required in the project design to avoid environmental 

damage (Case 1999; Thompson 1998a,b). A further challenge in dealing with indirect risk is that it is 

difficult to quantify the ability of a client to repay a loan in 10-15 years, which is the typical tenure of project 

finance loans is a major challenge (Ganzi et al. 1998).  

Reputational risk arises when a bank is perceived by the public to take part in the realisation of a project that 

could harm the environment or negatively affect the community (Missimer 1996; Thompson 1998a,b; Case 

1999; Jeucken 2001). Reputational risk is essentially “guilt by association” that banks that finance large-

scale, highly visible projects are the most exposed to (Case 1999 p.148). Reputational risk is all about 

perception of banks’ involvement and project impacts. It is therefore independent of a project’s compliance 

record and the extent the bank is involved in a project and even an advisory role can damage a banks’ 

reputation (Thompson 1998a; Case 1999). However, Case (1999) points out that public perception is 

influenced by other factors such as the bank’s external communications and relationship with the media, and 

if banks have an environmental and ethical policy it can steer public opinion in a positive direction. Yet 

reputational risk remains elusive. It is regarded by bankers as the risk that is most likely to impact on a 

bank’s performance and the most difficult to quantify (Case 1999; FORGE 2000; Thompson 1998a, 1998b; 

Thompson and Cowton 2004).  

2.9.2 History of environmental risk awareness and management 

Regulation has been a key driver in the recognition and management of environmental risk in lending and 

environmental risks posed a major concern in the US at the end of the 1908s. In the US, environmental 

liability was regulated under the Comprehensive Environmental Response, Compensation and Liability Act 

of 1980 (CERCLA also referred to as “Superfund”). The purpose of this regulation was to allocate financial 

responsibility for polluting soil and groundwater systems (Missimer 1996). Under CERCLA the 

responsibility for clean-up was defined a strict, retroactive
4
 and resting with “any financially viable entity 

involved in ownership or operation of the polluted site” (Missimer 1996 p6). Banks were normally not held 

liable for contamination under CERCLA, until the ‘Fleet Factors case’. The court found the lending 

institution liable for cleaning up contamination on a site of the client, based on the potential ability of the 

lender to interfere with the activities of the client, even though the bank did not exercise this power 

(Missimer 1996). As Missimer (1996) notes, the ruling questioned the current understanding of the terms 

‘power’ and ‘influence’ lenders have over their clients’ activities. This caused alarm and confusion amongst 

                                                      
4
 i.e. owned or operated activities on the land at the time of pollution  
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financial professionals and in banks in the US, who reacted by developing guidelines to identify activities 

with an above-average potential to pollute the environment (Case 1999). The guidelines were used to 

categorize business activities in terms of liability risk and borrowers pursuing ‘high risk’ activities, such as 

the chemical industry, were refused loans (Case 1999, Jeucken 2001). As this reaction had the potential to 

create major economic problems CERCLA was amended by the Superfund Amendments and 

Reauthorization Act (SARA) which attempted to clarify the circumstances for lender liability. It included an 

‘Innocent Landowner Defense’ clause, calling for landowners to carry out a ‘due diligence’ investigation on 

the site they wished to acquire, including lands for foreclosure (Missimer 1996). Although what constituted 

and investigation with due diligence was not specified, it was understood to encompass, at a minimum, an 

inquiry into the current state of the land as well as its past uses (Missimer 1996).  

While the Fleet Factors case played a central role in the development of policies addressing environmental 

liability arising as a consequence of project lending among American banks, environmental liability issues 

are only partially responsible for the increased environmental awareness of banks in Europe. Liability 

certainly had a central role for banks in the UK according to Thompson (1998b) but the influence of multi-

lateral development banks (MDBs) such the World Bank (WB) and the European Bank for Reconstruction 

and Development (EBRD) pressuring commercial banks to adopt their guidelines on environmental 

assessment of projects was also an important driver (Barta and Eri 2001; Wagner in UNEP and IISD 2004). 

Barta and Eri (2001) have stressed the importance of the pressure from the EBRD and EU accession as a key 

driver in the recognition of the risks that the environment can represent to banks in Hungary in the late 

1990s.  

2.9.3 How banks manage environmental risks  

There is general agreement in the literature that most banks in developed countries conduct some form of 

assessment of the risks posed by the environment (Weber 2005; Jeucken 2001). Risk assessment in banks is 

quite a formalized process. It involves recognizing the issues that represent risks, assessing the impact they 

may have on the bank and the client and, most importantly, measuring the likelihood of any of these 

potential risks actually occurring (Coulson and Monks 1999). Weber et al. (2008) provided a model for 

credit risk assessment that distinguishes phases based on the purpose, or function of each phase. For 

example, the purpose of the rating phase is to calculate the probability of default, the purpose of the costing 

phase is to calculate the loss the bank may incur if the loan defaults, the purpose of the pricing phase is to 

integrate costs associated with lending into the loan conditions, etc..  

Weber et al. (2008) used the five-phase credit risk assessment model to pinpoint where environmental risks 

were taken into account in the practices of 50 European banks, mainly from Germany and Poland. The 

authors found that in the majority of banks (85.7%), environmental risks were considered in the rating phase, 
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which corresponds to the first step of credit risk management but there was a marked decline in the number 

of banks that incorporated environmental risks into the next phase, costing (Weber et al. 2008). Less than 

24% reported calculating environmental risk into the credit risk assessment phase, while environmental risk 

influenced the pricing of the loans in almost half of the banks that were surveyed (Weber et al. 2008). Banks 

were more active in monitoring environmental risks in the life-time of the loan and took them into account in 

the work out phase (Weber et al. 2008).  

The review of the literature of the environmental management practices of banks revealed that there are a 

number of different tools, techniques and practices that banks employ to manage the environmental risks. 

Barannik (2001) identified environmental audit and environmental (due diligence) assessment as key 

environmental risk management tools as the most suitable environmental risk management tools used by 

banks in the United State. He also identified environmental insurance as an important retroactive risk 

management tool that is particularly important for large-scale projects realized in developing countries that 

face higher than normal risk (Barannik 2001).  

Some insight into the type of environmental risk management practices used by select European banks has 

been provided by Tarna (2001). She found that the majority of banks used environmental checklists or some 

form of risk rating in their lending practices (Tarna 2001). In project financing practices, the banks tended to 

use environmental impact assessments, while environmental due diligence and insurance cover were also 

used, but were less common (Tarna 2001).  

Another tool developed specifically to assist banks with managing environmental risks is through the 

introduction of an environmental risk management handbook. Such handbooks have been used in the EBRD, 

and commercial banks in Hungary and Denmark in 1990s. According to Atkins and Pedersen (2001 p295), 

the rationale for preparing such a handbook was that bankers cannot be expected to be “environmental 

experts” and would therefore need assistance in how to integrate environmental issues into their standard 

credit risk assessment procedures. The handbook included a checklist-style questionnaire that asked about 

key environmental issues associated with a prospective loan, such as what the environmental management 

practices of the borrower were, whether there was known or potential soil and groundwater pollution on the 

site of the proposed project, etc.. (Atkins and Pedersen 2001 pp.296-297). Each of these aspects would have 

to be assessed and scored resulting in an overall indication of the company’s “environmental profile” ranging 

from “critical” to “precarious”, to “acceptable” and “good” (Atkins and Pedersen 2001 p297). If a company 

was at the lower end of the scale, bankers were advised not to provide credit to the company without 

conducting further investigations into the key environmental issues and certainly not without having seen 

environmental or development approvals for projects (Atkins and Pedersen 2001 pp.297-298). Whether these 

handbooks were successful in terms of avoiding environmental risk is not known. What is known is that, for 
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reasons that have only been speculated Environmental Handbooks have not gained the type of widespread 

popularity among banks that was hoped (see for example Case (1999) and Barannik (2001)). 

Coulson and Monks (1999) described the environmental practices of Lloyds TSB. The bank created a special 

department, called Group Environmental Risk whose role was to help credit managers assess environmental 

risks and keeping abreast new developments in environmental risk management. The department drew up an 

‘internal environmental procedures handbook’ which was distributed to all of its branches and supplied 

regular updates and a ’central helpline’ support system for staff. Lloyds TSB also launched a training 

programme to explain employees how and why environmental risks are an important part of credit risk 

assessment for the bank. The training is in an open group-discussion style and supplemented with a video 

and workbook prepared by Group Environmental Risk. The outcome of environmental risk assessment is an 

overview of possible environmental risks, leaving detailed studies up to environmental consultants. The 

authors warn against overreacting to environmental risk and note that no industrial sectors are excluded from 

borrowing on the grounds of potential environmental risk as the bank recognizes that such practice may 

sacrifice valuable business.  

2.9.4 Environmental information sources used in risk management  

Thompson and Cowton (2004) surveyed bankers in the United Kingdom to determine the type of 

environmental information sources that were used to assist in lending decisions for projects where 

environmental risks arose. They found that banker used company annual reports most often, followed by 

information gained through direct contact with company representatives through site visits and personal 

communication with company representatives (Thompson and Cowton 2004). Consultation of documents on 

the borrower’s history with the banks was also rated as important (Thompson and Cowton 2004). Bankers 

regarded narrative data such as directors’ reports, chairman statements, notes to accounts and description of 

product and industry in annual reports as most informative, while quantitative data, such as balance sheets, 

cash-flow and profit-loss statements were not very informative (Thompson and Cowton 2004). On a list of 

potential environmental information sources, EIA was tenth out of 19 possible sources, after external 

verification of environmental audit and corporate environmental reports (Thompson and Cowton 2004). 

However, the authors also discovered that bankers rarely consulted annual reports for environmental 

information and overall they deemed current reporting practices as inadequate in helping them make 

informed decisions on environmental issues (Thompson and Cowton 2004). Independent assessment of 

reports was regarded as important by the majority of respondents, but most bankers believed that it is up to 

accounting regulators and policy-makers to improve reporting practices (Thompson and Cowton 2004). 

Finally, bankers expressed their desire to obtain financial information relating to a company’s obligations to 
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clean-up contamination, their compliance with environmental regulations and contingent liability (Thompson 

and Cowton 2004).  

2.9.5 Challenges and ways to move forward in environmental risk management  

One impediment to the spread of environmental risk management in mainstream banks, such as the one 

describe in Lloyd TBS has been identified as the costs associated with its implementation and practice. 

Wright and Rwabizambuga (2006) claimed that screening and monitoring environmental and social impacts 

incurs considerable costs to banks. Although, Scholtens and Dam (2007) argued that the costs of training and 

retaining CSR staff in banks is comparable to advisory fees paid to external environmental consultants. 

Scholtens and Dam (2007) also pointed out that banks might even gain opportunities to finance projects with 

environmental and social impacts which they would not in the absence of in-house expertise.  

Coulson (2009) adopts a post-structuralist position and proposes that environmental risk governance in 

commercial bank lending should rest on some notion of the precautionary principle. She points out that 

precaution has not been at the heart of literature on environmental risk management in banks, although it is at 

the heart of environmental risk literature. Coulson (2009) describes how environmental risk governance in 

banks has changed from command and control to negotiated and collaborative practice. She refers to the 

partnerships formed between NGOs and civil society organisations (CSOs) and banks, such as UNEP FI 

Signatories (Coulson 2009). This is in contrast to the ‘standard’ coercive stance NGOs used to take, and 

some still take. Coulson (2009) calls on more research on the nature of the relationship between NGOs and 

banks.  

2.10 Environment as an opportunity in lending 

Environmental opportunities in banks include a variety of practices, most of which are geared to reducing 

their direct impact on the environment, such as the implementation of eco-efficient measures and the 

development of new products and services that cater to environmentally aware customers (Schmidheiny and 

Zorraquin 1996). Few practices aim to harness the opportunities presented by lending. According to 

Schmidheiny and Zorraquin (1996 p.111) this is because bankers have a “tradition of a conservative 

approach to getting to new markets and new products”. Consequently, the way in which the environment 

represents opportunities for banks in lending is not as well documented as the way in which it can represent 

risks. There are however some examples in the literature of how banks have sought out such opportunities.  

One example is the Environmental Credit Line (ECL), which was a financial facility established by the 

Hungarian Ministry for Environment and Regional Policy, the European Commission and the EBRD in 

1991, to promote projects that will improve environmental conditions in Hungary (Pasztor and Bulkai 2001 

p.360). The ECL involved the provision of loans of up to three million Euros to privately owned companies 
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to undertake projects that demonstrated to benefit the environment (Pasztor and Bulkai 2001 p.363). Some of 

the projects that were realised via the facility included the upgrade of bus fleets in a public transport 

companies with new engines, the implementation of new technologies into existing food manufacturing 

processes, and the construction of a new plastic waste collection and recycling facility (Pasztor and Bulkai 

2001 pp.366-370). Although the ECL was not funded by the private sector, as it was provided by the 

government and a multilateral development bank EBRD, the loan was administered through a Hungarian 

Bank and, according to (Pasztor and Bulkai 2001), it directly supported the implementation of projects that 

had clear environmental benefits.  In addition, the presence of ECL raised awareness among commercial 

banks in Central and Eastern Europe about the opportunities associated with funding project that benefit the 

environment and the value of environmental assessment in bank lending (Pasztor and Bulkai 2001).  

2.11 What motivates banks to engage in environmental management 

By the end of the 1990s, the majority of banks, at least in the developed world, have moved beyond 

regarding environmental issues as purely a threat to business (Jeucken 2001; Weber 2005). According to 

Jeucken (2001), most banks pursue ‘preventive banking’ that includes the implementation of measures to 

reduce both the direct (internal) and indirect (external) environmental impacts. The main aim of these 

measures is to save costs associated with internal operations and avoid any financial losses that may result 

from risks environmental issues may pose to the institutions (Jeucken 2001). A 2004 survey of banks in the 

UK further supports the widespread notion that the main reasons why FIs incorporate environmental criteria 

into lending decisions is to avoid or mitigate environmental liabilities, manage environmental risk, and 

ensure compliance with regulations (Thompson and Cowton 2004 p 203). Achieving sustainable 

development and to satisfy the needs of stakeholders were acknowledged as important to a lesser extent 

(Thompson and Cowton 2004).  

A review of over a 120 banks and financial institutions in Europe by Weber (2005) provided a more 

sophisticated explanation of what motivate banks to incorporate sustainability measures into their business 

strategy. Weber (2005) devised five models of motivations. The first motive is called the ‘event related 

integration of sustainability’. In this scenario the personal concerns of bank representatives and society lead 

to the implementation of sustainable measures. Public concern was due to the pollution of waterways 

following a chemical accident in the mid-1980s (Seveso), which led the representatives of one bank to 

develop environmental investment funds. Once initial difficulties were overcome, the institution launched a 

highly successful mutual fund of the most eco-efficient companies in 1994. An example of the ‘sustainability 

as a banking strategy’ motive is when banking specialists to create a FI with a particular focus on 

sustainability. The need for sustainable investment products led banks already managing the environmental 

risks of their credit business to recognize ‘sustainability as value driver’. Banks responded by introducing so 
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called environmental or sustainability funds alongside their traditional asset management portfolios in the 

early 1990s. ‘Sustainability as public mission’ is the motive for FIs that act on behalf of governmental 

organizations with a commitment to sustainability. It arises when society drives the inclusion of 

sustainability issues into public administration or regulations. Society, or public concern over environmental 

and social issues, is the origin of the motivator ‘sustainability as a requirement of clients’. In this instance, in 

a survey of its clients, a bank was surprised to find out that its customers regard the bank as socially 

responsible. The bank responded by further developing this image and using it to set it apart from other 

mainstream banks. 

2.12 EPI and decision-scoping 

Decision-scoping calls on practitioners to understand the decision-making processes of systems they seek 

input. It is an extension of the scoping phase of project-based environmental assessment (Brown and Hill 

1995). It was suggested by Brown and Hill (1995) that environmental specialists must become familiar with 

the project planning process in terms of identification of decision-points and leverage-points within in order 

to provide effective input. The approach was later described by Brown (2003) as the need for environmental 

specialist to understand how the development process functions, and understand the language, tools and 

thought processes used by players (planners) involved. Understanding of the planning process will improve 

their ability to provide input on the environmental constraints and opportunities of projects at the right time, 

i.e.. when important decisions are made about project design. The decision-scoping concept was extended to 

the policy-making process in Nitz and Brown (2001), where the authors emphasise the need for 

environmental professionals promoting Strategic Environmental Assessment (SEA)—the environmental 

assessment of plans , policies and programs—to understand the policy-making process first. In effect, these 

amount to a framework of how an environmental manager should approach any existing process which he or 

she seeks to integrate environmental considerations into. In the case of this study, this was the project 

lending processes of banks.  

Further support for this approach can be found in environmental policy integration (EPI) literature. EPI is 

“...a policy learning process in which perspectives evolve and reframe sectoral objectives, strategies, and 

decision-making processes toward sustainable development” (Nilsson 2005 p51). EPI was developed when 

policy-makers recognised that “...conventional environmental policy legislation” alone was not adequate to 

solving many of the environmental problems of the 20
th
 century (EEA 2005 p.12). While EPI applies to 

policies, with no immediate implications to the practices of banks or other business corporations, its goals, 

underlying principles and more importantly, the proposed process of how it should be carried out (integration 

strategies) closely resonate with the theoretical framework of this research approach. While it is not the 
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objective of this thesis to give a comprehensive overview of EPI, some its features will be highlighted and 

the way in which EPI resonates with the approach used in this study will be illustrated. 

EPI aims is to promote sustainable development and avoid environmental damage by integrating 

environmental issues into existing practices (Nilsson and Persson 2003; Nilsson and Eckerberg 2007; 

Lafferty and Hovden 2003). Similarly, the motivation for undertaking this study was to finding ways to 

integrate the environment into existing project lending practices. According to Nilsson and Eckerberg (2007) 

EPI should be achieved thorough studying the processes involved, the outputs and the environmental impacts 

of sectors because it is necessary to gain an understanding of the formal and informal practices of existing 

(policy-making) processes, in addition to the environmental issues associated with relevant sectors. Nilsson 

and Eckerberg (2007 p45) call this “serious knowledge gathering”, which involves understanding the 

“embedded value systems” behind existing policies. Study of the process and output should be carried out 

through institutional analysis, which involves determining “how environmental concerns move through the 

process and ultimately translate into different …decisions” and the “informal routines and activities” in 

addition to formal activities need to be understood (Nilsson and Eckerberg 2007 p45). This is similar to the 

aims and methods advocated by decision-scoping. Nilsson and Eckerberg (2007) conclude that achieving full 

integration of environmental issues into policies requires changing the existing practices and the structure of 

organisations to address competencies, a declaration of a commitment to EPI from the leaders of the 

organisations translated to all subordinate levels, and may also require the reframing of existing thinking.  

2.13 Conclusion 

The literature revealed that the environmental practices of banks falls in the realm of corporate social 

responsibility since there are no legal obligations for bank to address the impact their activities have on the 

environment. CSR is an initiative that emerged in the private sector mainly due to a response of increased 

environmental awareness of the public, which also led to the introduction of environmental legislation. CSR 

in banks have emerged primarily as result of the risks it represented in lending. Lending is a key activity of 

banks and, some argue that it provides them the opportunity to influence the outcome of the projects that are 

realised and their clients’ behaviour. As such, banks have been identified as drivers of sustainable 

development and CSR.  

The type of environmental risks that the environment can represent in lending have been well defined. It was 

discovered direct risks related to liability have been a paramount issue for banks in the US since the 1980s, 

which allowed lenders to be held liable for the pollution caused by their clients, under certain circumstances. 

This started the development of various practices, or due diligence investigations to avoid liability and 

bankers began to publish their experiences with this new form of liability, offering recommendations to 

banks on what they can do to avoid or manage it (McCammon 1995; Griggs 1994; Missimer 1996; Case 
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1999). Soon after the explosion of the ‘lender liability’ phenomenon in the US, the first comprehensive 

research into bank lending and the environment was conducted by bankers’ associations and later by the 

UNEP FI (McCammon 1995). Some researchers, such as Thompson (1998a, b), Coulson and Monks (1999) 

attempted to describe the link between bank lending and the risks posed by the environment.  The result was 

the classification of environmental risk in lending into three categories: direct risk, indirect risk and 

reputational risk.  

Some studies have also delved into how banks manage environmental risk, revealing that banks use a variety 

of means and tools, but that they prefer to use them in the scope of their existing practices. Yet remarkably 

few investigations have focused on these operative internal practices and this is the area where this thesis 

seeks to contribute. The literature on bank management also revealed very limited information about the 

internal day-to-day processes of banks in terms of how bankers processed applications for loans and what 

they did after projects were approved for financing. This literature was primarily focused on project finance 

theory, mainly describing financial models and from these it could not be discerned how bankers assess 

applications for loans, make decisions about which projects they finance, or monitor projects until loans are 

repaid. This gap in the literature carried major implications for this study. It meant that the Researcher had to 

determine what project lending involved, how the process worked inside the banks. Consequently much 

effort had to be expended in the field, engaging in the lending practices of banks before it was possible to 

investigate what role, if any, the environment played in their practices.  

The literature on bank management and environment in lending revealed that banks finance projects through 

various means. Project financing was singled out as a key financing mechanism from the perspective of 

environmental risk management. Project financing referred to the practice of financing large-scale, capital-

intensive and complex projects where loans were repaid from the future cash-flow generated by the projects. 

Hence project financing was a longer-term financing scheme. Although there were no thresholds for the size 

or complexity of project, there was some consensus in the literature (at least in the US) that projects’ lifetime 

extended at least ten years and loans were in excess of 10 million US dollars (Ganzi et al. 1998). One key 

feature of project financing was that it referred to cash-flow based financing, which meant that the future 

cash-flow of the project would be the primary means for repaying the loan. However, authors also referred to 

‘corporate lending’, ‘bank lending’ and ‘credit risk assessment’, in relation to bank financing projects. To 

avoid confusion between lending for projects, the specific financing scheme project finance and other forms 

of bank lending the decision was made to use the neutral and generic term ‘project lending’ to refer to all the 

possible ways in which banks can finance projects in this thesis. To the best knowledge of the Researcher, 

this phrase is not used in financial and bank management literature and it is hoped it will be recognised as 

useful term in this thesis.  
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Much of what is known about the way banks manage environmental issues associated with their lending has 

been obtained from self-reporting by banks that employ best practices in environmental management, 

recommendations by experienced bankers on how banks should manage environmental risks and 

benchmarking studies of bankers’ attitudes toward the environment and environmental management. 

Research has primarily focused on benchmarking banks through surveys seeking to establish bankers’ 

awareness and perceptions of environmental management and CSR, and did not provide details about when 

and how the environment translates into risks and the extent to which the environment represents an 

opportunity in project lending has not been investigated. Therefore it is still not known to what extent banks 

consider the potential impacts that projects could have on the environment in their lending decisions, 

whether environmental impacts of projects translate into risks and whether they carry enough leverage to 

impact on financing decisions. And while there is evidence in the literature that suggests that most banks 

have developed various ways to try to manage the risks represented by the environment it is not known what 

this ‘management’ entails. This study was designed to address these gaps in knowledge about how the role of 

environment in project lending and what happens inside the banks, when they are lending.  

Review of the literature on CSR and environmental management in the private sector revealed that several 

different theories have been found to explain why and how companies implement environmental 

management practices. Such studies have recently emphasised the importance of looking at internal factors 

as opposed to considering only the external pressures such as stakeholders and regulations. A number of 

theories were described that could possibly explain why banks would consider the environmental impacts of 

the projects they finance in their lending practices and decisions. The theories outlined in this chapter have 

all been applied to voluntary environmental practices in the private sector. It is not known which of these, if 

any may help explain this phenomenon, although it is recognised that a combination of theories might be 

needed, as some authors have discovered.  
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Chapter 3 

Methodology 

3.1 Introduction 

The aim of this thesis was to determine whether commercial banks consider the environmental impacts of 

projects they finance in their lending practices and decision-making. The research questions seek to establish 

whether environmental impacts are seen by banks as representing risk and opportunities, as suggested in the 

literature, and to determine whether they carry enough leverage to impact lending decisions. The research 

questions also seek to determine how banks deal with environmental impacts of projects and the risks and 

opportunities they may represent, looking specifically at the banks’ credit risk management and possibly 

other lending-related practices and whether banks utilise information provided in environmental management 

tools, such as EIA. These questions were answered through an in-depth qualitative study of the day to day 

project lending practices of two commercial banks; one in Hungary and one in Australia. This chapter 

describes the methodology that was used, starting with a discussion of the considerations, such as good 

research practice guidelines and the assumptions underlying the study that led to the selection of the multiple 

case-study design. This is followed by a detailed account of the study design, which includes a discussion of 

the rationale for case selection and the selection of participants (informants), then a description of the ethical 

considerations that had to be incorporated, the interview process, and an account of how bank documents 

were obtained and how all the collected data was processed and analysed. The limitations of the study design 

are discussed in the fourth section.  

3.2 Selection of the methodology 

The selection of a suitable methodology involved the consideration of a number of factors that represent 

good research practice (Table 3.1).  
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Table 3.1 Factors of good research practice and their influence at the levels of methodology 

Factors  Levels of methodology 

Paradigm Family Approach Method 
The philosophical assumptions underlying the study 

(epistemological, ontological, and axiological dispositions) 

        

Results must address the research questions and be meaningful         

Consideration of the demands and expectations of the audience       

Consideration of the impact of the researcher on the research 

subjects 

       

Ensure that the study will make an original contribution to 

current knowledge about the topic studied 

      

The study must abide ethical standards      

The methodology should have internal and external validity       

The design of the study must be realistic        

Whether the research focused on contemporary or historical 

events 

      

Design should allow for triangulation        

Synthesised by the author from: Blaxter et al. 2001; Yin 1994; Creswell 2003; Oliver 2004 

 

Typically, three or four levels of research methodology are distinguished in the literature. Various authors 

use different terms to refer to these levels, but the terms in Table 3.1 have been adapted from Blaxter et al. 

(2001) and are used in this thesis to discuss the selection of the methodology and details of the study design. 

Table 3.1 reveals that factors of good research practice can influence one or more levels of the methodology 

from the research paradigm, to data collection. The first level of methodology is the research paradigm, 

which refers to the researcher’s worldview and philosophical assumptions. Decision as to which research 

paradigm to pursue is particularly important as this influences all aspects of the methodology. The second 

level, research family refers to the distinction between quantitative, qualitative or mixed-method of inquiry. 

Selection of a research family determines which strategies or approaches can be used at the third level; 

whether surveys, case-studies, action research, experimentation, or ethnography, for example, are the most 

appropriate approach to use. The research approach informs the fourth level, the way in which data is 

collected and analysed.  

The paradigm that guided this study was constructivism, also known as social constructivism and 

interpretivism (Creswell 2014; Punch 1998). The constructivist paradigm holds that individuals seek an 

understanding of the world embracing its complexity, as opposed to imposing a narrow categorisation of 

observations (Creswell 2014). According to Creswell (2014 p.8), the goal of a research guided by 

constructivism is “to rely as much as possible on the participants’ views of the situation being studied”, 

focusing “on the specific contexts in which people work and live in order to understand the historical and 

cultural settings of the participants”. The constructivist paradigm is associated with qualitative research and 

relies on participants to “construct the meaning of a situation” (Creswell 2014 p.8). The researcher’s “intent 

is to make sense of (or interpret) the meanings others have about the world”, using questions that are “broad 

and general” to “generate or inductively develop a theory of pattern of meaning” (Creswell 2014 p.8). 
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Constructivists recognise that their own cultural and personal background shapes their interpretation 

(Creswell 2014). 

Based on the constructivist paradigm and the recommendations of Creswell (2003) and Oliver (2004), 

several philosophical assumptions were formulated (Table 3.2). These assumptions guided various aspects of 

the study design. According to Creswell (2003), good assumptions should consider what the researcher 

expects to find and how he or she envisages arriving at the results. Researchers also need to be aware of how 

their assumptions shape the theoretical approach and the pragmatic aspects of the study design (Oliver 2004).  

Table 3.2 Key assumptions the author believes to underlie this research and their implications for the 

study design 

Key Assumptions Implications for the study design 
The implications of the environmental impacts of projects in 

the lending practices of banks can be studied in the context 

of a doctoral research project 

The study design must observe the limitations associated with a doctoral 

thesis in terms of time and resources available 

Project lending is one of the services offered by banks, but it 

is not offered by all banks 

Banks that engage in project lending must be identified and the part(s) 

within the banks that are involved in project lending must also be 
identified  

In order to obtain an understanding of how the 

environmental impacts of projects are considered in project 

lending, bank lending has to be studied in detail  

The approach used must involve an in-depth investigation  

Project lending and decision-making is carried out 

by/involves bankers 

The research must incorporate input from staff involved in project 

lending (i.e.. interviews) 

Project lending is governed/described by internal policies, 

guidelines as well as other documents  

Researcher must gain access to internal documents relevant to the 

lending process 

Many banks that finance projects are likely to have 

implemented some type of mechanism to deal with 

environmental issues in lending. (This assumption stems 

from the literature, which revealed that many banks have 

implemented practices to address environmental issues in 

lending – some  have signed up to voluntary initiatives, 

some not).  

Banks participating in this study do not have to be signatories of 

environmental initiatives.  

Environment most likely represents risks to banks in 

lending, and are probably handled through their risk 

management process 

Banks’ risk management practices should be investigated, 

policies/guidelines and other documents relating to risk management 

practices should be examined  

 

One key assumption is that insight into the research questions can best be gained by studying the internal 

practices of banks. Based on the constructivist worldview, this should be done through an in-depth 

qualitative study, relying on input from the individuals involved in the lending process. According to 

Creswell (2014 p.20), a qualitative study is appropriate when “a concept or phenomenon needs to be 

explored and understood because little research has been done on it” and “when the researcher does not 

know the important variables to examine”. Project lending has been identified as an understudied area and 

very little has been published on how banks carry out this activity (Esty 2004; Romih 2008; Gatti 2008). 

While credit risk assessment has been flagged as one way that banks address environmental risks, it is not 

know whether environmental impacts of projects represent such risks to commercial banks and if they do 
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then how they are handled in the scope of this process. It is also possible that banks deal with the 

environmental impacts of future projects through other processes as well. For example, projects with 

potential positive impacts may be addressed by a process other than credit risk management.  

A qualitative study can be pursued in many ways. Creswell (2014) identifies the following main qualitative 

research approaches: narrative research, phenomenological research, grounded theory, ethnography, case 

studies, discourse analysis and participatory action research. Taking into consideration the factors in Table 

3.1, the type of questions one seeks to answer, the area of application and the assumptions in Table 3.2, the 

approach chosen for this research was a case study design. According to Yin (2009), the case study allows 

the investigation of contemporary phenomenon in its real-life context when the boundaries are not precisely 

known. A case study is defined as the detailed study of one (or a small number of) case(s) in as much in 

detail as possible, using whatever methods are appropriate (Punch 1998 p. 150 in Silverman 2013). The 

emphasis is on preserving cases in their “wholeness and integrity”, guided by the particular feature of the 

phenomena under study (Silverman 2013 p. 142). The term case study inherently implies that it is a study of 

a ‘case’ of something (Silverman 2014), such as an event, activity or process (Creswell 2014). In this 

research, the cases that were studied were the project lending processes of banks.  

The choice to pursue a qualitative case study was also influenced by the current lack of in-depth studies on 

bank lending and the environment. The literature revealed that quantitative studies dominate investigations 

into the opinions and attitudes of bankers on the environmental risks and opportunities in lending (such as by 

Thompson and Cowton (2004) and Barta and Eri (2001)). Several studies have also been conducted which 

sought to benchmark the environmental (sustainable) performance and CSR practices of banks (by Jeucken 

(2001) and Weber (2005) for example). The present study was in sharp contrast to the predominantly survey-

based studies that have been carried out previously by Thompson (1998b), Jeucken (2001), Barta and Eri 

(2001), Thompson and Cowton (2004), and (Weber 2005) and the mixed-methods approach used by Coulson 

and Monks (1999) and Weber (2008) with combination of surveys and interviews with selected bank 

representatives. Most of these studies explored how banks perceived the environment and therefore provided 

valuable information about the attitudes, awareness of bankers in the bank sector in general, and how the 

environmental management, sustainability or CSR practices compared to businesses in other sectors and with 

other banks. But these studies had significant limitations because most of them involved only a single 

representative from an institution. Consequently these studies did not reveal how bankers in different parts of 

the banks perceived environmental issues, nor did they reveal how banks deal with environmental issues in 

their actual day to day lending practices and how this translates into internal lending practices. This is 

because survey questionnaires cannot provide detailed information about phenomena.  

Comment [LB13]: inserted from 

here to end of section, similar material 

now deleted from Chapter 7. 



  51 

 

As Flyvbjerg (2006 p.241) states “the advantage of large samples is breadth, whereas their problem is one of 

(lack of) depth”. Case studies, on the other hand, can provide detailed information about internal practices of 

organisations. They have also been used to describe the environmental management practices of companies. 

Prakash (2000, 2001), for example, conducted an in-depth study of two American pharmaceutical companies 

to determine why they would selectively adopt environmental policies. According to Flyvbjerg (2006 p.241), 

both quantitative and qualitative approaches “are necessary for a sound development of social science”. Thus 

the case study approach was chosen because it was necessary to provide the type of detailed information 

required to address the research questions. This would complement the existing data obtained through 

previous studies, yielding new information about how banks deal with the environment.  

How many case study banks should be included in this study, and where should they be, geographically? 

There are no straightforward answers to these questions. Small sample sizes are common in qualitative case 

study research which places emphasis on gathering detailed information about people and processes and does 

not regard generalisation to a wider population its main goal (Flyvjberg 2006; Silverman 2013). Silverman 

(2013) found that case studies typically examined four or five cases. Examination of four or five banks 

would have been ideal in the present study, however, given the absence of guidance in the literature as to 

how to proceed with studying bank lending practices and the time and resource restrictions typically 

associated with conducting research for a doctoral thesis, the decision was made to keep the number or cases 

restricted to one or two. Without prior guidance in the literature, a high level of uncertainty was associated 

(later proven, by experience, to be a significant and substantive concern) with how long it would take (a) to 

find a bank that would be willing to participate in the research given the confidential nature of bank activities 

and (b) to obtain approval from bank executives to conduct the research and gain access to relevant data. The 

decision was to identify one bank initially and to pursue the identification of another bank if there was an 

opportunity and time to do so. This flexibility in research design is an accepted feature of qualitative 

research, known as emergent design (Creswell 2014). Emergent design refers to the ability to change aspects 

of the initial design in response to what happens in the field. According to Creswell (2014 p. 186) a “key 

idea of qualitative research is to learn about the problem or issue from participants and to address the 

research to obtain that information”. The Researcher now believes that gaining access to internal information 

about lending processes in banks, and permissions from senior management, may be the reasons why in-

depth studies such as this in banks appear, at least in the open literature, not to have been conducted 

previously. 

It was decided to attempt to locate banks in Australia and Hungary. The reason for this was largely 

pragmatic, driven by resource limitations, but it was also seen as an opportunity to contribute to the limited 

understanding of the environmental management practices of banks in these countries. In terms of resource 

limitations and practical reasons, it was important that the Researcher could afford to reside in these 
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countries for the duration of the data collection; she also spoke the languages of these countries, which was 

important given that she had to carry out all of the data collection herself. Previous employment and 

associations had also provided some initial contacts in the banking sector in both countries. The review of 

the literature revealed that studies on the environmental management practices of banks in these two 

countries have been limited. Most studies on the environmental management practices of banks were 

conducted in the UK (Thompson 1998b; Coulson and Monks 1999), continental Europe (Vigano and Nicolai 

(2006) with a focus on German banks (see Weber (2005, 2008), and some in the US (see McCammon 1995). 

With the exception of a study by Barta and Eri (2001), no other study has dealt with perspectives of 

environmental management in the Hungarian bank sector. Environmental management practices of 

Australian banks have been studied in the scope of global surveys, but these only included one, or a handful 

of banks from Australia or the Asia-Pacific region (see for example Jeucken (2001) and Scholtens (2009)).  

Studying two banks from different countries was seen as an opportunity to consider how differences in their 

operating environments, such as their regulatory requirements, market forces, cultural and other factors, 

might have influenced how environmental impacts of projects were perceived and handled. However, given 

the extent of globalisation in business and finance, and the widespread growth in environmental concerns in 

the banking sector, at least in developed countries, it is argued that an in-depth study involving a bank from 

any country would be able to provide new information and an original contribution to knowledge. The key 

criteria for selecting a bank was that it financed projects that would likely have an impact on the 

environment.  

In the end, the multiple case study design involved two banks; the first bank was located in Hungary, the 

second in Australia. A multiple case study design does not significantly differ from a single case study 

design. According to Franklin and Blyton (2011 p.61), a multiple case study is the “replication of a single 

study protocol across a number of cases”. The aim of such a design is to build confidence in the “strength of 

the patterns and meanings which emerge” and not to generate a representative sample (Franklin and Blyton 

2011 p.61). It will be seen later, in the results chapters, that the similarities between the two study banks, in 

lending processes, and in the way environment was dealt with in these, was greater than the differences, and 

the particular choice of banks for study served to strengthen observations. Given the use of qualitative case 

study of two banks, care is taken in this thesis not to generalise the findings to the greater population of 

banks. Even where the strong similarities between the two banks in their processes encouraged this author to 

develop the general framework model of project lending (see Chapter 6 and the Appendix), it is emphasised 

that the validity of the model needs to be tested in future studies. 
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3.3 Selection of the case studies 

Selection of the case studies in Hungary and Australia proceeded in the same manner. The Researcher first 

compiled a list of banks that could take part in the study, applying the criterion that selected banks must 

engage in project lending. This initial list was generated on the basis of the Researchers’ familiarity with the 

bank sector in the two countries, information about the nature of the business banking activities from the 

websites of individual banks and the websites of the relevant supervisory authorities of banks in the two 

countries (the Australian Prudential Regulation Authority and the Hungarian Financial Supervisory 

Authority). In addition, a prominent figure in bank management in Hungary who was also an academic was 

approached to assist with identifying potential participants and contacts within banks.  

Banks were contacted through a variety of means to take part in the research, including telephone calls, e-

mails, and face-to-face meetings with staff. Getting access to the institutions was difficult, as their websites 

provided no contact details (name, title, position, email or telephone numbers) for managers in specific 

departments, such as project finance or corporate (business) lending departments. Using information on the 

banks’ websites and personal contacts, the Researcher tried to obtain contact details of staff at the senior 

manager level but this was not always successful. Sometimes the only way to contact the banks was to send 

an email to their corporate addresses, which was, as anticipated, not effective. A total of ten banks were 

approached to take part in the study before two gave a positive response. Generally, banks were slow to 

respond to requests; it typically took several weeks and even months for institutions to reply, while some did 

not reply at all. Follow-up telephone calls and e-mails were necessary on several occasions to gain either a 

positive or negative response. The attempts to locate participating institutions were as follows: 

 One Australian and one Hungarian bank did not participate because they indicated they did not carry 

out substantial project lending. 

 Three Australian banks did not respond despite being contacted several times. Several e-mails were 

sent to the corporate website of these banks and the senior manager in one bank’s sustainability 

department was also contacted a number of times via telephone and messages were left on his 

answering machine. 

 Three Hungarian banks were contacted by the Researcher over the telephone but declined to 

participate. These institutions were contacted via referral through the Researchers’ personal contacts.  

 Two banks contacted by telephone indicated their interest to take part in the research. One institution 

was contacted via personal referral from a former employee; the other through the personal contact 

of the Researcher.  
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It can be noted that all four Australian banks that were signatories of the UNEP FI Statement (at the time of 

data collection) were approached, but they either declined to participate or did not respond to the 

Researcher’s request.  

3.4 Ethical considerations in the research design 

Ethical clearance had to be obtained from three institutions: Griffith University and the two banks that 

participated in the study. Ethical clearance was sought in a similar manner in all three institutions. First, 

background information about the research and a detailed description of the envisaged data collection 

process was compiled and provided to each institution. The institutions responsible for clearing the research 

reviewed this information and either sent a written statement outlining their conditions of approval, or a 

verbal agreement was reached. At Griffith University, the responsible body was the Human Research Ethics 

Committee, while in the banks the departments responsible for compliance granted approval. Griffith 

University’s Human Research Ethics Committee approved the research design in October 2006 (GU Ref No: 

EVP/08/05/HREC). All three institutions tied conditions to ethical clearance; these are presented in Table 3.3 

Table 3.3 Ethical requirements of the institutions involved in this research project 

Requirements by Griffith University  Requirements by one or both banks 
Methodology must be approved prior to commencing research 

by Griffith University’s relevant Ethics Committee 

Relevant departments must approve to take part in the study  

Bank cannot be named in thesis 

Information Sheet must be prepared according to Griffith 

University’s requirements and provided to each participant 

Bank’s documents cannot be copied or appear in their entirety in 

the thesis 

Consent Form must be prepared according to Griffith 

University’s requirements and signed by each participant 

Researcher can only be supplied with hard-copies of documents (no 

electronic files) 

Documents can only be viewed in the Bank 

Researcher must sign a Confidentiality Agreement (prepared by 

Bank) 

Participants must sign a Confidentiality Agreement prepared by the 

Bank 

 

The conditions set out by Griffith University applied to the how research was conducted in the banks. For 

example Information Sheets had to be prepared and supplied to participants before they were interviewed. 

The Information Sheet contained an outline of the research, described what participants were asked to do, 

how participants were selected, and whether participation posed any risks to interviewees. It also described 

how confidentiality will be observed during the research, the expected benefits of the research and included 

the researcher’s and her supervisors’ contact details. Consent Forms were required because the interview was 

recorded. All participants were required to sign the Consent Forms before the interview began.  

The banks also outlined a set of conditions by which the (Bank’s) participants (termed informants in this 

thesis) and the researcher had to abide. These conditions restricted access to information about clients, 
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project performance, and any other details about projects that were deemed to jeopardise confidentiality of 

the banks’ clients. Protecting their clients’ identity as was of utmost importance for both institutions, which 

was expressed by senior staff members at the briefing meetings that took place before the banks confirmed 

their willingness to take part in the research. Advice and final approval was sought from the compliance 

department, regarding the type of information that could be released and how information was to be made 

available to the researcher. For example, specific information (financial or non-financial) about clients and 

their activities was not to be released, documents could be viewed and analysed, but only in hard-copy 

format. Bank employees could discuss deals during the interview, but were prohibited from giving out 

information that could identify clients and were not allowed to discuss exact financial figures. The researcher 

was also prohibited from gaining access to records of currently active transactions.   

The Hungarian bank applied stricter restriction than the Australian bank. The Hungarian bank’s compliance 

department asked the Researcher to sign a Confidentiality Agreement. The Department also required all 

participants (the Bank’s employees) to sign a Confidentiality Agreement based on the Department’s 

instructions. Both banks asked to remain anonymous and asked that their names were not used in any 

academic or non-academic papers that materialised from the research, without prior approval. As a result, the 

participating institutions’ names in this thesis have been replaced with acronyms denoting the broad 

geographical location of the institutions. Background information about them has been presented in a way to 

ensure that they cannot be identified (see next chapter). Anonymity of the informants was also a condition 

demanded by the banks; therefore informants are identified by their position and their names are not used in 

the thesis in subsequent chapters. All ethical requirements were incorporated into the research design. 

The restrictions banks placed on this research were not unexpected, nor regarded as unreasonable. Despite 

the necessity to disguise the banks, and the position of informants, it is believed that this has not impeded the 

ability to adequately investigate, address, and provide insight into the research questions.  

3.5 Identification of informants 

Staff members who were directly involved in the project lending processes in the two banks were the 

intended interviewees. However, it was not possible, in advance, to determine who these individuals were, 

which departments they were located in, and how many staff members were involved, without knowing how 

project lending was organised. Both banks were large organisations with complex internal structures. Both 

banks also carried out a wide range of activities, in addition to project lending. The Researcher was familiar 

with the banks’ profile and organisation from their websites and Annual Reports, but these sources revealed 

only limited information of the banks’ internal structures. In fact, the parts of the banks that carried out 

project lending could not easily be identified. Furthermore, the existing literature on bank lending also 

provided limited guidance as to which internal departments dealt with project lending and or environmental 
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issues in lending.  For instance, there was evidence that environmental risks were addressed through the 

credit risk assessment systems of many banks in Barannik (2001), Jeucken (2001), and Weber (2005). 

Subsequent to data collection for this study, more detail was available in Weber et al. (2008). It was expected 

that the banks’ credit risk assessment or management areas would be involved, but no information about 

these components of the bank structure was included in their organisational charts. It was also known that 

some, usually larger, banks have an environmental department that dealt with environmental issues related to 

their operations, including their lending activities, such as in Lloyd TBS (Coulson 2001). However, the 

organisational charts of the Hungarian and the Australian bank did not show the existence of an 

environmental department.  

The solution to this problem was to seek the advice from bank staff about which departments were involved 

in project lending. Input from the heads of various departments was obtained during a meeting in July 2005 

in the Hungarian bank, and in February 2007 in the Australian bank. This meeting was organised by the Key 

Informants, an employee who was designated by the banks to assist the Researcher. Initially, the Researcher 

requested to interview all employees who were involved in project lending, however heads of the 

departments would not approve of this. They were concerned that the interviews would take up too much of 

their employees’ time and argued that the number of employees in each department was large and that it 

would not make sense to interview everyone given the internal organisation of the departments. Instead, they 

suggested that interviews be conducted with a representative of each department involved in project lending, 

at various levels of the organisation. The Researcher explained that the selection of a sample in a research 

study needs to follow a set of principles (not unlike a bank’s own processes) and that not following an 

appropriate protocol would jeopardise the integrity of the entire research project. The heads of departments 

in both banks understood and accepted this reasoning and the following mutually agreeable solution was 

negotiated.  

