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&~5•Q|d`Z�I�3ž Ø Why Sustainable Finance? (to be continued)

1. F>+�"ô1F.ˆ ¼)Œ$�9˜d\+¶3ž Ø For China a healthy environment is 

important.

“:È5ý7Î1+#û0’I�7ÿ5ý�è ¼)Œ 70%!t ™I�?B?Ð'� 90%I�)¿ š
>Ã0•Q^[:>ð:b” "According to government figures, more than 70% of China's rivers

and 90% of its underground waters are contaminated by pollution."

2. !].�\Q.ÑiñIš�è ¼)Œ!g$‰!�0w+¶I�!r!† At the macro level China 

carries enormous costs.

“>îU^I•.•%7G· 1000!N#Ò!I> 0•�èdV&e9ƒ ´:ËI�6!7Í'�>ð>Ã
+“F•:–$U�è!t7È(�+¹@åI�>Ã_· ” "The Jiangsu province will spend 100 billion 

yuan on improving water quality in the Taihu lake by imposing stricter emission and water 
treatment standards."
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&~5•Q|d`Z�I�3ž Ø�äQ|�å Why Sustainable Finance? (continued)

3. #û!¦3ž^UI�+-1É.‹Tƒ!�8?I�F>+�8HiñI�\S$Å Growing awareness 

leads to new environmental legislation.

“b©bV •'Õ ©cw6É4Ú�è)Œ.EF>"l2Ê.Ï.•.ˆ2zb®&`.äI�$‰&rZÛ
 ©.-ZÛ8?I�>ð:bhÁ=ñ\S.)�íbl\SI�G®!6!• ©.•[:1É$Å"ë ©
1~31� ” "In collaboration with the Commerce Ministry, SEPA is introducing new

antipollution regulations for its booming export industry. Manufacturers who violate pollution 
laws would be forced to close for one to three years.“

4. cw!Œ ¼)Œ!• ©I�F?d`?Ð'�_Ó!6/�/�&~&� The cash flows and assets of 

some Chinese companies are at risk.

“!Ü!�8og°�ìU^0m'�0Ç0mI� 1000!è.E%¥0t&�0•Q^[:$�h|�èbg
9˜1600!è.E&~SŒ)·9¹9ô ³1�$�[:$�h| ” "More than 1,000 petrochemical 

plants in the cities of Wuxi, Suzhou and Changzhou have been closed and 1,600 more will 
probably have to close over the next two years."
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.žQb Conclusions (to be continued)

� 'Õ ©g…ZÛbjZÛF>+�k]høN0F•�è$�'Õ ©F•GÀ8ÍR›8¢\PThere is 

a clear business case for environmental risk management in commercial banking.

� &›8…�èF>+�k]hø0•Q^4Ÿ É • ¹&—\Sh}k' Environmental risks have 

also become a compliance issue.

“ ¼)Œ+½ZÛ\S.)�èg…ZÛ1#"ë=ñ& b¯4Ÿ ´d\>ð:bI�k�I}6_"*"p_Æ”
"The Chinese central bank said that banks should stop lending to projects that 
cause heavy pollution."

“+½ZÛ7õ"Rg…ZÛ.•$�!• ©.14ÆI�F>+�^?1ä"p2þ ™54Qh#÷)Œ!• ©2�
"pOŠQn” "The central bank urged banks to include information on enterprises' 

environmental record  into the national corporate credit system."
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.žQb�äQ|�å Conclusions (continued)

“.•ZÛ ©$•4Ÿ œ&›I�O
$º�íg…ZÛ1#.ˆ@g>ÿO
!• ©I�F?9˜_Æ=ÍbjZÛ
)m7Å�è.ˆhß$ÅO
!• © œ$�8?+-_Æ=Í” "Industries were divided into different 

categories. Banks should call in existing loans for projects in the forbidden category and 
not provide new loans to those in the limited category."