In the end, two non-probability sampling techniques were used: purposive or judgemental sampling and 

snowball sampling. The meeting with the heads of departments of both banks resulted in a list of potential 

interview participants from all levels of the Banks and all departments engaged in project lending. This 

generated the initial list of possible participants through judgemental sampling, informed by the banks’ 

management. This was expanded through snowball sampling by the Researcher during the interviews. 

Snowball sampling is a technique where the sample population is built up, using individuals already 

participating in the study to identify further participants (Blaxter et al. 2001). Accordingly, informants were 

asked to identify staff members who could provide insight into the way in which environmental impacts of 

projects were dealt with in the project lending process. This evolution of the sample is acceptable in 

qualitative research because it is recognised that the researcher’s understanding of the situation and the 

importance of different subjects becomes clearer during the course of the study (Babbie 2010). New 



  57 

 

informants were added to the initial sample until no new participants were identified and when data 

saturation was reached. Data saturation is a concept from grounded theory and is a viable way to ensure an 

adequate sample size in qualitative research (Creswell 2014). The idea of data saturation is to stop collecting 

data “when gathering fresh data no longer sparks new insights or reveals new properties” (Charmaz 2006 in 

Creswell 2014 p.189).  

The sampling process led to a total of 23 interviews from the two banks. Eight staff members were 

interviewed from the Hungarian bank and three from its affiliates. Eleven staff members were interviewed 

from the Australian bank. One individual from the International Finance Corporation (IFC) was also 

interviewed, because some of the projects that the Hungarian bank financed utilised the incentives provided 

by the IFC. The informant from the IFC could provide more insight into the nature of these projects and the 

partnership between the IFC and the Hungarian bank. The description of participants in terms of their current 

organisation, position, level of experience, responsibilities and where they were located within the 

organisations is described in Section 4.4, in Chapter 4, which describes which departments were involved in 

project lending and the way in which they were organised. 

3.6 Data collection 

3.6.1 Interview process  

Interviews were conducted in the natural setting of the informants, in other words, within the banks where 

project lending activities were carried out. Interviews were conducted in the central offices of the two banks 

because the majority of project lending activities, including decision-making, were carried out there. The 

heads of departments informed the Researcher that a few staff members that were involved in the project 

lending process were located in the Banks’ regional offices but that they had a predominantly administrative 

role. 

Interviews generally lasted between 45 to 60 minutes and were recorded using a dictaphone. Only one 

interview was not recorded because the informant did not agree to this. In this case, very detailed notes were 

taken. There was also one instance when an informant asked the Researcher to turn-off the recorder for a few 

minutes so he could talk about issues he did not want to be recorded. Notes were taken in this instance as 

well. Interviews were organised by Key Informants. Their task was to contact potential participants, arrange 

a suitable time for the interview, book meeting rooms, provide informants with the Information Sheet the 

Researcher had prepared and the Consent Forms prior to the arrival of the Researcher. The Key Informants 

usually accompanied the Researcher to the meeting rooms and introduced her to the informants. In many 

cases the Key Informants provided the Researcher with background information about informants, such as 

their name, position, the department they belonged prior to the interview and the type of projects they 
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worked. In the Hungarian bank, the Key Informants’ role also included overseeing that the participants 

signed the bank’s own Confidentiality Agreement. The Key Informant left the meeting rooms and was not 

present during the interviews.  

Informants were asked a series of open-ended questions during the interviews. Open-ended questions are the 

recommended method in qualitative research because they allow participants to construct the meaning of the 

situation in addition to describing events, processes, experiences and opinions in detail (Creswell 2014). 

Babbie (2010) describes qualitative interviews as essentially a conversation between the researcher and the 

interviewee, where the researcher has a particular plan to talk about certain issues. It is not imperative for the 

questions to be formulated and asked in the same way and in the same sequence (Babbie 2010). Instead, the 

researchers should know the topics and issues he or she wishes to address and ideally the interviewee should 

do most of the talking (Babbie 2010). According to Creswell (2014 p.8) under the constructivist paradigm, 

the “more open-ended the question is the better”.  

To ensure that the key topics and issues would be covered, eight to ten open-ended questions were prepared 

prior to each interview. Additional questions were formulated during interviews as the Researcher became 

aware of the type of projects and environmental issues the informant had experienced, their tasks and 

involvement in the project lending process and their location within the banks’ organisation. Interviews 

started with so-called ‘warm-up question’, which included questions about the participants’ position, role in 

the organisation, the type of project his or her division handled and their previous experience. The 

Researcher also asked each participant whether he or she had read the Information Sheet and knew what 

topic she was interested in and why the meeting was taking place. After these initial questions, she proceeded 

to ask questions on the topics of interest. Examples of the type of questions asked during the interviews, 

coupled with the Researcher’s intent behind asking them, are provided in Table 3.4. 
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Table 3.4 Indicative interview questions and their broad intent in terms of the aims of this research 

Broad intent of interview 

questions  

Example interview questions 

To identify environmental issues 

that arose in the projects the banks 

financed 

Can you recall a project lending transaction where environmental issues arose and describe the 

project and the environmental issue? 

To determine why environmental 

issues were important 

What do environmental issues represent to the bank/to projects the bank finances? 

How would you describe environmental issues affecting project financing? 

Do you think the environment represents risk/opportunity/or both in project lending? How? 

 

To describe how environmental 

issues were identified, assessed 

and managed in the project 

financing process 

How did you know/learn about this environmental issue? 

Does the bank have a policy on how to deal with environmental issues in project lending? 

Do you/does the bank engage environmental experts? 

Have you ever seen/read an Environmental Impact Assessment? 

Do environmental issues appear in the Credit Application/Indicative Proposal/Credit Risk 

Report? 

I understand there is a credit rating system you use to rate the risks associated with a potential 

transaction; are environmental issues addressed in this system? 

To determine whether 

environmental issues impacted the 

project lending process and if they 

did then how 

How often do you come across environmental issues in your practice, say each year? 

Can you recall a transaction that was rejected on environmental grounds? 

To understand the project finance 

process 

Can you describe the steps involved in project lending?  

How does the credit rating system work? 

Who decides whether a project should be financed? 

What documents do you collect from the prospective client? 

What is the role of the various credit committees and who are its members?  

What is involved in monitoring? 

Please explain the role of credit policies/Loan Conditions/Annual Reviews 

To understand to banks’ internal 

organisation  

How many employees are working in your department/team/area? 

What is the role of your department/team/area in project lending? 

 

The broad intent of the interview questions corresponds with the research questions (stated in Chapter 1). 

The Researcher also probed operative aspects of project lending and the banks’ organisation. Although such 

questions made no reference to the environment, they were material to understanding the banks’ internal 

processes as to why environmental impacts of projects were or were not a concern and how they were 

handled. Asking such questions was necessary considering that the Researcher had no prior experience with 

bank lending practices and that neither the banks’ documents nor the literature on the practices of 

commercial banks provided insight into how banks carry out project lending. By asking these questions, the 

Researcher became familiar with common terminologies, abbreviations and acronyms that informants used. 

They also helped her understand the main concepts of project lending and the rationale behind many of the 

activities involved in the process. This also provided an understanding of how bankers constructed the notion 

of environment and environmental impacts of projects.  

Different informants were asked the same questions, or a paraphrased version of the same question. By 

asking interview questions with similar content the Researcher could compare the responses from several 

individuals and, if their answers agreed, was more confident in the results. Responses from different 
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individuals also helped further elaborate and refine data. For example, some informants identified new 

elements or features, or offered better explanations, or a different perspective of the same issue than others.  

Field-notes were also taken during the interviews. The field notes included the informants’ name, position, 

department, relevant work experience and the date of the interview. They also recorded observations about 

the informants’ reactions to questions such as body language, as recommended by Fontana and Frey (2005). 

Field-notes were also essential to ensure the Researcher had understood new terms, abbreviations and 

acronyms correctly. The Researcher recorded these as they occurred and showed them to the informants 

during the interviews, who then could correct them if necessary. In some cases the informants also used the 

Researcher’s notebook to draw figures to illustrate processes they talked about.  

3.6.2 Internal and external documents  

Documents that could provide information about the banks, their lending practices and the way in which 

environmental issues were considered in lending were collected from informants and from the banks’ 

websites. Documents that were obtained from informants are referred to here as internal documents. 

Documents that were obtained from the banks’ websites are referred to as external documents. External 

documents were publically accessible and were not confidential in nature; therefore no restrictions were 

placed on how they could be used. External documents were either published on the banks’ websites or 

available to download from the websites, such as the banks’ Annual Reports. The external documents that 

were examined from the two Banks included:  

 The websites of Bank EU and Bank AP 

 2006 Annual Report of Bank EU 

 Bank EU Group’s CSR for 2006 for the Central and Eastern European Region 

 Annual Report for the 2006 and 2007 financial year for Bank AP 

The Study Banks’ Annual Reports were examined for information about the Banks’ environmental practices because 

there is a general trend among companies globally to publish such information in Annual Reports. In some countries, 

regulations also require companies to disclose such information. All companies in Hungary, including banks, are 

required under Directive 2003/51/EC, to include “non-financial” information in annual reports, which “…should lead 

to an analysis of environmental and social aspects necessary for an understanding of the company's development, 

performance or position”. In Australia, environmental disclosure among banks is mainly voluntary in nature, 

according to the 2005 State of Sustainability Reporting in Australia (Centre for Australian Ethical Research, KPMG 

Sustainability Services, et al. 2005). The Corporations Act (ss1013(A) to (F) 2001) mandates disclosure 

requirements of “…the extent to which labour standards or environmental, social or ethical considerations are taken 

into account”, it only applies to “investment decision-making”. Considering the general trend among Australian 
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companies to include environmental information in their Annual Reports, and that Bank AP offered investment 

services, it was a possible its Annual Report would include information about how environmental are dealt with in 

other parts of its business activities as well, such as lending.  

All external documents were examined for the presence of the following information and relevant sections 

from the websites were pasted into a document for analysis:  

 some form of declaration, such as a formal environmental policy or environmental statement or commitment, 

that the Banks will consider the environmental impact of projects when making a decision whether to finance 

them,  

 environmental goals, performance or key achievements, which could take the form of a stand-alone 

environmental, sustainability or corporate social responsibility  report or a section in the Banks’ Annual 

Reports or website, 

 project lending practices in general, 

 information about tools, techniques and practices that the Banks have implemented to identify, quantify and 

assess environmental issues in association with projects proposed for financing, 

 information about how environmental issues were taken into consideration in lending decisions, such as a list 

of activities the Banks would not finance on the grounds that they could have an adverse impact on the 

environment, or a description of activities that the Banks actively sought to finance because they would have 

a positive impact on the environment 

The type of internal documents that could be obtained was discussed at the meeting with the heads of 

departments. Additional documents were collected during the interviews, when participants identified them 

as relevant to project lending. Internal documents were subject to the confidentiality agreements outlined 

earlier, which meant that a number of restrictions were imposed on how they could be viewed, processed and 

used. For instance, they could not be taken out of the banks (with the exception of blank templates used in 

the project lending process of the Australian bank), copied, or copied word-for-word. The Researcher was 

also not allowed to photocopy, or copy any of the documents ‘word for word’ in her notes; therefore she 

prepared detailed summaries of all of the internal documents that she examined on a computer and it was 

these summaries which she later analysed. 

Different sets of internal documents were examined from the two banks. The Hungarian bank provided the 

Researcher with copies of internal policies, guidelines, bylaws, templates and other documents that were 

relevant to project lending, including copies of two Valuation Reports that were prepared for projects that the 

bank was currently considering for financing. A complete list of the documents that were obtained from 

Hungarian bank is provided in Table 3.5. 
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Table 3.5 Internal documents that were examined from the Hungarian bank 

Name Date/version 

Commercial Banking/Project Finance Meeting Documentation 2005  

Credit Policy for Corporate Transactions 2005 

Credit Committee Bylaws 2005 

Credit Committee Bylaws Supplement 2005  

Credit Evaluation Form for Corporate Customers No date, current version 

Monitoring policy 1 2006 

Monitoring policy 2 2006 

Project Finance Credit Application Form No date, current version 

Credit Policy for Project Finance transactions 2005 

Project Finance department workflow 2002  

Project Finance Operational Risk Policy for 2005 2005 

Proposed project rating scheme (Basel II Group Project) 2005 

Risk Management Review Form No date, current version 

Services and Products of Project Finance department 2006 

Service Level Agreement between Project Finance and the Credit Risk department 2005  

Unified Credit Application cover page Current at 2006 

Valuation Report 1  2005 April 

Valuation Report 2  2004 December 

Valuation Report 3  No date 

Valuation Report 4 No date 

The Australian bank did not allow the Researcher to view any of its policies or guidelines. Senior staff 

members explained that the bank had a “...vast amount of policies and guidelines” that related to the project 

lending process and that it was impossible to readily identify them. Furthermore the informants explained 

that these documents were stored on the internal database and they were not in downloadable formats, nor 

did they keep hard copies of them, as they did in the Hungarian bank. The Researcher was not allowed to 

access the Australian bank’s internal database, but she was provided access all the documentation associated 

with a project financed in the area involved in project lending (the Property Finance, refer to Figure 4.4 in 

Chapter 4). The project was chosen by the management and staff because it was appropriate, in that it had 

concluded and was not deemed confidential, and it represented typical project in terms of the type of 

development, activities, documents, and timeframes. The project documentation was useful in that it 

illustrated the process by which projects were financed, provided information about the individuals both in 

Bank AP and externally (consultants, investors, planning officials, engineers, etc..), how they were involved 

in the process, what documents they produced which were stored and used by staff in the Australian bank 

and the timeframes that were involved.  
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The project involved the construction of a shopping centre on undeveloped land. The banks’ involvement 

with the project (i.e.. the length of the transaction) was from 1998 and 2003. This period included the 

construction of the project and its release into operation in stages. The bank’s involvement ended during the 

operational phase of the project once the loan was repaid. The documents associated with the project lending 

processes of this project consisted of hundreds of pages, stored in nine volumes which included: 

 Four volumes that contained information about the proposal and included documents such as the 

feasibility report, budget, plans, designs, copies of approvals from relevant authorities, reports 

prepared by external experts, forms used by the banks internally, Valuation Reports, various reports 

from external experts, and draft versions and the final version of the loan contract signed by the 

company undertaking the project and the bank  

 Two volumes that included forms completed by bankers documenting the banks’ provision of loan to 

the client, statements from various external consultants and Quantity Surveyors on the progress of 

the construction of the project 

 Two volumes that included the joint venture agreements that established the company undertaking 

the project and copies of the land registry schedules of the site of the proposed project labelled  

 One volume that contained copies of preliminary and final lease agreements with the various tenants 

of the shopping centre, and the status reports on the leases once the centre was operational 

In addition, the Researcher was given copies of blank templates of the Credit Application Forms that were 

used in the two departments involved in project lending (the Development Finance and the Property 

Investment departments, refer to Figure 4.4 in Chapter 4). 

3.7 Data analysis 

In preparation for analysis, audio-recordings of the interviews were transcribed. Interviews conducted in 

Hungarian were translated by the Researcher. Field notes were typed up. The data processing and 

organisation carried out prior to analysis is illustrated in Figure 3.1. Raw data, as well as transcribed and 

translated interview materials were stored on the Researcher’s computer in Word format.  

 



Chapter 3: Methodology 

  64 

 

 

Figure 3.1 How interview data and bank documents were processed and organized prior to analysis
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Data obtained from the two banks were analysed in the same manner. Data from the Hungarian 

bank was analysed first. The banks’ external documents were collected and analysed, followed 

by the internal documents, although some of the internal documents were collected during the 

interviews when the participants identified them as relevant to project lending. Data analysis 

was a continuous process that began with the examination of the banks’ websites and publicly 

available documents and continued through the interview process. This is common in qualitative 

research. As Creswell (2014 p.195) explains, “data analysis in qualitative research will proceed 

hand-in-hand with other parts of developing the study...while interviews are going on, for 

example, researchers may be analysing an interview collected earlier, writing memos that may 

ultimately be included as a narrative in the final report”.  

Data was analysed using the qualitative social research (QSR) software NVivo (version 7). QSR 

software was used because it is particularly useful for analysing large amounts of text from 

different sources, such as interviews, field notes and various documents (Kelle 2004; Punch 

1998). QSR software also allowed the Researcher to make several attempts at coding and 

categorising, without losing the original data or the results of earlier analyses. All data, 

including transcripts, summaries of the banks’ internal and external documents was imported 

into the software. 

According to Creswell (2014 p.195), the objective of data analysis in qualitative research is to 

“make sense” out of data by “segmenting and taking apart the data...as well as putting it back 

together”. The analysis of the data in this study followed a two-level procedure as recommended 

by Creswell (2014) and Richards (2005). The first level involved what Creswell (2014) calls 

general procedures that describe the cases that are studied (i.e.. the two banks, the parts of the 

banks that were involved in project lending and the interview participants). The results of this 

analysis are presented in Chapter 4. The second level involved analysis of the data for themes 

and key issues which is presented in Chapter 5 and 6. Data analysis proceeded as follows: 

Step 1: Data was examined to generate an impression of general ideas and themes. 

According to Creswell (2014), this allows the researcher to reflect on the overall 

meaning of the data and give an impression of the overall depth and credibility of the 

information. 

Step 2: Data was coded based on recommendations from Richards (2005) and Creswell 

(2014). Coding involved selecting parts of the text (sentences, segments of sentences, 

paragraphs), organising them into categories and labelling the categories with terms that 

are often in the language of the participants (known as in vivo code) (Creswell 2014). 

Data was coded into descriptive categories first, which reflected what the text was 

about. Some examples are: environmental issues that bankers encountered; how banks 

handled environmental issues; details of the project lending process; description of the 
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type of projects the informants dealt with; description of the borrowers; information 

about the internal organisation of the banks, the type of projects x department/team 

dealt with, department or team structure, description of the project lending process, 

financing schemes used to fund projects. This generated a large number of categories. 

After three of four interviews, the categories were examined and those that addressed 

similar topics were grouped. This process of descriptive coding, category generation, 

review of categories, grouping similar categories continued until all data was coded. 

Step 3: Data was examined and coded for themes, generating thematic codes. Thematic 

codes refer to the meaning of the text and are a ‘step-up’ from descriptive codes. They 

are more abstract than descriptive codes (Richards 2005). Thematic codes represent the 

main findings of a research and may appear as headings or subheadings in the final 

report (Creswell 2014). Examples of thematic codes generated were environment as 

risk, environment as an opportunity, how environmental risks were managed, etc.. An 

example of how data was analysed is presented in Figure 3.2.   

 

Figure 3.2 An example of the approach used to analyze data that will be presented 

later in Tables 4.6 and 4.7 in Chapter 4 and in Tables 5.1 and 5.2 in Chapter 5 

Figure 3.2 shows that data was examined from various perspectives to allow themes 
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second provided information about the informants who encountered them, and the third 

described type of projects where these issues emerged. Data was examined for any patterns 

or common themes within each column (shown by circular arrows in boxes) by asking 

questions such as, were there similarities among the environmental issues that informants 

encountered, did informants encounter environmental issues with certain types of projects, 

and did the informants who encountered environmental issues represent certain lines and 

departments in the Banks or represent junior- or senior-level staff. Data was examined for 

any patterns or common themes between columns (shown by black arrows). In this case the 

position of informants and the departments they represented was compared to the number 

and nature of environmental issues they encountered. Questions such as, did informants in 

certain lines or departments encounter certain types of environmental issues, and was there 

a difference in the number of different environmental issues that informants in different 

parts of the banks encountered were asked. Data in the two tables was compared to 

information about the type of projects the banks financed (presented in Chapter 4) to 

determine how the projects where environmental issues were encountered compared to the 

projects in the portfolios of the two banks. Data on the nature of the environmental issues 

informants encountered in the two banks and type of projects where they were encountered 

were also compared.  

The next step was to advance beyond thematic codes to build additional layers of analysis and 

form connections across cases connecting into story lines or develop them into a theoretical 

model (Creswell 2014). This was achieved in this study through continuous examination of the 

data and codes to make sense of the data (Creswell 2014). One example was the discovery that 

the way in which projects were financed influenced if environmental impacts of projects were 

considered in project lending and how they were addressed (see Chapter 5). This concept was 

advanced by combining thematic codes relating to how the environment translated into risks and 

opportunities in lending and the way in which projects were financed.  

Step 4: A decision was made as to how descriptive and thematic codes (the results) were to 

be presented. Themes describing the case studies (i.e.. the banks, the parts of the banks that 

were involved in project lending and the interview participants) and themes relating to the 

type of environmental issues bankers encountered and how they transformed into risks and 

opportunities were presented as narrative organised around the major themes. For example, 

the narrative describing the case studies will be presented in Chapter 4, the narrative on 

environmental issues and how they transformed into risks and opportunities will be 

presented in Chapter 5. Themes relating to how the banks dealt with the financial 

implications of environmental risks and opportunities will be presented in Chapter 6.  
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Step 5: Results of the study were interpreted to determine what lessons were learned 

(Creswell 2014). These lessons were couched in the Researcher’s background in 

environmental management and assessment, and related to findings and theories proposed 

in the literature (Creswell 2014). For example, bankers’ perception of the environment as 

risk and opportunity and environmental risk management practices through banks’ credit 

risk assessment process has been flagged in the literature as possible explanations of how 

environmental impacts of project may materialise in lending. The main findings and 

interpretations of this study are presented in Chapter 7.  

The approach used to analyse data was inductive and deductive. According to Creswell (2014) 

this is characteristic of qualitative research. The approach used in this study was inductive 

initially when categories and thematic codes emerged from the data. The inductive process 

involves “working back and forth between the themes and the databases until the [Researcher 

has] established a comprehensive set of themes” (Creswell 2014 p.186). Deductive analysis was 

applied to themes to determine whether they are well supported by the data or require 

information. Finally, the overall interpretation of the data in step 5 was informed by the 

literature on environmental risk in bank lending. In addition, studies on the environmental 

management and CSR practices of the private sector proposed various theories to explain why 

companies implement such practices. These were taken into consideration during the analysis. 

3.8 Validity, reliability and limitations of the research design 

A number of measures were implemented into the research design to ensure the validity and 

reliability of the findings. Validity in qualitative research refers to the implementation of certain 

procedures to check for the accuracy of the results and it is one of the strengths of qualitative 

research (Creswell 2014). Triangulation was one of the strategies implemented to ensure 

validity of the results. Triangulation refers to using a variety of sources of information to 

generate information. Validity of the results is ensured when a number of sources or 

perspectives from different informants converge, thereby justifying themes (Creswell 2014). 

Triangulation in this study was achieved by asking different informants about the same topics or 

the same questions and by obtaining information about the way in which banks address 

environmental issues and their project lending practices from the banks’ internal and external 

documents and the interviews.  

Creswell (2014) also recommends member checking to enhance validity of the results. This 

refers to taking back information about major findings or themes to the participants to check 

their validity (Creswell 2014). This strategy was used extensively. For instance, the Researcher 

compiled a page-long summary of the project lending process and asked the Key Informants to 

check its accuracy. She described main concepts and themes at the interviews, such as the way 
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decision-making worked in the banks and asked informants to correct or add to her narrative. 

On one occasion she conducted a follow-up interview to clarify some key issues and discuss 

findings with one of the informants. 

The use of rich descriptions of results and the presentation of information, views and opinions 

that do not support themes are further strategies which were employed (Creswell 2014). For 

example, quotes taken directly from the transcripts were incorporated extensively into the 

narrative of the results in the following three chapters. Opposing views from participants were 

also presented. Although these strategies enhance validity, they may also frustrate and confuse 

readers who are not used to dealing with this type of information. This is certainly a limitation 

of the qualitative research design. 

Reliability means that the approach used to collect data is consistent (Creswell 2014). According 

to Yin (2009 in Creswell 2014), researchers should document all steps of the research with as 

much detail as possible to enhance reliability. The Researcher believes that the account of the 

methodology above is sufficiently detailed so that another researcher can duplicate her methods. 

Reliability in qualitative research does not refer to replicability of the results. The Researcher 

employed rigorous procedures to ensure her documents (transcripts and summaries of the banks’ 

internal documents) were free from errors and that her codes remained true to their intended 

meaning (i.e.. their meaning did not change over time) by constantly comparing data with codes 

and writing notes about the codes and their definitions, a recommend strategy by Gibbs (2007 in 

Creswell 2014).  

Given that this study involved a qualitative research of two case studies, generalization of the 

results was not an objective. The objective of qualitative studies is to describe a phenomenon in 

detail to generate a thorough understanding of contemporary events (Silverman 2013; Babbie 

2010). Although, Flyvbjerg (2006) argues that one can generalise from a single case, depending 

on the nature of the case and the way in which it was chosen. Selecting extreme or critical cases 

can increase generalizability, while selecting “most likely” cases are appropriate for falsification 

of existing propositions and “least likely” cases are most suitable to test verification (Flyvbjerg 

2006 p.230-231). Flyvbjerg (2006 p.223) also states that “social science has not succeeded in 

producing general, context-independent theory and thus, has in the final instance, nothing else to 

offer than concrete and context-dependent knowledge”. 

The requirements of the confidentiality agreements further constrained the research. For 

example, the non-availability of project-specific information meant that the Researcher could 

not follow up on the environmental performance of the banks’ clients, or examine how many of 

the projects that the banks financed triggered environmental impact assessment for instance. It is 

unlikely that any future research in this field will be able to overcome these constraints – and it 
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too will have to rely on indirect information on the environmental impacts of projects for which 

banks lend.  

3.9 Summary 

This chapter has described the methodology used to determine if banks consider the potential 

environmental impacts of projects in their lending practices and decisions, and to describe how 

they do this. While the nature of the topic under investigation (bank lending and the 

environment) can be investigated through various approaches, under the constructivist paradigm 

a qualitative in-depth study was the best option to answers the research questions. Taking the 

direction and results of prior research into consideration, it was decided to carry out a multiple 

case study of two banks involving extensive interviews with multiple staff members from each 

bank. This approach is in contrast to much prior research in the area of bank lending and the 

environment that used quantitative methods such as surveys, and mixed-method research 

involving surveys with a large sample of banks followed by an interview with one employee 

from a limited number of institutions. This in-depth study within two institutions is designed to 

provide a thorough understanding of bank lending practices and the role and influence of 

environment issues within. 

The study involved one Hungarian and one Australian bank. The participants in this study 

included those staff members who were directly in project lending. A total of 23 bank staff were 

interviewed; three from the affiliates of the Hungarian bank. These individuals were identified 

by senior management initially followed by snowball sampling, resulting in a sample of bank 

staff from various parts of the organisations, with different responsibilities, experience, etc.., 

which will be described in detail in the next Chapter (Section 4.4). Interviews were semi-

structured and included open-ended questions. This process accommodated differences among 

informants in terms of their roles and responsibilities in project lending, as well as their 

background and knowledge about environmental issues. Documents relevant to project lending 

were also collected and analysed. Data analysis involved assigning descriptive and thematic 

codes through a combination of inductive and deductive process characteristic of qualitative 

research. Software was used to facilitate the coding process. The results of the analysis are 

presented in the next three chapters. 
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Chapter 4 

The Study Banks, their projects and project 

loans 

4.1 Introduction 

This chapter is the first of three that report the outcomes obtained from interviews, and from the 

document examination, in the Banks included in this study. This chapter describes: 

 the function, internal organisation, and size of the two Banks,  

 areas and departments in the Banks that were involved in project lending, 

 where staff who were interviewed were located within the Banks, 

 the characteristics of the Bank staff interviewed,  

 the documents that were identified by informants as relevant to project lending practices 

and examined, 

 the project lending portfolios of the Banks, including the types of projects they financed 

and the nature of the borrowers 

 

The description of the main features of the Study Banks provides background information that 

puts the Banks in the context of the banking sector in their respective countries. The 

identification of areas in the Banks that were involved in project lending highlights the 

similarities and differences in the way project lending was organised in the two Banks and 

illustrates that a number of different areas are involved in this process. The project lending 

portfolios of the two Banks provides information about the type of activities the Banks financed, 

revealing that both Banks actively financed projects that were likely to have environmental 

impacts. The description of the project lending portfolios also reveals what were the main 

features of the project loans and this information will be drawn on in the subsequent chapters 

that describe when and why environmental issues were considered in project lending and how 

they were handled in the Study Banks.  

As mentioned before, one of the banks studied was located in Hungary, the other in Australia. 

The names of the banks have not been used so as not to disclose their identities. Throughout this 

thesis, the bank that operated in Hungary is referred to as Bank EU (European Union) and the 

bank that operated in Australia is referred to as Bank AP (Asia Pacific). To protect the Banks’ 

identities, exact data (financial or non-financial) are not disclosed in this chapter, or anywhere 

else in this thesis. Only approximate figures are given, where appropriate, and the actual names 
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of various units within the Banks’ organisations have been substituted with generic names that 

reflect the main function of the units. 

Information about the Study Banks’ activities, organizational structures and financial 

performance was obtained from publicly accessible sources, which included their web-sites and 

Annual Reports
5
. This information was supplemented, where necessary with information from 

the informants
6
. Financial data The Annual Reports that were used were those that were 

published for the year when the institutions took part in the study; therefore, since data was 

collected from Bank EU in 2006, its 2006 Annual Report was used and since data was collected 

from Bank AP in the first half of 2007, its Annual Report for the 2006-2007 period was used 

(with the financial year ending in June 2007 in Australia).  

4.2 Overview of the Study Banks 

The Study Banks shared several features in terms of their position in the domestic market, 

activities and overall organisation
7
. Both Banks were listed as domestic companies and operated 

predominantly within their domestic markets. The Study Banks were not among the top five 

commercial banks in their countries in terms of asset size. They were described by informants as 

“middle-size” banks, meaning that they not the largest banks, but were still “influential players” 

in their respective countries. This description however referred to the Banks’ position relative to 

other banks in the country and there was substantial difference between the two Banks in terms 

of size, assets and financial performance. Financial performance data form the Banks’ Annual 

Reports covering the time the study was conducted showed that Bank AP was a much larger 

organisation then Bank EU. Bank AP held four times as much assets and made three times as 

much profits as Bank EU in the financial year that study was conducted. Bank AP also operated 

more branches and employed six times as many staff as Bank EU. Despite these differences, the 

informants’ description of both Banks as ‘middle-size’ was still legitimate as it referred to the 

Banks’ overall position in the domestic banking market and difference in the size of two 

                                                      
5
 The Annual Reports and the banks’ web-sites are not referenced to ensure that requirements on confidentiality were honoured.  

6 As described in Chapter 3, “informants” is the term used in this thesis for the 24 people interviewed as the main source of data for 

this work. The process of identifying and interviewing informants was described in Chapter 3; and the location of the informants 

within the structure of the two Study Banks is described in Section 4.3 and 4.4 in this chapter.  
7
 Whenever possible, in the interest of parsimony the characteristics and processes of the Study Banks are described 

together. However, where it is necessary to describe them separately, material for Bank EU and Bank AP is 

sequentially, by in indenting the text by and indicating the name of the bank at the beginning of the paragraph, e.g.: 

Bank EU:……………………. 

………………………………. 

 Bank AP:……………………. 

………………………………. 
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‘middle-size’ banks is attributed to the differences between the size of and the economies of the 

two countries that the Study Banks operated in.  

Despite differences in financial performance, staff numbers and branches, the Study Banks 

offered a similar range of services to a similar clientele. The majority of the Banks’ clients 

included privately owned companies, the local and state level government institutions, and 

private individuals. Services were offered to business customers and government entities 

through the Banks’ ‘business banking services’, which included: 

 the management of business accounts, 

 transaction services, 

 financing a diverse range of business activities (including projects), and 

 import, export trade finance.  

Project lending, as it is defined and used in this thesis, constituted a business banking service. In 

addition, the Banks offered services to private individuals through their ‘retail banking services’ 

which included:  

 the management of savings and investment accounts, 

 transaction services, 

 provision of small-scale loans such as personal loans and home loans, 

 teller services (in various locations across the country), and 

 internet and phone banking services. 

By delivering both business and retail services the Study Banks represented, what is known in 

bank management literature, as ‘universal’ or ‘commercial banks’
8
 (Jeucken 2001; Rose and 

Hudgins 2005; Hogan et al. 2004).  

The Study Banks represented the banking arm of larger organisations known as ‘bank groups’ 

(i.e.. Bank-EU Group and Bank-AP Group) that included a number of other companies in 

addition to the Study Banks. The structure of Bank-EU and Bank AP-Groups is depicted in 

Figure 4.1 and 4.2
9
, respectively.  

                                                      
8
 In the past ‘commercial bank’ was a term that was reserved for banks that delivered services to the 

‘commercial’ (i.e. business or corporate) sector only, but as a growing number of banks extended their 

services to offer commercial as well as retail services, it is now used to refer to banks that offer both types 

of services (Rose and Hudgins 2005; Hogan et al. 2004). 
9
 Figures 4.1 and 4.2 do not represent the definitive structures of the two Groups, to ensure that the 

institutions that participated in the study cannot be identified. The interest of the author is to provide 

sufficient information for the Reader for the purposes of this study. 
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Figure 4.1 The structure of Bank Group-EU, showing the Study Bank, Bank EU and 

its affiliates 

The Group structure of Bank EU corresponds to the financial holding company model (Rose 

and Hudgins 2005 p91). Bank-EU Group represents a larger international banking organisation 

with a well established presence in several other countries around the world. Bank-EU Group 

had several subsidiaries in different countries (although not in Australia). Bank EU refers to the 

Hungarian subsidiary, but Bank-EU Group included four other companies operating in 

Hungary, none of which offered banking services. These companies were known as ‘affiliates’ 

of Bank EU, and included: a Leasing company, an Investment Management company, a Real 

Estate Development Company and an Energy Projects Company. Bank EU and its affiliates 

only carried out activities in Hungary.  

 

Figure 4.2 The structure of Bank Group-AP, showing the Study Bank, Bank AP and 

its subsidiaries 

The structure of the Bank-AP Group represents the subsidiaries model (Rose and Hudgins 2005 

p91). The Group consisted of Bank AP and several other companies known as its ‘subsidiaries’. 

Bank-AP Group had a total of 13 subsidiaries; five companies that offered general insurance 

services, two companies that offered wealth management services, three companies that offered 

insurance services overseas and three companies that offered investment management services.  
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Companies within the two Groups were engaged in a wide range of activities and these are 

summarised in Table 4.1.  

Table 4.1 Services offered by the affiliates of Bank EU and the subsidiaries of Bank AP 

Affiliates of Bank EU  Subsidiaries of Bank AP  

Financial services Non-financial services Financial services 

Investment management 

 e.g. management of 

bonds, equity, real estate, 

and money market funds 

Leasing  

 e.g. providing car loans 

and loans for light 

commercial and 

agriculture vehicles  and 

machinery 

Real estate development 

 e.g. construction of 

residential and mixed use 

buildings, shopping 

centres, warehouses, light 

industries, 

Energy projects 

 e.g. construction and 

operation of gas-engines, 

construction of biofuel 

facilities and wind farms 

General and overseas insurance  

 e.g. offering personal insurance  (home, 

life, car and boat insurance) and 

commercial insurance (for small and 

corporate businesses) 

Underwriting 

Wealth management  

 e.g. managing superannuation funds, 

financial advisory services and financial 

planning 

Investment Management 

 

Table 4.1 shows that Bank AP Group was active in the insurance sector, while Bank EU Group 

did not offer such services. The table also shows that while the companies within Bank AP 

Group offered financial services only, the companies in Bank EU Group engaged in non-

financial activities as well. The two companies that offered non-financial services were the Real 

Estate Development Company and the Energy Projects Company. These companies were 

involved in project management, where they actually organised, oversaw the construction of 

projects in given sectors. These companies invested the Group’s capital and as informants 

described, they “basically spend the Bank’s money”.  

4.3 Organisation of the areas involved in project lending 

The Study Banks were large organisations, with complex internal structures. The internal 

structures of the business banking side of the Study Banks were based on the ‘matrix model’, 

which is an organisational model that incorporates functional divisions (horizontal) and a 

geographical, product or some other type of division or point of differentiation (vertical) (Sahay 

2009). Functional divisions in the Study Banks were known as areas or lines, which were 

subdivided into departments. Large department were further divided into teams. The other 

division was on the basis of geographical location. Bank EU, for instance, had divided its 

domestic business banking into nine so-called ‘regions’. In Bank AP the division was less 

defined and many of the department involved in project lending were under restructuring when 

the interviews were carried out. As a result, managers were not clear as to how many staff 

members they will supervise in the near future and have identified some teams that now “report 
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elsewhere” but still assisted them in project lending. At the state level for example, the largest 

division was located in Brisbane, followed by the Gold Coast, Sunshine Coast and far North 

Queensland.  

The areas, lines, departments and teams that were involved in project lending in the two banks 

are in Figure 4.3 for Bank EU and Figure 4.4 for Bank AP. The areas, departments, and teams 

where informants were located are shown in both figures in dark (red). Detailed information 

about the informants and their place in the organization is provided later in this chapter. Those 

parts of the Banks that did not take part in project lending directly such as the Banks’ retail 

banking service area, and support services for the overall operations of the Banks (such as the 

human resources, information technology or public relations departments), were also not 

included in the figures.  
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Figure 4.3 Lines, areas, departments and teams that were involved in project lending in Bank EU, showing where informants were located 

in red 
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Figure 4.4 Lines, areas, departments, and teams that were involved in project lending in Bank AP, showing where informants were located 

in red
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Figures 4.3 and 4.4 reveal that the organisation of the project lending functions of the two 

Banks exhibited several similarities. One such feature was that two areas and two lines were 

involved in their project lending processes and that these parts of the Banks carried out identical 

functions. The project lending area of both Banks involved:  

 a business line, whose task was to identify and seek out potential projects that the Banks 

could finance, provide information about these projects to the risk lines and decision-

makers and manage these projects through the lifetime of the loan 

 a risk line, whose task was to assess the risks that the Banks are exposed to through 

lending and to provide information about these risks to decision-makers  

 a legal area, which was responsible for checking over all legally binding documents 

including the final version of contracts before they were sent out to the clients, provided 

legal advice and assistance with loan contracts and handled transactions that had 

defaulted and those at a risk of default, and  

 a support area, which assisted the work of the staff members that handled project 

lending transactions 

Of these four areas and lines, the business and risk lines were identified as those parts of the 

Banks that performed the most important tasks associated with project lending. Informants 

emphasised that the role of the business and risk lines was crucial because they provided input 

to project lending decisions and managed loans.  In contrast, the role of the legal and support 

areas was essentially administrative, in nature. The activities of the legal and support areas were 

important in finalising contracts and managing the formalities of monitoring, but their activities 

did not influence the outcome of project lending decisions.  

Another key feature in the organisation of project lending functions common in the two Banks 

was the separation of the business line and the risk line. This separation was described by one of 

the informants as a “fundamental principle” in bank lending and its purpose was to ensure that 

the Banks’ “business generating ambitions do not influence its risk decisions”. The informant 

called this the “separation of powers” and explained that it was necessary as it was “imbedded 

in international bank regulations borne out of the banking disasters in the past…when the 

decision-making has got too close to the business relationships”
 10

. The purpose of the 

                                                      
10

 The banking disaster that the informant referred to was the Great Depression of the 1930s which 

resulted in a response by the American government to intervene in commercial bank activities by 

introducing the concept of separation powers and activities by regulating commercial bank activities 

(Greenbaum and Thakor 2007 p 483-484; Rose and Hudgins 2005 p42-44). This legislation was the 
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international regulations is to ensure that the business generating functions of banks remain 

separate from their risk assessment. The division between the business and risk lines reflecting 

the principle of the ‘separation of powers’ can be seen in the two Banks’ organisation in the 

Figures. Insight into the different roles the areas and lines in the project lending process 

revealed that the work of the business and risk lines were crucial in project lending. The roles of 

these two lines are described in detail. 

4.3.1 The business line 

The business lines of the Study Banks consisted of a number of departments, and those that 

were identified as carrying out a project lending function are shown in Figures 4.3 for Bank EU 

and Figure 4.4 for Bank AP. The departments that were involved in this study are highlighted in 

the Figures in red (dark).  

Bank EU: The Project Finance department and the Municipality department 

departments financed projects and both were involved in the study.  

Bank AP: Five departments in Bank AP’s business lines financed projects, and four of 

those were involved in the study: the Infrastructure Finance department, the 

Development Finance department, Property Investment department and the Equity 

Finance department which were within the Property Finance area. The Agribusiness 

department was also financed projects, for clients in the agriculture sector, but it was 

not part of this study, as was explained in Chapter 3.  

The departments were differentiated on the basis of the type of projects they financed, the type 

of clients they catered to and the location of the projects they financed. This was known as the 

portfolio of the department and represented the horizontal division in the Banks’ internal 

organization. This corresponds to the matrix organizational model described earlier.  

Bank EU: Departments in Bank EU’s business line were organised on the basis of the 

nature of their clients. The Project Finance department dealt with clients in the private 

sector, including the two affiliates of the Bank; the Real Estate Development Company 

and the Energy Projects Company. The Municipality department’s clients were 

municipalities and so-called “small-regions” that consisted of several small 

municipalities in close proximity.  

                                                                                                                                                           
Banking Act of 1933 (also known as Glass–Steagall Act) and was the basis of international bank 

regulations (Greenbaum and Thakor 2007 p 483). 
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Bank AP: Departments in Bank AP’s business lines were organised according to type 

of activity they financed. The three departments in the Property Finance area were all 

involved in financing residential, commercial and industrial developments. The 

difference was that the departments financed different phases of the developments and 

size of the loans they could provide. The Equity Finance department financed the 

purchase of equity required for development; in most cases, this was the site where 

projects were proposed. The Development Finance department financed the 

development (phase) of projects, the Property Investment department financed existing 

developments in their operational phase. The Infrastructure Finance was department 

financed large-scale transport and social infrastructure projects.  

Large departments consisted of teams (see Figures 4.3 and 4.4). The majority of the teams were 

located in the Banks’ head offices, while few teams were located in the Banks’ regional 

branches. According to the heads of the business line departments, teams were located in the 

regional branches to ensure that the Bank was “adequately represented” outside the capital. The 

work of the regional teams was always coordinated from the head office. Teams consisted of 

different number of staff in the two Banks. According to the management, the number of staff in 

the teams and the way in which teams were set-up was considered ideal:  

Bank EU: There were four teams in the Project Finance department: three of them had 

four team members and one had only three. One of the team members was designated 

as the Team Leader. The Municipality department consisted of nine employees who 

oversaw the work of staff in the regional offices.  

Bank AP: Teams usually consisted of a Sales Manager and typically one, sometimes 

two Analysts. 

Unlike departments, teams in the business lines were usually not specialised to handle specific 

types of projects. Heads of departments explained that they “expected” their staff to be able to 

“handle any type of project” and that they were essentially “generalists”. However, they also 

identified some areas of specialization for some of their staff and teams.  

Bank EU: In the Project Finance department one informant was identified as the person 

who usually handled projects in the energy sector because he had a background in this 

sector (see the informants’ previous experience in Table 4.2) and another team was 

dealt with most of the rural and peri-urban developments.  
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Bank AP: The Development Finance department had a team specialising in senior 

living and aged care residences; the Property Investment department had a specialist 

team for large-scale estate developments. 

According to the informants, these areas required some specialized knowledge of the sector that 

may be of a legal or financial nature. Specialisation of team members was a result of their 

expertise, which stemmed from previous of exposure to projects in certain sectors in the Banks 

or previous employer, or their existing relationships with certain clients.  

4.3.2 The risk line 

Figures 4.3 and 4.4 show the structure of the risk lines in the two Banks. The risk lines 

consisted of fewer staff members than the business lines and were not represented in the Banks’ 

regional offices or branches. Small number of staff in the risk lines, compared to business lines 

is said to be characteristic of banks, which view risk assessment as essentially a cost of doing 

business (Case 1999). The business line identifies potential business for the bank; therefore their 

work directly grows the banks’ profit. In contrast, the risk line’s work results in a reduction of 

potential business. (An example of how banks try to reduce the cost of risk assessment in retail 

banking is the installation of automatic, computer-based electronic credit appraisal systems to 

evaluate personal loan and credit card applications (Case 1999)). Risk lines were organised in a 

way that paralleled the organisation of the business lines: 

Bank EU: The risk line included two teams; the team that assessed the loan 

applications from the Project Finance department had four members, the team that 

assessed the risk associated with applications from the Municipality department had 

two members. A team member was designated as the  Team Leader.  

Bank AP:  Projects proposed by all the departments in the Property Finance area were 

assessed by a single Risk Assessment Specialist. The Infrastructure Finance department 

did not have a risk specialist.  The risks of projects put forth by the department were 

assessed by the staff in the department and later scrutinized by the relevant decision-

making forum (see below).  

4.3.3 The legal and support areas 

The Study Banks had separate legal area and support areas that played an administrative role in 

the project lending process of the two Banks. The legal areas consisted of solicitors whose task 

was to review loan contracts and check the authenticity certificates, contracts and other official 

transactions. The legal areas of both Banks included the Work-out department whose role was 

to try to prevent, minimise or recover financial losses that the Banks may incur in the event that 
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a borrower defaulted on the loan. When this happened, the transaction was said to “enter the 

work-out process”. The work-out process has been identified by Weber (2008) as the last phase 

of the credit risk management process of European banks. The results of this study revealed that 

only a small proportion of the loans ever entered the work-out process in the Study Banks. 

Informants described the work of the Work-out department as highly specialised and said they 

had little contact with the department primarily because only few transactions have entered the 

work-out process and when they did, the risk and business lines handed over all documents to 

the department, which then “took over the project” until all issues were resolved.  

The support area was also identified as fulfilling a role in project lending, particularly in 

monitoring loan repayments for larger departments. The support area also included the Study 

Banks’ information technology department, which maintained the software and databases that 

the staff used to evaluate loan applications, store client and project specific information. In this 

sense, information technology played an important role in the day-to-day operation of the Study 

Banks.  

4.3.4 Decision-making capacities for project loans 

Another key feature of project lending that is particularly important for this study is the way in 

which decisions were made about which projects the Study Banks would finance. The 

informants described several levels of decision-making authorities in the Banks, how they 

operated and how these levels developed. One useful way to look at the decision-making 

systems in the Study Banks is to consider that the Banks’ top executives, such as the Board of 

Directors, have the power to make decisions about which projects will be financed. The top 

executives delegate authority to top management to make decisions on their behalf on loans or 

projects of certain size. This allows the Bank to process large number of loans and to be more 

efficient. The top management further delegates authority to managers to make decisions about 

projects or loans of certain sizes, and so on. Thus decision-making authority was organised in a 

hierarchical manner in the Study Banks and the type of loans that the various levels of decision-

making authorities had the capacity to make decisions over was prescribed. Normally, this was 

the function of the size of the loan, or the project, but in Bank EU the time period (tenure) of the 

loan was also a factor. Decision-making authorities of the two Banks were described by 

informants as follows.  The description does not include an exhaustive list of members as some 

of the informants deemed this information to be confidential. The decision-making hierarchy of 

Bank EU is more comprehensive as it was reviewed and approved for publication by one of the 

members of the Credit Committee. 
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Bank EU: The top decision-making authority was the Management Committee, which 

consisted of the Group Executive located outside Hungary (as Bank EU was the 

Hungarian representative of a major international Bank Group). The Management 

Committee delegated authority to the Credit Committee, which included all six 

members of the Board of Directors of the Bank. The Credit Committee delegated joint 

decision-making authority to the Director of the Credit Risk department and the 

Directors of the business line departments. This meant that if a project was proposed by 

the Project Finance, it fell within the competency of joint decision-making by the 

Director of the Credit Risk department and the Director of the Project Finance 

department. At the bottom of the hierarchy, individual Team Leaders also had some 

level of decision-making authority to deem projects suitable for consideration. One 

informant described is as determining whether the project was “bank ready”.  In other 

words, if it had reached a level of planning that it could be considered by the Bank for 

financing. 

Bank AP: The top decision-making authority was the Executive Committee, which was 

made up of the CEO and the CFO, known and other  “executives”. Below the Executive 

Committee was the Credit Committee, which included the Head of the Risk Department 

and “two of his executives”. Below the Credit Committee, authority was granted to the 

Risk Specialist for Property Finance transactions together with either the State Manager 

of the Development Finance or the National Manager of the Property Investment 

department.  

The above description of the decision-making authorities in the Study Banks reveals that the 

two systems were organized along the same principals and in a similar manner.  Informants 

identified joint approval by members of the risk line and senior staff in the business line and the 

Credit Committee as the main decision-making authorities for project loans.  

4.4 Description of the informants 

A total of 23 individuals were interviewed in this study and, by design, all of them were directly 

involved in project lending. Eight employees were interviewed from Bank EU and three from 

its affiliates: two staff members from Bank EU’s Real Estate Company, one from the Energy 

Projects Company. Eleven employees were interviewed from Bank AP. In addition, a staff 

member from the IFC’s Hungarian office was also interviewed because the IFC co-financed 

some projects with Bank EU. Informants from the Study Banks represented a number of 

different departments in the Study Banks’ business and risk lines (see Figures 4.3 and 4.4 for 

Bank EU and Bank AP, respectively). All participants in the Study Banks were located in the 
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head office; many fulfilled different roles and represented different levels within the 

organisations’ hierarchy. Informants from Bank EU’s affiliates were part of Bank EU-Group, 

yet they were all directly involved in the projects that Bank EU financed as borrowers and/or 

advisors. Detailed information about the informants is presented in the following sections.  

4.4.1 Informants in Bank EU 

The informants from Bank EU, their department, position, experience and decision-making 

authority (if applicable) is presented in Table 4.2. All informants from Bank EU were male.  

Table 4.2 Department, position, decision-making capacity and professional experience 

of informants from Bank EU 

Department and 

position  

Decision-making  

authority 

Time at the 

Bank/Affiliate 

Previous experience? 

Project Finance department 
Director Jointly with the Director 

of the Credit Risk 

department 

Approximately 10 

years 

Yes (did not disclose) 

Team Leader 1 N/a  3 and a half years No prior experience, started 

career at Bank EU 

Team Leader 2 N/a 3 and a half years No prior experience, started 

career at Bank EU 

Team Leader 3 N/a 3 years Yes, in a finance-related role 

for a company in the energy 

sector 

Municipality department 
Vice-Director Jointly with the Director 

of the Credit Risk 

department 

7 years Yes, similar role in another 

bank 

Credit Risk department 
Director Jointly with Director of 

Project Finance 

department 

Approximately 10 

years 

Did not disclose information  

Team Leader for Project 

Finance transactions 

N/a 3 and a half years Yes, as auditor in major 

international audit firm 

Team Leader for Municipality 

transactions 

N/a 4 years Yes, as auditor in major 

international audit firm 

 

The Table reveals that informants included all heads of departments involved in project lending 

(Directors or Vice-Directors). In addition, Team Leaders in two of the three departments were 

also interviewed. In the Project Finance department all but one Team Leader was interviewed; 

this individual was unable to participate in the research. The Credit Risk department had two 

Team Leaders and both of them were interviewed. Team Leaders supervised the work of their 

team members and were familiar with the details of all the projects handled by members within 

their team. The Team Leader was required to approve, or “sign off” on each application before 

it could be handed over to the risk line for assessment. The Team Leaders’ familiarity with all 
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projects handled by their teams was the reason why the Bank’s management recommended that 

the Team Leaders be interviewed for this study, instead of team members.  

4.4.2 Informants in Bank AP 

The department, position, experience and decision-making authority (if applicable) of 

informants from Bank AP is presented in Table 4.3. All informants, except Analyst 1 from Bank 

AP’s Property Investment department were male.  

Table 4.3 Department, position, decision-making capacity and professional experience 

of informants from Bank AP 

Department 

and position 

Decision-making 

authority 

Time at 

Bank 

Previous experience? 

Property Finance area  
General Manager for 

Property Finance 

Jointly with the Risk Assessment 

Specialist for Property Finance 

12 years Yes, 11 years in another bank 

Property Investment department 
National Manager Jointly with the Risk Assessment 

Specialist for Property Finance 

14 years Yes, 27 years in similar role in 

another bank 

Analyst 1 No 2 years No prior experience, started 

career at Bank AP 

Analyst 2  No 2 years No prior experience, started 

career at Bank AP 

Development Finance department 
State Manager Jointly with the Risk Assessment 

Specialist for Property Finance 

13 years Yes, in another bank at Sales 

Manager level 

Sales Manager  No Approximately 

10 years 

Did not disclose 

Analyst 1 No 2 years No prior experience, started 

career at Bank AP 

Analyst 2 No 2 years Yes, over 30 years in another 

bank, at the Analyst and Sales 

Manager level 

Equity Finance department 
Sales Manager No 5 years Yes, as a Valuer, also in another 

bank 

Infrastructure Finance area 
National Manager No 5 years 20 years in another bank, in a 

similar role in the project finance 

area  

Risk Assessment for Property Finance 

Risk Assessment 

Specialist for Property 

Finance 

Jointly with State, National and 

General Managers of the Property 

Finance area 

Over 20 years Yes, in another bank in the same  

 

Table 4.3 reveals that several senior staff were interviewed in Bank AP, including the General 

Manager for the Property Finance area, which included the Property Investment, Development 

Finance and Equity Finance departments. Within the Property Finance area, all of the most 

senior managers located in Bank AP’s head office were interviewed, including the National 
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Manager for Property Investment, the State Manager for Development Finance and the Sales 

Manager for Equity Finance. The Sales Managers in the Property Finance area worked mainly 

outside the office as their role was to generate business. The Analysts, who compiled all the 

documents, loaded data on the Bank’s intranet, etc.., supported their work from the Bank’s head 

office. Consequently, it was more difficult to arrange interviews with Sales Managers than with 

Analysts. However, the Analysts were just as familiar with the nature of projects as the Sales 

Managers, although they were much less experienced. The National Manager of the 

Infrastructure finance area was also interviewed. He led a small team of four Analysts. From the 

risk line, the Risk Assessment Specialist was interviewed. He was solely responsible for 

assessing all loan applications for proposals put forth by the Property Finance area and was 

therefore the most relevant person to interview about risk assessment protocols and project 

related risks in Bank AP. The informants from Bank AP represented all levels of hierarchy 

within the Bank from most junior (Analyst) to most senior (General Manager, National 

Managers).  

The Tables also reveal that many of the more senior informants had decision-making authority 

over project loans jointly with other senior staff. Joint decision-making always involved 

approval by one senior staff member from the business line and one from the risk line. The 

informants revealed that the majority of project lending transactions in the Study Banks were 

decided at the level of joint decision-making, the rest at the Credit Committee level, and only 

few loans required approval at the highest level: 

Bank EU: According to the Director of the Project Finance department, 95% of all 

transactions in the department progressed through the ‘mini’ Credit Committee and fell 

under the joint competency of the Director of Credit Risk Assessment and the Director 

of the Project Finance department or the Credit Committee. The majority of the 

Municipality department’s transactions were decided at the Credit Committee level and 

only few were sent to the Executive Committee each year. According to informants 

from the Municipality department and the Credit Risk Assessment department, the 

Bank tried to ensure that all its projects stayed within the “competency of the local 

decision-making authorities”. 

Bank AP: Approximately 90% of the transactions of the Property Investment and 

Development Finance departments fell within the decision-making authority of the Risk 

Assessment Specialist for Property Finance. The remaining 10% were decided at Credit 

Committee levels and only few transactions were substantial enough to be decided at 

the Executive Committee level. For example, the transactions that Analyst 2 from the 

Property Investment department handled often went to Executive Committee, as she 
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dealt with “…high profile clients of the Bank …with usually quite large deals”).  The 

transactions of the Infrastructure Finance department were also significant in terms of 

size and were therefore decided at the Credit Committee or the Executive Committee 

level, according to the National Manager of the department.  

This meant that the informants included those staff members in the Study Banks who made 

decisions about the majority of project loans. This was definitely seen as an important positive 

outcome of the study design.  

In the event that a loan fell beyond the competency of joint decision-making, or the two lines 

could not come to an agreement over the fate of the application, the senior staff and the risk 

specialists in the respective department attended the Credit Committee meeting. In this case, the 

informants were non-standing members, which meant that they “did not get a vote” on the fate 

of the proposals. They were there to present their proposals to the committee and answer 

questions from the committee members. None of the informants represented standing members 

of the highest level of decision-making, which included only members of the Board of 

Directors. As stated earlier, members of the Board of Directors were not available for 

interviews.  

Finally, Tables 4.2 and 4.3 also reveal the various levels of experience informants had in the 

Banks. Generally, informants in junior positions, which included Team Leaders in Bank EU and 

Analysts in Bank AP, had less than five years of experience, while informants in senior 

positions had at least ten years. The only exception to this was Analyst 2 from the Development 

Finance department, who was an Analyst with nearly 30 years of experience that he mainly 

gained at another bank. Senior positions included Directors and Vice-Directors of departments 

in Bank EU and General Manager, National and State Managers and Sales Managers, in Bank 

AP. Many informants holding senior positions had fulfilled a similar role at another bank prior 

to joining the Study Banks. The Sales Manager in Bank AP’s Equity Finance department was 

somewhat unique, as he had a background in Valuation.  

Informants in the risk lines were often more experienced then informants in the business lines. 

Both Team Leaders in Bank EU’s Credit Risk department had worked for an audit company for 

several years prior to joining Bank EU, while many of the Team Leaders in the business lines 

had no prior professional experience. The Risk Assessment Specialist in Bank AP was a highly 

experienced individual who had fulfilled the same role in another bank for 20 years prior to 

joining Bank AP. In contrast, the majority of the Analysts in the business lines had no, or 

limited prior experience. 
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The interviews revealed some additional information about the type of staff the Banks sought to 

employ. Senior level staff in the Study Banks’ risk lines said that they preferred to hire 

individuals with previous experience in a similar role in another bank or in a relevant finance-

related field. The Director of the Credit Risk department of Bank EU said they only hired 

individuals who had at least three to five years professional experience. Both Team Leaders in 

the Bank’s Credit Risk department had worked for an audit company for several years prior to 

joining Bank EU. The Risk Assessment Specialist of Bank AP had “over 20 years credit 

experience” in another Bank.  

Substantial experience among staff in the business lines was less crucial. Some informants from 

the business lines of both Banks did not have any prior experience before joining the Bank. 

Bank AP often hired graduates and had an internship program. Three out of the four Analysts 

that participated in the study joined Bank AP through this program. In contrast, Bank EU never 

hired individuals without previous experience in a relevant field such as banking or auditing. 

Several Team Leaders in Bank EU had worked as auditors in major international firms prior to 

joining the organisation.  

4.4.3 Informants from Bank EU’s affiliates and the IFC 

Three informants from Bank EU’s affiliates were interviewed: two from the Real Estate 

Company and one from the Energy Projects Company (Table 4.1). Bank EU’s affiliates were 

separate corporate entities that undertook projects, all of which were financed by Bank EU. 

Consequently, informants from the affiliates were clients of the Bank and could therefore 

provide a client’s perspective of its project lending process. They could also provide a more 

detailed account of the projects they undertook than the bankers. Due to the confidentiality 

agreement with the Study Banks, staff from these companies represented the only clients that 

could be interviewed (as stated in Chapter 3, the Banks did not release the names of their 

clients, past, present or future). It must be noted however that Bank EU affiliates were not 

exactly ‘typical’ project lending clients because, unlike borrowers who were not affiliated with 

Bank EU Group, they did not have to include information about the company’s financial 

records with loan applications. In addition, they could not apply for loans at other banks 

because Bank EU was their sole finance provider. 
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Table 4.4 The location, position, period of employment and professional experience of 

informants from Bank EU’s affiliates 

Department and position Decision-making 

authority 

Time at 

Bank 

Previous experience? 

Real Estate Development Company 

Senior Manager No 8 and a half 

years 

No prior experience, started 

career at Bank EU 

Senior Project Manager- 

Industrial and Commercial 

Developments  

No 2 and a half 

years 

Yes, as civil engineer in 

residential and commercial 

construction industry 

Energy Projects Company 

Director of Project Operations No 5 years Yes, as mechanical 

engineer in the energy 

sector 

 

The Senior Manager for Industrial and Commercial Developments and the Director of Project 

Operation from the Energy Projects Company fulfilled project management roles. They both 

held engineering qualifications and were highly experienced, similarly to other staff in these 

companies. Bank EU’s affiliates were involved in planning, building, and operating projects and 

as such, they employed staff who had the knowledge and skills to run projects.  The interviews 

revealed staff in the Real Estate Development Company usually held qualifications in civil or 

mechanical engineering, or some other type of tertiary-level education in the construction field. 

Staff in the Energy Project Company held degrees in mechanical engineering or economics. 

One of the informants from Bank EU’s Real Estate Company played a special role in Bank 

EU’s project lending process. He reviewed all projects that were submitted to Bank EU from the 

Real Estate Company for financing and was the sole contact person between the Company and 

the Bank during loan negotiations right through to decision-making. He also represented the 

company at credit committee meetings. In addition, he reviewed the Valuation Reports from all 

of clients from Bank EU. The only exception was the Senior Manager in the Real Estate 

Development Company, but his role was unique in the company, as was described. 

One informant who belonged to organisations outside of the Study Banks was also interviewed. 

This person was the Program Director of the Hungary Energy Efficiency Co-finance Program 

(HEEC Program) which was a facility provided by the International Finance Corporation (IFC). 

The Program Director was identified by the Vice-Director of  Bank EU’s Municipality 

department as a potential informant, since the someone who was involved in financing 

interviewed because with the informant from revealed that the department was involved in a 
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number of projects co-financed by an IFC facility, called the Hungary Energy Efficiency Co-

finance Programs (HEECP 1 and 2). The HEECP provided partial bank guarantees for projects 

that contributed to the reduction of energy-use and greenhouse gas emissions. In order to 

participate in the HEECP, interested institutions, such as Bank EU had to sign a portfolio 

framework agreement with the IFC, which required banks to implement an environmental 

review program and send some of its staff members to environmental training sessions. The 

Program Director was interviewed because he could provide insight into the nature of HEECP 

projects that the IFC Bank EU jointly financed and he could also describe the environmental 

review process that was demanded of Bank EU.  

4.5 The project lending portfolios of the Study Banks 

In order to determine if the Study Banks were involved in projects that were of a nature that 

could have an impact on the environment, it was necessary to find out what type of activities 

they financed. Information about the projects the Study Banks financed was obtained from the 

informants because the Banks’ Annual Reports, web-sites and internal documents did not 

include such information and because the Researcher was not allowed to access the Banks’ 

databases or to examine the records where such details were stored, in order to observe client 

confidentiality. Informants used the term ‘portfolio’ to refer to the projects the Banks financed. 

Informants described the portfolios of the units they belonged to. Thus Team Leaders in Bank 

EU and Analysts in Bank AP described the portfolios of their team, while Directors in Bank EU 

and State or National Managers in Bank AP described the portfolios entire departments, which 

included the portfolios of all the teams in that department.  

Informants defined their portfolios in various ways. Some described it in terms of the sectors 

that the projects they financed represented, the type of the activities the projects involved, the 

capital cost of projects and their location. Others defined their portfolios in terms of the 

timeframes that borrowers had to repay a loan (i.e.. terms of loans), the minimum or maximum 

size of loans they provided and typical clients they dealt. In terms of defining typical clients, 

informants distinguished between clients in the public or private sector, such as “the state 

government” or “a major power plant”.  

The features that informants used to describe their project lending portfolios reflect those 

attributes of projects that were important to the Banks, even if they were not the characteristics 

of the project per se, but the loans the Banks provided. This represents what Crawford, Hobbs et 

al. (2005) describe as the an organisation’s unique project categorisation system, which refers to 

those characteristics of projects that members of an organisation use to describe the type of 

projects they deal with. Crawford, Hobbs et al. (2005) found that organisations develop such 
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unique project categorisation systems which then become intrinsic and imbedded in the way 

that members talk and thought about projects. This was observed in the two Banks, where 

informants instinctively thought of certain features of their portfolios when they were asked to 

describe the projects the Banks financed, demonstrating that this was how they perceived 

projects.  

Informants’ description of the type of projects that the Study Banks financed is presented in 

Table 4.5 for Bank EU and Table 4.6 for Bank AP. The projects are described in terms of the 

portfolios of the departments of the business lines, as they were the ones who managed the 

portfolios; the risk lines were only involved in projects for the duration of their assessment. 

Informants were also asked to provide specific examples of type of projects they financed and 

this is also included in the Tables.  

Table 4.5 The project lending portfolio of Bank EU as described by informants 

Types of 

projects  
Examples of projects  Location 

Capital 

cost* 

Clients 

Project Finance department 

Projects in the 

energy sector  

Construction of gas-engines, 

wind farms, upgrading existing 

power plants 

80% in urban 

areas, mostly 

in the capital 

city 

6 – 63 

million USD 

Private companies, 

domestic investors 

(including all the projects 

of the Real Estate 

Development Company 

and the Energy Projects 

Company) 

Commercial 

developments 

Construction of shopping centres, 

offices, hotels 

Light industrial 

developments 

Construction of warehouses, 

logistics centres projects in the 

telecommunications sector 

Industrial 

projects 

Construction of glass 

manufacturing and lead-acid 

battery plants, chemical plants 

Residential 

developments 

Construction of apartment 

buildings, townhouses 

Exotic projects 
Construction ski resort, water 

parks 

Municipality department 
Water 

infrastructure  

Construction of pipelines, sewage 

treatment plants 

Across 

Hungary but 

not in the 

capital city 

160 – 252 

million USD 

Municipalities, some 

public-private-

partnerships 

Energy 

efficiency 

projects  

Installation of new doors and 

windows and insulating into old 

apartment buildings  

Waste 

management 
Construction of landfills 

* Values were given by informants in Euros and Hungarian forints, these were converted to USD using rates for May 1st, 2006 with 

the Oanda Currency Conversion tool (www.oanda.com) 

 

http://www.oanda.com/
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Table 4.6 The project lending portfolio of Bank AP as described by informants 

Types of projects  Examples of projects  Location 
Capital 

cost* 

Clients 

Development Finance department 

Residential developments 

comprised 80% of the 

portfolio, split evenly 

between residential 

subdivisions and residential 

construction  

Land subdivisions, construction 

of large-scale master-planned 

communities, townhouses, 

childcare centres, senior living, 

aged-care and retirement 

homes  

Majority 

within the 

State, around 

the state 

capital, some 

in other 

states 

760 000 to 228 

million USD 

Private 

developers, 

investors, 

some large 

companies 
Industrial developments Warehouses, some projects in 

the packaging industry 

Commercial developments Shopping centres, commercial 

offices 

Property Investment department 

Commercial developments, 

retail 40%, office buildings 

35% of the portfolio  

Construction of retail shopping 

centres, office buildings, high-

rises 
Majority 

within the 

State, few in 

other states 

Minimum  

7 600 000 

USD, no upper 

limit given 

Private 

companies, 

often large 

investors, 

Industrial developments Industrial estates (not 

manufacturing) 

Residential developments High-rises, large-scale unit 

developments, estates  

Equity Finance department 

Equity portion of projects  Property (for the proposed 

development), machinery 

All within 

the State, 

mainly 

around the 

state capital 

No data 

Same as in the 

Development 

Finance 

department 

Infrastructure Finance department 

Projects in the energy sector, 

representing the majority of 

the portfolio 

Construction of power stations 

and associated structures such 

as gas pipelines 

Local, 

regional and 

national 

scale 

No data 

Government, 

city councils, 

state and 

national 

government, 

some involved 

private 

corporations as 

they were 

based on a 

public-private-

partnership 

model 

Waste management Construction of waste 

treatment plants, waste transfer 

stations 

Sewerage Sewage treatment plants, 

pipelines 

Transport infrastructure Construction and extension of 

motorways, tollways, tunnels, 

construction of airports and 

ports 

Social infrastructure Construction of hospitals, 

schools and social housing 

* Values were given by informants in Australian dollars; these were converted to USD using rates for May 1st, 2006 with the Oanda 

Currency Conversion tool (www.oanda.com) 
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The Tables reveal that the Study Banks financed a diverse range of activities. According to 

senior level staff, both Banks were “open” to financing any type of projects, except those that 

involved illegal activities and projects in the nuclear sector, arms and weaponry. Most 

departments financed projects with capital costs beyond 10 million US dollars, which is the 

current threshold for the Equator Principles. This means that, had the Study Banks been 

signatories of the Equator Principles, they would have had to screen projects based on the IFC’s 

environmental and social criteria. Although the Study Banks were not signatories to the Equator 

Principles, these results suggest that even mid-size commercial banks finance projects that are 

‘large enough’, in terms of capital costs, to require screening under the Equator Principles. 

Moreover it indicates that such projects may be financed by different departments. 

The Tables also show that there were some notable differences between the departments’ 

portfolio. For example, not all departments’ portfolios were equally diverse. Only the Project 

Finance departments of the Study Banks financed a truly diverse range of projects. All other 

business line departments’ financing activities were more limited: 

Bank EU: The Municipality department’s portfolio was dominated (in terms of the 

value) by projects involving wastewater treatment and upgrading old apartment 

buildings. The department’s portfolio also included a limited number of projects in 

waste management. 

Bank AP: The Development Finance and Property Investment departments only 

financed residential, commercial or light industrial property developments. The Equity 

Finance department financed only the equity portion on loans, which was usually the 

site of proposed projects.  

4.5.1 The Study Banks’ clients 

Information about the Banks’ clients is included in last column of Tables 4.6 and 4.7. The 

Tables reveal that Banks lend to both the private and public sectors. Private sector clients 

included “wealthy individuals” or “investors” as well as companies. One department in each 

Bank was specialised in financing projects for the public sector: the Municipality department of 

Bank EU and the Project Finance department of Bank AP. Informants dealing with these 

projects said they worked differently than private sector projects and therefore required 

specialised knowledge, or a different skill set. Projects in the public sector were Sponsored by 
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the government, they were usually based on a public-private partnership model
11

, often involved 

a tendering process and the projects did not operate like ‘true’ business enterprises. Public 

sector projects tended to be very large-scale and quite complex, they took years to complete and 

had a life-time of several decades. They also did not work as regular project finance 

transactions, because the income they generated was controlled to some extent. Prices for the 

services they provided were fixed or capped, alleviating some market risks. Because “…of their 

extreme size” most of the projects that ran under a public-private partnership model in the 

Project Finance department of Bank AP were financed “…jointly by a group of banks”, which 

is known as syndicate financing.  

Informants also indicated that the majority of deals originated from existing clients (either 

borrowers or sponsors) in the private sector. According to the National Manager of the Property 

Investment department, approximately 80% of its clients were “repeat customers”. Similarly, 

75% of the Project Finance departments’ projects were undertaken by existing clients “…who 

had a track record with the Bank” (Director of Credit Risk Assessment). According to 

informants the reason why the Banks lent to existing customers was because the number of 

companies and investors engaged with projects in certain sectors was limited. This was 

particularly true of Bank EU, which operated in a relatively small European country. According 

to Team Leader 2 from the Project Finance department “…the range of possible Sponsors is 

limited considering the size of the Hungarian market…the market players are limited”. In 

practice, the majority of deals approximately originated from existing clients, notable exception 

were those departments that engaged in large infrastructure projects (such as the Bank EU’s 

Municipality . This meant that the majority of the applicants were already familiar with the type 

of information the banks required to proceed with the applications.  

The situation was different for departments that financed projects in the public sector. 

Informants from the Municipality department of Bank EU and the Project Finance department 

of Bank AP said they hardly ever dealt with the same clients twice. They explained that this was 

due to the nature of public sector projects; in most cases the public sector only needed one such 

project, which would provide services for its constituent. For example, the Municipality 

department of Bank EU financed the construction of wastewater treatment facilities and 

landfills that provided services of a single larger municipality or served several smaller towns 

and villages. The next time the department financed such a project it was located in a different 

area, therefore they dealt with different municipalities. Similarly, Bank AP’s Project Finance 

                                                      
11

 The National Manager for Project Finance in Bank AP explained the public-private-partnership model 

as when “…the private sector bids for the building works and the operational phase of the project, but the 

project is owned by the public sector, the government”.  
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department usually dealt with clients only once as a single power plant, toll-road, airport, port, 

school or hospital was required in a given jurisdiction. The governments built these projects 

primarily to serve their citizens and not as a business venue.  

4.5.2 The different schemes used to finance projects 

The interviews revealed that the way in which projects were financed was an important 

characteristic of the portfolios of different departments. The informants explained that projects 

can be financed through different schemes, depending on the nature of the borrowers and the 

size of the projects, and that different departments financed projects through different schemes. 

The way in which projects were financed, the loan terms and sizes that the Study Banks 

provided is presented in Tables 4.7 and 4.8. 

Table 4.7 The typical size, tenure and financing schemes used to finance 

projects in Bank EU 

Approx. loan size* Typical tenure Financing scheme used to finance projects 

Project Finance department 

505 000 – 6 million USD 5 - 10 years Cash-flow based financing (‘project financing’) 

Municipality department 

16-25 million USD 10 - 30 years Balance-sheet based financing (‘corporate financing’) 

* Values were given by informants in Euros and Hungarian forints, these were converted to USD using rates for May 1st, 2006 with 

the Oanda Currency Conversion tool (www.oanda.com) 
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Table 4.8 The typical size, tenure and financing schemes used to finance 

projects in Bank AP 

Approx. loan sizes* Typical tenures Financing scheme used to finance projects 

Development Finance department 

800 000- 176 million 

AUD 

12-24 months, 

occasionally 6 months 

Cash-flow based financing (‘project financing’) and 

balance-sheet based financing (‘corporate financing’) 

Property Investment department 

8 million to 480 million 

AUD 

Usually 5-10 years, 

some up to 20-25 

years 

Cash-flow based financing (‘project financing’) and 

balance-sheet based financing (‘corporate financing’) 

Equity Finance department 

No data No data Equity financing 

Infrastructure Finance department 

No data 20-30 years 
Cash-flow based financing (‘project financing’), through 

syndicate and public-private-partnerships 

* Values were given by informants in Euros and Hungarian forints, these were converted to USD using rates for May 1st, 2006 with 

the Oanda Currency Conversion tool (www.oanda.com) 

The tables reveal that the Study Banks financed projects either on a cash-flow and balance-sheet 

basis. The Project Finance department of Bank EU and the Development Finance, Property 

Investment departments of Bank AP provided loans through cash-flow based financing only. 

The Municipality department of Bank EU only engaged in balance-sheet based financing. Team 

Leader for Municipality and Corporate Finance in Bank EU’s Credit Risk Assessment 

department explained that theoretically the projects in the Municipality departments’ portfolio 

could be financed on the basis of projected cash-flows, but the other scheme was preferable. 

Bank AP’s Infrastructure Finance department provided cash-flow based financing, usually 

jointly with other banks through syndicate financing sometimes on a public-private-partnership 

model.Only the Equity Finance department of Bank AP financed projects through a scheme 

known as equity financing, which was described by the General Manager of the Property 

Finance and the Sales Manager of the Equity department as a type of debt financing, where the 

Bank invests equity, jointly with a client in a development that is then financed through the 

other department in the Property Finance area.  

‘Cash-flow based financing’ was a type of financing where the profits generated by a 

prospective project served as the primary means to repay the loan. Informants usually referred 

to cash-flow based financing as ‘project financing’. Borrowers were always ‘special purpose 

vehicles’ (also known as “project companies”) which referred to the companies that were 

created solely for the purpose of undertaking projects. They were supported financially by 
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‘sponsors’ or ‘guarantors’, who were wealthy investors, large companies and government 

bodies. Thus there was a difference between clients that were borrowers and those that were 

sponsors in cash-flow based financing. ‘Balance-sheet based financing’ was different from 

‘project financing’ because the clients were already established companies with an assessable 

track record and assets. Informants referred to ‘balance-sheet based financing’ as ‘corporate 

financing’ in the Study Banks. These features of cash-flow and balance-sheet based financing 

were synonymous with those described in the literature on project finance (see for example 

Gatti (2007), Ganzi and Seymour et al (1996), Esty (2004), and Romih (2008)).  

From the lenders’ perspective the key difference between the two types of financing schemes 

used to finance projects was that they expose the Banks to different risks. The special purpose 

vehicles created to undertake projects under cash-flow based financing were “…companies with 

zero assets or just enough assets to allow them to be registered as limited companies” (Team 

Leader 3, Project finance department Bank EU). This meant that if the project defaulted, there 

was no other source of income for the borrower to recover the loan, hence project financing was 

also known as ‘no-recourse’ or ‘limited recourse’ loans (Gatti 2007 p3).With balance-sheet 

based financing, the borrower can pool the resources from both the original project (company) 

and the new project. Clearly, this was not an option for cash-flow based financing, as there was 

only one project. In this sense, balance-sheet based financing would initially appear to be a 

better alternative for banks, but as the Team Leader for Project Finance in Bank EU’s Credit 

Risk Assessment department explained, having ‘recourse’ also means that “…if the parent 

company had difficulties, the income generated by the project [the bank financed] could be 

channelled into the company that is in trouble”. This of course was not desirable to a lender 

because income generated by the new project could be channelled into the ‘old’ project and this 

could threaten the borrower’s ability to make repayments. As Gatti (2007) pointed out, when 

two projects were on the same cash-flow, tracking the movement of money becomes 

problematic for the bank. 

The Team Leader for Project Finance transaction in Bank EU’s Credit Risk department 

explained that in theory, projects can be financed in four ways. In addition to the cash-and the 

balance-sheet based financing, project could also be financed through ‘security based financing’ 

and ‘portfolio based financing’. However, the Study Banks did not apply them to finance large-

Box 1. Description of the financing schemes used in the Study Banks’ retail banking areas to fund 

small-scale projects 

Security based financing involved financing activities where the loan was secured by the borrower’s assets. In 

this case, the Banks’ assessment focused on the value and legitimacy of the security. Examples of security 

based financing are car and equipment leases and mortgages.  

Portfolio based financing referred to large volumes of small loans provided to individual customers. In this 

case the portfolio represented the group of borrowers. The Bank looked at the feature of the portfolio to 

determine which qualities indicated ‘good’ or ‘bad’ clients and designed a list of qualities new applicants 

should possess in order to obtain the loan. Examples of portfolio financing are credit cards and personal loans. 
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scale projects; instead they were used to finance individuals or small businesses and were 

applied in the Study Banks’ retail banking areas to. A description of these two other types of 

financing is provided in Box 1. 

 

4.5.3 The dynamic nature of project lending portfolios 

The informants explained that the Banks’ project lending portfolios changed over time, 

reflecting trends in the market. The Banks moved away from projects that were not lucrative 

and turned toward new, potentially more profitable opportunities. Two examples were: 

Bank EU: The Municipality department financed a number of projects in the waste 

management sector in the past when these were a top priority for municipalities. 

However, according to the Vice-Director of Municipality department “they didn’t turn 

out be good business” and eventually the department “moved away from this sector”. 

The Municipality department was also currently “phasing out” projects in wastewater 

management, which dominated its portfolio because of changing regulations that “will 

make financing them increasingly difficult” (Vice-Director of Municipality 

department). 

Bank AP: The National Manager of the Project Finance department emphasised the 

significance of projects in the energy sector in his department. Approximately 70% of 

the Project Finance department’s portfolio was in the energy sector, which he said was 

due to current market trends; “we are heavily involved in the energy sector” because 

“right now, energy is big business in Australia”.  

The Study Banks also responded to shifts in the market by reorganising their internal structures 

and changing their practices. One example of this was seen in Bank AP, where the Property 

Finance area was split into two departments on the basis of loan size and tenure, thus creating 

two departments with different profiles. This allowed the Bank to harness the opportunities 

presented by the pressing demand for residential housing and commercial developments in and 

around urban areas.   

Bank AP: According to the Managers from the Property Finance area, the demand in 

the market has become a trend over the last decades and has eventually led to splitting 

the area into the Development Finance and Property Investment departments (see 

Figure 4.4).The Development Finance department provided loans from AUD one 

million, over a maximum period of two years. The Property Investment department’s 

portfolio had a minimum threshold of AUD 10 million which meant the department did 
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not finance projects below that figure (National Manager of Property Finance). Because 

their loans were bigger, the Property Investment department usually financed projects 

over a longer term of five years to ten or more years (see Table 4.7). Most large-scale 

developments were initially financed by the Development Finance department for the 

first two years the projects, which was sufficient time for projects to be completed. 

Residential developments were usually sold, while commercial developments were 

leased. If the borrowers wanted to extend the loan (refinancing) because they could not 

or did not want to repay the loan, they would turn to the Property Investment 

department which was able to accommodate their needs. 

This example demonstrates the radical changes commercial banks can make in their 

organisation to correspond to their business strategy.   

4.6 Summary 

The purpose of this chapter was to provide background information on the two banks that were 

studied and describe the organization and key features of their project lending functions.  The 

terms Study Banks was introduced to refer to the two banks, the term Bank EU was introduced 

to refer to the Hungarian bank, and the term Bank AP was introduced to refer to the Australian 

bank in this thesis.   

The following paragraphs assimilate information presented in this chapter to provide a summary 

of key points about the Study Banks and their project lending, that is meant to assist readers 

understand and contextualize the results presented in the following two chapters.  

The Study Banks represented mid-size universal banks that were part of a larger bank Group. 

Both Bank EU and Bank AP offered a wide range of services, predominantly to their domestic 

markets, and these services included the provision of loans for projects. Both Bank EU and 

Bank AP financed a wide range of projects, including large-scale and/or complex projects that 

required developmental approval which are often linked to environmental impact assessment. 

Informants recalled that some of the projects they handled required approval from the 

environmental authorities, or involved an environmental study (such as an EIA) or 

environmental management. Both Bank EU and Bank AP’s portfolio also included projects that 

would be considered as having a positive impact on the environment, such as the construction of 

wind farms, sewage treatment plants, retrofits to improve energy-efficiency, etc.. projects. The 

Study Banks did not discriminate against projects on the basis of the activities they involved or 

their impact on the environment and only refused to finance activities that were illegal.  
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The internal organization of the project lending functions of the Study Banks also exhibited 

many similarities. Departments that were responsible for assessing projects and providing input 

into lending decisions belonged to two areas in the Study Banks; the risk line and the business 

line.  These lines performed the same functions in the Study Banks. Departments in the business 

line proposed projects for financing and conducted their preliminary assessment of feasibility, 

while the risk line carried out the formal assessment of the risks that the Study Banks would be 

exposed to if they were to finance projects. The separation of the function of the two lines was a 

fundamental concept, a requirement under international banking regulations to ensure prudent 

risk assessment practice. The legal area and the support area were also identified as being 

involved in the project lending process; however, their work was largely administrative in 

nature. A separate part in the legal area, known as the work-out department, was identified as 

playing a central role in managing loans that were at high risk of default.  

Large departments in the Study Banks were divided into smaller teams. In Bank EU, teams 

consisted of three of four members with usually the most experienced member being designated 

as the Team Leader. Team Leaders assisted and oversaw the work of other members and 

therefore had a thorough understanding of the projects their team members worked on. 

Informants from Bank EU included many of the Team Leaders. In Bank AP, teams usually 

consisted of two staff members; a highly experienced manager whose work was supported by a 

junior staff member. Several informants in Bank AP were junior staff members because the 

managers spent a limited time in the office.  In this case, junior staff members prepared all the 

paperwork for loan applications and had a thorough knowledge of the projects.  

Decision-making in project lending was also organized in a similar manner in the Study Banks. 

Decision-making power was hierarchical, which meant that the Board of Directors delegated 

senior managers with the authority to make decisions at decision-making forums, known as 

credit committees. Senior managers could further delegate authority to senior managers jointly, 

in some cases. Decision-making capacity was established primarily on the basis of loan and/or 

project size, which meant that decision-making forums at the top of the hierarchy had the 

capacity to make decisions about larger loans then decision-making authorities at the bottom of 

the chain. Lending decisions always took into account the business case for projects and the 

outcome of the risks assessment. A decision about a loan could only be made if a unanimous 

agreement was reached by all decision-makers.  Many of the informants had decision-making 

authorities and were standing (voting) members of credit committees. In fact, these informants 

decided on the fate of the majority of the projects proposed for financing in the Study Banks. 

This was a positive outcome of the informant selection process.  
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Key characteristics of the informants who participated in the Study were also presented in this 

Chapter. The educational and professional background of informants revealed that the Study 

Banks hired staff with tertiary education in economics and bank management; however 

background in environmental related fields were rare and not sought after.  

The majority of the projects that the Study Banks financed were undertaken by existing clients 

and that projects were usually financed on either a cash-flow basis (project financing) or a 

balance-sheet basis (corporate financing). The way in which projects were financed exposed the 

Banks to different risks and carried implications to the way loans were structured.  
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Chapter 5 

What the ‘environment’ meant to bankers 

and why it mattered in project lending 

5.1 Introduction 

This chapter reports on whether the potential environmental impacts of projects were considered 

in project lending and whether they carried sufficient leverage to influence the Banks’ decision 

to finance them. In the previous Chapter, it was revealed that the Study Banks financed a wide 

range of projects, many of which were substantial in size and involved the type of activities that 

were likely to have a negative or positive impact on the environment. This chapter builds on 

these findings and seeks to establish whether the potential negative or positive environmental 

impacts of projects were considered in the project lending processes and the decisions. This 

chapter: 

 describes how staff in the Study Banks regarded the environment in the broad sense and 

what it represented to the Banks in lending; 

 reveals the type of ‘environmental issues’ that Bank staff encountered and the projects 

where they were encountered and gives an indication as to how often such issues arose;  

 explains when and why ‘environmental issues’ mattered to the Banks and whether they 

had the capacity to influence Bank lending decisions. 

The information presented in this chapter is based entirely on the interviews. Direct quotes are 

used to illustrate some of the typical comments that informants made and also to show when 

some informants had a view different than what was observed as the norm. During the 

interviews many informants emphasised that in discussing the role and importance of 

environmental issues they were describing the Banks’ perspective and their own personal views 

which may be different to those of the Banks’.  

5.2 Bankers’ interpretation of the ‘environment’ 

The majority of informants from the Study Banks —regardless of their seniority in the Banks or 

which department they were located in, regarded the ‘environment’ as a source of risk in 

lending. This can be summed up in the following statements that exemplify how informants 

why the environment would represent an issue to the Banks: 
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“primarily, the environment represents a risk to us”, and  

“we place emphasis on risk and environmental is a risk”.  

The informants usually did not refer to the issues the environment represented to the Study 

Banks as ‘environmental risk’, but their perception of these issues as risk resonated with the 

definition of ‘environmental risk’ introduced by Thompson (1998a, b) and Missimer (1996) and 

further elaborated on by Jeucken (2001), Barannik (2001), Case (1999), Thompson and Cowton 

(2004), and Weber (2005; 2008). The interviews also revealed that the potential for the 

environment to represent a risk in lending did not alarm the bankers. This was because to risks 

were considered to be inherent to lending, as demonstrated by the following quote from the 

National Manager for Property Investment in Bank AP: 

“Every deal has risks, if it’s environmental or cash-flow, whatever… the risks are just a 

part of doing business” 

The notion that risks are inherent to lending has also been identified in the literature. Coulson 

and Monks (1999 p.6) for instance stated that “…unfortunately very little lending is actually 

risk free”. The Team Leader for Project Finance transactions in Bank EU’s Credit Risk 

department described a range of different risks that banks in general are exposed to through 

lending. He explained that the type of risks that can arise primarily stem from the type of 

financing scheme that will be used to finance a project. For example, for a project financed on a 

cash-flow basis the major risks are those that “threaten the cash-flow” such as “market risk” and 

many others. In balance-sheet based financing, the risk factors are those that can impact on a 

company’s balance-sheet, that “include market risk” but also the company’s “liquidity”, 

“assets”, “performance”, “operational cash-flow” etc.. One of the Team leaders from Bank EU’s 

Project Finance department described environmental risk as follows: 

“Environmental risk for the bank or the client is more or less the same. For us, basically 

it is that the environmental authorities or anyone else should not threaten the operation 

of the project.”  

This perception of environment as a risk in lending is clearly linked to the fact that most 

projects were financed on a cash-flow basis, which was a key theme that emerge from this 

study. 

Environmental risk represents just one of many different sources of risks banks face. In terms of 

dealing with environmental risk, the General Manager for Property Finance who was the most 

senior level informant interviewed in Bank AP explained that:  
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“we understand the environment as risk; in the context of any other risk” 

Furthermore, he added that the environment was perceived as a risk that is beyond the Bank’s 

control: 

“…I guess the issue is clearly the environment, from an economic sense, looking at 

something you can’t control, which is like the political environment; obviously that 

changes with the government”  

The notion that risks are an acceptable feature of lending and that the environment represents a 

type of risk that it is beyond their control suggests that banks have had to learn to deal with 

environmental risks. Just how the Study Banks dealt with environmental risks is discussed in 

the next chapter, Chapter 6. But it is important to note now the approach that the Study Banks 

used to handle risks, including environmental risk. When asked about how Bank AP handled the 

risks that proponents face as a result of environmental issues, the Risk Assessment Specialist 

replied as follows: 

“We ultimately have a right of declining. And if we are not happy with the developer, 

how our client is managing those risks adequately enough from our perspective, we 

simply do not get involved. And it could be very good business that we are passing up. 

It could be very successful business that we are passing up. But if we see that there is an 

environmental risk that is not controlled adequately for our purposes, and the client is 

unwilling or unable to pursue that aspect further then we simply decline the loan and 

refuse to become involved.” 

This statement indicates that environmental risks were taken just as seriously as any other type 

of risk and if environmental risks arose, the approach was to address it in the same way they 

would any other type of risk.  

In addition to risks, some informants also identified the environment as a business opportunity 

in project lending. The Vice-Director of the Municipality department in Bank EU referred to 

these business opportunities as “environmental projects” or “green projects” and claimed that 

they represented “big business” in his portfolio. Environmental projects included the 

construction of sewage treatment plants and associated pipeline networks and landfills (the 

nature of these projects is described in more detail in Section 5.3.2). The Vice-Director said he 

was keen on capitalising on the opportunities represented by these projects which have created a 

niche for Bank EU. He also stated that for him, the environment did not represent a risk at all, 

only an opportunity. This perception, however, was unique among informants from the Study 

Banks. In Bank AP, the National Director of the Infrastructure department also described the 
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environment as a potential business opportunity (in addition to representing risk) through the 

various environmental projects his department financed. His projects were primarily in the 

renewable or cleaner energy sector.  