“)·$�8?k�0’I�QŽU�"p_Æ7ÎMå ¼�è)Œ.EF>"l2Ê.Ï\�>Ñg…ZÛ&ySŒ& 
0•b©bVF>+�^S!¿I�!• ©6�"p�è1�\�>Ñ IPO!• ©)·$�5jS0^ƒ8• õ
 ¼6_!3F>+�.0^0I�"p2þ ” "With its new green credit policy, SEPA has asked 

banks to grant loans only to companies that have passed environmental assessments. 
SEPA is also requiring IPO prospects to submit information on environmental auditing."
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Example: Standard Chartered (see next slide for Chinese translation)
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:×"�$•:��ö@²4âg…ZÛ Example: Standard Chartered

7ÎMå
iU)q^3^U$¿4 !{.ˆTyCÅF>+�'�KÍ!©I�2�'\ Ê\�A�!�4 !{I�.14Æ!t&Y4 !{Ty

a:!ë$‰I�"p_Æ$BMå�è)o=ó�ö

• 4Ï9˜"p_ÆGÂ^†54&ÙcŒ1#b‘1â%”5{.ˆF>+�'�KÍ!©h}k'I�R’Xà

• 4Ï9˜"p_ÆGÂ^†cŒ1#&QCö)ŒhÔ^3&~I�F>+�'�KÍ!©:–$U4¥1â)¿?d2�?d\S�ä!�

R”!]$� ´�å

• 1##Ô$•^U$º�ì^S!¿'�Q¢dY •F>+�'�KÍ!©9˜$�I�k]hø

• 4Ï9˜ ©%0QN�ä%”5{5�&`g…ZÛ ©%0'�@�_Èg…ZÛ ©%0�åcŒ1#1‰MZI‡1#I�Lš

1��è!tJý"l.-8L!t ™I�7ÎMå\�>Ñ�í"�,��èk�I}Z�_Ó'�$‰&rZ�_ÓGÂ^†1#:È

5ý_óbâ&.$¨bjZÛ^S!¿�í

iU)qF>+� •KÍ!©k]hø7ÎMå
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'Õ ©g…ZÛI�F>+�k]hø$•O
 Environmental Risk Categories in Commercial Banking

"p_Æk]hø
Credit Risk

0‘)Ék]hø
Market Risk

?Ð%72¶k]hø
Liquidity Risk

&—\Sk]hø
Compliance Risk

!38¢+“F•k]hø
Transaction Processing Risk

?d2�k]hø
Legal Risk

_²!Šk]hø
Liability Risk

.�#÷k]hø
Security Risk

L•_Úk]hø
Tax Risk

+•]�k]hø Reputational Risk

?w�ö.ˆ5$_Óg…ZÛ'�_Ó!6N0F•#û&‡R›\•�è$�.�k]høO
$º�è>c,�0‘)Ék]høMØ�è îI‡$�
Note: For investment banks and asset management other risk categories,  such as market risk, are also relevant.

1¤TyFí+zRã&—g…ZÛI�k]høN0F•:Õ:EDerived from the risk framework of UBS AG.
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:×"�$•:� Examples (to be continued)

.14ÆI�F?d`?Ð šhÜ
Cash flow of client �

= blQ5<�F� ™%ÖDefault probability �
= "p_Æk]hø+-%/Credit risks �

– Qéd`�ì3xQé698L�ì_²!Š Fines, penalties, 

liabilities

– +À&JG®!6SŒ%*�ä"�,��è!• ©$�h|�å
Loss of production capacity (e.g. by closure of 
business)

– k�I}4Ÿ9»+-%/�ä"�,��èbg=Í1…&•�ì
bŒ%/5$_Ó�åEscalation of project costs (e.g. by 

delays, additional investments)