The notion that the environment could represent an opportunity for banks has also been 

identified in the literature (Thompson 1998b; Jeucken 2001; Thompson and Cowton 2004). 

Perception of the environment as a business opportunity was much less commonly expressed in 

the Study Banks than the perspective that it represents risk. However the evidence that the 

Study Banks financed environmental projects suggests that some mid-size commercial banks 

that do not publicly portray a ‘green image’ or pursue a ‘green agenda’ have begun to recognise 

the environment as a business opportunity. Thus financing environmental projects is not 

restricted to the realm of development banks and ‘green banks’, but has entered the real of 

mainstream commercial banks.  

5.3 ‘Environmental issues’ in the Study Banks’ project lending 

portfolios  

To determine whether potential project-related environmental impacts were considered in 

project lending, informants were asked to describe whether they had come across environmental 

issues in their experience in project lending. It became clear after the first few interviews in 

Bank EU that informants were not familiar with the term ‘environmental impacts of projects’. 

One informant asked whether it meant “the impact of the environment on the Bank” or the 

“Bank’s impact on the environment”. Others conceded that they do not know what sort of 

impacts projects have on the environment and could only speculate. Thus, the phrase 

environmental issues was used because during the interviews. It allowed the informants broader 

interpretation about what issues were ‘environmental’ in nature and what ‘issues’ represented a 

concern or an issue for the Study Banks. Some informants interpreted ‘environmental issues’ 

rather broadly. One of the informants from Bank EU’s Project Finance department referred to 

the bird flu epidemic as an environmental issue, while the Risk Assessment Specialist from 

Bank AP described the health impacts of asbestos containing buildings as an environmental 

issue. These interpretations of ‘environmental issues’ were not echoed by other informants, 

however they indicate that some bankers had a very broad view of what issues they regard as 

‘environmental’.  

All but one of the informants who were involved in the Study Banks’ project lending processes 

have encountered ‘environmental issues’ in their experience (this included all informants from 

Bank EU as well as the Senior Manager from the Real Estate Development Company affiliate 

who reviewed the Valuation Reports the Bank commissioned for loans where property was 
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involved in the transaction; and all informants from Bank AP). The one informant who did not 

was from Bank AP. All of the informants who have encountered ‘environmental issues’ 

indicated that they had encountered them more than once in their experience. Since the 

informants represented both the risk and the business lines in the two Banks, these results mean 

that ‘environmental issues’ were encountered by informants in both lines. This is an interesting 

finding, considering that most research into the role of the environment in bank lending has only 

involved bankers from the risk lines (‘credit risk departments’) (see for example Weber 2008 

and Thompson and Cowton 2004). The findings of this study indicate that staff in the business 

lines were also aware of the ‘environmental issues’ associated with projects the Banks financed 

or considered to finance.  

The ‘environmental issues’ that informants encountered are presented on the following pages 

Responses from informants in Bank EU are presented in Table 5.1; responses from informants 

in Bank AP are presented in Table 5.2. The tables include quotes extracted directly from the 

interview transcripts, because the terms and phrases that the informants used to describe 

‘environmental issues’ provides insight into what the bankers knew about these ‘environmental 

issues’.  
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Table 5.1 ‘Environmental issues’ that informants in Bank EU encountered in project 

lending 

Informant Projects ‘Environmental issues’ 

Project Finance department 
Director Projects where the site of the proposed 

project was the security for the loan 

Soil contamination on the site of proposed projects 

Projects in the energy sector Environmental pollution associated with projects in the sector 

Team Leader 1 Construction of a ski resort The project was “…in the forest, therefore the environment was 

an issue…trees had to be cut down and part of the site was near a 
protected area”  

Projects involving “industrial activities” The projects “involved activities that could have potentially 

harmed the environment”  

Upgrading a glass manufacturing plant Unknown, “…the project had some sort of impact on the 
environment, but I’m not sure what…the project needed approval 

from the environmental authorities” 

Developments on “…sites with old 
manufacturing plants…warehouses 

“…there was a concern that the sites may have been 
contaminated” 

Team Leader 2 Upgrading a coal-burning power plant to 
burn biomass  

 “…switching from coal to biomass had environmental benefits”  

Closure of a coal mine (associated with the 

above power plant upgrade)  

“The mine had to be closed and some sort of remediation was 

needed”  

Commercial and residential developments 
on former Soviet army bases and airfields  

There were “…underground storage tanks on the site” and the 
“…activities that were carried out may have contaminated the 

soil”  

Team Leader 3 Upgrading an abattoir to conform to 

European Union regulations 

“there was a concern about the wastewater the plant 

generated…some sort of special treatment was required…before 
[the wastewater] could be released into the river” 

“…residential development on a site owned 

by a power plant”, where the power plant 
was an existing client (the transaction 

involved the sale of part of its property) 

“…the developer was concerned about some sort of past 

contamination on the site, which was remediated years ago”  

Municipality department 
Vice-Director  Installation of new windows and doors and 

insulation in old apartment buildings 

The “…new installations and insulation made the buildings more 

energy-efficient”  

Construction of sewerage networks and 

sewerage treatment plants 

“…the new wastewater systems replaced the old septic tank 

systems reducing environmental pollution”  

Credit Risk department 
Director Construction of a food processing plant in 

the vicinity of a chemical plant  

“site was contaminated” 

Any project, irrespective of the activity, 

where the site is or may be contaminated 

“remediation issues on sites that were contaminated” 

Team Leader for 

Project Finance and 
Financial Institution 

transactions 

The informant cited the same examples as Team Leaders from the Project Finance department and in addition the 

following examples: 

Construction of a warehouse for storing 

lead-acid batteries 

“…special acid-proof lining had to be used to cover the floor of 

the warehouse … to make sure that the soil would not be 

contaminated if acid leaked from the batteries” 

Upgrading a gas-fuelled power plant The energy-efficiency of the plant was improved and there were 
less air emissions  

Construction of gas-engines (the client was 

the Energy Projects Company) 

Gas-engines release air pollutants 

Construction of windmills “…it’s renewable energy” 

Team Leader for 

Municipality and 
Corporate Finance 

transactions 

The informant cited the same examples as the Vice-Director of the Municipality department  

Real Estate Development Company(Affiliate of Bank EU) 
Senior Manager Development on property that was an oil 

transfer station 
It was suspected that the land was contaminated, since there were 

underground storage tanks on the site which may have leaked  

Development on properties with 

underground storage tanks 

Soil contamination is suspected 
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Table 5.2 ‘Environmental issues’ that informants in Bank AP encountered in project 

lending  

Informant Projects ‘Environmental issues’ 

Property Finance area 
General Manager “residential developments” “hydrocarbon contamination” were identified on sites  

Construction of residential buildings and office 

buildings  

buildings “…incorporated water and energy efficient technologies” 

Development Finance department 
State Manager Development on sites that used to operate as fuel-

service stations  

“…the soil was contaminated because of some old oil tanks leaked” 

Sales Manager Land subdivisions and residential developments  “…the proponent wanted to clear some remnant vegetation on the 

site” and “…there were also some protected species were identified on 
the site” “… 

Analyst 1 Development on a site where a smelter had operated 

in the past 

 “…environmental contamination” was likely on the site of the project 

“…because chemical spillage might have occurred”  

Redevelopment of fuel service-stations “the site may be contaminated” 

Land subdivisions and residential developments There was “remnant vegetation on the site that the proponent wanted 

to remove” 

Analyst 2 Development of any type where the site may be 

contaminated 

Sites with “cattle dips” and sites where “past activities caused 

pollution”  

Construction of an office building  This building will have less impact on the environment “…it’s going 

to be a green building…it will be five or six stars” 

Property Investment department 
National Manager Construction of a timber treatment plant  “…the project had some sort of environmental impact on the 

waterways I think…anyways there was an Environmental Impact 

Assessment” 

Construction of office buildings and shopping 

centres  

Buildings are “energy efficient”, incorporating “solar panels and water 

reticulation designs”  

(No specific type of development cited) Site was polluted “…as a result past activities” 

A large scale industrial development  “Groundwater and surface-water was contaminated, affecting 

properties downstream”  

Analyst 2 Various commercial and residential developments  There was “…a possibility that land may be contaminated …as a result 

of past activities”, such as “former fuel stations”   

Equity Finance department 
Sales Manager Residential developments on agricultural land “Ground contamination” and surface water contamination as a result 

of “cattle dips” 

Redevelopment of sites where gas-service stations 

operated 

Land may be contaminated 

A residential subdivision that “used to be a chicken 

farm” 

There was a possibility that the site needed remediation because 

“chemicals were used on chicken farms”  

Infrastructure Finance department 
National Director Projects in the transport infrastructure sector, such as 

the construction of tunnels, roads or upgrading 
existing roads and railways 

The projects caused environmental pollution; the issues were “air, 

noise and water pollution”, proper management of wastes generated 
during the project, clearing existing vegetation, etc.. 

Construction of wind farms Wind farms use wind power, which is “clean” energy  

Construction of gas-powered power stations The project used a more efficient technology that polluted less  

Risk Assessment department 
Risk Assessment 

Specialist for 

Property Finance 

The informant cited many of the same examples as informants in the Development Finance and Property Investment 

departments and additional examples, as seen below: 

Greenfield developments “…pollution of water courses”, because such developments involve 
“discharges to water flows” 

Construction of a shopping centre Unknown “…there was public opposition to the development…on 

social and environmental grounds”  

Developments on sites with old buildings The buildings contained asbestos  

Development on a “really old service station” “the environmental report suggested that the holding tanks have 
ruptured and that there was petrochemical seepage, and that it had 

been leached into an underground river course”  

“Residential developments with buildings with green 
rating” 

The project had a positive impact on the environment because they 
were designed to be energy-efficient and incorporating 

environmentally-friendly building materials 

Key for Tables 5.1 and 5.2 
Main categories of ‘environmental issues’: 

 

 

 

Site contamination issues 

“Environmental” or “Green” projects 

“Environmental pollution” or “harm” caused by projects  

 

Unknown ‘environmental issues’ 
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Tables 5.1 and 5.2 reveal that informants encountered a range of environmental issues, however 

examination of the nature of these issues revealed that many of them were very similar in nature, and 

this justifies dealing with them together for the remainder of this chapter. The ‘environmental issues’ 

that informants described were seen as representing four categories:  

Category 1: projects described as causing “environmental pollution” or “harm”; essentially this 

translated to the potential negative impacts of projects, although most informants did not refer to 

them as ‘environmental impacts’ 

Category 2: “environmental projects” identified as environmental issues; the informants perceived 

these projects as having an overall positive impact on the environment  

Category 3: “site contamination issues”, which were related to contamination on the site of 

proposed projects, often used to secure loans 

Category 4: unknown environmental issues, which included projects where the informants could 

not describe exactly what the environmental issue was, but were certain that they arose in relation 

with projects and could explain what was problematic about the project from the Study Bank’s 

perspective 

Each of these categories was assigned a different colour and the environmental issues were colour 

coded in Tables 5.1 and 5.2 (see key following Table 5.2).  

Comparison of the data presented in Table 5.1 and 5.2 reveals that informants in both Study Banks 

described environmental issues representing all four categories; the three main types of environmental 

issues and the unknown category. This result indicates that the same type of environmental issues 

mattered to bankers in the Study Banks despite differences in the Banks’ geographical location, 

domestic environmental and bank regulations, economic environments and cultural differences. The 

tables also show that some type of environmental issue was encountered in every department that was 

engaged in project lending including all the departments in the Study Banks’ business lines and risk 

lines. Previous research on the environment in lending has focused on the work of the risk line (i.e.. 

credit officers) because the environment has been primarily viewed as a source of risk that is handled 

through the credit risk management process (see for example Thompson and Cowton (2004) and 

Weber (2008; 2012)). The results from the Study Banks suggest that bankers in the business lines are 

also exposed to and deal with environmental issues. It is also noteworthy that several departments in 

the Study Banks’ business lines encountered (financed or considered to finance) environmental 

projects. This was a somewhat surprising result, considering that neither Bank EU nor Bank AP has 

identified themselves as green banks or pursued a green agenda.  
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Details about the nature of the environmental issues that the informant encountered and the projects 

where they arose are provided below for each category. 

5.3.1 Category 1: “Environmental pollution” or “harm” caused by projects 

Tables 5.1 and 5.2 reveal that informants encountered projects which they identified as causing 

pollution or harm to the environment. These issues were the result of activities during the construction 

and the operation of projects and essentially represented negative environmental impacts. There were 

two types of impacts that informants encountered that stemmed from construction activities: 1) the 

removal of protected (remnant) vegetation from the site of proposed projects and 2) the disturbance of 

protected fauna as a result of earthworks, vegetation clearing and the movement of construction 

machinery. Of these, informants encountered environmental issues that were the result of vegetation 

clearing much more often than those related to endangering protected fauna.  

According to informants, construction-related environmental issues only arose for “greenfield” 

developments, which were developments proposed on undeveloped rural land. Greenfield 

developments were much more common in Bank AP then in Bank EU, which was due to differences 

in the two Banks’ project lending portfolios that stemmed from differences in the dominant land-uses 

and environmental features in and around urban areas where the Study Banks were most actively 

financing projects. Bank AP financed substantially more residential developments that involved 

subdivisions. Subdivisions were required for developments proposed on previously undeveloped rural 

sites, such as on the outskirts of towns and cities. In contrast, few of the residential developments that 

Bank EU financed were realised on greenfield sites. One of the Team Leaders in the Project Finance 

department explained that “...there is hardly any undeveloped land left in the vicinity of urban areas, 

which is where most of our projects are”. In addition, Bank EU had run into problems when financing 

greenfield developments in the past and consequently has decided to “move away” from financing 

greenfield developments, as one informant explained. However there were a few greenfield projects in 

Bank EU’s project lending portfolio, such as the construction of a ski resort that was proposed “in the 

forest” according to the informant (Team Leader 1, Project Finance department) that handled the 

project. In this instance, environmental issues related to construction activities arose with the project 

because it involved “substantial clear cutting”.  

In addition to negative impacts resulting from the construction of projects, the Banks also encountered 

a wide range of environmental issues that resulted from the pollution caused by projects during their 

operational phase. Such environmental issues included air-, surface-, and groundwater-pollution, as 

well as negative impacts as a result of noise and vibration. Informants indicated that these impacts 

were usually associated with projects in certain sectors or certain type of activities. They identified 

projects in the energy, mining, chemical, and transport infrastructure sectors which they called “heavy 
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industries” as projects where environmental issues often arose and were expected to arise. In many 

cases informants knew the main environmental impact of projects in these sectors, for example, the 

Director of the Project Finance department in Bank AP said that “air emissions and noise pollution are 

always associated with roads, tunnels, railways”. Similarly, informants in Bank EU knew that “air 

emission issues always came up” with gas-engines projects (Team Leader 1, Project Finance 

department, Bank EU). This indicates that bankers learned to associate certain types of environmental 

impacts with certain projects and accumulated some knowledge of the environmental impacts 

associated with certain types of projects or sectors.  

5.3.2 Category 2: “Environmental projects” 

“Environmental projects” refer to projects financed by the Study Banks that informants perceived as 

having an overall positive impact on the environment. Informants described these as being “good for 

the environment”, which reflects their perception that these projects have an overall positive impact 

on the environment. Informants also referred to the projects as “green projects”, but the term 

“environmental projects” will be used in this thesis.  

The Study Banks financed various types of environmental projects but it was discovered that many of 

these projects were similar in nature. For example, both Bank EU and Bank AP financed renewable 

energy projects, particularly the construction of wind farms. Both Study Banks also financed projects 

that involved the construction or retrofitting cleaner fossil fuel technologies; Bank EU financed the 

upgrade of a coal-fired power plant to enable it to burn biomass, while Bank AP financed the 

construction of several gas-fired power stations, in favour of coal-fired power plants that are still 

common in Australia. The Study Banks also financed green or energy efficient technologies in the 

residential and commercial development sector. Bank AP financed the construction of several “green-

star rated buildings”, which incorporated solar panels and reticulated water systems. Bank EU 

implemented a large scale scheme to finance the retrofitting of numerous old apartment buildings with 

new doors, windows and insulation to increase their energy-efficiency. In addition, Bank EU also 

financed major environmental projects such as the construction of several wastewater treatment plants 

with pipeline networks and, what the informants described as, “modern EU-conform landfills”. The 

projects were considered as “environmental” because they involved the replacement of the older, 

more polluting technologies, such as septic tanks and illegal dumpsites. The informant placed an 

emphasis on the overall benefit of the project and did not acknowledge the potential environmental or 

social impacts associated with these developments, such as the odour from landfills or public concerns 

about the location of these projects.  

Informants from both Banks expressed the view that they expect to see a proliferation of 

environmental projects in the energy sector and building industry in the future. They identified some 
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key drivers for the growth of environmental projects in the energy sector, such as a) increased 

regulatory pressure on companies to curb emission, b) the introduction of legislation that created a 

need for renewable energy projects, and c) government incentives to find less polluting energy 

alternatives. Informants in Bank EU described the pressure from the European Union to create a 

market for wind farms for instance, through the implementation of mandatory renewable energy 

targets. This has resulted in projects involving the conversion of coal-fired power plants to burn 

biomass. Mandatory targets for renewable was also a key factor in creating a market for wind farms in 

Australia that was described by informants in Bank AP.  

The driver for the increase in projects which involved the building or retrofitting residential and 

commercial development buildings to be more water efficient and incorporate the protection of local 

flora and fauna was identified as an initiative of Australian property developers by informants in Bank 

AP. Informants in Bank AP claimed that the attitude of the residential and commercial building 

industry has already started to change. For example, it has become increasingly common for 

developers to incorporate, what informants referred to as “environmental design” and “sustainability 

principles” into new buildings and landscaping designs. According to the General Manager for 

Property Finance in Bank AP, this trend first started with the “major players in the sector” who were 

involved with large-scale residential development (master-planned communities) and that by now, to 

some extent this has evolved into standard practice: 

“…nowadays you see developers spending more on environmental appeal… [residential] 

developments are a lot more community minded…you have more natural water flows and 

more consideration of the environment, animals, frogs…you’ve got dedicated corridors that 

you leave. It’s just part of the way it is done now. There is consideration paid to that.” 

(General Manager, for Property Finance, Bank AP) 

This trend was not mentioned by informants in Bank EU. However, as stated earlier, Bank EU rarely 

financed greenfield residential or commercial developments where such design principles could be 

applied. Instead, the environmental projects that Bank EU financed in the building sector involved 

upgrading existing apartment buildings to increase their energy efficiency.   

 According to the informants, these projects were not exactly market driven, but a response to the 

availability of government funds and the favourable incentives from the IFC. The nature of incentives 

for environmental projects is described later in this Chapter in section 5.4.7.  

5.3.3 Category 3: Site contamination issues 

Site contamination issues included a range of problems that stemmed from known or suspected 

pollution of the soil, surface or groundwater on the site where projects were proposed or realised. Site 
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contamination typically arose as a result of activities carried out on sites in the past, which meant that 

they were not an impact of the projects the Banks financed. Informants encountered site 

contamination issues most often with residential and commercial developments where the “quality of 

the environment was important” (Team Leader for Credit Risk department for Project Finance 

transactions, Bank EU). Examples of site contamination in urban areas on brownfield sites included 

developments proposed on former oil transfer stations, power plants, army bases and airfields in Bank 

EU, and former fuel service stations and on a site of a smelter in Bank AP. The most common sources 

of contamination were old underground gasoline and oil storage tanks left on the site by the previous 

owner which leaked, contaminating the soil and groundwater. In addition, informants from both Bank 

EU and Bank AP also encountered site contamination on peri-urban and rural properties where 

industrial or agricultural activities were carried out in the past. Again, the concern was that the 

containers used to store various chemicals, oils and paints may have leaked, or that the chemicals may 

have spilled when they were not properly stored or handled. The Team Leader from Bank EU’s 

Project Finance department who dealt with many developments in the peri-urban areas encountered 

such problems more frequently. Some of the projects he dealt with were proposed on sites where 

heavy machinery, paints and other chemicals had been stored in warehouses and contamination was 

suspected. Former agricultural sites also posed some issues. The Sales Manager of Bank AP’s Equity 

Finance department described a proposed residential development on a site where a chicken farm had 

operated. He said that contamination was suspected because “…as you can imagine, there were all 

sorts of chemicals used there”.  

Informants in Bank AP encountered two additional sources of site contamination issues that were not 

mentioned by informants in Bank EU: soil and water pollution as a result of so-called ‘cattle dips’ in 

former agricultural areas and hazards from demolishing older buildings that contained asbestos. 

‘Cattle dips’ are large pools of water containing chemicals that were commonly used in Australia to 

control cattle parasites. The informants from Bank AP explained that the problem with cattle dips was 

that the majority were not lined, so the chemicals used in these pools could seep into the ground or 

“wash into waterways”. Asbestos was cited as a major issue by the Risk Assessment Specialist in 

Bank AP because the Bank was “…quite significantly involved in redeveloping property with 

asbestos in it”. Asbestos represents a human health risk primarily, but the informant identified as an 

environmental issue.  

These examples show that the informants from the Study Banks encountered a range of site 

contamination issues. Site contamination as a result of leakage from underground storage tanks was 

the most often encountered problem in both Banks.  The quotes illustrate the level of detail bankers 

knew about the nature of the contamination. Generally, most informants could not recall exactly what 

type of contaminant was found on the site, such as the type of chemicals used in ‘cattle dips’ or in 
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warehouses, but they did understand that it could have potentially major environmental implications, 

for instance, the significance of polluting waterways and groundwater. Yet there were some 

informants in the Study Banks who could identify the type of pollutants found on sites, such as 

petrochemicals, or different types of fuel.  

Some contamination issues stemmed from local practices that were bankers familiar, such as the use 

of cattle dips in agricultural practices in Australia and the presence of asbestos in residential and 

commercial buildings built in a typical era. One informant from Bank EU mentioned that one concern 

in developing former military and any greenfield site was the potential presence of unexploded 

artillery shells from World War II. Thus a search was always conducted on these sites. Although this 

is not an environmental issue, it illustrates how bankers’ local knowledge informed their ability to 

identify potential environmental, health or safety issues.  

5.3.4 Category 4: Unknown environmental issues 

There were three cases where informants recalled encountering environmental issues associated with 

a project, but could not describe these in detail. What is interesting about these cases is that the 

informants remembered that these issues carried implications such as environmental approvals, 

extensive environmental studies and public opposition. For example, the Team Leader from Bank 

EU’s Project Finance department recalled a project that “had some sort of impact on the environment, 

but I’m not sure what”. He then explained that the issue for the Bank was that “the project needed 

approval from the environmental authorities”. The National Manager of the Property Investment 

department in Bank AP recalled a project where there was an issue about the “environmental impacts” 

the project had on “the waterways”. He could not describe the nature or extent of the impact, but he 

remembered that “…an environmental impact assessment was prepared” and that the Bank could not 

move forward on a decision without it. In the third example, the Risk Assessment Specialist, also 

from Bank AP recalled a case where there was “community opposition against a proposed 

development”, on “environmental grounds”, but he could not disclose the nature of the environmental 

issue. These examples are important because they reveal that the bankers were not concerned 

primarily about the environmental issues associated with projects. Instead, they were more attuned to 

the implications they carried for the Study Banks.  

5.3.5  Frequency of encountering ‘environmental issues’ in project lending 

In addition to describing the environmental issues they encountered, informants were also required to 

provide information about how often they encountered them in their project lending experience. As 

noted earlier, all informants from Bank EU and all except one informant from Bank AP have 

encountered environmental issues at some time in their experience. All of the informants who 
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encountered environmental issues also indicated that they have encountered such an issue more than 

once. The Director of the Project Finance department in Bank EU estimated that environmental issues 

arose with about ten loan applications each year, which translated to about twenty percent of the total 

number of projects that the department handled annually. Individual Team Leaders in this department 

indicated that they encountered environmental issues about once or twice a year, which matched the 

Director’s estimate. Senior level informants from other departments in the Study Banks did not 

provide similar estimates.  

Most informants described environmental issues as “rare”, “not typical” or an “anomaly” and said that 

they encountered them “occasionally”. At the same time, they also claimed that environmental issues 

may have arisen with more projects in their portfolio than they could recall, but that most of them 

were “settled” by the time the client approached the Banks for financing. By ‘settling’, the bankers 

meant that the client had responded to these issues in a manner that was acceptable to the Study 

Banks. The client has remediated the site for example, or obtained the necessary approvals from 

relevant authorities and this satisfied the Banks. The staff were not required to deal with 

environmental issues any further and this was the reason why informants had rarely encountered 

them. This was especially true for environmental issues related to site contamination (category 3), as 

the following examples illustrate: 

 “…situations where a site has to be decontaminated because there was a chemical 

manufacturing plant in the area and a food processing plant could not be built on the site; 

these have already been handled by the client before it got to us” (Director of the Credit Risk 

department of Bank EU) 

 “I did a residential development on a contaminated site. But most of the contaminated land 

was moved; the rest of it was sealed before we got involved” (Analyst from Bank AP’s 

Development Finance department) 

The pure existence of unknown environmental issues (category 4) is also testament that environmental 

issues were resolved prior to approaching the Study Banks for financing and that the bankers did not 

delve into these issues any further. The question as to how the clients’ claims that environmental 

issues were resolved were checked, which is an important point, is described in Chapter 6.   

Yet in contrast to claims by the majority of informants that environmental issues were rarely 

encountered, there were some informants in both Banks who claimed that they “come across” 

environmental issues “all the time” and that for many of the projects they were involved in “…the 

environment was an important issue”.  These informants belonged in the departments that financed 

large, complex projects and/or environmental projects. One such department was the Municipality 
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department of Bank EU. The Vice-Director of the department and the Team Leader who assessed the 

risks for projects proposed by the department emphasised that projects in the Municipality department 

were “…all about the environment”. This was largely because this department’s portfolio was 

dominated by environmental projects.  In Bank AP, it was the National Manager of the Infrastructure 

department who claimed that he came across environmental issues often. His department’s portfolio 

also included a number of environmental projects as well as large and complex projects that were 

always “…associated with environmental risk”, such as the construction of major road works, tunnels, 

ports, power plants, etc.. This indicates that the portfolio of the department influenced the perception 

of bank staff regarding how important and common environmental issues were. 

Some variation in how often informants encountered environmental issues was also found to be the 

function of the line that informants belonged to. Generally, informants in the risk lines encountered 

environmental issues more often than informants in the business lines. The reason for this was 

twofold: a) staff in the risk line were generally more attuned to environmental risks because their task 

was to identify and assess risks associated with projects and the environment represented a potential 

source of risk in the Study Banks, and b) staff in the risk lines handled more projects than staff in the 

business lines, which meant that they were exposed to more projects in total and therefore more 

projects where the environment represented risks. The difference in the role of staff in the risk line 

and in the business line has been described in Chapter 4. Although the educational background and 

experience of staff in the two lines did not differ, staff in the risk lines in the Study Banks looked at 

projects solely from the perspective  

The risk lines of the Study Banks consisted of far fewer staff members then the business lines. The 

following diagram (Figure 5.2) illustrates how projects progressed from teams in the business lines to 

teams in the risk lines for assessment in Bank EU.  
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Figure 5.1 Schematic representation of how projects proposed for financing progressed 

from the business line to the risk line in Bank EU (by the author, based on description of the 

lending process by informants) 

Figure 5.2 shows that the business line departments consisted of more teams and hence more staff, 

then the risk lines. The projects proposed by all the teams in a business line department (i.e.. 

Department A or B in the figure), were assessed by just one team in the risk line (Team A or B). In 

Bank EU, the Team for Project Finance transactions assessed all the projects proposed by the entire 

Project Finance department and the Team for Municipality transactions assess the projects proposed 

by the entire Municipality department. Since teams in both lines consisted of four staff members, a 

team member in Bank EU’s risk line processed four times as many project loan applications as a team 

member in the business line. The situation in Bank AP was even more extreme, because only one Risk 

Assessment Specialist assessed all the projects proposed by all the Analyst-Sales Manager teams in 

the Property Finance area. Since staff in the risk lines processed more loan applications then the staff 

in the business lines, it was likely that they encountered a greater number of projects where 

‘environmental issues’ arose, than staff in the business lines.  

These interviews also revealed that neither Bank EU nor Bank AP had a team, department, or 

individual staff member who was designated to handle projects with ‘environmental issues’. The 

Director of Bank EU’s Project Finance department said that loan applications were distributed to 

teams and team members primarily on the basis of their availability or capacity. Although there were 
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some Team Leaders who were more often handled projects in the energy sector, or more rural or peri-

urban developments. The Director in Bank EU emphasised that his staff was expected to be able to 

assess any type of project. This was echoed by senior staff members in Bank AP, who said that staff 

were expected to be “generalists” in that they had to be able to assess any type of application in the 

wider realm of property development and investment. In Bank AP, the Sales Managers were actively 

seeking out business opportunities and in a sense ‘brought in’ loan applications, therefore senior staff 

did not have to allocate proposals. This also meant that there were no areas in the Bank AP designated 

to handling projects where ‘environmental issues’ arose.  

5.4 The financial implications of ‘environmental issues’ 

After describing the ‘environmental issues’ they encountered in project lending, informants were 

asked to explain why, if at all, these issues mattered to the Study Banks. The informants’ responses 

revealed that ‘environmental issues’ had the potential to translate into financial implications in 

lending and this potential for ‘environmental issues’ to translate into financial implications was the 

reason why the Study Banks were interested in the environmental aspects of projects. This perspective 

was clearly demonstrated by how some informants reacted to questions about how environmental 

issues were addressed in the Banks. They began their response to explain their starting point for 

dealing with ‘environmental issues’ as: 

 “look, bankers tend to think in terms of money” and  

“we [bankers] are primarily interested in the numbers” 

These statements indicate that bankers tend to think about the environment fundamentally from a 

financial perspective and that they related to all issues associated with projects from this perspective.  

Probing directly at how environmental issues could translate into financial implications in project 

lending, informants described eight ways in which they could represent risks or opportunities for the 

Study Banks and banks in general:  

 the pollution or harm caused by projects could jeopardise their realisation and viability; 

 the costs associated with managing negative environmental impacts could potentially hinder 

the borrower’s ability to repay the loan; 

 the Study Banks could be held liable for cleaning up contamination on the site of the projects 

 contamination can reduce the value of a site used as security for the loan  

 borrower may have to remediate contaminated site which could hinder his or her ability to 

repay the loan; 

 ‘environmental projects’ attracted financial incentives which the Banks could capitalise on; 
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 projects with environmental impacts (both positive and negative) can impact the Banks’ 

reputation; 

 environmental issues may influence consumer behaviour, which would impact on the 

profitability of projects. 

How the different types of ‘environmental issues’ translated into risks and opportunities, is described 

in the following sections, supported with examples from the interviews to illustrate specific cases.  

5.4.1 Negative environmental impacts affecting the realisation and viability of projects 

Financing projects that could potentially have a negative impact on the environment were a concern 

for bankers primarily because such projects were subject to approval from the relevant authorities. 

The authorities in Hungary and Australia could prevent projects from materialising by refusing 

approval on the grounds that a project could have significant negative impacts. This was cited as a 

major potential risk to bankers who depended on the cash-flow of the project to repay loans. The 

Team Leader for Project Finance transaction in Bank EU’s Credit Risk department explained that the 

nature of cash-flow based financing was such that loan was used to fund the construction of the 

project, which left banks in a difficult situation: 

“you see, the Bank’s money is spent right at the beginning…and once the Bank’s money is 

spent, the Bank is in a bind” 

In cash-flow based financing, banks wait for the borrower to pay back. Thus it is no surprise that 

several informants emphasised that the non-materialisation of projects was the “worst possible thing 

that could happen to a bank”.  

Therefore, perhaps it is not surprising that many of the informants were keenly aware of the type of 

projects that may trigger environmental approvals. Informants in Bank AP’s Development Finance 

department for example, knew that remnant vegetation was protected and a development that involved 

the removal of remnant vegetation would not be approved by the authorities. As one of the Analysts 

from Bank AP’s the Development Finance department explained: 

“remnant vegetation is a concern you see because it is protected…and council will not 

approve a development that involves cutting it down”. 

Informants in Bank EU expressed another concern with environmental approvals, namely that the 

authorities may take too long to process applications for environmental approval possibly delaying the 

project. Significant delays could mean that the project would not be completed as scheduled, which 

would mean that it would not be able to generate cash-flow and the borrower would not be able to 
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repay the loan in time. One of the Team Leaders from Bank EU’s Project Finance department 

described a case, when the environmental authority’s decision about environmental approval was 

delayed and led to Bank EU declining to finance a project. The project involved upgrading the 

existing facilities of a glass manufacturing plant. However, the bank backed down from financing 

when: 

“the authority was quite sluggish and did not make a decision for a long time…the proponent 

could not operate at full capacity without the upgrade, and eventually had to close down” 

(Team Leader, Project Finance department, Bank EU).  

The “sluggishness of the environmental authority” represented problems with several projects that 

Bank EU’s Real Estate Development Finance Company undertook. According to the Senior Project 

Manager in Bank EU’s Real Estate Development Company:  

“theoretically, the minimum time for environmental authorities to grant a decision is six 

months [but in practice this]was more like one to three years”  

As a result, all the projects that Bank EU’s Energy Projects affiliate was involved in were designed to 

fall below the threshold for environmental impact assessments. The Director of Operations of Bank 

EU’s Energy Projects Company said  

“we take great care to make sure our projects do not trigger environmental impact assessment 

[because this process] takes at least a year if not more” 

Such an extended approvals period was not feasible for the company and its investor Bank EU.  

5.4.2 Costs of managing environmental impacts  

Bankers were also aware that under environmental regulations, companies were required to manage 

their negative environmental impacts. Although the informants did not know the details of the 

regulations, they were aware that the environmental authorities could set requirements for proponents 

to manage environmental issues during the operation of projects or set maximum emission limits, 

forcing proponents to install expensive technologies. Management of environmental impacts would 

include implementing measures to mitigate or off-set impacts, but could also the on-going monitoring 

of impacts, such as emissions. This was cited as a concern in relation to the power plants and transport 

infrastructure financed by the Infrastructure Finance department of Bank AP.  

Bankers were aware that the cost of managing environmental impacts could be significant. In one 

example from Bank EU, the Bank financed an upgrade of an existing coal-burning power plant to 

burn biomass which meant that the company’s coal mine would be redundant. The Team Leader who 
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handled the project explained that Bank EU was concerned about how the client would pay for the 

recultivation of the mine which, he suspected, had to be carried out and would be expensive. In this 

example, Team Leader from Bank EU’s Project Finance department said that the remediation that the 

company was required to undertake became an “important issue, from a decision-making point of 

view”. 

Another reason why projects that required approval from the environmental authority were a concern 

for bankers was because the authorities required proponents to make changes to the project design to 

offset or mitigate negative impacts, as a condition of approval. In these cases the proponent was to 

bear the cost of the alterations or the implementation of the new structure. For example, the 

environmental authorities required the proponent of an abattoir to implement a more sophisticated 

wastewater treatment system” to properly treat effluents (Team Leader 3, Project Finance, Bank EU). 

In another example from Bank EU, the proponent was required to use a “special impermeable lining” 

on the floor of a lead-acid battery storage facility to prevent soil contamination in the event of an 

accidental spill (Team Leader for Project Finance, Credit Risk department, Bank EU).  

Bankers were also aware that the environmental authority had the power to impose sanctions, mainly 

in the form of fines, if projects did not comply with environmental regulations during the operational 

phase of projects. However, the interviews revealed that the bankers were not concerned about fines 

for non-compliance because the fines were minor in comparison to the projects. According to 

informants in Bank AP’s Development Finance department, if remnant vegetation was suspected on a 

site earmarked for development, the developers would “…just come in with the tractors and knock 

down the trees…before the council guys turned up”. Although “…in the end the EPA [environmental 

authority] came along and [the developer] did get fined, but at the end of the day the fine was about 

20 000 dollars”, a small price to pay when the development itself was on the order of “millions”.  

Informants in Bank EU also indicated that fines for non-compliance with environmental regulations 

were negligible. Team Leaders in the Bank’s Project Finance department described fines as “…a 

limited amount, which happen to be quite small here, in Hungary” and said that it “was worth for the 

client to just pay it” and continue on with the polluting activity, rather than “change their processes or 

replace their machineries”.  

5.4.3 Lender liability for cleaning up contaminated sites  

The informants explained that contamination on the site of a proposed project was a major concern for 

the Study Banks because sites were usually used as the security for loans. The purpose of taking on 

the site as the security was that in the event that the borrower defaulted on the loan, the Study Banks 

were able to sell the site (the property and, in some cases the assets on the property) to recover losses. 
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However, if the site was contaminated the Study Banks could also be liable for cleaning it up. As the 

informants explained:  

“Contamination clean-up can end up being the responsibility of the lending institution. In a 

bad situation…If a bank was to become mortgagee and have possession and control of that 

site they could be responsible for cleaning up. ” (General Manager for Property Finance in 

Bank AP) 

 “You know, if there are troubles with the borrower then we are obliged to remediate the site.” 

(National Manager for Property Investment in Bank AP) 

Lender liability is governed by legislation. The informants could not identify such regulation or 

describe what was stipulated in it exactly, but they were aware that under some circumstances the 

Study Banks could be liable for remediation works and they also knew that this can be very 

expensive; to the point where it may cost as much as the value of the property. One informant from 

Bank EU has even witnessed cases where  

“the clean-up costs were higher than the value of the site”.  

One question raised to informants was, if site contamination was a major concern, why did the Study 

Banks take on the site of proposed projects as the security? The informant from Bank EU’s Credit 

Risk Assessment department provided a comprehensive explanation: cash-flow based financing was 

the preferred mode of financing projects among commercial banks as it exposed them to less risk than 

corporate financing.  In cash-flow based financing, the borrowers were newly created companies, so-

called ‘special purpose vehicles’, that had no assets or only minimal assets which would not be 

sufficient to repay the loan if the borrower defaulted. Consequently, banks had to find another was 

way to ensure that they can recover the loan in the event that the borrower could not make 

repayments. The site of proposed projects was the only tangible, financially quantifiable asset that 

special purpose vehicles held that was available even when the project did not materialise. This was 

why properties were the most common form of security in project lending in the Study Banks. 

The potential for lender liability was further enhanced when a bank financed the equity portion of 

deals when the site of proposed projects was that equity.  By financing the equity as well as the 

project, banks became the part owner of the equity. Equity financing in project lending was carried 

out by Bank AP’s Equity Finance unit only (Bank EU did not finance project in this way) and 

property was the most common form of equity that was financed. The General Manager for Property 

Finance in Bank AP explained the different position of the Bank in equity financing compared to 

project financing, or debt financing: 
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“the difference between the debt position and the equity position is that in the debt position 

you generally have recourse on the people that have borrowed the money. In the equity 

position you and the people who borrowed the money are in the same position.”  

The Sales Manager of the Equity finance unit further explained how the liability for site 

contamination was heightened when the Bank was in the equity position: 

“if the site wasn’t cleaned-up properly, and it was found out later when we subdivided the 

land into a thousand blocks and some of the residents contracted something as a result of it… 

there may be some recourse that those people have to the owners of the land, rather than the 

financier, but because we are part owner of the land, because we are taking an equity 

investment, there is greater risk attached to us as an equity provider than there might be for 

someone who has lent money.” 

This is another illustration of how the type of financing determines the type of risks banks are exposed 

to through lending and the potential for such risks to arise.  

5.4.4 Depreciation of the value of the site due to contamination 

Informants indicated that contamination on a site could lead to depreciation of its value and this was a 

concern for the Study Banks even when they were not liable for remediation. The issue in this 

instance was that contamination could reduce the value of a site substantially representing a major risk 

for the Study Banks in the event of loan default. The Study Banks relied on selling the site if the 

borrower defaulted on the loan to recover their losses. While this was a key risks in both Study Banks, 

Bank EU was even more exposed to this risk than Bank AP because when a borrower defaulted on the 

loan, Bank EU had “the option to buy the land” through its Real Estate Development Company 

affiliate. Any contamination would reduce the sale price and the Bank could incur a loss.  

5.4.5 Cost of remediation falls on the client 

Another concern associated with contamination on the site of a propose project was that the cost of 

remediation may fall on the client. Informants recognised that depending on the nature and extent of 

the contamination, these costs may be substantial and could hinder the borrower’s ability to make loan 

repayments. As a result, the Study Banks were concerned about who was liable for the clean-up if 

contamination was identified. Often the client had bought the property purely for the purposes of the 

project, while the contamination could have been the result of the activities of the seller (i.e.. previous 

owner). In this case, the bankers wanted to know whether the borrower and the seller had come to an 

agreement as to who would cover the cost of the clean-up. As one informant explained:  
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“How the parties settle it, is not our concern, we are only looking at the financial 

implications…but to have [the borrower] take over all the costs of a remediation, is a very 

difficult issue from a financing perspective”.  

This quote illustrates that the Bank’s perspective was to either allocate responsibility for remediation 

to the seller, or to come to some agreement where the seller covers most of the cost.  

5.4.6 Financial incentives for environmental projects  

Environmental projects were recognised as a business opportunity in the Study Banks primarily 

because they attracted financial incentives from the government or from the private sector which the 

Banks could capitalise on. The nature of the environmental projects that Study Banks financed and the 

financial incentive they attracted and the department that dealt with the loans is presented in Table 

5.3.   
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Table 5.3 The environmental projects financed by Bank EU and Bank AP and the nature of 

the financial incentives they attracted 

Projects and Borrowers Business line 

department 

Form of incentive Organisation/authority 

providing the incentive 

Bank EU 

Construction of wastewater network 

(wastewater treatment plants, sewerage 

networks, etc..) 

Borrower: municipalities, regional 

governments 

Municipality 

department 

Subsidised interest rate  National government and EU 

Fixing the price of the 

service  

National government via 

regulation  

Upgrading old apartment buildings (new 

windows, doors, insulation) 

Borrower: apartment owners, building 

maintenance companies 

Municipality 

department 

50% bank guarantee IFC 

Construction of windmills 

Borrower: private companies 

Project Finance 

department (via 

Energy Projects 

Company) 

Provided a “guaranteed 

market” for electricity 

generated from 

renewable resources 

National government and EU 

via regulations 

Upgrading a power plant to burn biomass 

instead of coal 

Borrower: private company 

Project Finance 

department 

Provided a “guaranteed 

market” for electricity 

generated from 

renewable resources  

National government and EU 

via regulations 

Bank AP 
Construction of gas-fuelled power plants  

Borrower: private companies 

Infrastructure 

Finance department 

Minimum requirement 

for electricity retailers 

to source energy from 

gas-fired power stations 

State government 

Master planned residential developments 

Borrower: developers (private) 

Development 

Finance department 

None for the developer, 

but governments 

incentives are available 

for residents who install 

water and energy 

efficient designs 

Regional government 

Construction of new office buildings 

with solar panels, water tanks 

Borrower: private developers 

Property Investment 

department 

None directly, but a 

market is created as 

governments prefer to 

occupy buildings 

incorporating green 

design 

Local councils and regional 

governments 

 

Table 5.3 shows that several departments provided loans for environmental projects, taking advantage 

of financial incentives. This suggests that environmental project financing was not restricted to a 

specific department or departments in the Study Banks. However, informants from the Municipality 

department in Bank EU and the Project finance department in Bank AP revealed that environmental 

projects occupied a larger proportion of their portfolio then that of other departments in the business 

lines. The interviews revealed that this was because senior level staff in the Municipality department 

in Bank EU and the Infrastructure Finance department in Bank AP were more inclined to financing 

these projects. These senior staff members were those that perceived and recognised environmental 

projects as business opportunities.  

The table also reveals that the majority of the incentives were provided by the government authorities 

at various levels. Most often these incentives were imbedded in regulations and policies which mainly 
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served to create a market for the products and services of environmental projects and to off-set market 

risk associated with them.  

One form of incentive which both Study Banks took advantage of was the government regulation for 

mandatory renewable energy targets for energy providers which created a market for renewable 

resources. Both countries introduced such regulations. The result was a demand for renewable energy 

generators, such as wind farms which both Bank EU and Bank AP financed. As the National Manager 

of Infrastructure Finance department in Bank AP explained, the regulation “really created an industry 

need for wind farms and the industry picked up”. In order to really help the industry take-off energy 

providers, the government decided to punish those companies that “did not obtain the mandatory 

proportion of energy from renewable resources” by paying a penalty and ensured that “the penalty 

was so high that it was not worth trying to get around it” (National Manager of Infrastructure Finance 

department, Bank AP).  

Bank EU took advantage of various incentives that illustrate how innovatively they were used to 

facilitate the financing of environmental projects. For example, Bank EU financed a large number of 

wastewater treatment plants and sewerage networks, which were very expensive mega-projects that 

Hungarian municipalities could not finance without bank loans.  Most municipalities did not even 

have the assets and resources to secure a loan of such substantial size. The Team Leader for Risk 

Assessment of Municipality projects in Bank EU described a number of incentives for wastewater 

treatment projects that the Hungarian government implemented: a) subsidy on interest charged on 

loans b) a requirement embedded in regulation that 70% of the residents had to commit to paying 

sewage fees c) a fixed price for the services provided by the project, d) granting municipalities the 

authority to collect outstanding fees (from residents’ tax returns for example). By fixing the fees and 

allowing municipalities to collect fees from residents, the government alleviated insecurity in the 

market for banks (i.e.. non-payment of fees). The requirement for over 70% of the residents to commit 

to paying sewage fees guaranteed the size of the market and made it easy for banks to calculate the 

projects’ cash-flow. The subsidy of interest charges provided banks with further confidence that the 

loan can be repaid. 

Bank EU also financed several projects that involved upgrading old apartment buildings with more 

energy efficient fittings through the IFC’s HEEC Program. As mentioned in Chapter 4, the HEEC 

Program was a facility provided by the IFC that offered partial bank guarantees for projects that 

contributed to the reduction of energy-use and greenhouse gas emissions. The Director of 

Municipality department, Bank EU and the Program Director from the IFC described these projects as 

“small”, but considering that the Bank financed “hundreds of them”, collectively it was “big 

business”. There was such a great demand for these loans that Bank EU developed a framework that 
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enabled it to finance a large volume of projects, in other words, to  “push these projects out the door” 

(Program Director, IFC). Again, the IFC’s bank guarantee off-set the financial risk associated with 

lending to small-scale owner corporations and the framework developed by Bank EU allowed it to 

process loan applications quickly and efficiently.  

Financing the construction of office or mixed-use buildings that incorporated water and energy 

efficient designs, solar panels, and dual reticulation systems was also identified as a profitable 

endeavour for Bank AP. The National Manager for Property Investment explained that city councils, 

regional councils and state-level agencies have started show a preference towards leasing “green star 

rated buildings”. The State Manager for Development Finance also described situations where: 

“some councils may impose that a site has to meet a certain level of criteria just because they 

want to be a model council. They may have a model development. They may impose that on a 

developer, and that’s fine. There is something called Basics, which is all about building 

sustainability. I don’t know if they have it here, they have it in New South Wales in Sydney. 

As a developer you have to go on-line on this government website and, I think it’s your 

architects, or you can do it yourself and you have to meet certain criteria of your project in 

terms of you’ve got to have dual flush toilets, you got to have aerated nozzles on taps, you’ve 

got to have… insulation. And all of these things give you bonus points. You have to meet a 

certain level of criteria. It’s the building sustainability index.”  

Government agencies were regarded as “good tenants” and even “preferred tenants” because they 

signed long-term leases, the rent was guaranteed and payments were on time. Consequently, the 

project’s cash-flow was also guaranteed. The State Manager’s comments also reveal that the 

government’s initiative to lease offices sustainable buildings created a demand for sustainable 

building supplies such as solar panels, water tanks and dual reticulation systems.  

The informants also indicated that they expected environmental projects to increase. Incorporation of 

sustainability design principles into residential and mixed-use developments was described by the 

State Manager for Development Finance as “becoming compulsory...there is a lead-in time and at 

some point it will be compulsory”. The Vice-Director of the Municipality department in Bank EU 

also claimed that residential development with energy-efficient component were “growing”.   

5.4.7 Potential effects on the Study Banks’ reputation 

The interviews revealed that environmental issues associated with projects could also impact on the 

Study Banks’ reputation in a positive or negative way. Negative impact on a banks’ reputation due to 

environmental issues is known as reputation risk (Thompson 1998a, b; Case 1999; Jeucken 2001). 

Informants from both Bank EU and Bank AP recognised the potential for reputational risk to arise but 
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only informants from Bank AP experienced it, first hand. The project involved the construction of a 

shopping centre that local residents opposed for environmental reasons. The informant could not 

recall exactly what the environmental issue was, but he remembered that there was “public 

opposition” to the project on environmental grounds
12

. This town is known in the state for the 

environmentally conscious views of its residents. According to the Risk Specialist for Property 

Finance transactions in Bank AP there were other concerns associated with the development and 

“ultimately, the combination of environmental risks and political risks, reputational risk, we simply 

declined that proposal”. According to the informant, the question that the Bank’s decision-makers 

were asking was “...do we have a handle on the environmental risk of that development? And would 

we be able to get a handle on that?” The answer was no, therefore Bank AP did not finance the 

development. This was an example where environmental issues along with other issues translated into 

reputational risk that carried sufficient leverage to impact the Bank’s lending decision.  

However, environmental issues were also identified as being able to enhance the Study Banks’ 

reputation.  These environmental issues were all associated with the environmental projects that the 

Study Banks financed. According to the National Manager of the Infrastructure Finance department in 

Bank AP, financing projects such as wind farms was “…a very good thing for us to be involved in 

because we are directly involved in reducing the amount of carbon that is going into the atmosphere 

by providing a proportion of the power generating capacity through environmentally sound means”. 

Environmental projects were also seen as “a very socially responsible thing to be doing” that, 

according to the Vice-Director of the Municipality department gave Bank EU “pluses on the 

environmental front”. Bank EU’s involvement in financing energy-efficiency retrofitting residential 

homes was also featured in the Group’s Central and Eastern European Corporate Social 

Responsibility Report (2006). Yet the informants did not provide insight into the extent to which 

engaging in environmental projects enhanced the Study Banks’ reputation and what it meant for the 

Banks. Most informants expressed the perspective that “all companies are trying to be doing...socially 

responsible things”, suggesting that the Study Banks did not want lag behind.  

5.4.8 Impact of consumer behaviour 

Informants also mentioned the effect that environmental issues in the media could have on public 

opinion in a way that could alter the market. A Team Leader in Bank EU’s Project Finance 

department explained that this was a concern for projects that produced “something for consumption” 

as these companies were always: 

                                                      
12

 A Google search confirmed the informant’s memory, revealing articles that suggested that the public was concerned that the development 

may threaten the habitat of a protected, iconic species.  
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“sensitive to negative news in the media that could move the public [toward] shaking the 

foundations of the entire operation of the project” 

For instance, the public could respond by not purchasing the product, which could decrease the 

income and the cash-flow of the project, hindering the borrower’s ability to make loan repayments. 

The informant said that the impact of negative publicity on market could arise in relation to any issue, 

not just environmental issues. The example the informant mentioned was the “bird flu epidemic” 

which affected the poultry industry as the public chose to avoid poultry. The poultry industry in 

Hungary has been particularly vulnerable because meeting stricter EU regulations for poultry farms 

meant that the farms had to invest in new infrastructure. The bird flu epidemic only added to their 

woes. The poultry industry was classified as high risk industry in Bank EU’s Credit Policy, which 

meant that Bank would not likely finance projects in this sector. While informants mentioned that the 

impact of consumer behaviour could carry financial implications for the Study Banks, they could not 

provide an example where its implication impacted on the Study Banks.  

5.5 Discussion 

The results revealed that informants encountered environmental issues that could be grouped into four 

main categories on the basis of whether they were related to the impacts of projects, or other issues. 

 Category 1 environmental issues were related to the potential negative impacts of projects,  

 Category 2 issues were so-called environmental projects, which included various project that 

were perceived as having a positive impact on the environment,  

 Category 3environmental issues that were associated with contamination on the site of 

proposed projects  

 Category 4 included projects with unknown environmental issues 

The Table 5.4 summarises the key finding presented in this chapter about the environmental issues 

that informant encountered in the Study Banks. A discussion of the implications of the main findings 

follows. 
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Table 5.4 Key features of environmental issues in project lending in the Study Banks 

Environmental issue Perception of the 

issue as a source of 

risk or opportunity 

Potential financial implications of 

environmental issues  

Potential significance of 

environmental issues  

Frequency of encountering 

environmental issue  

Category 1: 

Environmental pollution 

or harm caused by 

projects, i.e.. negative 

impacts of projects 

Bank EU and Bank 

AP: Risk  

Bank EU and Bank AP: The pollution or 

harm caused by projects could jeopardise 

their realisation and viability  

Bank EU and Bank AP: Major, a concern 

that must be factored into loan 

Bank EU and Bank AP: Encountered 

on a few occasions, more common in 

departments that finance large and 

complex projects (e.g. Bank AP’s 

Infrastructure Finance department)  

Bank EU and Bank AP: Costs associated 

with managing negative environmental 

impacts could potentially hinder the 

borrower’s ability to repay the loan 

Bank EU and Bank AP:  Major, a concern 

that must be factored into loan 

Bank EU and Bank AP: Encountered 

on a few occasions 

Bank AP: Projects with negative 

environmental impacts can hinder the 

Banks’ reputation 

Bank AP: Major, as it can affect the 

decision to finance a project 

Bank EU: Not encountered 

Bank AP: Encountered only once 

Bank EU: Environmental issues may 

influence consumer behaviour, which 

would impact on the profitability of 

projects 

Bank EU: Unknown, may be a factor for 

projects that produce goods/services for 

consumption 

Bank EU and Bank AP: Not 

encountered 

Category 2: 

Environmental projects, 

i.e.. projects perceived  as 

having an overall positive 

impact 

Bank EU and Bank 

AP: Opportunity, but 

only in some 

departments  

Bank EU and Bank AP: Environmental 

projects attracted financial incentives  

Bank EU and Bank AP: Major 

significance in departments that financed 

environmental projects often, minor 

significance in other departments 

Bank EU and Bank AP: Often in 

departments that financed 

environmental projects such as Bank 

EU’s Municipality department and 

Bank AP’s Infrastructure department 

Rarely encountered in other 

departments 

Bank EU and Bank AP: Projects with 

positive environmental impacts can 

enhance the Study Banks’ reputation 

Bank EU and Bank AP: None, the 

informants were not aware that 

environmental projects impacted on their 

business in a positive way 

Bank EU and Bank AP: Not 

encountered 

Category 3: Site 

contamination issues 

Bank EU and Bank 

AP: Risk  

Bank EU and Bank AP: The Study Banks 

could be held liable for cleaning up 

contamination on the site of the projects  

Bank EU and Bank AP: Major, if the 

borrower defaults on the loan 
Bank EU and Bank AP: The most 

often cited environmental issue in the 

Study Banks, however the 
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Environmental issue Perception of the 

issue as a source of 

risk or opportunity 

Potential financial implications of 

environmental issues  

Potential significance of 

environmental issues  

Frequency of encountering 

environmental issue  

Bank EU and Bank AP: Contamination 

can reduce the value of the site used as 

security for the loan 

Bank EU and Bank AP: Major if the 

borrower defaults on the loan 
contamination was usually addressed by 

the time the borrower approached the 

Study Banks for financing. 

Bank EU and Bank AP: Borrower may 

have to remediate contaminated site which 

could hinder his or her ability to repay the 

loan 

Bank EU and Bank AP: Major 

Category 4: Unknown 

environmental issues 

Bank EU and Bank 

AP: Risk 

Bank EU and Bank AP: Various, 

depending on the issue, for example, a) 

project may not be approved by the relevant 

environmental or development authorities, 

which would jeopardise the realisation of 

the project or b) the environmental issue 

would fuel public opposition to the project 

Bank EU and Bank AP: Potentially major Bank EU and Bank AP: Occasionally  
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Table 5.4 reveals that environmental issues were those that could represent risks or opportunities for 

the Study Banks in project lending. In most instances, environmental issues were perceived as a risk, 

which resonates with the findings of previous studies of commercial banks in Europe (see for example 

Jeucken (2001) and Weber (2006)), including a study on the Hungarian commercial bank sector by 

Barta and Eri (2001) conducted between 1995 and 1997. The results of this study indicate that banks’ 

perception of the environment has not changed significantly between the late 1990s and mid-2000. 

However, there was also evidence that the environment was seen as an opportunity in the Study 

Banks, as both Banks financed a range of environmental projects. This is interesting in the sense that 

neither Bank EU nor Bank AP had been known to pursue a ‘green’ agenda nor were they trying to 

market themselves as a ‘green bank’13 (such as the Co-Operative Bank in the UK or the Grameen 

Bank). The fact that the Study Banks recognised the environment as an opportunity means that they 

reached what Jeucken (2001) termed the ‘offensive banking phase’ on the spectrum of sustainable 

development in banking. ‘Offensive banking’ is the third of four phases in the progress toward 

sustainable banking (Jeucken 2001). Jeucken’s study of 34 global commercial banks conducted in 

1999 revealed that the majority of banks were taking a defensive approach to the environment at that 

time. In this sense it is encouraging to see that by 2006-2007, two mid-size commercial banks that do 

not specifically seek to be identified as green or ‘sustainable banks’ have taken an offensive approach 

to the environment by proactively seeking out and engaging in environmental projects.  

However, environmental projects were actively pursued only in few, selected departments, but the 

informants in these departments were aware of the financial incentives that projects attracted and, in 

some instances, actively sought out opportunities to finance these projects. Barta and Eri (2001) 

suggested that the attitudes of Hungarian banks toward the environment would shift toward financing 

environmental projects because of the introduction of new financial facilities directed at enabling the 

creation of infrastructure to support Hungary’s accession to the EU in 2004. The findings of this study 

maintain this reasoning as Bank EU was heavily involved in financing wastewater infrastructure for 

example, which was a key requirement of accession by the EU utilising funds released to facilitate EU 

accession.  

The results also revealed that informants in Bank EU and Bank AP encountered similar types of 

environmental issues in project lending despite differences in where the two institutions were located. 

One could suppose that the countries where the two Banks were located would have implications to 

the financial and environmental regulatory settings they operated in and that this would have 

determined the type of environmental issues they would face, how they perceived them and how they 

                                                      
13

 Neither Bank EU nor Bank AP had published a CSR and neither had an environmental policy, for instance. It should be noted that at the 

Group level Bank EU did publish a CSR in 2006 but this document could not be accessed from Bank EU’s website and was only published 

in English and not in Hungarian. 
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dealt with them.  However, this was not the case in terms of the nature of environmental issues the 

Study Banks encountered and how they perceived them. Bank EU and Bank AP dealt with similar 

types of issues (how the Study Banks dealt with environmental issues is described in the next chapter) 

which could be the result of a combination of factors. For example, as was discussed in Chapter 4, the 

Study Banks’ project lending portfolio was quite similar therefore it is likely that the Banks would 

encounter the same environmental issues. The environmental regulations in Hungary and Australia 

also shared some similarities which meant that the clients of the Study Banks were required to abide 

similar requirements. For example, both countries have environmental impact legislation which means 

that proponents must obtain approval from the environmental or other competent development 

authorities to undertake projects that could potentially have a major impact on the environment. 

Therefore environmental impacts were also a concern in both Banks. Emission limits also apply to 

various industries in both countries (such as CO2 and SO2 emissions for coal or gas-fired power 

plants, treatment of effluents before entering the waterways, etc..) which means that approval to 

undertake them would require the implementation of environmental management techniques by 

proponents. These issues carried implications for the clients and indirectly also for the Study Banks.  

Many of the environmental issues that informants encountered in the Study Banks exhibit strong 

similarities to the “typical environmental risks” Weber et al. (2008 p.151) described. Typical 

environmental risks include a) site contamination, which “affects the value of the collateral in a 

significant way, because decontamination is costly”, b) a firm’s obligation “to invest in environmental 

technologies because of regulations and has financial problems because of this”, c) “bad reputation” 

of banks “if they are doing business with firms in trouble because of environmental or social problems 

or if they finance projects that are seen as environmentally or socially problematic by stakeholders” 

(Weber et al. 2008 p.151). Site contamination was the most commonly cited environmental issue that 

the Study Banks faced and it was identified as a risk that could carry the most significant financial 

implications. The Study Banks’ concern was twofold: the Banks could be held liable for cleaning up 

contaminated sites and if the client was responsible for remediation, it could hinder his or her ability 

to repay the loan because remediation was costly. Clients’ obligation to implement environmental 

management technologies was also encountered in the Study Banks, although not as common as site 

contamination. Reputational risk was only encountered in Bank AP once but it was not regarded as a 

threat for Bank EU. However, the consequences of the one occasion when Bank AP was exposed to 

reputational risk were major, since the Bank decided not to finance an otherwise financially sound 

project. Weber et al. (2008 p.151) also included “market changes” as a typical environmental risk, 

which they described as the “environmental attitudes of consumers or industries may change so that 

some products cannot be sold anymore”. However, this risk was not encountered in the Study Banks 

but only identified as a hypothetical risk that they may encounter.  
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There were some environmental issues which Weber et al. (2008) did not mention, but which were 

regarded as potentially significant risks for the Study Banks. These issues were related to approvals 

for projects with potential negative impacts. Again, in these cases, the Banks’ concern was twofold: 

the project will not be approved or the environmental authorities would take too long to make their 

decision. In both cases result would be that the project will not be able to materialise on time and 

generate the cash-flow that would be the basis for repaying the loan. It is also interesting to note that 

paying fines for breaching environmental regulations was not regarded as a risk in the Study Banks 

and it was also not identified by Weber et al. (2008) as a typical environmental risk in lending. Non-

compliance by the client did not impact on the Study Banks’ reputation and the size of the fines was, 

according to informants, negligible compared to the cost of the projects. This means that the Banks 

turned a blind eye to non-compliance on the part of their clients and this had not financial or 

reputational implications.  

The results also shed light on what having to face environmental risks meant to the Study Banks. It 

was found that the fact that environmental issues could represent risks did not alarm the bankers 

because they regarded risks as inherent to project lending, claiming that there was no such thing as 

risk-free lending. The informants also revealed that the risks that environmental issues represented 

were no more or less significant than other issues that could potentially translate into risks to the 

Banks. This meant that the environmental issues were perceived and dealt with in the same manner as 

any other type of risk. 

In conclusion, the results indicated that environmental issues associated with projects were only 

considered in project financing when they translated into financial implications and that the 

environment, in its own right was not a consideration. Environmental authorities emerged as an 

important third party (in addition to the Bank and client (borrows or sponsors)) in relation with 

projects where environmental issues emerged. Informants identified environmental authorities as the 

entities that are responsible for preventing projects that are ‘bad for the environment’ from 

materialising, knowing that such projects required approval from these authorities. The informants 

explained that in most cases the clients had already resolved contamination issues before approaching 

the Banks for financing. By resolving, the informants meant that the site had already been remediated 

to the satisfaction of the authority, or the responsibility for remediation has been allocated, usually to 

the previous owner.  
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Chapter 6 

How environmental issues and risks and 

opportunities they represented were addressed 

in project lending 

6.1 Introduction 

The previous chapter revealed that bankers were concerned about the environmental issues associated 

with the projects they financed because they could potentially to translate into financial risks and 

opportunities for the Study Banks. Bankers believed that environmental issues could potentially 

represent a major risk, but in many cases environmental issues were resolved by the clients before 

they approached the Study Banks for financing. The environment was also identified as a business 

opportunity, particularly because of the financial incentives that environmental projects attracted. 

However, the results showed that only some, select departments took advantage of these opportunities 

and financed environmental projects. This chapter builds on these findings to provide insight into how 

environmental issues and the risks and opportunities they represented were identified, assessed and 

managed in the Study Banks. Specifically, this chapter describes: 

 whether the Study Banks made a commitment to address environmental issues in their lending 

practices and decisions in their external and internal documents,  

 whether the Banks’ internal documents contained any provisions on how environmental 

issues had to be handled and taken into consideration in assessing loan applications and in 

their decisions to finance projects, 

 how environmental issues and the risks and opportunities they represented were identified and 

assessed in practice, 

 what strategies were used in the Study Banks to control and mitigate the risks associated with 

the environment. 

The way in which Banks dealt with environmental issues and the risks and opportunities that they 

represented in their existing practices is presented using a framework model of project lending. The 

model was based on the informants’ description of the activities involved in the project lending 

process and information contained in the Banks’ internal documents and was created on the basis of 

the strong similarity that the Study Banks’ practices exhibited. It describes the key activities that were 
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involved in project lending and the sequence of events, identifies the documents that bankers collected 

and used (such as, project planning documentations, contracts, certificates, external experts’ reports, 

etc..) and the forms, reports and other documents they produced (such as credit application forms, the 

indicative proposal, credit reviews, etc..). The main features of the framework model are presented in 

Section 6.3.1, while a detailed description of the activities, actors, documents, etc.. involved is in 

Appendix 1.  

The framework model of project lending portrays the main features of the entire project lending 

process in a comprehensive manner and in this sense it is novel. Others have developed models of 

banks’ internal practices, but these models usually depicted just one part of the process. Weber et al. 

(2008) for example presented a model that focused only the credit risk management process of 

commercial banks, while Ganzi et al. (1999) illustrated how project financing operated in American 

commercial banks. Understanding the Banks’ practices and having a robust picture of the lending 

process was necessary for this research because, as was postulated in Chapter 3, this is the best way to 

study how environmental issues did or might, enter into the lending practices of banks. In fact, 

underpinning all of the research activities of this study—both interviews and examination of 

documents—was the need to obtain a clear understanding of the reality of the processes that were 

viewed, (vis-à-vis, as against formerly documented processes and structures, or “text-book” business 

or lending processes, for example general business processes). And, while it is the way that the 

environment played a role in project lending, not the project lending process itself that was the focus 

of this study, it was recognised that a generic model could be developed and that this model could 

then be used to depict how environmental issues were addressed in the two Banks. 

6.2 Environmental issues in internal and external documents 

Information on how environmental issues were addressed and considered in project lending practices 

and decisions was sought in the internal and external documents of the Study Banks, in the first 

instance. External documents included all publicly available information about the Study Banks’ 

activities and performance, such Annual Reports and information displayed on websites. Internal 

documents included a range of different confidential documents that informants had identified as 

relevant to project lending, such as various guidelines and policies, forms, examples and case-studies 

(a list of external and internal documents collected was provided in Section 3.4.5 in Chapter 3). The 

documents were examined for the presence of:  

 some form of declaration, such as a formal environmental policy or environmental statement or 

commitment, that the Banks will consider the environmental impact of projects when making a 

decision whether to finance them,  
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 environmental goals, performance or key achievements, which could take the form of a stand-alone 

environmental, sustainability or corporate social responsibility  report or a section in the Banks’ 

Annual Reports or website, 

 information about tools, techniques and practices that the Banks have implemented to identify, 

quantify and assess environmental issues in association with projects proposed for financing, 

 information about how environmental issues were taken into consideration in lending decisions, such 

as a list of activities the Banks would not finance on the grounds that they could have an adverse 

impact on the environment, or a description of activities that the Banks actively sought to finance 

because they would have a positive impact on the environment. 

The majority of the Banks’ documents did not contain information about environmental issues, the risks or 

opportunities they represented or how these were addressed in lending. There were no headings on the Study 

Banks’ websites where information about the environment would be published, such as ‘sustainability’, 

‘corporate social responsibility’ or ‘environment’. Stand-alone ‘environmental reports’, ‘environmental 

policies’ or ‘environmental statements’ were also not found on the websites. Reference to environmental 

issues in relation to project lending, was only found in the following internal and external documents that will 

be discussed in detail in the following sections:  

 Bank EU Group’s Bank EU Group’s CSR for 2006 for the Central and Eastern European Region 

(Section 6.2.1)  

 the ‘Sustainability’ section in Bank AP’s Annual Report (2006-2007) (Section 6.2.2) 

 the blank templates of the Credit Application Forms used in Bank AP’s Development Finance and the 

Property Investment departments to process loan applications (Section 6.2.4) 

It must also be noted that Bank EU’s Annual Report did not include any reference to the environment, even 

though it was supposed to, under Directive 2003/51/EC. In addition to the above documents, the informants 

identified three others which contained information about how environmental issues were or should be 

addressed in the Study Banks. These documents are described in detail in Section 6.2.5: 

 a policy in Bank AP’s Property Finance area about how contaminated land can be used as security; 

 the framework agreement between Bank EU and the IFC; and 

 the annual environmental report which Bank EU had to compile and submit to the IFC in order to 

satisfy the requirements laid down in the framework agreement between the two organisation. 

The contents of these documents and how they were applied in the Banks were described by the informants as 

they could not be examined by the Researcher. Further information about the framework agreement with the 

IFC and the environmental review process it entailed (known as Social and Environmental Management 
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Systems of SEMS) was sought from the IFC website
14

, as was recommended by the informant who described 

this policy.   

A summary of the information that these documents included about the way that environmental 

issues, whether they represented risks or opportunities were addressed, is described in the following 

sections.   

6.2.1 The Sustainability section in Bank AP’s Annual Report 

Bank AP’s Annual Report included a three page section titled Sustainability. ‘Sustainability’ was defined as a 

“fundamental tenet of the Banks’ strategy [to achieve] sustained performance…driven by our stakeholders – 

our shareholders, employees, customers and the community in which we live and work” and it was stated that 

the Bank “has been committed to minimise [its] impact on the environment” for a number of years (Bank AP 

Annual Report). The section included information about the Bank’s environmental, social and economic 

performance in the 2006 and 2007 financial year and described how the Bank has tried to reduce its indirect 

and direct impacts on the environment. It must be noted that most of the Sustainability section was occupied 

by the description of the practices that were implemented in Bank AP to reduce its direct (operational) 

impacts and only limited information was disclosed about how environmental issues were addressed in the 

Bank’s services and products. The only direct reference to environmental issues in relation to the Bank’s 

project lending practices was in a section that highlighted five projects that Bank AP financed which made “a 

positive contribution to reducing the emission levels in electricity production”. These projects were: 

 the construction of two gas-fired power stations;  

 the construction of a wind farm;  

 the development of a steam methane facility (a new technology to collect gas and coal steam from 

landfills); 

 the construction of a timber recycling plant.  

The Annual Report also identified the Infrastructure Finance department as responsible for financing the first 

four projects, through syndicate financing, and the Property Finance as the financier of the timber recycling 

plant. These projects were described by informants during the interviews and included in Table 5.2 in Chapter 

5. The fact that these projects were highlighted and described in detail suggests that financing ‘environmental 

projects’ was recognised as good way to demonstrate that Bank AP engaged in socially responsible activities. 

Bank AP’s measures to manage direct impacts were comprehensive, including LCD screens, smart lighting, 

zoned air conditioning, the use of eco-friendly materials, compiling a water efficiency plan, and switching to 

more eco-friendly car fleets.  

                                                      
14

 Information on SEMS for FIs available was sources from the IFC website: 

http://www.ifc.org/ifcext/sustainability.nsf/Content/FinancialInstitutions_CommercialBanks 
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Another, albeit indirect indication that Bank AP addressed environmental issues in its activities, including 

project lending practices, was that it took part in the Corporate Responsibility Index (CRI). Information on 

what the CRI was, how it was conducted and what the results mean was sought on its website. It was 

discovered that CRI is a voluntary tool that allows companies to have their social and environmental 

performance assessed by an independent organisation. 

A brief description of the assessment and scoring 

method of the CRI is provided in Box 1. The CRI is 

meant to assess the implementation of environmental 

and social concerns which would include how Bank 

AP addressed environmental issues in its project 

lending practices and decisions. The CRI however is a 

confidential tool which means that the information 

companies provide and their exact scores are not 

disclosed to the public (St James Ethics Centre 2010). 

Bank AP’s overall score in 2006 was below 75%, 

which is the lowest pooled score but that this score 

was an improvement from the previous year. 

Information on the CRI website also the revealed that 

the Bank achieved a score of ‘below 75%’ in the ‘environmental and social impact and performance’ 

category, which meant that it was the lowest achieving Australian commercial bank, that took part in the 

benchmark (St James Ethics Centre 2010). Information on the website also revealed that Bank AP took part in 

the CRI in 2005 and 2006 and not thereafter. Although major conclusions about Bank AP’s environmental 

performance cannot be drawn based on the CRI scores and the information provided on the CRI website, the 

findings suggests that Bank AP was not a top achiever in comparison to the other companies that took part in 

the benchmarking exercise. However, Bank AP’s participation in the measure can also be interpreted as an 

indication that it was interested in finding out how well its corporate responsibility practices measured up to 

other companies.  

The information in the Sustainability section of Bank AP’s Annual Report was compared to the criteria that 

were used to determine whether a non-stand-alone report (such as company websites and annual reports) 

would qualify as a ‘Sustainability section’ for The State of Sustainability Reporting in Australia 2005 

survey
15

. The criteria for a section in an Annual Report of a company whose Annual Report covered its global 

                                                      
15

 The State of Sustainability Reporting in Australia was the third annual report that dealt specifically with the sustainable 

reporting practices of major Australian companies, commissioned by the Department of the Environment and Heritage. This 

survey was also the first such survey in Australia that examined the contents of, such as sections in Annual Reports and 

company websites (Commonwealth of Australia 2005). 

Box 2. The Corporate Responsibility Index (CRI)  

(St James Ethics Centre 2010). 

The CRI is divided into six major sections, targeting every 

level of an organisation. Performance at each level is 

weighted differently: 

 Corporate Strategy (10%) 

 Integration (22%) 

 Management Practice (26%) 

 Performance and impact (36%) 

o Social 

o Environmental 

 Assurance and disclosure (6%) 

The CRI requires companies to set goals and measure their 

performance against targets in three environmental impact 

areas: climate change, waste and resource management and 

either biodiversity, or an impact of the company’s choice.  

The Index in completely confidential and results are only 

published in a manner that focuses on only the top 

performers. CRI scores are pooled into in four categories: 

 90% and above 

 80-80% 

 75-80% 

 below 75%  
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operations was that it had to include three of the following four indicators(Centre for Australian Ethical 

Research, KPMG Sustainability Services, et al. 2005 p.14): 

 A statement of an environmental policy 

 A description of the company’s main environmental impacts 

 Provision of quantitative data in key areas  

 Company performance is measured against targets 

The Sustainability section in Bank AP’s Annual Report did not include several of these indicators; most 

notably it did not provide quantitative data about environmental impacts, or targets. Thus the Banks’ 

Sustainability section would not have actually qualified as a ‘Sustainability section’ in the survey.  

In summary, Bank AP’s Annual Report provided only limited information about the extent to which 

environmental issues were considered in its project lending operations. Those projects that the Bank financed, 

which the informants described as ‘environmental projects’, were emphasised in the report as a way to 

illustrate the Banks’ corporate social responsibility. There was some indication that environmental issues were 

addressed in Bank AP in the broader context of corporate responsibility, which was demonstrated by its brief, 

two-year participation in the CRI. However, the extent to which good or superior environmental performance 

of borrowers or those of projects proposed for financing were considered in lending decisions was not 

described.  There was also no information on how the risks that environmental issues posed to the Bank were 

identified, weighted and managed.  

6.2.2 Bank EU Group’s CSR report for Central and Eastern Europe 

Bank EU Group’s CSR report covered the operations of all daughter intuitions in the Central and 

Eastern European Region. The report described the Group’s CSR policy and its approach to achieving 

its goals and it also highlighted the performance of its. The Group’s environmental commitment was 

described as an “…endeavour to consider the environmental implications of all its activities and 

business decisions, especially when granting loans… from personal loans to project finance”. This 

statement makes a direct reference to project lending, by referring to project finance, and represents a 

commitment that all members in the region, including Bank EU, will try to consider environmental 

issues in their decisions. However, the only evidence in Bank EU Group’s CSR that environmental 

implications were considered in lending decisions was in a section which described three projects 

financed by subsidiaries of the Group that represented company “best practices”. These projects were 

said to demonstrate “how the [Group] is making an important and consistent contribution to 

sustainable development”. One of the three projects highlighted in the report was the portfolio of 

residential energy-efficiency upgrades for old apartment building financed by the Municipality 

department of Bank EU. The key environmental benefit of these projects was described as achieving 
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“significant reduction in CO2 emissions”. These projects were described by the Vice-Director of the 

Municipality department, where he emphasised that he was “very proud of” this initiative. The other 

two examples were not from Bank EU, but other daughter institutions.  

The rest of the Report described how the Group was fulfilling its voluntary commitments by 

managing its direct (operational) impacts, by taking part and supporting various environmental 

initiatives and how environmental and social issues were considered in its investment portfolios. For 

example, it was highlighted that the Group has been a long-standing signatory to the UNEP FI 

Statement, that is was an active member of a regional environmental society and that it funded an 

annual corporate environmental achievement award. A separate section dealt with the efforts the 

Group has made over the years to reduce its direct impact on the environment with the help of a 

committee that was created specifically for this purpose. The Group’s key achievements in terms of 

reducing its operational impacts was reducing paper-use, choosing “environmentally-friendly paper” 

and purchasing energy-efficient office equipment. Considerable attention was given to the Group’s 

sustainable and ethical investment portfolio, describing how the fund was set up and managed and 

recognising the portfolio’s achievement. A considerable portion of the Report also dealt with the way 

the Group has supported the performing arts and culture.  

6.2.3 Lack of awareness among informants about the Study Banks’ CSR commitments and 

activities  

It is important to point out that the majority of informants were not aware of the Study Banks’ CSR position 

as communicated in their external documents. For example, none of the informants in Bank EU were aware 

that the Group had published a CSR report for the Central and Eastern European region. This could be 

because there was no reference to or information about the report on Bank EU’s website. The report was 

published only on the Group’s website and it was located through an Internet search because it was suspected 

that the Group published some type of environmental report as it was a signatory to the UNEP FI Statement. 

According to the UNEP FI Statement, signatories are expected to “…develop and publish a statement of their 

environmental policy and periodically report on the steps they have taken to promote integration of 

environmental considerations into their operations”. The report was also not available in Hungarian or other 

Central or Eastern European language as it was only published in English.  

The majority of informants from Bank AP were also not aware that the Annual Report contained 

environmental information, although the informants were not surprised that environmental content would be 

included in the Annual Report when they were told about it. The Director of Infrastructure Finance 

department was pleased to find out that the projects his department financed were singled out and described at 

length in the Sustainability section of the Annual Report. When the Researcher asked the State Manager of the 

Development Finance department about the Banks’ vehicle fleet improvement initiative, he said he did not 
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know about it, but explained that “...all companies are trying to do this sort of thing. He said that companies, 

in general, “need to be seen to be aware of these things and socially responsible to be doing something. He 

provided some examples that Bank AP was also doing its part: 

“We do things like sponsor Rugby Union. So that’s our sporting thing. We support the Cancer 

Council of Australia. We try to have staff actually go down to the beach and apply to sunscreen to 

people”, and then he exclaimed and laughed that “from an environmental perspective, I don’t know 

what we’re trying to do!” 

The State Manager’s comments indicate that bankers understand the need for the banks to engage in CSR. 

Bankers also understand the need to communicate to the public what banks are doing in terms of CSR. On the 

other hand, the general lack of knowledge among staff about the Study Banks’ CSR initiatives reveals that 

internal communication was lacking. Staff were not made aware of CSR efforts and plans and consequently, 

they were detached from them. These results clearly reveal that CSR disclosure was not directed at staff. This 

is not surprising however, as it has been suggested that CSR reports to target external stakeholders and that 

banks, like most companies, disclose CSR practices is to legitimise their behaviour (Branco and Rodrigues 

(2006).  

6.2.4 Bank AP’s Credit Application Forms 

Informants in Bank AP’s Property Finance area identified the Credit Application Forms as the documents 

where information about environmental issues associated with a proposed project would appear. Credit 

Application Forms were used in all three departments in the Property Finance area. They were not used in the 

Project Finance department because this department did not used standardised forms. According to the 

informants in Bank AP’s Property Finance area, Credit Application Forms were used to record key 

information about the projects to facilitate decision-making. Analysts filled the forms and once completed, 

they were submitted to the Risk Specialist for Property Finance for assessment and decision-making. A 

separate form was filled out for each individual proposal. The blank forms were ten pages long, but once 

completed the informants said they were “quite lengthy” and “substantial documents” that were “twenty or so 

pages long” especially considering that a host of documents were attached.  

The Credit Application Forms included a heading, called Environmental Position, where Analysts were to 

describe, “in a few sentences”, the environmental issues were associated with a project and what it meant in 

terms of financing. According to the informants, it was not mandatory fill out this field and if there were no 

environmental issues then this part of the form could be left blank. There was also no guidance on the form 

about the sort of information that had to, or could be included in this section. The Analysts described 

environmental issues in their own words. According to the informants, the following type of environmental 

information would be included the under the Environmental Position heading: 
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 known or suspected contamination on the site of the proposed project and the nature or extent of that 

contamination; 

 “green star rating”  of a building that was proposed for financing or any other environmental 

“positives” of a development. 

However, the informants emphasised that what was important about filling out this (or any other) section on 

the form was that they describe how an issue would impact on the project and the Bank, which would 

facilitate a credit decision. The following quotes illustrate what Analysts were expected to do when faced with 

environmental or other issues, particularly those that could pose a risk to the Bank: 

“You’ve got to go into it; if there are problems you identify the problem, and give the mitigation of 

the problem. You don’t just leave it for the credit guy to come back and say it could be a problem, 

you’ve got to try to identify all the problems and then give reasons why you think it’s still a good idea 

for us to still go ahead with it [the financing]” (Analyst, Development Finance department, Bank AP) 

“[the Analyst] needs to explain that to me enough to make me believe that he understands [the 

environmental issues], and he needs to convince me that I understand it otherwise I won’t 

sign off on it” (Risk Assessment Specialist, Property Finance area, Bank AP) 

Informants also said that it was becoming increasingly common to include the positive environmental aspects 

associated with developments. Most often these included reference to the “green star rating” of buildings. 

According to one of the informants from the Development Finance department, “in the past it was all 

negative. There was nothing in there about it being good. But that’s definitely changing”. He also added that 

reporting the “positives” was still less common than reporting the “negatives” or the negative environmental 

aspects of the environment. It is highly likely that the “negatives” were more emphasised because the 

environment was primarily seen as a source of risk in lending and because the assessment of proposals mainly 

consisted of assessing the risks the Study Banks would be exposed to if they financed a project.  

Inclusion of positive environmental aspects of projects in standard Credit Application Forms that traditionally 

have been used to address environmental risks demonstrates that such information was formally presented to 

decision-makers. Furthermore, it indicates that mid-size commercial banks such as Bank AP are becoming 

more aware that there may be positive aspects of the environment. However to what extent positive 

environmental issues influenced lending decisions was not disclosed.  

6.2.5 Other internal documents with reference to environmental practices  

Informants in the Study Banks identified additional documents that applied to how certain types of 

environmental issues should be handled. These documents could not be examined by the Researcher but their 
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function and contents were described by the informants the best to their knowledge. One document that 

applied to projects financed by the Bank AP’s Property Finance area was the “policy on contaminated land”, 

described by the General Manager of the Property Finance as a “a list of conditions” that had to be satisfied 

before Bank AP would accept contaminated land as security. He explained that it was the Analysts’ 

responsibility to check whether these conditions were met. There was a need for these requirements to be 

formalised into a policy as Bank AP “often financed developments on sites where contamination or 

decontamination was part of the process”. However, none of the other informants from Bank AP mentioned 

this policy in the interviews. Several Analysts claimed that Bank AP had “a vast amount of policies” and “a 

policy for everything”. Therefore when Analysts were asked about the policy on contaminated land they were 

not surprised that it existed, but none of them could actually recall what is said or asked them to do.  

The other two were documents that contained formal requirements to consider environmental issues in project 

lending were applied in Bank EU. Both these documents contained requirements that stemmed from the 

partnership agreement Bank EU and the IFC. Signing the partnership agreement and meeting the requirements 

therein allowed Bank EU access to the financial incentives offered by the IFC for energy-efficiency projects 

under the HEEC Program. One document was the “environmental report”, which described the environmental 

practices in Bank EU. The Program Director from the IFC explained what the environmental report contained 

as follows: 

“the Vice-Director of the Municipality department or the Environmental Officer has to write down 

how environmental issues are dealt with in the credit analysis, right from project 

origination...[and]...basically they have to say that they consider environmental issues in this whole 

process or cycle...[such as what]... legal and environmental impact assessments are collected... and 

then a staff member checks that these reports are in order”  

The Program Director also emphasised that the environmental report covered the entire project lending 

portfolio of Bank EU, not just the portfolio of the Municipality department, which financed projects under the 

HEEC Program. This means that by signing the partnership agreement, Bank EU was supposed to have 

specific practices in place to allow for the consideration of environmental issues in its project lending 

practices and decisions. For instance, staff was to collect and review environmental impact assessments and 

follow up on the requirements of environmental authorities. Yet none of the informants from departments 

other than the Municipality department in Bank EU mentioned that there was an obligation to collect or 

examine environmental impact assessments, or any other environmental documents. None of them mentioned 

the requirements under the partnership agreement with the IFC or that such an agreement existed. In fact, the 

Vice-Director of the Municipality department seemed quite uneasy when the Researcher asked about how the 

IFC requirements were met during the second interview which the Researcher requested after finding out 

about the partnership agreement following the interview with the Program Director of the IFC. He could not 
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recall the details. The Researcher was also denied access to the partnership agreement and Bank EU’s 

environmental reports to the IFC. She was also denied an interview with the staff member who compiled the 

report by the Vice-Director of the Municipality department.  

6.2.6 Conclusions about environmental issues in the Study Banks’ documents  

Examination of the external and internal documents of the Study Banks reveals that there were few policies, 

guidelines or other formal requirement that prescribed or advised staff on how they should address 

environmental issues in project lending. The Study Banks’ external documents were directed at external 

stakeholders and provided information about selected CSR activities in the two Banks. For example, they 

described the environmental projects the Study Banks financed, but they did not indicate what proportion of 

the Banks’ or the departments’ portfolio these investments represented. This information would have been 

useful to determine how actively Bank EU Group or Bank AP pursued the opportunities represented by 

environmental projects. The Study Banks’ CSR activities were not communicated internally so staff were 

isolated from these efforts.  

The Study Banks’ internal documents also provided limited guidance on how staff should deal with 

environmental issues. Only Bank AP had a formal policy on how site contamination, the most 

commonly encountered environmental issue, but no policy on how to deal with others. In Bank EU, 

the IFC partnership agreement set requirements pertaining to how environmental impact of projects 

should be considered in decisions, including the requirement to review environmental impact 

assessment studies. However, informants outside the Municipality department were not aware of the 

implication of the partnership agreement on how they should proceed when they encountered 

environmental issues. There was an obvious lack of transparency between the Municipality 

department and other departments of Bank EU that financed projects. This gave the Researcher the 

impression that the Vice-Director of the Municipality department signed the partnership agreement to 

allow it to access the financial incentives offered by the IFC but other departments in Bank EU were 

not affected by the terms of the agreement, even though the transformation of the entire organisation 

seemed to be the initial intent of the IFC.  

Lack of written direction about how to proceed when environmental issues arose with projects was 

surprising considering that the environment was primarily seen as a source of risk and that the Study 

Banks’ lending practices were primarily focused on how risks should be handled, as was revealed in 

Chapter 5. If risks were an important consideration for the Study Banks and the environment 

represented a risk then where were the policies and guidelines on environmental risk management? 

One would assume that prudent risk management would entail documented risk management 

measures but the results of this study indicate that they did not exist in the Study Banks, with the 

notable exception of the contaminated land policy in Bank AP. The interviews provided some clues as 
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to why this may have been the case. For example, it could be because bankers rarely encountered 

environmental issues and when they did, these issues were resolved and therefore there was no need 

for a policy for those ‘rare’ occasions. However, the informants indicated that environmental issues 

had the potential to materialise into major financial implication (see Chapter 5) which would have 

justified their consideration in a more prescribed manner. Discussions about project lending practices 

in general revealed that informants did not use or refer to policies and guidelines in their day to day 

practices. This was one reason they could not recall them, or what they said. So how did the staff in 

the Study Banks process loan applications and assess the risks and opportunities presented by 

projects? In the absence of written guidance, how did staff in Bank EU and Bank AP deal with 

environmental issues? The following section is an account of what the informants said about how they 

processed loan applications and how environmental issues were dealt with in this process in practice.  

6.3 How environmental issues were addressed in practice in project 

lending 

Informants described how environmental issues were addressed in the project lending practices of the 

Study Banks. The results are presented using a framework model of the project lending process, 

which is a model that was devised by the Researcher based on the substantial similarities between the 

project lending practices of the two Banks that were examined. The main features of the model are 

described in the following section and the model itself is presented in the Appendix.  

6.3.1 The framework model of project lending  

The project lending processes observed in the Study Banks consisted of a series of well-defined 

activities that progressed in a specific order through a formalised system which, according to Coulson 

and Monks (1999 p. 6.) is a characteristic feature of bank lending. The series of activities in project 

lending were organised into nine distinct steps shown in Figure 6.1. Key outputs were associated with 

each step which were either documents (reports or forms) produced by bankers that they identified as 

being important, and/or marked interim or final decisions regarding the application. The model covers 

the activities involved from the time a client first indicated his or her interest to apply for financing 

until the loan was repaid in full and/or the transaction was closed. The majority of the projects that 

were approved in Step 5 progressed through to Closure (Step 8) which meant that the loan was repaid 

full, ending the Study Bank’s involvement in the project. Only about one or two percent of all projects 
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that the Study Banks financed entered to the Work-out phase (Step 9), which was reserved for projects 

at a risk of default
16

.  

 

 

Figure 6.1 The framework model of the project lending process 

The framework model is essentially an amalgamation of the project cycle and banks’ credit risk 

assessment process that has been depicted in the literature separately (see Harou, Daly et al. 1994; 

Ganzi, Seymour et al. 1998, Ridgway 1999) that includes only the steps where lenders are involved. 

As such, the model is different from previous depictions of the project-cycle because it does not 

include the decommissioning phase a projects for example, because the Study Banks always 

structured loans in a way that ensured that the time to repay the loan was well within the expected 

life-time of a project. The framework model is also different from the five-phase credit risk 

management model that Weber, Fenchel et al. (2008 p.157) used to describe how banks integrate 

environmental risks into their credit risk management systems because the framework model includes 

the earliest phases of the Study Banks’ involvement with projects, called Step 1 Project Acquisition. 