– .14Æ?Ð+ÀLoss of clients

5T"lDø!†"Ë šhÜ
Value of collateral �

= blQ5&•I�)m7ÅF� šhÜ Recovery rate in 

event of default �

= "p_Æk]hø+-%/Credit risks �

– )®)¿>ð:b Site contamination

– J‚;X Asbestos

– ?¹>ÃMØTyCÅC
.BRisk of natural disaster, 

e.g. flooding

– ^M+–H�!�Qƒ53Poorly maintained equipment
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 œ!T.ˆ.14Æ�èR› £.ˆg…ZÛ
&~SŒb¯4Ÿ+•]�k]høI�8Hiñ�ö
Sources of reputational risks for the client, but also 
for the bank, might be:

– k�I}&~SŒ.ˆ1â)¿F>+�b¯4Ÿ>ð:b)oR›
iñ Ã9ôTy)¿8H ™I�hÊ%*Local resistance 
because of local pollution

– -!!â9l#Ø Media coverage

– @�_ÈR”)q!âI�5D$Å Consumer campaigns

– 7Î1+^’:t Governmental investigations

1â!t š3T$D&`G®8…�è.À!©!6
G®_²!Šk]høLiability risks may result, 

when:

– ,�:+.14ÆblQ5�èg…ZÛ&~SŒVF2&5T"l
DøI�4Ï9˜9Ò�ä"�,��è[:>ð:bI�)®)¿�å
Obtaining ownership over collateral in the case of a 
client’s default (e.g. contaminated sites)

– ,�:+?d2�.ˆ_Æ=Í!I_²!ŠI�\S.)2� ´
:Ë�è&~SŒ1ñ4ŸIƒ64_²!ŠDirect liability in 
the case of strict lender liability

– ,�:+g…ZÛi•\� É_®iñ2�'\4¥3ž+¥4Ÿ
9»/5î+À_®_²�è&~SŒiñ Ã_²!Š^X^K
Liability suit if made responsible for negative 
impacts or unexpected costs/losses

:×"�$•:� �äQ|�å Examples (continued)
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Example: HSBC (see next slide for Chinese translation)
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:×"�$•:��ö>Ö ¿g…ZÛ Example: HSBC

F>+�k]høF>+�k]høF>+�k]høF>+�k]hø

>Ö ¿g…ZÛ9˜$�F>+�k]høI�"p_Æ7ÎMå9˜Qn •I��ìiU)q.ÑiñI�:–>Ö ¿g…ZÛ9˜$�F>+�k]høI�"p_Æ7ÎMå9˜Qn •I��ìiU)q.ÑiñI�:–>Ö ¿g…ZÛ9˜$�F>+�k]høI�"p_Æ7ÎMå9˜Qn •I��ìiU)q.ÑiñI�:–>Ö ¿g…ZÛ9˜$�F>+�k]høI�"p_Æ7ÎMå9˜Qn •I��ìiU)q.ÑiñI�:–