This step marks when potential projects are identified or sourced by the business lines. Such a step is 

shown in the project cycles figures of multilateral development banks, where they are referred to as 
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 When a project entered the Work-out process, the entire transaction, with all the documents involved with the loan were said to be 

“handed over” to the work-out area of the Study Bank that was specialised in handling “problem loans”. The work-out area was described in 
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‘project origination’ (ADB 2010; AfDB 2010; EIB 2010; WB 2010). The credit risk assessment 

model shown by Weber, Fenchel et al. (2008), as its name suggests, focuses on the risk management 

process. It distinguishes the main steps involved in risk management, which are: risk rating or risk 

identification, costing or risk evaluation, pricing, monitoring, and workout or risk controlling (Weber, 

Fenchel et al. 2008. Because these activities were all observed in the Study Banks, the framework 

model also includes them under Steps 2, 3 4, 7, and 9. In the project cycles published by the 

multilateral development banks these activities are addressed pooled under a single step referred to as 

‘appraisal’ or ‘assessment’ (ADB 2010; AfDB 2010; EIB 2010; WB 2010). Therefore the difference 

between the framework model of the project lending process presented here and the models that have 

been used in the literature previously to show banks involvement in projects is that it includes the 

business generating as well as the internal risk management activities of banks.  

Risk assessment was described as the cornerstone of the Banks’ activities in project lending. The 

Director of Project Finance, Bank AP described project lending as a “giant risk assessment process”. 

The Team Leader for the Project Finance department in Bank EU also made a similar statement 

noting that “the entire Bank is about risk assessment”. The informants’ description resonates with 

what was found in the literature. Coulson and Monks (1999 p. 3) found that British bankers referred to 

the entire lending process as ‘credit risk assessment’ because risk assessment was such a crucial 

activity, while Berry, Crum et al. (1993 p. 3-4) described lending as the process of collecting 

information to allow the assessment of risks.  

In the framework model there is a specific Risk Assessment step (Step 4) which refers to the 

formalised risk assessment conducted by staff in the risk lines. However, as just discussed, risk 

assessment was actually an ongoing activity which was why the lending process was referred to as a 

‘giant risk assessment’. According to the informants, the business line’s task was to identify potential 

projects and determine whether they represented a good business opportunity for the Bank. In order to 

do this, staff in the business line also had to consider the risks that would be involved in financing, 

which occurred during Steps 1 through to 3. This raised the question as to how the risk assessment in 

Step 4 was different from the risk assessment conducted in the previous steps. The difference between 

the two assessments that was that the Risk Assessment in Step 4 represented the independent 

assessment of the risks focused was solely on the risks without consideration for the business potential 

of the project. The Risk Assessment Specialist for Property Finance in Bank EU described the 

assessment he conducted (at Step 4) as an “unbiased” assessment that is “...independent and 

uninfluenced by the business side”.  The assessments carried out by the business line on the other 

hand, looked primarily at a proposed project from the perspective of potential opportunity, and 

assessed risks because it was a necessary part of a screening process to determine if the Study Bank 

would even consider financing the project.  
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Another difference between the risk assessments carried out by the two lines was that the business 

line’s assessment relied largely on an automated risk grading system where junior level staff such as 

the Analysts in Bank AP “plugged in required information” into an interface, which then 

automatically generated a risk score for the proposal based on the parameters. This score provided the 

staff member with an indication as to whether the project would be approved by the risk line. The risk 

line looked at the risk scores, but their assessment was more in depth. They investigated the source of 

the risks, considering underlying assumptions that were used to calculate risks. The risk line in Bank 

EU also prepared worst-case scenarios, sensitivity analysis, etc.. for each proposed project. It should 

be noted that the projects proposed by the Infrastructure Finance department in Bank AP were not 

assessed by the risk line, instead, risks were assessed by staff in the department using the same system 

as in Bank EU, and formal assessment was carried out by the relevant decision-making body (Credit 

Committee or above). 

Risks continued to be monitored until the loan was repaid, throughout the Monitoring phase (Step 7). 

Risk management was carried out through regular annual and quarterly Monitoring Reports and the 

annual Credit Review that followed a set format. These form were usually filled out by administrative 

staff or junior staff in the business line (further details are provided in the Framework model for 

project lending in the Appendix). Depending on what phase projects were in, additional risks were 

assessed. For example, construction risk was monitored in the construction phase through the 

Quantity Surveyor’s reports and sometime site visits by bankers. Market risks were watched more 

closely during the operational phase. The extensive and continuous risk monitoring activities of the 

Study Banks is further demonstrate how risk management was an overarching activity in the lending 

process.  

6.3.2 When and how informants identified environmental issues risks and opportunities 

According to informants, bankers became aware that environmental issues were associated with 

projects “early on” in the project lending process. ‘Early on’ refers to the Project Acquisition (Step 1) 

and Credit Application (Step 2) steps, when all the information about the project that proponents 

submitted as part of the loan application was collected and reviewed by staff in the business line. It 

was at this stage, that the possibility that environmental risks may be associated with a project were 

“noticed” (Director of Credit Risk department in Bank EU), or “picked up” (National Director of 

Infrastructure Finance department in Bank AP) as routine tasks were carried out. This means, that 

staff in the business line also played a role in detecting environmental risk and often they detected 

them before staff in the risk line. The opportunities represented by environmental projects were also 

recognised by staff in the business lines. They were referred to as obvious features of projects and the 
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financial incentives the attracted as often the reason why the Study Banks financed them as the 

following quotes illustrate: 

“how do we know that environmental issues are associated with [wastewater treatment] projects? 

The whole project is about the environment! That’s why we are doing them!” (Vice-Director of 

the Municipality department, Bank EU) 

“with renewable energy it just instantly clicks that it is linked to an environmental theme” (Team 

Leader, Project Finance department, Bank EU) 

The financial incentives environmental projects attracted often had implications for the way they were 

acquired during Project Acquisition. In the Municipality department of Bank EU, the business line 

approached municipalities and so-called ‘small-regions’ that required wastewater infrastructure and 

would be eligible for the government support and outlined the means through which Bank EU can 

finance it. According to the Vice-Director of the department, this proactive approach worked so well, 

that “the word got around among municipalities that we could help them”, creating a market niche for 

Bank EU in this sector. Bank AP’s Infrastructure Finance department did not seek out clients in such 

a manner, but formed consortia with other banks to “bid for” environmental and other large projects. 

Bidding for and applying through tenders was a key way that environmental projects were sought out 

by this department in Bank AP. In contrast, Bank EU did not use these strategies. The Vice-Director 

of the Municipal department said that they did not bid for projects through tendering:  

“we do not compete [for projects] this is not our way…we can’t do it this way”  

What the Vice-Director was referring to was that bidding for tendered projects denied Bank EU the 

opportunity to take advantage of the financial incentives that made wastewater treatment projects 

feasible. The Municipality department financed these projects in a specific way that was not possible 

through the tendering process. Only projects well advanced in the planning phase could be tendered 

and Bank EU could not provide input into how the financing could be structured. The preparation of 

bid proposals was also described as an “expensive” exercise. Consequently, the Municipality 

department engaged in a more aggressive approach to secure large wastewater project finance deals 

that involved seeking out interested municipalities early on and working out the details of the 

financing of projects together with them. 

When asked about what method bankers used to notice environmental issues and the risk or 

opportunities they represented, the informants said that environmental issues were detected 

predominantly through “common sense” which was also informed by experience with previous 

projects. Several informants described having “a gut-feeling” that environmental risks were associated 

with a project which was a result of knowing or finding out that a project 



 

152 

 

a) belonged to a high polluting sector or  

b) involved activities that could cause pollution or, 

c) in the case of site contamination, past activities on the site of a proposed project  that involved 

activities that may have led to contamination or,  

d) the site of the project carried certain features which indicated that environmental issues could 

arise, such as the site was undeveloped with or near protected vegetation 

The informants identified the following high risk sectors as those where environmental risks would 

inherently arise and where the nature of these risks would need to be investigated:  

 energy sector,  

 chemical sector,  

 industrial sector and specifically heavy industries 

 mining sector, 

 transport infrastructure 

Informants in the Study Banks were also aware of the risk of contamination on sites where certin 

activities were carried out:  

 “former fuel-stations” usually had underground storage tanks that bankers suspected may 

have leaked; this was a main source of direct risk in Bank AP 

 developments proposed on “agricultural land” where the soil, surface and groundwater might 

have been contaminated by cattle dips was also a concern in Bank A 

 site contamination on “former army-bases”, posed direct environmental risk in Bank EU 

again, because of leakage from underground fuel tanks  

 industrial sites housing machinery was a concern due to leakage of oil, grease in Bank EU 

 presence of remnant or other types of protected vegetation on Greenfield sites raised possible 

concerns in both Study Banks, but was most often cited as a source of risk in Bank AP  

In these examples, the informants learned through experience that these features of projects could 

indicate the presence of environmental risks. These features represented clues that are similar to those 

that appear on so-called ‘environmental checklists’ that some banks have been urged to use to assist 

with identifying environmental risks (see for example Case (1999), Missimer (1996), and Atkins and 

Pedersen (2001)). The practices observed in the Study Banks indicated that bankers have developed a 

list of clues intuitively to help them identify potential environmental risks. However, these clues were 

not documented formally; instead they were, what can be best described as a ‘mental checklist’ of 

project characteristics that, once detected, prompted bankers to take a closer look at projects.   
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As already described, prior exposure to similar projects played a key role in identifying these clues. 

Informants explained that they gained this knowledge “…purely from experience” (National 

Manager, Project Finance department (Bank AP) mainly through encountering environmental risks 

directly. When informants said that they encountered environmental issues “rarely” and that these 

issues regarded as an “anomaly” this also meant that they would remember them for years. But they 

also became aware of them through learning from the experiences of their colleagues by sharing such 

information about projects. Team Leaders is Bank EU were always familiar with the projects their 

team members worked on because they fulfilled a supervisory role and assisted their team with them 

through their seniority. Team Leaders in Bank EU said they would often share information about 

particularly interesting cases such as projects with environmental issues through discussions in the 

office in an informal manner. The interviews in Bank AP also confirmed that Analysts knew about the 

projects their colleagues handled and could describe them in some detail. Sales Managers and 

Analysts in Bank AP attended regular monthly meetings to discuss sales figures and targets. These 

meetings also provided an opportunity to discuss individual project proposals, and the Analysts also 

discussed projects amongst each other during work. These forms of formal and informal knowledge 

sharing that was described in the Study Banks appears to play a key role in enhancing bankers’ 

awareness and knowledge of environmental issues that facilitated the identification of environmental 

risks in particular.  

6.6.3 Workshops and trainings that helped informants identify environmental risks and 

opportunities  

While bankers primarily relied on common sense to detect environmental issues, one informant from 

each Study Bank had attended special training sessions or workshops where they acquired skills that 

helped them identify, quantify and manage the environmental issues they encountered in project 

lending. The trainings that the informants attended addressed the environment from opposite angles. 

The training sessions that the Vice-Director of the Municipality department from Bank EU 

participated in focused on the business opportunities represented by the environment, while the 

workshops that the National Director of the Project Finance department from Bank AP attended dealt 

with the environment from the perspective of the risks it posed through financing.  

The Vice-Director of the Municipality department in Bank EU participated in two workshops, both of 

which were geared towards raising awareness among bankers that financing environmental projects is 

good business. These workshops were organised and run by the IFC and the World Bank (WB) and 

attendance for the informant was mandatory, because Bank EU wanted to take part in the HEEC 

Program and needed to become an IFC partner institution. Based on the account by the Vice-Director, 

the training sessions dealt mainly with energy-efficiency projects, since these projects were targeted 
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by the HEEC Program. The trainings consisted of a knowledge sharing component, where participants 

“exchanged experiences” through presentations and seminars, and a skill building component, where 

participants were taught how to calculate the benefits of financing environmental projects. According 

to the Vice-Director the  

“whole point of the training was to drill it in to us [that] the future of project finance is not in 

increasing the revenues, but discovering cost-reducing measures in the cash-flow” and to 

recognised that “if a bank is green, then it can generate projects that others cannot”.  

The skill building component consisted of “quiz-type games” where participants had to solve 

“mathematical problems”. The benefit for those who attended the trainings was that they acquired the 

skills which helped them identify environmental projects that the IFC and the WB would support. The 

central message of these trainings was that banks should recognise and seek out these projects and 

pursue them as a “philosophy”.  

In contrast, the training that the informant from Bank AP attended focused solely on the environment 

as a “potential source of risk” in project lending. Unlike the IFC and WB trainings, the topic of this 

training was specifically honed on the “craft” of risk management in project lending. The training was 

provided internally, “in-house” by an “internationally renowned” external “expert in the field of 

project finance” who was invited by the informant to help his “team” enhance their skills in the 

identification and management of the risks associated with project lending17. All four members of the 

Infrastructure department attended the workshop, but no one from the other departments as it was 

organised only for this department and it was not deemed relevant to others.  

The National Director of the Infrastructure Finance department showed the Researcher some materials 

from the presentation such as slides and handouts. From these documents and based on the 

informant’s description it was clear that the training only dealt with the environmental risk briefly. 

For example, the presentation identified some circumstances when environmental factors can pose 

risks in project lending, such as projects in high risk sectors (e.g. energy sector, road transport 

infrastructure). The training also outlined some strategies to manage and mitigate environmental risks, 

such as the need to ensure the borrower has adequate practices in place to manage environmental 

issues that could pose risks to the lender. The presentation identified environmental impact statements 

and environmental monitoring as some of the documents that were available to lenders that could help 

them identify environmental risks. However, the training materials that were shown briefly did not 

provide bankers with step-by-step guidance on how to assess or quantify risks or interpret the 

                                                      
17

 The expert was Richard Tinsley who has published books on the topic of risk management in project 

financing (for example Advanced Project Financing, Structuring the risks (2000) and Project Financing in Asia 

Pacific: Practical Case studies (2000), published by Euromoney Institutional Investor). 
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environmental documents. According to the Director of the Infrastructure department, the workshop 

was “very useful” but it only “briefly” dealt with environmental risk as part of the many different 

risks that banks face in project finance transactions.  

While the informants described these trainings as “interesting” and “useful”, in terms of raising 

awareness among bankers about the potential impact of the environment on project lending 

transactions the results indicate that they were rare and attended by only a small proportion of staff.  

For example, the Vice-Director of the Municipality department was the sole representative from Bank 

EU who attended the workshops organised by the IFC and World Bank. Similarly, the risk assessment 

workshop in Bank AP was only attended by members of the department.  

The reason why trainings were rare and only a small number of participants attended them was 

because the Study Banks viewed them as too time consuming compared to the benefits they offered. 

This attitude was not just directed at trainings that dealt with environmental issues, but trainings, in 

general. The Vice-Director of the Municipality department had the opportunity to attend more 

trainings run by the World Bank and the IFC, but stopped going to them because he “did not have 

time for these things”. Organisation and attendance at these trainings also cost money for the Study 

Banks (including those run by the IFC) and this was somewhat of a factor, but was not a major 

deterrent. Considering that bankers encountered environmental issues rarely and generally these 

issues were handled by the clients already, it is not surprising that they did not think they would 

benefit from additional workshops on environmental risk management. This supports Case’s (1999) 

observation that risk management in lending is the cost of doing business that banks try minimise, 

however it also appears to hold true for the identification of projects where the environment 

represented opportunities. The Vice-Director of the Municipality department attended the IFC and 

World Bank trainings primarily because they were required to become a partner institution of the IFC 

and this enable him to take advantage of the favourable opportunities it offered. However, the Vice-

Director did not seek to extend its ‘green’ business any further. He did not pursue other departments 

to follow his example and when he described the environmental projects he heavily emphasised the 

financial benefit associated with them. He was aware that some banks outside Hungary do not finance 

projects that do not meet certain environmental standards, but he did not understand why this was 

“good” for them: 

“Why do they do this? Why is it good for them?  I don’t know. Somebody thought it was a 

good idea and that’s it. Good-night…it probably makes sense to them.” 

In terms of Bank EU embracing the IFC’s greener philosophy, he was neither supportive, nor 

dismissive. He conceded for example that green policies may have some benefits but he shared the 
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general view of most informants that the Bank’s primary business is to make money for its 

shareholders. The Vice-Director’s view appears to be quite conservative in this regard and his pursuit 

of environmental projects within his department appeared to be the product of a identifying the 

financial incentives offered by the IFC and the government as nothing more than good business. The 

Vice-Director did not believe that financing environmental projects benefited Bank EU beyond the 

financial gains he was able to secure. For example he did not think it that financing environmental 

projects had any substantial positive impact on the reputation of Bank EU. 

In summary, only few staff members attended training sessions geared toward assisting them with 

identifying and assessing environmental risks and opportunities and those staff members were often at 

a more senior level. More importantly, the results reveal that such sessions were not perceived to 

carry substantial benefits for the Study Banks. Instead, bankers were expected to acquire skills to 

identify and assess risks and opportunities “on the job”, which further underlines the importance of 

the formal and informal knowledge sharing among bankers, particularly at the junior levels (Team 

member or Team Leader in Bank EU and Analyst in Bank AP).  The role of experience in informing 

environmental risk assessment in lending in banks in the US has been flagged by Case (1999) and 

Barannik (2001). The results of this study reveal that it was also an important factor in the Study 

Banks and it is possible that it is a universal feature among commercial banks globally.  

6.3.4 How environmental risks were assessed 

Risk assessment was identified as a key activity in project lending in the Study Banks. Considering 

that When the environment was mainly perceived asrepresented a risk, the Banks conducted further 

investigations.  

Two specific activities were observed in the Banks that helped them address environmental risks in 

project lending; how environmental assessed and how they were assessed warrants special attention. 

Environmental risks were dealt within the Study Banks’ existing risk assessment processes and 

involved investigation into the naturecontrolled and extent of the risks and the assessment asmitigated 

–specific sections are dedicated to what level risk they exposed the Banks to. The identification and 

assessment of risks started in step 2 and continued until Decision-making in step 5. A detailed 

description of the activities carried out in these steps is provided in Appendix 1. The main features, as 

they relate to the environmental risk assessment is described here. Risk identification and initial 

assessment was carried out by staff in the business line detected a potential environmental risk in 

relation to a project, their next task, whose task was to determine the extent of the risk and to assess it 

against the business opportunities of the project. This was the main goal of theEnvironmental risks 

were assessed by first the business line, during Credit Application and Indicative Proposal steps 

(Steps 2 and 3).), and then by the risk line, during Risk Assessment (Step 4). The staff member from 
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the business line, who was assigned to process the application, collected all the required information 

from the client that would eventuallycould inform the risk line and decision-makersmaking, including 

information about environmental risks, if they were suspected. The standard information that the 

business line collected included information about the loan requested (such as its size, tenure), 

financial information about the project, such as its expected cash-flow, some type of financial plan or 

feasibility study. Another crucial element was to gather information about the prosed security such as 

proof of ownership and independent opinion on its market value. Evidence of the professional 

capacity of the client to undertake the project, a planned schedule or timeline for the project and 

information about financial status of the client and sponsors or guarantors behind the project was also 

collected. Staff from the Study Banks’ business line then incorporated this information into standard 

forms (Credit Application Form), or the financial model for the project (depending on which one was 

used in the department), the calculations to obtain a risk score (or risk grade) for the project and the 

Indicative Proposal. The risk score was determined by “plugging in” the key financial feature about 

the project into an automatic risk grading software. The software produced a risk score and the 

bankers knew what type of scores would normally be approved by the Study Banks. The risk rating 

was therefore an initial test to screen prospective loan applications.  

The Indicative Proposal was another key document compiled in the early phase of project lending. It 

was described by informants from Bank AP as “essentially a draft version of the loan contract” that 

was prepared if the business line deemed the project suitable for financing. The Indicative Proposal 

included information gathered from the client and in this sense it was similar to the Credit Application 

Form. During the preparation of these documents the business lines often sought input or clarification 

from their colleagues from the business lines (Team Leader in Bank EU and other Analysts and the 

Sales Managers in Bank AP) and the risk lines to discuss the loan proposal. Staff from the risk line 

could provide guidance to the business line about what additional information they may need to obtain 

from the client or external experts before the application was ready for formal Risk Assessment by the 

risk line. Staff from the business lines (Team members in Bank EU and the Saes Managers in Bank 

AP) also visited the site of proposed projects once or twice during the Credit Application (step 2) or 

the Indicative Proposal steps (step 3). 

Once the Indicative Proposal was complete it was handed over to the risk line along with the Credit 

Application Form with all the attachments for formal Risk Assessment in step 4. and the Indicative 

Proposal, and the risk score for the project. The risk line looked at the project purely from the 

perspective of the risks they represented to the Bank. Their role was to check that the staff in the 

business line had identified and quantified all the risks associated with a proposal correctly and that 

the measures they proposed to manage them were adequate. The Risk Assessment process in step 4 in 

Bank EU was described by the Team Leader for Project Finance transactions as follows: 
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“The first [document] is what we get from Project Finance, the second is what the client 

provides about his or her ideas, the third s what the Project Finance or the client submits on 

his or her initiative, such as additional documents, Valuation reports, contracts, balance-

sheets, performance reports. This is what we work from. From these we can see the business 

conception, its parameters, who they are in contractual relationship with. And afterwards this 

needs to be checked in a way to determine how certain are the basic assumptions. For this, 

one has to be able to place all the features of the project in the current economic situation. For 

this, the Internet, newspapers, books, these are the sort of this we can use.” 

Within this risk assessment process, environmental risk was dealt with in the same manner as any 

other type of risk. The risk line did not look at environmental risk specifically, rather it was deemed to 

fall into the other “main categories of risks” that the risk lines examined as standard practice. 

Informants from the risk lines identified the following main categories of risk: sponsor risk, borrower 

risk, cash-flow risk, construction and implementation risk, operational risk, security risk and legal 

risk. It was established that the Study Banks encountered direct, indirect and reputational 

environmental risk. This terminology has been used extensively in the literature since the 1990s, but 

informants did tho use these terms. However these three main types of environmental risks did 

materialise as the main categories of risks that informants described. Direct risk for example would 

fall into the category of security risk, indirect risk could represent borrower risk, construction, 

operational or legal risk, while reputational risk would constitute borrower or potentially sponsor risk.  

In term of how environmental risks were identified and assessed, the interviews revealed that external 

environmental professionals, such as environmental consultants, were not engaged for this task. Risk 

assessment was carried out by staff in the business and risk lines. Not involving environmental 

experts was initially thought to be due to the confidential nature of bank lending. The Study Banks 

could not disclose any financial or non-financial information about their clients to external sources. 

However, it was discovered that bankers actually engaged external experts in project lending to 

conduct investigations into various aspects of the loan. External experts were required to prepare 

reports based on the Study Banks’ “instructions” which staff used to inform them about potential 

risks. The informants explained that these external reports were their primary source of information 

about potential environmental risks.  

Informants in the Study Banks identified four different external sources where they obtained 

information that allowed them to assess environmental risks: Valuation Reports, so-called 

“environmental reports”, contaminated land registries, and Quantity Surveyor’s Reports. Three of 

these were reports that external experts prepared and one was an on-line government database. The 

informants that used these sources are presented in Table 6.1. 
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Table 6.1 Sources where informants obtained information that helped them identify and 

assess environmental risks 

Informant Valuation 

Reports 

Environmental 

reports 

Contaminated 

land registries  

Quantity 

Surveyor’s 

reports 

BANK EU 

Project Finance department 
Director       

Team Leader 1       
Team Leader 2       

Team Leader 3       

Credit Risk Assessment department  
Team Leader for Project Finance 

transactions 
     

Real Estate Development Company 
Senior Manager      

BANK AP 

Property Finance area 
General Manager       

Development Finance department 
State Manager       

Analyst 2        

Property Investment department 
National Manager        

Analyst 2       

Equity Finance department 
Sales Manager        

Infrastructure Finance department 
National Manager      

Risk Assessment department 
Risk Assessment Specialist for 

Property Finance 
       

Table 6.1 reveals that informants in both Study Banks relied most heavily on Valuation Reports to 

obtain information about environmental risks. Informants from Bank EU and Bank AP also identified 

“environmental reports” as sources where they obtained such information. “Environmental report” 

was the term informants used to refer to various studies and reports that were prepared by 

Formatted Table
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environmental experts, such as environmental impact studies, environmental audits and remediation 

plans. Quantity Surveyor’s Reports, which documented the conditions of a site from the start or “zero 

phase” periodically until the construction was completed were also identified as a source of 

information about environmental issues. Contaminated land registries were only used in Bank AP, 

because such registries did not exist in Hungary.  

Valuation Reports and Quantity Surveyor’s Reports were described as “standard” documents in 

project lending, because they were required for the majority of the projects that the Study Banks 

financed. Both reports were prepared by a “panel” of accepted external experts, Valuers or Quantity 

Surveyors (engineer firms) determined by the Study Banks. The Study Banks commissioned these 

reports and set requirements for their contents but the borrower paid for them. In contrast, 

environmental reports were not considered standard documents used in project lending, consequently, 

the Banks did not have a panel of accepted environmental experts nor did they provide any guidance 

on what the reports should contain. Environmental experts were usually selected by the borrower and 

the informants worked with the material presented to them. Similarly to the two other reports, the 

borrower also paid for environmental reports. Contaminated land registries were databases that were 

either checked by staff in Bank AP’s business line or by external experts such as the Valuers 

themselves who reported the results. Contaminated land registries are government-owned and 

maintained databases that any company or private individual can search for a small fee 

(approximately 30AUD). Costs associated with accessing the database again, was covered by the 

borrower. 

Table 6.1 also reveals that the majority of informants used more than one source of information. The 

informants explained that this was because different sources provided information about different 

types of environmental risks. The type of information each of these sources provided, when they 

became available to bankers, how they were used and how they informed bankers about 

environmental risks is described in the following sections.  

6.3.4.1 Valuation Reports 

Valuation Reports established the value of a site that was involved in a transaction. Since property 

was almost always involved in project lending transactions, most often as the security for the loan, a 

Valuation Report was prepared for nearly all loan applications processed by the Study Banks. 

Valuation Reports were prepared either before the client approached the Study Banks for financing 

and was attached to the application, or after the proposed project had passed preliminary screening by 

the business line in the Credit Application step. This meant that Valuation Reports were available to 

bankers in the business line early on in the project application step in the Indicative Proposal step or 

the Credit Application step.  
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Valuation Reports included information about environmental risk associated with known or suspected 

contamination because contamination could impact on the value of a site quite significantly. In terms 

of what Bank AP required from the Valuers, the Sales Manager, Equity Finance department who 

worked as a Valuer previously, said that: 

“part of our standing instructions to the Valuer … is for them to make their own inquiries 

about environmental risk” 

He further explained how Valuers were expected to provide information about any known or potential 

contamination in their report: 

“If it’s an office building that has some emergency generator, diesel storage tank in the 

basement, put all those things in your report. If it’s a rural property it might have a cattle dip 

there, don’t know what they use in cattle dips, but there is some chemicals, put it in the 

report” 

The reason why bankers relied so extensively on the Valuers was that they did not conduct their own 

investigation of the property. They visited the site once or twice during the Credit Application or the 

Indicative Proposal steps (Steps 2 and 3). The Team Leader in Bank EU’s Credit Risk department said 

banks commissioned Valuers to “look at the issues with the Banks’ eyes” and their job was to 

represent the bank’s interests. Having a “panel” of accepted Valuers was one way that the Study 

Banks tried to safeguard themselves against false claims and incorrect valuations. Informants 

explained that it was in the Valuers’ interest to conduct diligent investigations. Valuers could be 

dropped from the panel if their work was not satisfactory which they tried to avoid as there was 

competition among Valuers for places on expert panels.  

Examples of Valuation Reports were examined in the Study Banks to determine what type of 

environmental information they contained. The Valuation Reports from Bank EU and Bank AP 

contained similar information, which included a description of the site of the proposed project, listing 

all the technical parameters of the site (such as the address, lot numbers and lot sizes, existing 

infrastructure, current owners or renters), a description of the existing buildings, and the activities that 

have been carried out on the site. The Valuation Report also specified the methodology that was used 

to determine the value of the site and the reason why the Valuer selected a given method. Valuation 

Reports included photos, maps, ownership documents and a list of tenants, where applicable. Known 

or suspected contamination was addressed in a separate section. One of the Valuation Reports from 

Bank EU included a description of the remediation that was carried out on a site, concluding that the 

remediation has been completed to satisfactory standards, as it has been approved by the relevant 

environmental authority as sighted by the Valuer. 
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While Valuers were expected to identify environmental issues that would pose risk to the Study 

Banks, the informants did not know whether Valuers received any training in the identification of 

environmental risks. One informant from each Bank was identified as being the most knowledgeable 

about the valuation process. In Bank EU, this was the Senior Manager of the Real Estate 

Development Company who was responsible for reviewing all Valuation Report prepared for projects 

that Bank EU considered to finance. In Bank AP, this was the Sales Manager of the Equity Finance 

department, who had worked as a Valuer for several years, prior to joining the Bank. These 

individuals were asked what type of training Valuers received and whether this included guidance on 

the identification and quantification of site related environmental risks. The Sales Manager of the 

Equity Finance department of Bank EU, said that he was not “…trained in the identification and 

assessment of the financial impact of environmental issues”. However, he said that it was a possibility 

that Valuers are now receiving training in that area as well. The Senior Manager of the Real Estate 

Development Company affiliated with Bank EU said that he “highly doubted” that the training that 

Valuers in Hungary were required to undertake extended to environmental risks. He said that the 

training Valuers completed was “just a three-month course” and he did not believe there was “enough 

time to look at environmental risks”. In contrast, Valuers in Queensland undertake a three year 

undergraduate program. Both informants agreed that the bulk of the Valuers’ knowledge regarding 

environmental problems and the risks they may pose to lenders was based on common sense and 

acquired through experience. This raised the question of what happened if there was an error in the 

valuation, would a Valuer be liable for their work? 

The Senior Manager for the Real Estate Development Company and the State Manager of Bank AP’s 

the Equity Finance department both said that “technically” Valuers were “liable” for their work. 

However, none of them could recall a situation where a Valuer was prosecuted for an error in the 

valuation. The informant from Bank EU explained that it was highly unlikely that any bank would be 

able to “collect on” an error by a Valuer, because the cost of a major error in valuation would be so 

high that a Valuer or even an entire company of Valuers or its professional indemnity insurance 

would not be able cover it. He added that the Banks’ inability to hold Valuers liable was the very 

reason why it worked solely with Valuer on its a panel of accepted Valuers. Moreover, most of the 

firms on the panel were well-established, large firms and that the Study Bank would not include a 

small firm on its panel. This was, he explained, the Bank EU’s way of ensuring that it was “protected” 

against “bad valuations”.  

6.3.4.2 “Environmental reports” 

“Environmental reports” referred to a host of documents that, according to informants, contained 

environmental information, such as environmental impact assessments, environmental due diligence 
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reports and site remediation plans. Most informants did not refer to these documents by these names 

but by the generic term “environmental reports” or “environmental studies”. Only three informants 

(two from Bank AP and one from Bank EU) actually used the terms “environmental impact 

assessment”, an “impact study” or an “EIS”. Three informants (two from Bank EU and one from 

Bank AP) referred to “remediation plans” or remediation “studies”, and two informants (both from 

Bank AP) mentioned environmental “due diligence reports”. When informants talked about 

environmental reports, the Researcher tried to establish what type of study they meant by asking them 

what the contents of the report were, what information was extracted from them and how they were 

used. However, the informants only vaguely remembered what the reports contained and often 

confused different type of reports, for example, they referred to impact studies as reports that would 

highlight site contamination instead of environmental due diligence repots or remediation plans.  

The majority of informants said that they rarely came across environmental reports. Team Leaders 

from Bank EU’s Project Finance department said “…it was more the odd case that we would see an 

environmental report”. The Risk Assessment Specialist for the Property Finance area in Bank AP said 

that environmental reports “…rarely landed on [his] desk …no more than five or so a year”. Only the 

National Manager of the Infrastructure Finance department of Bank AP said that he dealt with them 

often. This was because of the nature of the projects his department financed and the way they were 

financed. Loans for large-scale complex infrastructure projects took longer to prepare than projects 

financed by Bank AP’s Property Finance area on average and, according to the National Director, his 

staff was “much more involved” in “preparing the cash-flow” and “working through the details of the 

project”.  

Environmental reports were collected along with other project-related documents during the Credit 

Application or Indicative Proposal stages (Steps 2 and 3), but unlike the Valuation and Quantity 

Surveyor’s Reports, the Study Banks did not commission clients to prepare them. This was further 

demonstrated by the fact that none of the informants recalled a scenario where the Study Bank had 

instructed an environmental consultant directly to prepare an environmental report. The informants 

said that clients usually already had the environmental report prepared by the time they approached 

them for financing. In most cases they did not have to “ask for it” as it would “…be attached to their 

application anyway”. They explained that because the majority of the Study Banks’ clients were 

“repeat customers”, they already knew what sort of documents they would needed to submit as part of 

a loan application and that they would anticipate when an environmental report would be required. 

Because the Study Banks did not commission environmental reports, they did not have the 

opportunity to provide input into what the reports should cover and had to extract the information they 

needed from the finished document. 
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The Study Banks required environmental reports from borrowers when they believed that 

environmental issues were involved with a project: 

“If we think there may be environmental issues and there may already be an environmental 

consultant report prepared, [then] we may ask for a copy of that” (Sales Manager of the 

Equity Finance department in Bank AP).  

They also said that if the client had not prepared an environmental report they would ask them do so. 

In this case, the bankers could provide input on who the client would engage: 

“we would work with the Sponsor to pick someone we are both equally comfortable with” 

(National Director of the Infrastructure Finance department) 

There were some instances when bankers would “always require” environmental reports in both Bank 

EU and Bank AP. These cases were in relation to site contamination. Bank AP’s requirements in a 

situation when a site was known to have been contaminated was described by the State Manager of 

the Development Finance department as follows: 

“Usually there is some leakage of the tanks if they’re old, so they had to decontaminate the 

surrounding soil and then they’ve got to get it certified by an environmental consultant that 

the site is fit for residential use. That’ll be a standard environmental protection agency, EPA 

requirement, and we would require to get all those reports.” 

The need to obtain the environmental report and evidence of approval by the relevant authority was 

set out in a “set of conditions” in Bank AP’s “policy on contaminated land”. This policy applied to all 

departments in the Property Finance area and was described earlier as the only policy identified by 

informants that dealt specifically with environmental issues.  

Similarly in Bank EU, when contamination was suspected at a site, according to Team Leaders, the 

standard practice in the Project Finance department was to request an environmental report: 

“if there is a possibility that there is contamination, then we would ask for one of those impact 

studies”  

However, in Bank EU no formal policies or decision criteria were applied to determine if and when 

such documents were to be summoned. According to the informant: 

“in the first instance one would suspect, during detection of risks, based on common sense, 

that [contamination] may be present…and then require the studies” 
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This means that bankers collected environmental reports upon suspicion that environmental issue may 

be an important aspect of the project. This type of ‘ad hoc’ approach was not restricted to 

environmental issues or unique to the assessment of environmental risks in Bank EU. As one of the 

Team Leaders explained: 

“Every [deal] is unique you see, therefore it is difficult to talk about standards because 

everything is decided based on what is important in the case of a given project. And there are 

some things that aren’t. There are rules but here the boundaries are pretty loose.” 

Bankers had substantial discretionary power to decide which documents, reports and studies to 

request beyond what was considered standard. Informants indicated that standard requirements were 

not very common in Bank EU. According to informants, this was largely because Bank EU financed a 

diverse range of projects. Each project was unique and was dealt with in a distinctive manner. 

Uniqueness of projects was also true of Bank AP, but here, standard procedures received more 

emphasis. This was possibly because the Analysts, who compiled the Indicative Proposals and Credit 

Application forms in Bank AP were more inexperienced than the Team members and Team Leaders 

that completed the same tasks in Bank EU. It is also likely that the Study Banks did not like to apply 

too many standards because this would impede their flexibility toward financing a diverse range of 

projects.  

The results revealed that how bankers reviewed environmental reports and particularly the type of 

information they were looking for were governed by the same principles. Informants from both Bank 

EU and Bank AP described their approach as “…basically look at the report and try to understand it”. 

Bankers used environmental documents primarily to determine whether environmental risks were 

present and if so, then they tried to quantify these risks to determine the extent of the Study Banks’ 

exposure. Informants from both Study Banks described what was expected of bankers in terms of 

‘looking at’ and ‘understanding reports’ as:  

“our task is to know the risks [the environment] represents…in buying and selling property 

the environmental remediation plans reveal this” 

 “if a site involved in the transaction was contaminated we would look at the remediation 

plans to determine the extent of that contamination” 

According to the Risk Assessment Specialist for Property Finance area in Bank AP: 

“an EIS would need to be read by the business staff putting the transaction together. They 

would need to know what’s in there and hopefully understand what’s in there”.  



 

166 

 

The General Manager of the Property Finance area said that staff in the business line would  

“need to understand the parameters [in the report and] have a good understanding of it” 

However, the State Manager for Development Finance identified the Executive Summary as the parts 

of reports bankers would look at: 

“Usually there is an executive summary, and it’ll just say…they’re pretty lengthy documents 

you know, we took so many samples at so many intervals on so many days and you know, we 

get those results and it goes on and on and on with tables. So usually it’s just the executive 

summary we look at” 

Staff from the business line collected and reviewed environmental reports first and then forwarded 

them to the risk line attached to the Credit Application Form and the Indicative Proposal. Staff in the 

business and risk lines used essentially the same approach. The Risk Assessment Specialist from Bank 

AP said he needed to understand the environmental issue of a project in order to decide on whether to 

approve the financing: 

“Ultimately I am the person putting my name on the transaction approving it here. So if I 

don’t understand, then I don’t sign”. 

Only the National Manager of Bank AP’s Infrastructure Finance departments said that in his 

department, the staff  

“read every single due diligence report, including the environmental ones.”  

This was likely due to the nature of the projects the department financed and the way that loan 

applications were prepared. The Director indicated that “environmental risks were often a concern” 

with the large-scale projects in his portfolio. All the steps associated with loan applications were also 

longer then in the other departments involved in project lending, including the Credit Application, 

Indicative Proposal and Risk Assessment steps. This department processed fewer but longer projects 

and the first steps of the project lending process took at least nine months. In comparison, other 

departments in Bank AP could process loan applications within weeks. Thus staff in the Infrastructure 

Finance department had longer time available to review all relevant studies, reports and documents 

about a given project, including environmental reports.  

Thus the results indicate that the majority of bankers did not examine the environmental reports in 

detail and that there was no standard practice for scanning or reviewing them. Bankers tried to make 

sense of the material presented to them and if they were unsuccessful, they could contact the 

consultant who prepared it. The Risk Assessment Specialist in Bank AP said that when he did not 
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understand the contents of the report, he would contact the consultant who prepared it ask them “…to 

clarify it in layman’s terms”. The National Manager of Bank AP’s Infrastructure Finance departments 

said that if an environmental report raised further questions, his team would “…go to the Sponsor and 

say we want these issues addressed” through the environmental expert. However, this did not appear 

to be common practice as none of the other informants said they have ever had contacted an 

environmental experts regarding clarification of information in environmental reports.  

Questions about the contents of environmental reports revealed that informants had variable 

understanding of the original intention or function of these documents. For example, many informants 

were aware that these report were somehow tied to the approval process. Five informants identified 

EIA as tied to the approval of the project: the National Director of the Infrastructure Finance 

department, the Risk Assessment Specialist for Property Finance area, the General Manager of the 

Property Finance area, and two of Team Leaders in Bank EU’s Project Finance department. However, 

only few informants knew that EIA studies would also describe the management or monitoring 

practices that will need to be implemented to satisfy the relevant environmental authorities. The 

approvals were crucial from the perspective of the Study Banks in ensuring that projects will be 

operational as loans financed on a cash-flow basis could only be repaid if projects were operational. 

Several informants in the Study Banks made reference to environmental reports linked to site 

remediation as containing information about approval by environmental authorities. Collecting and 

reviewing these documents were part of the Study Banks’ due diligence practice. The following 

description by the State Manager of the Development Finance department illustrates how bankers in 

Bank AP dealt with contamination at old fuel service stations that were proposed for development: 

“It wasn’t working as a service station, the oil company that owned it has decommissioned it, 

and they have had to actually remove the oil tanks. Usually there is some leakage of the tanks 

if they’re old, so they had to decontaminate the surrounding soil and then they’ve got to get it 

certified by an environmental consultant that the site is fit for residential use. That’ll be a 

standard environmental protection agency, EPA requirement, and we would require to get all 

those reports.” 

One of the Team Leaders from the Project Finance department also identified preliminary approval 

documents that are required for certain types of projects in Hungary: 

“The relevant environmental authority has to produce a preliminary approval for the 

construction permit, one can call this environmental approval” 
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This informant had a strong understanding of the different environmental reports and approvals in 

Hungary. He was the only informant in Ban EU that used the correct terms for environmental permits 

and different environmental reports. However, his level of knowledge was unique in the institution. 

6.3.4.3 Quantity Surveyor’s Report 

A few informants said that they have identified environmental risks through Quantity Surveyor’s 

Reports. Quantity Surveyors were external specialists that the Study Banks engaged to track the 

progress of the construction of projects. The way Quantity Surveyors were engaged, and the tasks 

they were expected to perform were the same in Bank EU and Bank AP. Similarly to the Valuers, 

Quantity Surveyors were instructed by the Study Banks on what to include their reports and they were 

paid by the proponent. The Quantity Surveyors were required to visit the project site on a regular 

basis and to prepare reports on the progress of the project. The purpose of Quantity Surveyor’s 

Reports was to check whether each stage of the project progressed as expected and if it did then the 

Study Banks would provide the borrower to with the next instalment of the loan. The Team Leader of 

the Project Finance department in Bank EU described the work f the as follows: 

“Basically, the Quantity Surveyors complete a so-called ‘zero report’ at the start. They state 

whether the planned budget, existing permits are realistic or not realistic and if the projects is 

okay in terms of the required permits. It describes the starting point. And then, they prepare 

reports linked to individual withdrawals…monthly, fortnightly… according to how the 

withdrawals were agreed on. This depends on what the client wishes…these are the so-called 

interim reports and et the very end is the closing report where they have to confirm that yes, 

the project was finished, yes, all approvals have been granted for the project to start operation, 

the project is complete, it fit in the budget. It provides closure that yes, this building, the 

operational phase has started or can start.” 

Thus the Quantity Surveyor’s role was to check that relevant permits, including preliminary 

environmental approvals used in Hungary were obtained. The zero report was where informants from 

both Bank EU and Bank AP recalled having seen “something about the environmental 

authorities…about not having granted an approval”. The National Manager of the Property 

Investment department highlighted the importance of the Quantity Surveyors’ role in identifying 

potential environmental risks related to contamination on a site: 

“…it was a groundwater issue…the properties downstream were affected by what was 

occurring on that property…When you are obtaining your QRSs [Quantity Surveyor’s 

reports] you read through those on those sites where it can cause issues. You read through 

that, if you don’t want to take the risks, then you just don’t do it.” 
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The Quantity Surveyor’s interim reports were used by the Study Banks to alert them to any problems 

or issues that projects encountered in the construction phase. Thus these reports were an important 

check and control mechanism for the Study Banks to ensure that the client spent, what informants 

called the “Banks’ money” on the project in the agreed manner. 

6.3.4.4 Contaminated Land Registers  

Many of the informants in Bank AP used contaminated land registers to determine whether sites 

involved in a transaction were contaminated. Such registries did not exist in Hungary, and therefore 

were not available to Bank EU staff. The registers were a record of the sites that were known or 

suspected to be contaminated, based on the type of activities that were carried out in the past and any 

remediation work that has been commissioned or completed. The registers could be searched for a 

small fee on the basis of the lot number. This fee was paid by the borrowers. The environmental state 

government agency compiled the data in the registers and maintained the database as well.  

Searching the contaminated land registers was described by informants in Bank AP’s Development 

Finance department as a “routine exercise” regardless of whether it was suspected to be contaminated 

or not. According to the Sales Manager of the Equity Finance department: 

“if there was a concern about a property” searching contaminated land registries was “…a 

standard policy” 

The registers were searched by staff in the business line and/or the Valuers, who then included the 

results in the Valuation Report.  

Contaminated land registers were one of a number of other registries and databases that bankers 

searched as part of the project lending process. Other databases that were regularly searched included 

the Australian Securities and Investments Commission’s registry and the national bankruptcy 

database. Searches of all these databases were completed early on in the project lending process, 

during the Credit Application and Indicative Proposal steps (steps 2 and 3).  

While all of the informants in Bank AP’s Development Finance department and the informant from 

the Equity department were familiar with the concept the contaminated land registers, Analysts in the 

Property Investment department were not sure what being on the registers meant. One Analyst from 

the Property Investment department said that searches were “…an option, something one can do” but 

he would not call it standard practice. He said that: 

“I don’t know what being on the all the registers means, but being listed is probably not a 

good thing, but a bad thing.”  
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The other Analyst from the Property Investment department was not aware of the registers at all. The 

difference in awareness and use of contaminated land registers between the two departments was most 

likely due to differences in their portfolios. The Development Finance department financed projects 

through the construction phase; while the Property Investment department financed already existing 

projects (often a project would be financed by the Development Finance department over the 

construction period and refinanced by the Property Investment department). This meant that any 

environmental risks associated with site contamination have usually been “sorted” by the time the 

Property Investment department and Analysts did not have to check the status of the sites.  

6.4.5 Checking the client’s ability to address environmental issues 

Informants indicated that for projects where environmental risks were potentially present, the standard 

procedure was to look at whether the client could demonstrate that they can manage environmental 

issues adequately. Informants emphasised that they believed it is in the borrower’s best interest to 

manage environmental issues appropriately. This was an underlying assumption. One way to check 

this was to look at the client’s previous experience and track record of similar projects. The Team 

Leader for Project Finance department in Bank EU’s Credit Risk department said that in the case of 

the construction of an abattoir, Bank EU will only lend “to someone who can demonstrate that they 

have undertaken such a project in the past”.  

6.3.4.6 Summary of environmental risk assessment in the Study Banks 

The Study Banks assessed environmental risks in the scope of their existing risk assessment practices 

during the Credit Application, Indicative Proposal and Risk Assessment steps (steps 2 to 4). Risk 

assessment was carried out by staff in the business and the risk lines, but the work of the risk lines 

was much more extensive and investigated solely the risk exposure of the Banks. In contrast, staff in 

the business line considered the risks and the opportunities associated with projects. Environmental 

risks manifested as one of several main types of risks that the Study Banks assessed as standard 

practice, such as sponsor risk, security risk, etc.. Once environmental risks were identified, both Bank 

EU and Bank AP relied primarily on reports prepared by external experts to help them identify and 

evaluate the extent of various environmental risks. However most of the reports that informants used 

were not prepared by environmental experts but by Valuers or engineers. Yet the Banks still expected 

these experts to identify, describe and quantify potential environmental issues. Bankers also used 

different types of environmental reports to assess risks, such as remediation plans, EIA studies, and 

due diligence reports. However neither Bank EU nor Bank AP had a formal decision criteria in place 

to determine when client needed to submit environmental reports. Valuation Reports were identified 

as the key documents that would inform the Study Banks about site contamination and Valuers were 
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expected and instructed to carry out investigation into the environmental conditions of sites. While 

bankers instructed Valuers and Quantity Surveyors on how to conduct their investigations and what to 

include in their reports, they were not involved in the selection of environmental consultants, nor did 

they provide input into what environmental reports should contain. Rather, they worked with the 

documents that the clients presented to them. The contaminated land registry was also highlighted in 

Bank AP as a particularly useful tool to assess the Bank’s exposure to direct risk stemming from 

financing projects on potentially contaminated sites.  

The results revealed that external reports helped bankers determine: 

a) whether remediation on a site proposed for security has been carried out to an acceptable 

standard and specifically, they looked for indication that any remediation work that has been 

carried out satisfied the relevant authorities 

b)  “the true extent of the cost of remediation [to] use in [their] calculations” of risks  

c) if clients have obtained the necessary environmental approvals 

Bankers used this information to calculate the Study Banks’ exposure to environmental risk in lending 

and determine the risk rating for projects. This information was incorporated into the key documents 

submitted to decisions-makers, such as the Credit Application Form, the Indicative Proposal and the 

output of the risk line, the Credit Recommendation Assessment and the overall risk assessment. 

6.3.5 How environmental risks were controlled and mitigated 

Informants revealed that the Study Banks employed a variety of measures and practices to control 

their potential environmental risk exposure. All of these practices were part of the standard control 

and mitigation measures that the Study Banks used to manage risks which the Banks adopted to 

environmental risks. The main measures and practices used in the Study Banks were:  

 incorporating environmental requirements into the Loan Conditions in the Final Contract 

 incorporating residual environmental risk into the pricing (of loans) 

 monitoring projects during construction and operation until loans were repaid 

Each of these practices are described in detail on the following pages.  

The Study Banks also had a few key mechanisms built in to their standard monitoring practices that 

ensured them against potential losses. One such measure was that loan instalments were only released 

to clients if the Quantity Surveyors indicted that the construction of the project progressed as agreed. 

In addition, during the operational phase of projects when loans were repaid, clients were required to 

keep a deposit of at least three months of repayments into an account with the bank. These 
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mechanisms were used by both Study Banks and, according to informants played a significant role in 

protecting the financial security of the Study Banks. 

 

 

6.3.5.1 Loan Conditions: a key control and safeguard mechanism 

Loan Conditions were the primary means to control the risks associated with lending in both Bank EU 

and Bank AP and were identified by the informants as the main means to safeguard the Study Banks 

from potential losses. The Loan Conditions set out the terms and conditions that the Study Banks 

attached to financing projects which clients had to satisfy. They were devised during the Indicative 

Proposal step (step 3), as they were an integral part of the Indicative Proposal. The Loan Conditions, 

similarly to all other parts of the Indicative Proposal were negotiated with the client and once they 

were finalised, they were incorporated into the Final Contract.  

Loan Conditions consisted of a set of obligations that the borrower had to satisfy in order to access the 

loan and fulfil the terms of the contract until the loan way repaid in full. Two types of Loan 

Conditions were used in the Study Banks: ‘conditions precedent’, which had to be satisfied by the 

client prior to settlement and the first drawdown construction and ‘conditions subsequent’, which had 

to be satisfied during the Monitoring phase (step 7) until the loan was repaid. The Loan Conditions 

consisted of a host of official and legal documents that clients had to submit to the Study Banks. The 

documents certified the sponsors’ and the client’s legal status, financial status, proved ownership of 

assets and the security, certified the debt-free status of the client and the sponsors. They also included 

preliminary or buildings approvals, approvals from all relevant authorities for the project, etc.. 

Informants from both Study Banks emphasised the importance of Loan Conditions in managing 

environmental risks. Examples of the requirements that informants had included in the Loan 

Conditions to manage environmental risk are provided in Table 6.3.  

Table 6.2 Requirements set out to avoid and manage environmental risks in the Loan 

Conditions in the Study Banks 

‘Conditions precedent’ ‘Conditions subsequent’ 

Copy of environmental approvals, where such approvals 

were required for the project 

Client must ensure that the project meets environmental 

regulations (i.e.. monitoring) 

‘Zero report’ from the Quantity Surveyor confirming that 

the environmental approvals have been granted 

Evidence of appropriate management plans Client must adhere to and update environmental 

management plans 

In the event that the site of the proposed project has been 

remediated, a copy of the environmental authority’s 

certification that the remediation was completed 

 

Agreement between the client and the Study Banks, that 

Formatted Table

Formatted Table
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the latter will not be held liable for any consequences 

arising from contamination on the site which was used as 

security for the loan (in the event that contamination is 

discovered on the site in the future) 

 

Table 6.1 reveals that the Study Banks set more conditions for clients before the first drawdown than 

during the monitoring phase of projects. This was not surprising, since the Study Banks sought to 

safeguard themselves from risks as much as possible before they provided the borrowers with access 

to the loan. As the Team Leader from the Risk Assessment department explained: 

“once the client has accessed the loan … the Bank is left running after its money” 

The ‘conditions precedent’ that the Study Banks used to manage environmental risks were related to 

environmental approvals and site contamination as these issues could pose the most significant risks 

in lending. Environmental approvals, and any other approvals tied to the lawful construction and 

operation of projects were crucial for the Study Banks because the future profits generated by the 

project were the main means for the client to repay the loans. Lack of approvals could jeopardise the 

viability of projects. Site contamination represented direct liability risk for the Study Banks and since 

the cost of remediation could be substantial, the Study Banks required evidence that any past 

remediation has been completed to the satisfaction of the authorities. Furthermore, they would 

safeguard themselves against any future claims by signing an agreement with the client that the Bank 

would not be sued if contamination posed, for example health issues later on.  

Two informants in Bank AP, the National Manager for Property Finance department and the National 

Manager of the Infrastructure Finance department also stressed the importance of checking that all the 

management plans associated with a project, including the environmental management plans, were in 

order and adhered to. Checking that environmental management plans were in place constituted a 

‘condition precedent’, while the requirement that these plans were updated regularly by the client was 

a ‘condition subsequent’. Bank AP’s practices were described by the National Manager for Property 

Finance department: 

“we do a lot of work in terms of looking into the site to look at the major issues can cause at 

the site. Each site has to have a management plan and it’s gotta be maintained, for a place 

that’s been in use” 

Loan Conditions were part of the Final Contract, therefore they were legally binding and breaching 

them had serious consequences for the client. Not satisfying the ‘conditions precedent’ for example 

meant that the client could not access the first drawdown. Not satisfying ‘conditions subsequent’ 

could result in the Study Banks freezing the project account, preventing further drawdowns. In the 
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event that the borrower violated the terms of the Loan Conditions during the loan repayment period, 

the Study Banks could take legal action against the borrower.  

Technically, the certificates, reports, copies of approvals, contracts and other documents required 

under the Loan Conditions had to be provided to the Study Banks before the first drawdown. 

However, many of them were submitted by the client during Credit Application and Indicative 

Proposal steps (steps 2 and 3), attached to the Credit Application Form and/or Indicative Proposal. 

This was because the majority of the clients knew what type of documents the Study Banks expected 

from them as most of them, approximately 70-80% according to informants, were “repeat customers”. 

According to one of the Team Leader in Bank EU’s Project Finance department whether approvals, 

such as environmental approvals were submitted to the Bank prior to decision-making largely 

depended on the nature of the project, however he said they were not very common: 

“Well it varies…but usually we don’t really get to see them. It depends on whether it’s an 

upgrade, or an existing building or something else then it may be attached to a professional 

loan application that yes, this is an abattoir with all the operational permits…but from our 

perspective, for project finance type loans this isn’t that important. Because if it’s 

construction then it has to run a whole new round with all the approvals” 

There were occasions in Bank EU when, according to informants “for technical reasons” the client 

could not obtain a required document before the application proceeded to decision-makers or before 

first drawdown was scheduled. In such cases, the client could get a “waiver” that allowed him or her 

to submit the necessary documents after the loan has been approved, or drawdown has started. 

Waivers were identified by informants in Bank EU’s Risk Assessment department and its affiliates as 

an option to deal with the “sluggishness” of the environmental authorities. Informants said that 

environmental approvals were often delayed and this was not the fault of the client, rather it was 

simply due to “inefficiencies in the system”. In such cases, Bank EU had accepted “proof that an 

applications has been submitted to the authorities” but the informant from the Risk Assessment 

department also said that waivers were only granted upon “investigation of each case, individually”. 

The informants also said that who the client was, was a crucial factor in deciding whether a waiver 

could be granted. According to one of the Team Leaders in the Project Finance department:  

“let’s just say that there are those clients who we believe that they submitted their applications 

[for a permit] and those that we do not” 

This approach was again related to the fact that the majority of the Bank EU’s clients were repeat 

customers who had a “track record” with the Bank. 

6.3.5.2 Incorporating environmental risk in the pricing of loans 
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Incorporating environmental risk into the price of the loan was ultimately how any residual 

environmental risk that the client and the Study Banks could not avoid were mitigated. The General 

Manager for Property Finance in Bank AP explained the rationale behind pricing risks: 

“provided we have an excellent understanding of what the risk is and that it is priced 

correctly…we can take greater risk for a price.”  

This basically means that the Study Banks did not necessarily refuse to lend for projects that exposed 

them to greater risks, rather they tried to put a price on the risk and incorporate this into the loans.  

Reflecting risk in the pricing is a general risk mitigation strategy in banks. Incorporation of 

environmental risk into risk pricing has been identified by Weber (2010) as an environmental risk 

management technique used in some European banks. However, the informants did not reveal extent 

to which environmental risk actually impacted on the pricing the loan.  

6.3.5.3 Practices employed to manage direct risk from site contamination 

The standard procedure when the site of a proposed project was suspected or known to be 

contaminated was to ensure that the client has made agreements with the previous owner in the sales 

contract with regards to who will pay for the clean-up. According to informants in Bank EU ideally, 

the standard procedure was  

“to make the past owner pay for the clean-up because basically he has more to do with it then 

the new owner, but maybe he doesn’t have much to do with it either because may be there 

were six ownership changes and everything changed, but if we have a choice, he is 

responsible for everything” 

In addition, there were, what informants called “mixed arrangements” where: 

“the new owner may cover the costs up to a specific amount and this essentially alters the sale 

price but everything beyond that is the responsibility of the past owner set out in the contract” 

or “retaining a portion of the loan to eliminate the pollution or by issuing a guarantee” 

In this case, the arrangement had to be specified in the “sales contract”. The informant further added 

that:  

“how the parties settle this is up to them. We only have to see the financial 

repercussions…but an arrangement where [the borrower] buys an obviously contaminated site 

in a way that he will cover the cost of all the environmental clean-up, from a financing 

perspective, is very difficult. Because we don’t know the extent of it. The bank can only 

accept contracts where the responsibility is limited or assigned to the past owner. With a 
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limited responsibility there is a fixed figure that we can calculate with, what he has to pay, the 

rest the past owner pays. If the new owner has full responsibility, that’s very bad, is difficult 

to get a handle on it. The environmental remediation can be more expensive than the real 

estate.” 

This account of how site contamination was dealt with in Bank EU clearly demonstrates that bankers 

tried to push for an arrangement that posed the least risk to the Bank. The ability to quantify the 

contamination and the associated clean-up work was of utmost importance as this enabled bankers to 

calculate with the risks. 

The interviews revealed that bankers exercised considerable precaution when they were faced with 

site contamination risk at any stage in the project lending process. For example, one of the Team 

Leaders in the Credit Risk department of Bank EU described a scenario when a client wanted to sell a 

parcel of land from its property to a developer. The client was a power plant that has been granted a 

loan to cover the cost of upgrading of its facilities. The upgrade has been completed and the borrower 

was repaying the loan, which means that the project was in the monitoring stage (Step 7). The Bank 

was not involved in the sale of the land, but because they knew that there was contamination on the 

site previously and that the land was destined for residential development, they wanted to ensure that 

the Bank could not be held liable if any problems eventuated from that contamination (or improper 

clean-up) in the future. Even though the Bank knew that the site had been remediated, it required the 

power plant to include a clause in the sales contract of the land that the Bank could not be held liable 

in the event if future residents have health problems because of improper clean-up. This represents 

extreme precaution on the part of Bank EU, and also illustrates the ability of banks to influence the 

activity of their clients beyond the financing of the project.  

6.3.5.4 Risk management and the tendering process  

Financing projects through the tendering process was identified as one way banks could avoid certain 

environmental risks. The majority of the projects financed by Bank EU’s Infrastructure department 

were tendered, which meant that the Bank prepared a bid, usually together with other financiers, 

according to the parameters set in the tender. Tendering for the financing of projects meant that the 

banks prepared a bid for a project that was already well advanced in the planning stage. This meant 

that several features of projects were known or decided upon by the clients which helped reduce some 

risks. The Municipality department in Bank EU also financed a large number of infrastructure 

projects, but the Vice-Director of the department said that they did not bid for tendered projects. The 

informant indicated that preparing bids was costly, the outcome was uncertain and the process 

prevented Bank EU from taking advantage of the financial incentives for the wastewater treatment 

projects. However, the Team Leader for Municipality transaction in Bank EU’s Credit Risk 
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department acknowledged that the tendering process did off-set some risks for financiers, such as the 

risk of non-approval by the environmental or any other relevant authority, because only projects that 

have already been issued a permit were allowed to proceed through the tendering process. Thus 

tendering was identified as one way that bans could offset or mitigate environmental risks, although 

most of the projects the Study Banks funded were not financed in this way.  

6.3.5.5 Monitoring the environmental practices of the client 

Two informants at senior level in Bank AP have described monitoring of the environmental 

performance of clients undertaking projects that required an environmental management plan as a risk 

management measure employed by the Bank. According to the National Manager for Property 

Finance department: 

“we make sure the management plans are updated regularly... so that would be in addition to 

our facilities, on a required basis and to make sure that the client adheres to that… we treat 

those issues as very serious” 

However, based on the interviews with junior level staff in Bank AP (i.e.. the Analysts) it is difficult 

to envisage how checking the environmental management plans was carried out because monitoring 

loans was primarily an administrative task that was handled by administrative staff in the support 

area. Monitoring was largely a routine exercise that focussed on the financial performance of projects 

(detailed information about this step in the project lending process can be found in the Appendix). A 

standard Monitoring Report was filled out quarterly and also annually that stated when repayments 

were made, what amount was paid, etc.. but this document, according to informants, did not include 

comments on environmental performance of the project. In addition, a Credit Review report was also 

completed annually. This was a more extensive report and its purpose was to check whether “any 

circumstances have changed” in relation to the project, the client, the sponsor or security that could 

impact on the Banks. If such changes were identified, the risks would have to be reassessed by the 

business and risk line and the loan would be assigned a new risk grade. It is possible that adherence 

and updates to environmental management plans were checked during the completion of the Credit 

Review Report, although the informants did not confirm this.  

6.3.5.6 Handling and avoiding fines for non-compliance with environmental regulations 

Some informants said that the fines clients were charged for breaching environmental regulations was 

a cost that could be incorporated into the cash-flow. This was possible because fines tended to be 

relatively small compared to the overall project and would not hinder the borrower’s ability to repay 

the loan. One of the Team Leaders in Bank EU explained this as follows:  
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“Environmental fines can be part of the financial plan of a number of companies. There is a 

limit to it, but in Hungary, this is a relatively small fee and as long as it’s worth it for the 

company to pay this instead of cleaning up or changing their internal operations or upgrading 

their machinery to something that is environmentally acceptable, it will be part of the 

financial plan.” 

However, the Team Leader of Project Finance transactions in Bank EU’s Credit Risk department 

claimed that: 

“fines are not something that can be included in the cash-flow…then we wouldn’t finance an 

abattoir at a 1.05% dscr [debt service coverage ratio], but at a 1.5% dscr for example. Then 

the fine would fit into that 50% buffer. They would just inform us that we got a fine, but we 

can cover it.  

If the fines were large it could create problems, but Bank EU had some mechanisms in place to 

mitigate this risk. The Team Leader of Project Finance transactions in Bank EU’s Credit Risk 

department explained how the Bank would proceed in such a situation: 

“If the fine was so great or the cash-flow had changed as a result, the story would be different 

and we’d restructure the loan. And then the bank would probably say that if you don’t pay the 

fine, you jeopardise the future operation of the facility. This is not good for the bank because 

the bank needs the project to be operational, we’d rather have the borrower pay the fine and 

restructure the financing.” 

The informants’ explanation illustrates how far Bank EU would go to ensure that projects are 

operational and protect the cash-flow. Again, this relates to the point made earlier that in project 

lending loans were repaid from the project cash-flow and ensuring that the project stayed operational 

and able to generate a cash-flow was of utmost importance for the Study Banks. Informants in Bank 

EU claimed that they would find out if a project incurred any fines, from their regular Monitoring 

activities (step 7 of project lending). According to the Team Leader of Project Finance transactions in 

Bank EU’s Credit Risk department: 

“it would show up in the quarterly financial report if the borrower paid the fines and the cash-

flow drops and then we will ask why” 

However, the informants indicated that fines for breaching environmental or any other regulation have 

never created a problem for Bank EU:  

“To be honest with you, there was never such a case or incident where the Bank had run into 

problems because of it. To my knowledge, this has never happened. It could be luck, it could 
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be that the environmental regulations are not that strict or rigorous enough that it could go 

that far to endanger the viability of a project” (Team Leader, Project Finance department, 

Bank EU) 

Thus it appears that the fines for breaching environmental regulations or non-compliance are too 

small in Hungary compared to the overall cash-flow of projects to represent a real threat to lenders. 

However, the same situation was described by one of the Sales Managers in Bank AP’s Development 

Finance department. His experience with property developers was that they rather paid the fines for 

removing remnant vegetation than preserve them: 

“in the end the EPA [environmental protection authority] came along and [the developer] did 

get fined, but at the end of the day the fine was about 20 000 dollars…that’s it!”  

He also said he sees this “regularly”: 

“some of the bigger developments, big parcels you see that happen, bigger parcel” 

The amount of the fines was minor compared to the multimillion dollar developments these “bigger 

developers” were undertaking and it was worth it to pay the fine if they got caught. The problem with 

the policy to preserve protected remnant vegetation according to the informant was that the 

environmental authority’s approach was “too extreme”. They required the developers to “preserve” 

remnant vegetation “at all costs”: 

“what you see is if the EPA says you should preserve it at all costs, the developer will say, 

that’s a 30 000, 50 000, 100 000 dollar fine. But the interest of the bank is to find a middle 

ground…If I find out though I actually encourage them to at least save something. The bank 

is going to be fined if they knew about it, that’s a different ball game. “ 

The informant also said that clients sometimes seek advice from him about how to approach such 

situations and that the initial contacts took place before council was advised of the proposed 

development and sometimes even before the developer bought the property: 

Researcher: “Do the developers actually seek advice from you?” 

Sales Manager: “Sometimes. If they know it is going to embarrass me, they might not.” 

Researcher: “What if you come next week and there are no trees at all?” 

Sales Manager: “If I see trees and I’ll say don’t muck around with it, cause I like trees too. 

Try to recover part of these trees, just me telling them…try to encourage them.” 

Researcher: “When do you come into contact with the client?” 
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Sales Manager: “Before he buys the parcel.” 

Researcher: “So before any contact is made with the council about potential development?” 

Sales Manager: “Yes.” 

The Sales Manager’s account indicates that clients sought advice from financiers early on in the 

project planning phase and that it was not uncommon for bankers to provide advice about various 

aspects of the projects that could impact on project finance deals. Similar advisory role was also 

described by the National Director for Infrastructure Finance who had provided input into the 

selection of environmental consultants in the past and for some informants in Bank EU. For the Vice-

Director of the Municipality department for instance, early engagement with municipalities and 

representatives of apartment buildings (Body Corporates) was a key aspect of being able to finance 

projects. 

The results indicate that the size of fines for breaching environmental regulations was negligible 

compared to the size of the project in terms of the overall cost (investment), cash-flow and expected 

profit. Thus clients could incorporate the fines into the project cash-flow and this was accepted by the 

Study Banks who were not concerned about the environmental performance of clients any further in 

this respect. In addition, it was discovered that bankers had the opportunity to provide advice to 

clients about issues relating to the projects, including how to manage or avoid environmental risks 

because clients often contacted them about financing early on in the planning phase. The advisory role 

that banks fulfil has been highlighted in the literature as one of the additional roles of banks (Case 

1999; Jeucken 2001). The extent of banks’ involvement in the business of their clients was led to 

claims that banks should be held liable for the environmental pollution caused by their client and the 

introduction of lender liability legislation in the US (McCammon 1995; Missimer 1996). The results 

of this study raise questions about the extent of the advisory role of banks in terms of whether this 

type of involvement in projects during the planning phase would constitute grounds for lender 

liability. This study does not provide conclusive evidence, but suggests that the advisory role of 

bankers may need to be examined more closely as clients appear to seek and rely on the advice of 

financiers in their effort to secure loans for their projects.  

6.4 Summary and conclusions 

The results revealed that the Study Banks addressed environmental risks and opportunities in the 

scope of their standard risk management and business opportunity identification practices and they did 

not implement any particular procedures or mechanisms for these purposes. Overall, the informants 

expressed confidence in the Study Banks’ existing practices to identify, assess and manage potential 
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environmental risks and opportunities. This belief was based on the fact that the informants could not 

recall a case where a loan defaulted because of environmental risks. This implies that bankers 

assessed the success of risk management practices on the basis of how well they can help avoid loan 

defaults and that avoiding loan default was essentially the ‘bottom line’ in judging whether risk 

management practices were adequate. Since informants considered the Study Banks’ track record as 

evidence that their existing risk management processes were effective (sufficient) in managing 

environmental risks, they did not feel there was a need to change them.  

The Study Banks did not have specific guidelines on how to handle environmental risks, except for 

one policy employed in Bank AP’s Property Finance area which listed the conditions under which 

Bank AP would finance a project proposed on a contaminated site. Therefore the practices the Banks 

employed can be best described as a set of informal protocols that staff followed when they faced 

environmental risks and opportunities.  

The Study Banks’ external documents did not reveal information about how the Banks addressed 

environmental risks in their project lending practices. External documents did however highlight some 

of the environmental projects that the Study Banks financed. However, staff in the Study Banks who 

dealt with these projects were not aware that they have been featured in these public documents, 

which suggests that they were included to demonstrate to external stakeholders that the Study Banks 

were being socially responsible. This indicates that the Study Banks were aware that financing 

projects that benefitted the environment would be looked upon favourably by the public but that they 

did not feel it was important to convey this message internally. The results also indicate that external 

documents do not accurately reflect the perception of bankers and do not provide insight into actual 

internal bank practices. 

The majority of the practices employed in the Study Banks were focused on addressing the risks that 

the environment exposed them to. This was because the majority of environmental issues that bankers 

encountered represented risks and also because the entire project lending process was deemed as 

essentially a risk management exercise. In those cases where the environment represented an 

opportunity, investigations were only conducted to establish whether a proposed project would qualify 

for a financial incentive. This is further indication that the positive environmental impacts of projects 

was important for the Study Banks insofar as it made them eligible for financial incentives. 

Environmental opportunities were only sought by the Study Banks when it was accompanied by 

financial incentives and neither Bank EU nor Bank AP financed environmental projects purely for 

their environmental benefits. However, evidence from the informants and the Study Banks’ external 

documents indicates that environmental projects were recognised as enhancing the organisations’ 

reputation.  
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Bankers did not tend to engage environmental experts to help them identify or assess environmental 

risks, instead, they primarily relied on common sense and experience to determine if environmental 

risks were associated with projects. If they suspected that environmental risks were present, they 

turned to specific sources for information that helped them determine the extent of these risks. Some 

of these sources were prepared by environmental experts. Bankers in both Bank EU and Bank AP 

turned to similar types of sources. Valuation Reports emerged as key documents that bankers turned 

to most often to inform them about site contamination. They expected these documents to contain this 

information, even though they believed it was unlikely that Valuers were trained in environmental risk 

assessment.  

Informants also indicated that they examined reports compiled by environmental experts, such as 

environmental impact assessment reports, remediation plans and due diligence reports to inform them 

about environmental risks. Bankers usually only read the Executive Summary reports or scanned the 

documents for information that the project was approved by the environmental authorities or that the 

remediation was carried out. The presence or absence of environmental or any other relevant approval 

was a crucial aspect of project loans, as loans were repaid from the future cash-flow. Bankers knew 

that environmental reports were linked to the project approval process and the absence of approvals 

posed a major risk.  

Quantity Surveyors’ reports were also identified documents that would confirm whether 

environmental or other relevant authorities have approved projects. In addition, these reports were 

identified as documents that would inform the Study Banks about environmental management 

practices at a site during the monitoring phase of loans. In addition, bankers in Bank AP relied on 

contaminated land registers to identify potential contamination on the site of proposed projects and 

searching these databases was described as a standard procedure.  

The Study Banks employed various measures to control and mitigate environmental risks. Again, 

these measures were based on existing risk management practices. Loan Conditions were identified as 

the key environmental risk control measures for project loans. Loan Conditions were an integral part 

of the Final Contract and laid down the Study Banks’ requirements and conditions for providing 

loans. The majority of the requirements in the Loan Conditions had to be satisfied before the client 

could access the first drawdown of the loan, known as ‘conditions precedent’. Copies of 

environmental approvals, site contamination reports, and certifications of remediation works and 

environmental management plans are examples of the type of Loan Conditions that clients were 

required to submit to the Study Banks in order to access loans.  

The results revealed that fines for violating environmental regulations were not a concern for the 

Study Banks. Fines were described as too small compared to the overall size of projects and as such 
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would not impact on the cash-flow. Fines could be incorporated into the budget and that was an 

agreeable way to manage them from the perspective of the Study Banks. Fines were also too small to 

deter clients from breaching environmental regulations and the Study Banks were not concerned about 

their clients’ compliance track record.  Thus the results indicate that fines for breaching environmental 

regulations could be easily managed and did not pose a major risk to the Study Banks.  

There were some tools and risk management practices which the Study Banks could have used 

potentially, but did not. For example, neither Bank EU nor Bank AP used an environmental risk 

assessment handbook, which has been used in commercial banks in Hungary and Denmark to manage 

environmental risk in lending (Bulkai and Pasztor 2001). Insurance against site contamination was 

identified in the literature as a possible means to offset liability (direct) risk (see Barannik (2001), 

Case (1999) and Missimer (1996)), but it was not identified as a risk management tool in the Study 

Banks. One informant in Bank EU described it as “a possible measure”, but he said he has “never 

come across a project where the borrower was insured against environmental contamination”. This 

could be because the Study Banks believed their existing environmental risk management measures 

worked well and did not need to implement additional measures.  

The results highlighted the advisory role that bankers fulfilled in the planning phase of projects 

beyond on how to structure loans. The extent of banks’ involved in the clients’ activity has been 

identified as the main trigger behind the introduction of lender liability legislation in countries other 

than Hungary and Australia. However lender liability was always an issue restricted to the Work-out 

phase of projects, in the event that the borrower defaulted on the loan. Banks’ involvement in their 

clients’ activities has been a highly contested issue since the 1990s (see Chapter 1) as it could possibly 

evoke direct liability for lenders. The results presented in this chapter indicate that banks provide 

advice to clients on how to approach obtaining environmental approvals and dealing with 

environmental authorities. Whether this constitutes the type of involvement in the client’s activities 

that evokes lender liability cannot be established from this study and is largely legal matter. However, 

the results raise questions about the responsibility of bankers to advise their clients in a manner that is 

in line with the CSR commitments their banks communicate to the public.   
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Chapter 7 

Discussion and conclusions 

 

7.1 Overview of the study 

The growth of the environmental movement and increased public awareness of environmental 

problems since the 1960s materialised into pressure on governments and the private sector to manage 

environmental issues. Governments responded by formulating environmental regulations and 

implementing formalised approval processes, such as EIA. The private sector followed suit, 

implementing environmental management practices that enabled them to satisfy environmental 

regulations. Eventually, some companies decided to move beyond compliance and started to develop 

further tools that allowed them to manage environmental issues associated with their activities to a 

greater extent, voluntarily. Regulatory requirements do not apply to all sectors - there are no legal 

obligations for banks for instance, to implement environmental management measures. However, 

banks have started to implement environmental and social practices voluntarily. This falls in the realm 

of Corporate Social Responsibility (CSR) – the relationships between business and society that 

involve the voluntary implementation of beyond compliance mechanisms that aim to support the 

overall well-being of society (Prakash 2000; Matten and Moon 2008). This thesis investigated such 

“voluntary” practices in the banking sector in relation to a specific activity: project lending.  

Project lending is a source of indirect environmental impacts of banks because large-scale projects 

that may have significant impact on the environment are realised through bank financing. This study 

investigated project lending practices in two mid-size commercial banks to determine if 

environmental impacts of the projects were considered in their decision to finance them. One of the 

banks that participated in this study operated in Hungary, the other in Australia. There is limited 

knowledge of environmental management practices of banks in these countries, in contrast to 

practices in banks in the UK (see Thompson 1998 a, b), Germany, Switzerland, Poland (see Weber 

2008) or Canada (see Weber 2012). The nature of this study also deviated from previous 

investigations in that it involved an in-depth qualitative, case-study approach. Previous studies relied 

on survey-based quantitative and mixed-methods approaches to investigate the environmental 

management and CSR practices of banks. Such studies reported on the perception of one or only few 

bankers in an institution, usually a representative of the risk line or the environmental department, if 

such existed. The qualitative case-study approach used in this study aimed to reveal how bankers 
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directly involved in project lending, often located at different levels and in different departments 

within the two banks perceived the environmental issues associated in project lending and addressed 

them in the scope of their activities.  

This chapter summarises the key findings of this study and what they mean in terms of current 

understanding of environmental management practices in banks. It then considers the implications of 

the findings for banks that wish to enhance their consideration of environmental concerns in their 

project lending processes, environmental practitioners who develop, complete and use environmental 

management tools such as EIA on projects. The chapter also has insight for policy-makers that 

perceive banks as organisations that can potentially apply pressure on project proponents to 

implement a ‘greener’ agenda. Areas for future research are identified in the last chapter. Limitation 

in the study have already been reported in Chapter 3. 

7.2 Key Findings 

1. The environmental impacts of projects considered by banks 

The two Study Banks financed a diverse range of projects, including large-scale, complex projects 

that could potentially have an impact on the environment. Some of the projects were the subject of 

environmental regulations (e.g. air emission, land or water contamination regulations), the 

implementation of environmental technologies (such as more sophisticated waste water treatment, 

upgrading of existing installations) and required development approval and the formal assessment of 

environmental impacts. This is external verification that banks such as those studied do lend for 

projects that could potentially impact on the environment. The bankers did not use the term 

‘environmental impact’ to refer to these issues. However, their description revealed that many were 

the result of activities associated with the construction, operation or decommissioning of projects. The 

bankers also referred to environmental issues that were the result of past activities on the sites where 

projects considered for financing were proposed (such as site contamination from underground fuel 

storage tanks on former petrol stations proposed for development). There were some differences in the 

issues that the Study Banks dealt with: Bank EU financed a larger range of activities in the energy, 

mining and manufacturing sectors. Bank EU’s lending portfolio was dominated by residential and 

light commercial real estate development where environmental issues arose in relation to clearing 

vegetation.  
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2. Environmental impacts of projects can translate into financial risks and opportunities for 

bank lending  

The bankers made it absolutely clear that the reason “environmental issues” became issues for the 

Banks was that, in their lending processes, such issues could expose the Banks to financial risks. 

Bankers also identified some projects that that were perceived by them as having an overall positive 

impact on the environment which represented an opportunity for good investment. These so-called 

green projects or environmental projects attract some form of financial incentives, mainly from 

government, but also from the private sector. Examples include the construction of windmills, 

wastewater treatment plants, or upgrading coal-fired power plants to gas-fired plants. Both Study 

Banks tapped into the financial incentives associated with these projects.  

These results confirmed earlier findings that the environment can represent both risks and 

opportunities to banks in lending - as suggested by Thompson and Cowton (2004), Barta and Eri 

(2001), Schmid-Schönbein and Braunschweig (2000), UNEP FI Australasian Advisory Committee on 

Insurance (2003) and Weber (2008).  

Bankers’ interpretation of the environmental implications of projects as risks and opportunities 

resonates with strategic issue interpretation theory. Strategic issue interpretation holds that decision-

makers categorise issues that are important to an organisation as risks (threats) and opportunities 

(Dutton and Jackson 1987; Sharma 2000). Categorisation reduces the complexity of information for 

managers and also determines the course of action that organisations take in dealing with strategic 

issues (Dutton and Jackson 1987; Sharma 2000). Studies have explained the rationale for managers to 

categorise strategic issues as threats or opportunities, but the extent to which specific issues are 

interpreted as threats and opportunities calls for empirical research (Dutton and Jackson 1987). 

Sharma (2000) applied this theory to the choice of environmental strategies implemented by Canadian 

oil and gas companies and found that managers’ interpretation of environmental issues was influenced 

by a) the need to comply with regulations and to adhere to industry standards, b) the extent to which 

environment was integrated into their corporate identities, and c) the time and resources (discretionary 

slack) available to managers for innovation and creative problem solving. Compared to banks, oil and 

gas companies are highly regulated in terms of environmental standards and management, yet 

Sharma’s (2000) conclusion that managerial interpretations of environmental issues influence 

environmental strategies of organisations also appears to be true for banks.  
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3. In lending, bankers had much more experience of the environment as risk than as an 

opportunity 

Nearly all bankers in the study had encountered environmental risk associated with a project for 

which they were assessing a loan application. This was the case for both junior and senior staff. 

Senior staff had more experience in lending, but junior staff knew the more intricate details of projects 

and were often more knowledgeable about how environmental risks arise and need to be managed. 

Only a few had encountered projects where the environment represented an opportunity and, when 

pressed, fewer staff had ever conceived of the environment as a source of opportunity for the Study 

Banks. Environmental projects included those in the renewable energy sector that involved the 

implementation of cleaner energies (gas-fired power plants), and projects of construction of 

wastewater treatment plants or energy-efficiency retrofitting apartment buildings.  

The perception that the environmental impacts of projects more often represent a risk rather than an 

opportunity in commercial bank lending has been well established in the literature (McCammon 1995; 

Coulson and Monks 1999; Thompson 1998 a,b; Case 1999; Jeucken 2001; Barta and Eri 2001; 

Thompson and Cowton 2004; Weber 2005). This is a manifestation of the focus of the lending process 

on risk management (Coulson and Monks 1999; Thomson and Cowton 2004; Weber 2008). This is 

somewhat surprising, given the proliferation of environmental initiatives in the banking sector (such 

as the UNEP FI Statement, the Equator Principles or the Global Compact ) that call on banks to 

pursue the opportunities represented by the environment, and the heightened engagement of banks in 

CSR practices worldwide (Scholtens 2009; Jeucken 2001; Vigano and Nicolai 2006). It was 

anticipated that bankers would have begun to recognise and pursue the opportunities represented by 

the environment in lending, but the results of this study revealed otherwise; bankers’ perception of the 

environment may not have changed fundamentally since the 1990s.  

4. In lending, potential negative environmental impacts of projects can represent direct, indirect 

or reputational risks to Banks  

Interviews with the bankers made it clear that the nature of the risks associated with environmental 

issues could represent all three of the well-recognised types of environmental risks that bankers can 

encounter in lending, namely: direct, indirect and reputational risk. Direct risk was the most 

commonly encountered environmental risk in the Study Banks. Direct risk, also known as lender 

liability, can arise when banks take control of a site that was contaminated when a borrower defaults 

on a loan (as mortgagee for example) (Thompson 1998a, 1998b, Thompson and Cowton 2004, and 

Case 1999, Jeucken 2001). In the Study Banks, site contamination was more often the legacy of past 

activities on the site and not the result of the projects the banks financed (i.e.. the borrowers’ 

activities).  
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An environmental issue that diminishes the cash-flow of a project through hindering its profitability 

corresponds to indirect environmental risk. Indirect risk arises when the borrower is unable to repay 

the loan as a result of the costs associated with managing the environmental impacts of a project 

(Thompson 1998a, 1998b, Thompson and Cowton 2004, and Case 1999). One example described was 

when the environmental authorities required the client (proponent of an abattoir) to implement a more 

sophisticated and expensive wastewater treatment system then was initially proposed as part of its 

upgrade for which it sought financing. From a risk assessment perspective, the Study Bank was 

concerned about how the borrower would be able to fund the additional costs and, had they proposed 

to fund it from their cash-flow, how this would impact on their ability to repay the loan.  

Reputational risk or ‘guilt by association’, has been flagged as the most significant risk to banks and 

the most difficult risk to quantify (Thompson 1998a, 1998b; FORGE 2000; Thompson and Cowton 

2004; Case 1999). Informants in both Study Banks conceded that the financial implications of 

reputational risks could be substantial, but they deemed their own Banks’ exposure to this risk low 

compared to the other types of risks. Informants provided no explanation as to why reputational risk 

exposure was low for their Banks. Others have suggested that reputational risk exposure is a function 

of bank size and that banks that finance large-scale, highly visible projects are the most exposed (Case 

1999; Jeucken 2001).This provides one possible explanation – given the study banks were medium 

size – but even mid-size commercial banks can be exposed to reputational risk, as in the case of Bank 

AP, which financed a shopping centre in an area where the habitat of protected species was 

threatened. The proposal drew heavy objection from the public and Bank AP eventually withdrew 

from an otherwise financially sound loan. In summary, environmental issues in lending can represent 

each of direct, indirect and reputational risk for banks, and the study banks recognise, and 

acknowledge, the need to consider them in project lending.  

5. The financing schemes that banks use to provide loans for projects influence how 

environmental issues translate into risks and opportunities  

The translation of environmental issues associated with projects into risks and opportunities 

associated with bank lending was found to depend on the ways in which projects were financed. The 

Study Banks financed projects primarily on a (i) cash-flow basis, which is also known as project 

financing or on a (ii) balance-sheet basis, which is also known as corporate financing. The complex 

effect of these alternative financing schemes on how environmental issues translate into lending risk, 

and on the financial opportunities associated with financing environmental projects was discussed in 

Chapter 5. The financing mechanism determines the risk associated with any particular environmental 

issue and opportunity, and this needs to be understood in looking for ways to improve bank 

performance with respect to the environment. The key features of cash-flow based financing that 
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appear to carry implications for the way in which environmental issues materialise into risks and 

opportunities in lending are that:  

a) the client repays the loan from the cash-flow of the future project, which makes banks 

particularly vulnerable to indirect environmental risks such as the presence or absence of 

approvals and environmental management plans 

b) projects are undertaken by newly formed companies, created specifically to undertake the 

project (known as ‘special purpose vehicles’) with minimal or no assets and no financial 

history or assessable track record, hence banks take on security to safeguard themselves from 

potential losses 

c) the site of the proposed projects is used to secure the loans and the value of the site 

becomes an important issue for banks and any circumstance that may lead to the depreciation 

of its value, such as contamination, is a real concern 

In contrast, clients are existing organisations in balance-sheet based financing that have a well-

established track record and quantifiable assets that banks could calculate with (Gatti 2008). However, 

balance-sheet based financing was deemed overall to pose more risks to banks because it is extremely 

difficult to track how the client uses the loan. For instance, the borrower may inject part of the loan 

into another facility instead of using it to construct the project, or might inject the profits from the new 

project into its old project instead of using it to repay the loan. In terms of environmental issues, 

balance-sheet based financing would mean that  

a) the borrower could use funds from the loan to fund the upgrade of its existing facilities to 

meet environmental regulations or to pay fines for breaching environmental regulations  

b) contamination on the site of proposed projects did not represent risks, as sites were not used 

as security 

c) financial and environmental performance of the clients could be part of the risk assessment 

impacts and environmental performance of existing facilities of the borrower can.  

The financial opportunities associated with financing environmental projects were also closely linked 

to how projects were financed. For instance, the Municipality department in Bank EU financed the 

construction of wastewater treatment plants and sewerage pipelines in Hungary. The borrowers were 

Hungarian municipalities, who secured some funds from the government (through the European 

Union) that partially covered the cost of the project. The remainder of the costs were obtained through 

bank loans. Hungarian municipalities were not the ideal borrowers, as their assets were minimal 

compared to the size of these megaprojects. However, the government granted municipalities the 
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authority to collect fees associated with providing basic community infrastructure, including the 

collection and treatment of municipal sewerage. It also granted municipalities the authority to collect 

outstanding fees owed by households for the provision of these services from tax returns or 

government (social) support. This provided municipalities with a source of guaranteed income (cash-

flow) that Bank EU could calculate with and incorporates into the financing and made these projects 

feasible for the Bank. Bank AP took advantage of a similar scheme in Australia which generated 

guaranteed cash-flow from gas-fired power plants and wind farms. The scheme was the creation of 

mandatory gas and renewable energy targets for the nation. This scheme offset market risk by 

guaranteeing a market for renewable and cleaner energy which led to a very favourable environment 

for finance these green projects.  

The important conclusion is that such complexities were only made transparent through the in depth 

discussions with the staff of the Study Banks who were directly involved in the lending activities. 

6. The Study Banks’ approach to CSR was predominantly neoliberal  

Advice provided by the bankers in this study lead to the conclusion that the Study Banks approached 

environmental management, in the broader context of CSR, from a neoliberal perspective. According 

to the neoliberal approach, a firm’s sole responsibility is to satisfy its shareholders – that is to be 

profitable (Friedman 1970). Firms can implement certain CSR practices that assist with risk 

management and can help harness win-win opportunities within this approach (Broomhill 2007; 

Amaeshi and Adi 2007). It can be noted that both Study Banks took advantage of win-win 

opportunities and employed risk management practices. They also published information about their 

environmental projects: one in its Corporate Social Responsibility Report, the other in the 

Sustainability section of its Annual Report. This sort of more proactive approach suggest that the 

Study Banks may have had a stakeholder approach to CSR. However, the Study Banks’ external 

reports did not provide a definitive or balanced view of how environmental issues were dealt with 

internally. Environmental projects were presented in a way that suggested that the Study Banks 

pursued them because of their positive environmental outcomes, but the interviews had shown that 

they were financed because they attracted financial incentives that made them a good investment. 

Their positive impact on the environment was recognised as good material to include in external 

reports. Further, the Study Banks’ external documents did not mention any adverse environmental 

impacts of lending, nor did they describe the approach used to manage the two Banks’ indirect impact 

on the environment. The external documents suggested that the Study Banks followed a stakeholder 

approach to CSR, but the in depth study revealed that actually the Study Banks employed a neoliberal 

approach to environmental management in their internal practices.  
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7. Banks handle the risks and opportunities of environmental issues within the scope of their 

existing lending processes 

The project lending practices of the two Study Banks revealed that neither Bank EU nor Bank AP had 

a specific policy or protocol to deal with loan applications for projects that exposed them to 

environmental risks or for projects where the environment represented opportunities. Furthermore, 

neither Study Bank had designated a specific team, unit, or staff member to deal with applications for 

projects where environmental impacts or other environment-related issues arose. Environmental risks 

and opportunities were dealt through the Banks’ existing practices and the staff expressed confidence 

in the capacity of the Study Banks’ existing practices to identify and assess environmental risks and 

identify opportunities presented by environmental projects adequately. This is completely in line with 

other descriptions of the way that commercial banks address environmental risks (see, for example 

McCammon (1995) for banks in the United States, Coulson (1999) for banks in the UK and Weber 

(2008; 2012) for banks in Europe and in Canada). Despite this, Case (1999) and Barannik (2001) have 

highlighted that establishing a specialised unit to deal with environmental issues in commercial banks 

is a viable option. Coulson (2001) for example, described how such a specialist environmental unit in 

the British Lloyd TBS bank was designated to assess environmental risks and advise credit officers on 

how to manage them. However, such environmental risk management units may only be feasible for 

large banks, like Lloyds TB, while mid-size commercial banks globally appear to address 

environmental risks in lending via their existing practices.  

The bankers interviewed expressed confidence in their existing risk management practices, citing that 

environmental risks rarely arose and had never resulted in loan defaults. However, there is no way to 

benchmark such claims. Unwillingness to establish specialised units fits with Case’s (1999) 

explanation that banks view risk assessment as one of the costs of doing business, which they seek to 

minimise through the implementation of automated risk grading systems, standard credit application 

forms and employment of a small team of risk assessment specialists. 

8. The business line plays an important role in project lending and in the identification of 

environmental projects in particular and senior management in the business line promote large 

scale environmental projects. 

The business line and the risk line of the Banks fulfilled different functions in project lending: the risk 

line carried out the risk assessment and managed lending risk, the role of the business line was to seek 

out and identify projects and recommend them to the risk line for consideration. Potential projects 

entered the project lending process through the business line, which handed over its assessment and 

information it collected to the risk line for risk assessment. In practice, the two lines consulted with 

each other and the risk assessment staff often advised staff in the business lines about how loans could 



 

192 

 

be structured and what additional information was needed from clients. Both lines provided input into 

lending decisions. Earlier studies on the role of environmental matters in lending have focused 

primarily on the work of the risk line (Coulson and Monks 1999; Thomson and Cowton 2004; Weber 

2008; 2012). Thomson and Cowton (2004) have even suggested that (credit) risk assessment is 

synonymous with the lending process. The results of the current study also confirmed the important 

role of the risk line in lending, but also revealed that the business line plays an equally crucial role in 

this process.  

The role of the business lines was particularly important in the identification of environmental 

projects. Environmental projects and the financial opportunities they represented were identified in 

the scope of the Study Banks’ standard practices, however the departments that undertook the 

majority of environmental projects tended to be more actively engaged in seeking out projects. 

Financing environmental projects was the initiative of senior management in the business lines of 

both Study Banks. The senior managers attended workshops and trainings to acquire specialist 

knowledge that helped them understand and harness the financial opportunities environmental 

projects attracted. They then constructed the loans in a way that enabled the Study Banks to draw on 

those funds or utilise those funds in the calculations of project cash-flows. The specialised knowledge 

and determination of senior managers appeared to have been an essential driving force in financing 

environmental projects in the two Study Banks. These senior managers learned about the incentives 

available and recognised them as financial opportunities that could be implemented into the financing 

scheme. They structured the loans accordingly and explained to top management how the Study 

Banks can benefit from the projects.  

Considering that the assessment of environmental risk and financing environmental projects (even if it 

is only to take advantage of the financial incentives they attract) is not a legal requirement for banks, 

it can be regarded as a beyond compliance CSR activity. A number of theories have been proposed to 

explain the implementation of beyond compliance CSR activities in the private sector. Institutional 

and stakeholder theory for instance consider implementation as a response to external pressures from 

external institutions or stakeholders (Prakash 2001; Annandale and Taplin 2003). Power and 

leadership based theory are among those theories that hold that factors internal to firms are the key 

drivers of firm behaviour. According to power-based theories, policies are only implemented when 

they win the support of more powerful or superior managers, while leadership based theories 

emphasise the role of leaders within an organisation who can build consensus and win over sceptics to 

push their agenda through (Prakash 2001). The results of this study revealed that a combination of 

different theories explain how banks address environmental issues in lending. The implementation of 

measures to assess and manage environmental risk were primarily driven by the prospect of liability 

and development and/or environmental approval, which is in line with institutional theory. Financing 
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environmental projects exhibited features of both leadership and power based theory. Senior managers 

took their proposal to finance in this new area to the Board of Directors and won their approval to 

pursue environmental projects. Loan applications for individual environmental projects still had to 

progress through the same standard approval process that all other projects did. This means that 

environmental projects had to be recommended by the business line and pass risk assessment by the 

risk line before they could proceed to relevant decision-makers. Thus the business and the risk lines 

had to come to an agreement before proposals to finance environmental projects could proceed to 

decision makers and this process was led by senior managers, which resonates with power based 

theory.  

9. Project lending practices of the two Banks exhibited strong similarities in assessment, risk 

and decision-making processes – leading to the formulation of a framework model of project 

lending in this study 

There were strong similarities in the way that loan applications were processed and risks, including 

environmental risks were assessed, and how decisions regarding financing projects were made in the 

Study Banks. Decisions about whether to finance projects were made at decision-making forums 

(Credit Committees) comprised of senior staff who were delegated the authority by the Board of 

Directors. Decision-makers took into consideration the recommendations of the business line and the 

outcome of the risk assessment to come to a unanimous decision about whether to finance projects or 

reject loan applications. There were also similarities in the organisation of project lending functions, 

such as the separation of the business and risk lines and their functions. The symmetry lead to the 

conclusion that it could be beneficial to develop a framework model of project lending – the purpose 

of which was to show how environmental risks and opportunities were addressed in assessment and 

lending decisions. The framework model of project lending expands on past simplified models used to 

explain how banks address environmental risks, such as Weber’s (2008) five step credit risk 

management model that was used to determine the extent to which European banks integrated 

environmental risk management into their practices. Ganzi et al (1998) also used a simplified model 

of the project finance process of commercial banks in the US to inform NGOs and the wider public 

not formally educated in bank management as to where environmental leverage points can be found. 

The framework model of project lending was devised from the practices of the two commercial banks 

studied. Those banks operated under different regulatory, market and cultural environments. The 

purpose of the framework was to facilitate understanding of commonalities in internal bank processes 

for lending against which it could be observed how bankers deal with environmental issues in their 

day to day activities. The model is, to this authors knowledge, novel in the sense that it focused on the 

operative activities of bank staff, and contributed to existing knowledge of the key steps in credit risk 
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assessment (see Weber 2008) and in project financing in commercial banks (see Ganzi et al (1998) 

and Gatti (2008)). The fact that the internal practices of the Study Banks exhibited strong similarities 

in many of these aspects suggests that commercial banks globally may exhibit substantial similarities 

in terms of the activities involved in the assessment of loan applications and the way in which 

environmental risks and opportunities are identified, assessed and managed.  

The purpose of the model developed in this study was to show how environmental risks and 

opportunities were identified, assessed and managed, and therefore it focussed on the key activities 

performed by bank staff, the type of documents that were involved, and typical timeframes allocated 

to activities. In this way it differs from Weber’s (2008) credit risk assessment model. The framework 

model also shows how environmental impacts of projects are addressed and how they transform into 

risks and opportunities. It does have some similarities to the project finance model of Ganzi et al 

(1998) in that it can inform those who may not be familiar with bank management terminology and 

the intricacies of internal processes, which includes environmental professionals and policy-makers. 

10. Negative environmental impacts do not carry sufficient leverage to impact lending decisions 

except when they expose banks to reputational risk 

The Study Banks did not exclude projects automatically on the basis of their potential to adversely 

affect the environment. Bankers from both institutions emphasised that their institutions were open to 

financing any type of activity and would exclude only a very limited range of projects from their 

portfolios, such as those involving illegal activities, arms dealing and tobacco.  They did not think it 

was the banks’ duty to finance projects that, according to one informant, “would make it on the list by 

Greenpeace”. This reflects a neoliberal approach to CSR, which regards fiduciary duty to maximise 

profits to shareholders as the sole responsibility of companies (Milton Friedman 1970). The neoliberal 

approach to CSR is related to the belief that the key function of banks in the financial system and their 

core duty to society is to provide financial intermediary services to the population (Cowton 2010; 

Decker 2004; Prior 2009). A clear conclusion of this study is that while the Study Banks operated in 

different countries, they shared a neoliberal view on the role of banks in the financial system.  

The risks of negative environmental impacts of projects were viewed as an acceptable feature of 

lending. Bankers in both Study Banks emphasised that risk is inherent to lending and that 

environmental risk is “just another risk”. Both Banks had what they believed to be sophisticated risk 

management practices in place to identify, assess, and manage risks (similar to that described as 

common practice among commercial banks in Europe and the US by Barannik (2001) and Weber 

(2008)). Ultimately, the decision to finance projects depended on whether residual risks (risk that 

remained after risk management options were exhausted) were acceptable, and they could not recall a 

case when a loan had defaulted as a result of environmental risk. However, while such risks were 
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regarded as acceptable, this was not the case for reputational risk. It can be concluded that when 

environmental risk manifests as reputational risk, it can carry sufficient leverage to significantly 

impact lending decisions.  

11. Bankers’ have access to EIA reports and company annual reports but tend to utilise neither 

in their risk assessments 

EIA reports were identified in this study as one of the few environmental management tools that were 

potentially accessible to bankers and potentially used to determine if the Banks would be exposed to 

environmental risks if they financed projects. The utility of EIA reports for bankers in the assessment 

of environmental risks has been identified by Case (1999), Jeucken (2001) and others, although, 

Jeucken (2001) argued that its contents are not really suitable to assess environmental risks. EIA has 

been flagged as a key instrument for banks to assess environmental risks associated with financing 

large-scale projects (The Equator Principle Association 2011). 

The findings in this study were that few bankers accessed EIA reports from clients and when they did, 

they did not read them. EIA reports were only routinely collected and analysed by staff in the 

Australian Bank’s Infrastructure Finance department; the department that financed purely large-scale 

infrastructure projects such as roads, tunnels, airports, ports, power plants and wind farms. In this 

instance there is some evidence that the EIA reports were consulted to identify and assess 

environmental risks. While EIA reports currently appear to be little used by bankers, the contradiction 

is that they are closely linked to the government approval process, and it was the outcome of the 

approval that bankers indicated to be of the utmost importance to them. Non-realisation of projects is 

identified by bankers as a major risk, affecting the basis for the loan, the cash flows of projects, and 

loan repayment. Further the bankers in both Study Banks indicated that they had imposed conditions 

on loans requiring borrowers to show evidence that approval from all relevant authorities (including 

environmental authorities) had been granted prior to access to the loans. EIA reports were often 

available at the time when project proponents sought financing. This is clearly a key feature of EIA 

that make it a potential tool to assist in environmental risk assessment in lending, and the rationale 

behind the requirement for Equator Banks to examine EIA reports.  

The lack of utility of EIA reports to bankers in general is not surprising, considering that EIAs were 

not designed to inform bankers about environmental risks or opportunities - bankers represent non-

traditional and non-intended users of EIA. In addition, bankers lack an understanding of the 

limitations, problems and shortcomings of EIAs that the environmental profession is largely familiar 

with so there is a potential that bankers do not interpret the contents of EIA in a judicious manner. For 

instance, EIA cannot adequately deal with cumulative impacts and shows weaknesses in addressing 

significance and scientific uncertainty (Tennoy et al 2004). The problems with long EIA reports and 
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the utility of the final document to a wide range of users, including the public and decision-makers 

have also been well documented (Page 2006).  

There was no evidence in the Study Banks that annual company reports were used to identify and 

assess environmental risks or opportunities in lending. This contradicts previous studies which have 

shown that lenders use annual company reports to obtain environmental information (Deegan and 

Rankin 1997; Thompson and Cowton 2004). Investigation into Bank EU’s and Bank AP’s lending 

practices revealed why. Annual company reports were not used because the overwhelming majority of 

projects financed by the Study Banks were undertaken by so called ‘special purpose vehicles’, project 

companies created specifically to undertake a specific project that did not have a history or record of 

past financial or environmental performance and hence did not publish annual reports. The creation of 

‘special purpose vehicles’ is a common feature of project financing (Esty 2004; Gatti 2008; Romih 

2008). In some cases the Study Banks financed projects through balance-sheet based (also known as 

corporate) financing, which was a financing scheme that was available to clients representing existing 

companies. These companies did publish annual company reports which represented a key source of 

information to the Study Banks with respect to assessing the financial features of clients. However, 

there was no indication that the Study Banks consulted annual company reports to identify 

environmental risks and overall, balance-sheet based financing was a much less common way to 

finance projects then project finance because it exposed the Study Banks to far more risks.  

12 Fines for breaching environmental regulations are too small to materialise into indirect risk 

for banks in lending 

The study provided evidence that the Study Banks’ exposure to indirect environmental risk was 

minimal because the size of the fines that resulted from breaching environmental regulations was 

small in comparison of the size of the projects. For example bankers indicated that the fines for 

clearing remnant vegetation in Australia or protected vegetation in Hungary were negligible in 

comparison to the overall cost of projects and the expected revenues. Bankers regarded the fines for 

water and air pollution also as negligible in both countries - to the extent that bankers said they would 

not notice if a company was fined for breaching these regulations. Bankers monitored project 

performance until loans were repaid, which was well into the operational period of projects, often 

over a decade or more, but none could recall a case when a borrower’s ability to make repayments 

was jeopardised as a result of environmental fines. Bankers explained that in these instances, the cost 

was incorporated into the cash-flow and would not be noticed.  

At the moment, fines for breaching environmental regulation do not appear to persuade the private 

sector to act in a more environmentally conscious manner – at least, according to the evidence from 
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bankers, they are not substantial enough to translate into a real financial risk, and hence of no concern, 

to the banks who are financing the private sector.  

7.3 Implications of the findings for banks that wish to enhance 

consideration of environmental concerns in their project lending processes 

Insights provided by this study into the internal lending practices of mid-size commercial banks, and 

the capacity of bank staff to address environmental risks and opportunities that arise within projects, 

has implications for banks that may wish to implement or improve their existing processes. It is 

possible to identify some principles that indicate which strategies may or may not work in such banks 

to ensure risk management practices include environmental risks and to increase the proportion of 

green projects in their lending portfolios.    

1. Strategies to identify, assess and manage environmental risks and opportunities in bank 

lending should fit with banks’ existing lending practices.  

The results of this study confirmed earlier findings that banks tend to deal with environmental risks in 

lending in the scope of their existing practices and revealed that negative and positive environmental 

impacts of projects can carrying financial implications for banks. Bankers’ inclination to consider the 

environment from a financial perspective is understandable, considering that their educational and 

professional backgrounds were in the fields of finance, commerce, or real estate and property 

development. They were not formally educated in environmental management, science or policy. 

Furthermore, informants revealed that they believed it was expected of them that they consider 

environmental issues related to projects purely from a financial perspective. Neither Bank EU, nor 

Bank AP can be regarded as a green or sustainable bank (although Bank EU had signed the UNEP FI 

Statement at the group level, Bank EU staff were not aware of this and it was not published on Bank 

EU’s website). This suggests that the environment was not at the forefront of the agenda of the two 

Banks and that the environment, in its own right, was not an issue for them. Yet both Study Banks 

encountered environmental risks, took advantage of the opportunities presented by environmental 

projects and addressed environmental risks and opportunities in the scope of their existing practices. 

One conclusion that can be drawn is that commercial banks, in general, may be more willing to 

implement measures to deal with environmental risks and opportunities that fit into their existing 

practices. This could be useful for environmental policy-makers and pressure groups who would like 

to see mainstream commercial banks engage in financing green projects more proactively and support 

projects with significant negative impact on the environment less. In order for environmental 

measures to be readily accepted, implemented and utilised, in other words viable, they need to flow 

into banks’ existing lending practices.  
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Another implication of the findings was that certain environmental management tools may not be as 

appropriate in some banks as others. For example, it was discovered that staff in the business and risk 

lines in both Bank EU and Bank AP operated under short timeframes. Consequently, staff did not 

consult credit policies and guidelines to assist in their assessment of loan proposals; rather they relied 

on common sense and experience and consulted other colleagues if they were in doubt about how to 

proceed with their assessments. This suggests that environmental risk handbooks, such as those used 

in Danish banks and in some Hungarian banks (see Pedersen and Atkins (2001) and Bulkai and 

Pasztor (2001)) would not be used in the Study Banks. It appears that the protocols in the Study Banks 

would not accommodate the use of such handbooks. However, staff in both Bank EU and Bank AP 

have attended workshops that they deemed very helpful in honing their skills in identifying and 

assessing environmental risk and identifying and calculating with the financial opportunities 

represented by environmental projects. Staff members deemed these training sessions lasting up to a 

week useful because they provided practical examples they could relate to, as long as they did not 

take up too much time.  

2. Designate a staff member, or a small team, in the business and risk lines to deal with loan 

applications that carry environmental risks or opportunities 

Mid-size commercial banks with moderate to low exposure to environmental risk, and those that wish 

to pursue financing opportunities for green projects, would likely benefit from designating a staff 

member or a small team in their business and risk lines to deal with specific loan applications. Given 

that environmental risks and opportunities in project lending were not commonly encountered in the 

Study Banks though both were recognised as potentially having significant implications for the 

organisations, commercial banks with low to moderate exposure to environmental risk and those that 

wish to pursue financing green projects would benefit from the availability of relevant internal 

expertise. Such a staff member or team, who could be designated as ‘environmental credit officers’ or 

‘sustainability champions’, would become custodians (in addition to their existing portfolios) of 

projects that expose banks to environmental risks and opportunities, and called upon to deal with such 

projects on an ‘as needs’ basis. This is a similar practice to how loan applications are already 

allocated in the business and risk lines in the Banks studied. By and large, loan applications were 

distributed to teams that had free capacity at the time, meaning that staff were expected to be able to 

process applications for any type of project, relying on common sense and experience to assess risks. 

However, there were also teams in both Study Banks recognised as specialists (for example, to handle 

projects related to the development of senior living and retirement villages, or energy projects). 

Again, designating a staff member or a small team to deal with projects with specific features, such as 

those that could expose banks to environmental risks or opportunities would resonate with banks’ 

existing practices.  
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Designation of ‘environmental credit officers’ or ‘sustainability champions’ would allow these staff 

members to accumulate knowledge about environmental risks and opportunities faster as they would 

be exposed to them more frequently, but be a more viable option for mid-size commercial banks than 

housing a team of specialists whose expertise was solely in managing environmental risks associated 

with transactions. Teams of specialists are more common in large banks and MDBs (Coulson 2001; 

Weber 2005). While having a team of competent environmental risk specialists may be more ideal, it 

is an expensive endeavour that is not likely to be feasible to mid-size banks.  

Banks could seek out staff who have a genuine interest in the environment to be ‘environmental credit 

risk officers’ or ‘sustainability champions’. Several bankers interviewed in the study Banks 

demonstrated such an interest. It plausible that other commercial banks would also have employees 

that share this interest and banks should harness this awareness and knowledge about the 

environment. It also possible, although it has not been tested in this study, that these staff members 

would be willing to take on the specialist role to deal with projects that expose banks to environmental 

risks and opportunities. For instance, banks could provide ‘environmental credit risk officers’ or 

‘sustainability champions’ with the opportunity to attend specialised training to hone their skills as 

part of their work. The UNEP FI for example, offers an Environmental and Social Risk Assessment 

course for banking professionals conducted entirely on-line, with access to a database of 

environmental risk examples (UNEP FI 2013).  The IFC also offers a similar environmental risk 

training course and runs workshops on other topics to its partners (IFC 2013). There were staff in both 

Study Banks that have attended such externally run environmental workshops and deemed it helpful. 

The strategy to grow in-house expertise has been suggested in the literature on many occasions (see 

for example Case (1996), Barannik (2001) and Jeucken (2001)); though primarily to enhance banks’ 

environmental risk assessment. It would be equally applicable to growing green business 

opportunities.  

7.4 Implications of the findings for environmental practitioners and 

policy makers that wish to pursue banks to implement sustainable banking 

practices 

1. Clients come in contact with banks very early or late in the planning phase which carries 

implications for the type of environmental information they can obtain from clients and their 

capacity to fulfil an advisory role  

The study provided insight into when clients seek financing from banks, which provided an 

opportunity to determine which environmental management tools, if any, would available to banks to 

determine if projects pose environmental risks or opportunities. A vast number of environmental 
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management tools exist today that can help companies assess and manage their impact on the 

environment (Sandhu 2010). These tools become available at different phases of the project cycle 

(Ridgway 1999; Harou 1994). One proposition put forth in this thesis was that some of these tools 

may be used by bankers because they contain information that can help them assess and identify 

environmental risks and opportunities and because they are available at the time when borrowers seek 

financing.  

It was found that clients always approached the Study Banks for financing in the planning phase of 

projects, which coincides with the timing of certain environmental management tools, such as EIA, 

environmental due diligence and others. However, it was also discovered that different business 

generating strategies were employed by departments which determined how early in the planning 

phase clients approached the Study Banks for financing. This carried implications for the type of 

documents and approvals that clients submitted to bankers, and the extent to which bankers fulfilled 

an advisory role. Two types of business generating strategies were used in the Study Banks: (i) 

actively seeking out potential projects that were still in the very early planning stage and (ii) 

processing incoming loan applications for projects that were well advanced in terms of planning and 

approvals. In the departments that actively sought out business opportunities, staff members would 

often come in contact with clients prior to having finalised key aspects of the project. This allowed 

staff from the department to advise clients on how to proceed with commissioning the necessary 

studies required for approval, how to set up the project company, which government incentives to 

apply for and how. In many instances, clients contacted the department before even a cash-flow was 

prepared. The value of being involved early in project planning for the Study Banks was that they 

could take on more of an advisory role such as select an environmental consultant to prepare and EIA, 

and tailor the financial aspects of the projects to suit the financing schemes employed in the Bank to 

take advantage of financial incentives for environmental projects. When the clients approached the 

Study Banks with a project that was well advance in planning, it allowed bankers to collect permits 

and approvals which helped them manage the risk that the project will not be able to begin operation 

as a result of lack of environmental or other relevant approvals. In summary, environmental 

practitioners and policy makers should be aware that bankers’ capacity to utilise certain 

environmental reports, such as EIA reports, and provide advice to clients on how to proceed with 

approvals and take advantage of financial incentives is influenced by the business generating 

strategies employed by the bank. Furthermore, these strategies can vary between different 

departments within a bank.  

2. To be potentially useful for banks, environmental management tools should fit into existing 

project lending practices 
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The operative lending protocols in the Study Banks revealed that those environmental tools that could 

fit into their existing protocols were more readily used. This implication follows from the previous 

point about the timing of environmental management tools, but it also suggests that certain 

environmental management tools that have been used by some banks and recommended to banks by 

others may not always be appropriate. For example, it was found that staff in departments that 

handled a large volume of loan applications worked under very tight deadlines (in one department, 

staff in the risk line had only three to five working days to complete their assessment). As a result, 

staff mainly relied on common sense and experience to identify and assess risks, including 

environmental risks. They did not consult internal credit policies and guidelines in their assessment, 

which was described as a set of routine tasks. Thus it is difficult to imagine how these bankers would 

use environmental risk management tools such as handbooks for environmental credit risk 

management. However, the staff may benefit from training in environmental risk identification and 

how to interpret various environmental reports, Valuation reports or Quantity Surveyor’s reports and 

contaminated land registries which they had access to and used in their existing practices. This could 

be the target of capacity building trainings run by environmental practitioners, MDBs or government 

authorities. 

3. Fines for breaching certain environmental regulations need to be increased to have definitive 

financial implications for clients and banks 

Negative environmental impacts manifested most often as indirect risks in the Study Banks, but 

indirect risks were not regarded as a major risk. This was because the fines for breaching 

environmental regulations were small in relation to the size of projects (their cash-flow and expected 

profits). Environmental policy-makers may need to consider adjusting the size of fines in a way that, 

for example, takes the size of the overall project into account. Policy makers should consider 

prescribing the disclosure of environmental fines in company annual reports. On the one hand, this 

may deter companies from breaching regulations and would also inform bankers about a client’s 

environmental performance. The impact on the bank sector would be limited to balance-sheet based 

financing.  

7.5 Areas for future investigation 

The conduct and results of this study have raised further questions in the areas of lender liability and 

banks’ project lending practices that should be investigated in the future.  
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1. Lender Liability 

The study raised questions about the extent of bankers’ involvement in planning projects through their 

advisory role. The findings indicated that banks’ involvement may, in some instances, constitute a 

level of involvement that could potentially constitute liability for the environmental pollution caused 

by projects. Lender liability has been identified as the main motivation for banks to address the 

environmental implications of projects and the primary reason why banks started to address 

environmental risks in the scope of their regular credit risk assessment in the 1980s (Mc Cammon 

1995; Weber 2005; Ganzi, Seymour et al.1996). Banks have been held liable for cleaning up the 

pollution caused by projects they take control over (in the event of loan default) in the US since the 

introduction of CERCLA (Missimer 1996; Case 1999). Should such lender liability laws extend to 

banks that advise clients about how to approach environmental authorities and deal with 

environmental issues? Should lender liability be introduced in countries such as Hungary and 

Australia? The results of this study question whether bankers’ argument that, as lenders, they are not 

in a position to influence or control the behaviour of their clients, as expressed by the British Bankers 

Association (in Schmidheiny and Zorraquín 1996) at the beginning of Chapter 1, is appropriate.  This 

could be the subject of investigation into the extent of bankers’ involvement and the legal grounds for 

lender liability. What type of involvement and advisory activities constitute lender liability? To what 

extent do banks engage in such activities? Should banks be liable for the pollution caused by the 

projects they helped plan and if so, to what extent? The findings of this study raise sufficient 

questions about bank involvement in projects in their planning stage that warrant such an 

examination.  

2. The Framework Model of Project Lending  

Another area for future research is further development and testing of the framework model of project 

lending, particularly in cross-cultural settings. The framework model of project lending was devised 

from the practices of two commercial banks that operated under different regulatory, market and 

cultural environments. The purpose of the framework was to facilitate understanding of 

commonalities in internal bank processes for lending against which it could be observed how bankers 

deal with environmental issues in their day to day activities. The model is, to this authors knowledge, 

novel in the sense that it focused on the operative activities of bank staff, and contributed to existing 

knowledge of the key steps in credit risk assessment (see Weber 2008) and in project financing in 

commercial banks (see Ganzi et al (1998) and Gatti (2008)). The fact that the internal practices of the 

two banks exhibited strong similarities in many of these aspects suggests that commercial banks 

globally may exhibit substantial similarities in terms of the activities involved in the assessment of 

loan applications and the way in which environmental risks and opportunities are identified, assessed 
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and managed. To what extent the model captured the essence of commercial bank practices should be 

the subject of a future study. A common model, if such exists, could go a long way towards providing 

the foundations of an international study to assist in analysing how banks address environmental 

issues in their lending processes. It has been suggested that, as the products and services of banks 

become increasingly similar, so do the risks they face and the way in which risks are assessed and 

managed (Saunders and Cornett 2006). Thus it is possible that environmental risks and the way they 

are handled by banks operating worldwide are also similar. Both banks, and the environmental 

profession, have much to gain if a common model of project lending can be utilised that would then 

facilitate direct comparison of a banks environmental concerns and processes. Such a model could 

facilitate studies directed at understanding of what drives banks’ internal lending processes, 

identifying weaknesses and opportunities to, for example, devising financial incentives that banks can 

incorporate into the project cash-flow. A model of project lending could assist in improving or 

designing environmental management tools that can interact directly with key steps in bank lending. 

3. CSR in Banks: the claims vs the reality 

Future research should examine to what extent banks actually engage in CSR practices compared to 

what they claim to engage in as, for example, in their annual or CSR company reports. Both Study 

Banks disclosed their CSR practices (which included practices geared toward addressing the 

environmental impact of projects they financed) to the public. However, the interviews revealed that 

the staff who actually engaged in project lending were not aware of most of these practices and 

endeavours. The published reports also did not provide information on the proportion of 

environmental projects that the Study Banks financed in their overall lending portfolios and were 

vague in terms of internal environmental (or sustainability) policies. It can be argued that this leaves 

an impression that banks are ‘greener’ on ‘paper’, than they really are, in practice - the reporting of 

CSR tools bears little or no relationship to actual internal processes. It should be noted that previous 

studies on the environmental practise of banks have relied largely on the examination of CSR and 

Annual reports, in some cases, complimented by responses to surveys sent to one representative of the 

management to determine CSR and environmental performance of banks (see Jeucken 2001; 

Scholtens 2008; Weber 2005; Weber 2012). This current study suggests that, given disconnection 

between claim and practice, this approach has little validity. More focus on the internal processes and 

dynamics of corporations has been called for by Prakash (2000; 2001), Sharma (2000), Annandale 

and Taplin (2003) and others. The results of this study demonstrate the need to understand the 

relationship between actual disclosed CSR practices in banks as well.  

4. What determines, or increases, the exposure of banks to reputational risk?  
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The present study found that considerations of reputational risk figured strongly amongst bankers, 

though it was not able to gather definitive data on the nature, drivers and responses to such risk. The 

severity of reputational risk is linked to public perception of the nature and extent of environmental 

impact of a proposed project and the banks’ role in facilitating its realisation (Case 1999). In the case 

of the two Study Banks, reputational risk only posed a real threat when public opposition against an 

otherwise low-impact development was strong. This resonates with Sarokin and Schulkin’s (1991) 

rhetoric of the ‘tale of the FIsh deposit’, which described how public hostility toward a proposed 

hazardous waste incinerator led to someone depositing a dead FIsh in one of the safety deposit boxes 

of the local bank that was to finance the development. The incident resulted in the closure of the bank 

for several days until the deposit could be located and removed and although no one claimed 

responsibility or stated a reason for the ‘FIsh deposit’, in the end the bank did not fund the project. 

The Study Bank’s experience and Sarokin and Schulkin’s (1991) story suggest that the views of the 

local public may be factor in banks’ reputational risk exposure. Further research should determine 

what increases the exposure of banks to reputational risk. 

5. The GFC and consequent changes in banking practices. 

It is recognised that this study was conducted not long before the global financial crisis (GFC) hit and 

left its mark on the economies of countries worldwide. It is not known to what extent bank lending 

practices have changed since the GFC. While it is unlikely that cash flow based project financing, and 

balance sheet based corporate financing, changed in principle and practice, most likely due to a lack 

of alternative financing schemes, further research needs to verify that this is the case.   
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Appendix 1 

The framework model of project lending 

Generic names are used to refer to documents that were used or produced in the project lending 

process; key outputs (forms, documents, etc..) are the italicised when they are first mentioned.  

Step 1: Project acquisition 

Project acquisition consists of various activities that aimed to identify projects the Banks would 

finance. Potential business opportunities were either generated by ‘sales’ staff whose role was to 

actively seek out potential business opportunities, or emerged when a proponent approached one of 

the Banks’ branches or head-offices with a definite, tangible project plan. Both scenarios were 

observed in the Study Banks
18

. Which approach departments used was a strategic decision that 

reflected and changed according to trends in the market. In the event that staff in the business lines 

played a sales role, the staff member met with the proponent to discuss the project several times and 

often visited the site of the proposed project. These discussions would then lead to an informal 

(usually verbal) agreement that the proponent will apply for a loan with the Bank, proceeding to the 

next step, Credit application. Project acquisition was less proactive in the event when projects were 

generated by “walk-in customers” through one of the Bank’s branches. In this case, the proponent 

submitted documents describing the project, which informants referred to as being “of various levels 

of sophistication”, depending on the nature of the proponent. These documents were sent to the head-

office, or regional offices, although this was much less common, that had the capacity to deal with 

project lending transactions.  

Step 2: Credit application 

Once the proponent decided to seek financing, the next step was to indicate this intention formally, by 

supplying the business line with information about the project. The Banks typically required 

proponents to supply the following information: 

 an indication of the size and tenure of the loan the sought 

 a description of the expected cash-flow of the project and a well-defined financial plan, or a 

feasibility study 

                                                      
18

 Members of Bank EU’s Municipality department’s regional teams, the Director of Bank AP’s Project Finance 

department and the Sales Managers in Bank AP’s Property Finance area were actively searching for new 

business venues usually among existing clients, or ‘major players’ in a certain sector of industry. Meanwhile the 

majority of the deals in Bank EU’s Project Finance department were initiated by “walk-in customers” (Team 

Leader 1 Project Finance department, Bank EU). 
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 a description of the project  

 a timeline proposed for the construction and completion of the project and a schedule of when 

loan repayments are expected  

 information about the financial status of the borrower and sponsors  

 information about the security involved in the transaction  

 evidence of professional capacity of the team involved in the project 

At this stage, the Banks also accepted additional information about the project that was normally only 

required in the next step (Indicative Proposal), such as copies of approvals from relevant authorities or 

evidence that approvals have been sought, copies of pre-sales or tenancy agreements for residential 

and commercial developments, project designs and plans, etc.. Staff in the business lines opened a 

folder for the project on the Banks’ internal database to store information about the project and which 

was visible to staff in the business and risk lines. Often, staff from the business lines visited the site 

again, or for the first time if they have not done so previously, to experience or “…get a feel for the 

project”, first-hand.  

Information in project-related documents was used to make a preliminary assessment about whether 

the Bank was interested in financing the project. In order to do this, staff (usually junior level staff) in 

the business lines collected and reviewed all the documents that the proponent submitted and selected 

the information that was important from the lender’s perspective. Business line departments that 

processed a large volume of applications (such as Bank EU’s Project Finance department and all the 

departments in Bank AP’s Property Finance area) used Credit Application Forms to record this 

information. These forms listed all the information that the Bank needed to make a decision about 

whether to finance the project. These standardised nature of Credit application Forms made the Credit 

application process quicker, although it required proponents to have a reasonably well-prepared 

proposal ready before approaching the Bank. In a sense this was not an unreasonable expectation, 

because the majority of new loan applications in the departments that used Credit Application Form 

came from existing clients. 

Business line departments that financed complex and large-scale projects that involved multiple 

players, such as public-private-partnerships, syndicate loans, or multiple sponsors (such as several 

municipalities), used the information they collected about projects to build a financial model. The 

financial model is a detailed account of all the expected expenses and revenues of a project. Financial 

models were prepared for each project individually. They were used instead of Credit Application 

Forms in Bank EU’s Municipality department and Bank AP’s Project Finance department because the 

projects these departments financed required banks to become involved in projects (express their 
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intention to finance) early on in the planning phase. The financial model was built and examined in 

great detail. Bankers were trying to determine the “…the level of certainty of each item” in the model 

to get an overall picture of the feasibility of the project “…from a financier’s perspective” (Director of 

Project Finance, Bank AP). 

Another key task of the business line staff in the Credit application step was to determine the overall 

risk grade (or risk score) for a transaction using the Bank’s risk grading software (or risk rating 

system). The software, which was available through the intranet, automatically calculated a risk grade 

for each project based on a predefined set of parameters. The parameters were related to all the issues 

that could possibly represent risks to the Banks in the even that the financing was approved. Although 

the software that the Study Banks used were designed specifically for each Bank, informants’ 

description revealed that they required similar input information and that the format of the risk grade 

(output) was also the same. For example, one set of parameters looked at the borrower or sponsors, 

another at the security, another at the expected cash-flow of the project, another at the features of the 

loan that was requested, etc.. The parameters were weighed in a given manner, to give the project a 

risk grade.  

Once sufficient information has been collected about a project and a risk grade was assigned, staff in 

the business line, in consultation with staff in the risk line, was able to make a decision about whether 

to proceed with the application further. The questions that bankers asked at this stage were whether 

the proposed project is viable, realistic and if it would be profitable. They also looked at the risk grade 

for the proposed transaction in terms of whether it indicated that the risks that the project posed were 

acceptable, at least initially, and whether the project was an activity that the Bank would finance (in 

other words did the Bank have sufficient knowledge in this area). Team Leader 3 from Bank EU’s 

Project Finance department described the objective of this review or screening as “…determining 

whether a project was bank-ready”. By ‘bank-ready’ he meant that the project has reached a certain 

stage in planning, when it was realistic to apply for financing, whether Bank “…can take an 

application seriously”. Although only a small proportion of projects were rejected at this stage 

(“…less then five percent” of projects in Bank EU’s Project Finance department, according to the 

Director of the department and “…maybe one or two a year” in Bank AP’s the Development Finance 

department, according to the State Manager of the department) this early screening process was 

always highlighted as an important formality. The reason was that the next step demanded significant 

effort and additional expenses on the part of the borrower and also demanded more time and resources 

on the part of the Bank.  

Step 3: Indicative proposal 
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The primary task in the Indicative proposal step was to compile a draft (i.e.. non-legally binding) 

project lending contract, known as the Indicative Proposal. This document “…is revised many times 

before the Borrower and the Bank agree on a final version” (Team Leader 2, Project Finance 

department, Bank EU). The Indicative Proposal includes detailed information about the project, 

similarly to the Credit Application Form and also included specific details about the loan, such as the 

schedule of drawdowns and repayments and the terms and conditions attached to the financing, 

known as the Loan Conditions.  

Information gathering activities continued in the Indicative Proposal step. At this time the proponent 

was required to submit additional documents in relation to the project
19

. Junior level staff members in 

the business line usually compiled a list of all the additional information that the proponent had 

submit to the Bank. Some of these documents were studies and reports that were prepared by external 

experts (such as Valuation Reports). They were only required at this stage, because they incurred 

costs to the proponent. The reports that were commissioned by the Banks had to be prepared 

according to their instructions. Important information was extracted from these documents and 

included on the Credit Application Form and in the Indicative Proposal. 

While preparing the Indicative Proposal, staff from the business lines often approached to the risk 

lines for the input regarding trivial aspects of deals. While this consultation was not a requirement 

(i.e.. it was not prescribed by any Bank policies or guidelines), it was a standard practice in both 

Banks. According to informants, these informal discussions gave staff in the risk line an opportunity 

to advise the business line staff on how to manage the risks associated with new types of projects, and 

make changes to proposals. Once the Indicative Proposal was finalised (and signed by competent staff 

members), it was sent to the proponent for comment, giving the proponent the opportunity to 

negotiate the terms of laid out in the document. Once the proponent and the Bank reached a mutual 

agreement, the Indicative Proposal and the Credit Application Form (where applicable) was sent to 

the risk lines for assessment. 

Step 4: Risk assessment 

Risk assessment marked the formal assessment of the risks associated with financing by the risk lines, 

before decision was made on whether to finance a project. Staff in the risk lines assessed both the 

financial and non-financial risks associated with each proposal, based on the information presented by 

the business line (i.e.. the Indicative Proposal and the Credit Application Form (where applicable) 

although they could request additional information from the business line). Staff in the risk lines 

applied their expertise and knowledge to assess each proposal individually. According to the 

                                                      
19

 Since the majority of the Study Banks’ borrowers were existing clients, proponents were often familiar with 

the Banks’ information needs and submitted the some of these documents during the Credit application step. 
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informants, risk assessment followed a specific “logic” according to the “…main sources of risks” 

involved in project lending. The main sources of risks corresponded to those factors that included 

players, project features and circumstances that could potentially affect any part of project lending 

transactions at any stage during the lifetime of the loan. The main types of risks that informants 

identified were: 

 Sponsor risk 

 Borrower risk 

 Cash-flow risk (budget) 

 Construction/implementation risk 

 Operational risk 

 Security risk  

 Legal risk 

In addition to investigating how these risks affected the project the standard risk assessment procedure 

and involved checking that the risk grade assigned to the project was correct, calculation of the debt-

service coverage ratio (dscr) (which is a key indicator used to determine if a project will generate 

sufficient cash-flow to cover loan repayments), conducting a sensitivity analysis. Although the 

method to assess the risks associated with a project were similar for all project lending transactions,  

In most cases, the risk assessment culminated in a written recommendation, known as the Credit 

Recommendation, which communicated the risks involved in financing the project to the relevant 

decision-making authorities. The typical timeframe to carry out Risk assessment was considerably 

shorter than the time it took to prepare the Indicative Proposal and completed the Credit Application. 

It took staff in the risk lines five to ten working days to assess a transaction and prepare the Credit 

Recommendation
20

.  

Step 5: Decision-making 

The Credit Recommendation, Indicative Proposal and the Credit Application Form or the financial 

model for the project (whichever was used by the business line department) was submitted to the 

relevant decision-making authority. Decision-making authorities included the Board of Directors, the 

Credit Committee, and senior level staff members in the Banks’ risk and business lines. Each 

authority had the power to make decisions about transactions depending on the level of risk that a 

transaction represented to the Bank. The main factor that determined the level or risk associated with 

a transaction was its size, but tenure and other risk factors also played a role. Decision-making power 

                                                      
20

 While strict time limits applied to staff in Bank EU’s risk lines (five to seven, from the day the risk lines 

received project-related documents), there were no such limits for risk line staff in Bank AP. 
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was delegated from the highest authority, represented by the Board of Directors, to the Credit 

Committee, and then senior level staff members. A number of the informants were either members of 

the Credit Committees, or were senior level staff members who were delegated decision-making 

power. These informants were identified in Chapter 4.  

After a decision has been made on an application, the proponent was advised of the outcome. 

Decisions were final, in the sense that they could not be appealed. If the application was declined the 

proponent wished to reapply for the loan, he or she had to start the application process all over again. 

If the application was declined, the file was closed. If the application was approved, the proponent 

was sent a Letter of Mandate. Once the proponent signed the Letter, the project progressed to the next 

step, Contracting.  

Step 6: Contracting 

The Contracting step includes the period between finalising the Loan Contract after it has been 

approved by the relevant decision-making authority until ‘financial close’, which marks the time 

when the Loan Contract is signed by all parties. Upon approval, the Loan Contract is sent to the legal 

area, where staff check that there are no errors in the document and that all the official documents that 

are attached (such as proof of ownership of land, contracts establishing the project company, etc.., 

which were initially part of the Indicative Proposal and the Credit Application) are valid. When the 

legal area has sighted and approved the Loan Contract, it is sent to all parties to sign. When the 

proponent has signed the Loan Contract, business line staff set up a project account to handle the 

transactions (drawdowns and the repayments) associated with the loan.  

Step 7: Monitoring 

Monitoring refers to the activities associated with tracking the progress and performance of the 

project until the loan was repaid in full. The Monitoring period varied extensively from project to 

project, since the Banks provided loans for variable terms (see Chapter 4, on the Study Banks’ project 

lending portfolios). The purpose of the monitoring activities was to alert the Bank to any problems 

associated with the project. 

Monitoring activities were divided into those carried out during the construction and the operational 

phase of projects. Monitoring tasks in the construction phase focused on tracking the progress of the 

construction in relation to the drawdowns and the planned completion date. The Banks employed 

Quantity Surveyors and other external specialists, such as engineers and others depending on the 

nature of the project to check the progress of the construction and alert the Banks if they discovered 

any problems that may jeopardise the timely completion of the project. These external experts were 

instructed to visit the sites regularly (weekly or daily in some cases) and to prepare report 
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summarising their observations. The Banks reviewed these reports before forwarding the next 

instalment of the loan to the Project Account. Once the project was completed, the proponent often 

sought refinancing on the grounds that construction was no longer a risk and the norm in the Study 

Banks was to refinance projects after they have been built.
21

 

Monitoring activities in the operational phase were primarily concerned with tracking the financial 

performance of projects. Proponents were required to submit financial records (such as annual reports, 

budgets, cash-flow, etc..) on a regular basis, typically quarterly and annually. This information was 

recorded in the Monitoring Reports. The Monitoring Reports were prepared by administrative staff or 

junior level staff in the business line. In addition, staff were required to complete a Credit Review 

each year. The purpose of the Credit Review was to check whether any circumstances have changed 

around the project to the extent that they could significantly impact the transaction, warranting a 

change in the risk grade. The Credit Review was similar to the Credit Application Form, in that it 

asked for the same type of parameters. In addition, it also considered changes in the market that could 

directly affect the financial performance of the project and whether the value of the borrower’s and 

sponsors’ assets or their status has changed in the project. If changes in the circumstances of the 

project were substantial, then the risks were reassessed and a new risk grade was given.  

In the event that problems were encountered with a transaction during Monitoring, the Banks had 

standard procedures in place to handle minor issues. In most situations, the borrower would advise the 

Bank of the problem ahead of time and the Bank worked together with the borrower to resolve the 

situation. The Bank would be willing to refinance the loan and also provide additional financing to 

help the borrower cover unexpected costs (for example the Bank would provide money to pay for 

additional earthworks if the site became unstable as a result of excavation during the construction of 

the project). However, transactions were always structured in a way to protect the lender. For 

example, the Bank would always provide money the loan after the completion of each phase of the 

construction (informants explained this as “…the borrower’s [or sponsors’] money goes in first, and 

the Bank’s money goes in last”). This provided the Bank with a ‘buffer’ in case something went 

wrong during the construction. In the event that a borrower missed repayments repeatedly, the project 

would be placed on a “watch list”, which meant that it was monitored more closely. If, despite the 

safeguards and efforts, the problem could not be resolved in a straightforward manner, the project was 

handed over to the Work-out department, triggering the Work-out process (step 9).  

Step 8: Closure 

                                                      
21

 Construction was a major risk for all loans where the projects has not been built. 
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Closure marked the end of the Banks’ involvement in a project. The activities involved in the Closure 

step consisted mainly of administrative tasks, such as signing off project-related documents, and 

closing the project account and were primarily carried out by junior level staff in the business line and 

administrative staff in the support line.  

Step 9: Work-out 

The Work-out step was only triggered in the event of loan default. The Work-out step is different 

from the Closure step because both the nature of the activities involved and the actors that were 

involved in the two steps are markedly different. Work-out procedures were handled by the Work-out 

department. Staff from the business and risk lines handed all the information associated with the 

transaction over to the Work-out department. The department was compiled mainly of lawyers, who 

tried to recover outstanding repayments.  

According to informants in more senior roles, only a small fraction of project lending transactions 

(approximately one or two percent) that the Study Banks handled entered the Work-out step each 

year. The vast majority of the projects in their portfolios progressed from Monitoring to Closure. The 

small proportion of transactions that entered the Work-out step was described by informants in more 

senior roles, as acceptable “…a figure we are satisfied with”, and indicated a “good performance” of 

the Banks’ project lending portfolios. 

 

 