$U�è$�.H,� š$U�è$�.H,� š$U�è$�.H,� š$U�è$�.H,� š

:–$U:–$U:–$U:–$U

.ˆ9˜Aë)·F>+�k]høI�"p_ÆGÂ^†�è>Ö ¿iU)qI�4Ï9˜4Ÿ&çk
Jý"l)·

$BMåbVLš ¼bjZÛ!�#Ô$•I�F>+�k]hø^S!¿�è1�1‰MZ!�I‡1#I�Lš1��í

I}I�I}I�I}I�I}I�

>Ö ¿g…ZÛ.ˆ9˜Aë)·F>+�k]høI�"p_ÆGÂ^†LX5•^·3Ý2•15�í2Tk
%9

%*hÜ!Ý4Ï9˜!38¢I�F>+��ì"pG·'�+•]�k]hø�íiU)q&ç0t1#.ˆ4Ï9˜

&~SŒ!6G®F>+�k]høI�3T1ñ!�!t^U$º�è1�1‰MZb‘1âI�66$Å9É$Å'�

Lš1��è!tJý"liU)qI�mg:–$UI� ©%0'�bâ2F$U$¨2&!tc�.��í



20

A£^A6_QAA£^A6_QAA£^A6_QAA£^A6_QAAgenda

1. 1¤\• Introduction

2. k]hø$•O
 Risk Categories

3. k]høN0F•k]høN0F•k]høN0F•k]høN0F• Risk Management

4. 2ÊQbConclusions



21

F>+�'�KÍ!©k]høI�^S!¿?ÐLš
Environmental and Social Risk Assessment Processes

k]høI�^U$º'�^S!¿?ÐLš1#R’Xà Processes to identify and assess risks should be adapted to:

� .14Æ4Ï.íQU$•0‘)ÉI�k]hø7í&r�ä"�,��è ¹!âLPV´R”�ì ¼.ž!• ©�ì+¶
*�!• ©�ì`w)Œ!• ©MØMØ�è&e$B!�.14Æ4Ï)·I�ZÛ ©'�?d2�\�>Ñ �å the risk 

exposure of the client segment (for example private individuals, SME, large companies, multinational companies; 
depending on the clients' sector and the legal requirements);

� g…ZÛ.•\�iñ.ˆI�k]høL\O
�ä&e$B!�.14Æ$�OŠI�O
*��ì!38¢O
*�'�\S
<°�ì2�'\U’)ƒ�å the risk categories the bank is exposed to (depending on the type of client 

relationship; type and size of transaction; sphere of influence);

� g…ZÛI�?ÐLš'�g…ZÛ&ç0tI�5�SŒthe bank's processes and know-how of staff.
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Example: HSBC (see next slide for Chinese translation)
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:×"�$•:��ö>Ö ¿g…ZÛ Example: HSBC

b_G·b_G·b_G·b_G·

Y�CÅ œ&~SŒ9˜ • ¹#÷iñI�@”%ä9ô8<.)F>+�k]hø.•,�!ä!6G®�ì

)·'yd[!6G®�è!Õ&~!t&QCö!t š"�-ß�ö

- &~SŒb¯4Ÿ>ð:bI�ZÛ ©�è"�,�&`GÄ&��ìCK?H&�/%¥0t&��è

-  •$¬Q6!6'PG®!69˜$�I��è"�,�b¯QG&��ìL\;œ)É�ìdVJŽ)É�è

- .ˆ1â)¿F>+�9˜ ´d\2�'\I�k�I}�è"�,�!Ÿ9·'�Mà)ì�í

.ˆ!�+¶+©7ÿk�I}9ô^ƒ�èF>+�k]høI�^U$º'�N0F•1#^t8¾>cb�Iƒ

\Q8•!�I��èd\CH1#7Í)·SŒ=ò1ž^?1ä'�N0F•I��ì@”;éI�"p_Æ'�

?d2�h}k' ™�è>c,��ö

- Jý"lc�.�1â)¿\S.)'�7Î1+?d\S�í

- GÀM» ˜8H9É:�bjZÛF>+�2�'\^S!¿�ì.0^04¥;O:t�í

- Jý"lbM$¿!• ©4¥ZÛ ©4Ïb‘G·I�)ŒhÔ#ûQ54¥:–$UI�\�>Ñ�í
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k]hø^U$º'�^S!¿?ÐLšI�^M^0 Designing Processes to Identify and Assess Risks

 Ég…ZÛ&“9ð ©%0QNd^a:^1$Å?ÐLš8…�è&~&QR’!t š6_KÉQuestions that help 
tailoring processes to the bank's business lines:

1. "p_Æk]hø�ö.14ÆI�F?d`?Ð8¾&µ-ç)·k]høCredit risk: Is the client‘s cash flow at risk?

,�:+.14ÆI�TyGÀF?d`?Ð8¾bg=ÍI� Ê\�9ôA��è.Ài•\�R’Xàbh •h}k'�è"�,�)·#û&‡ ©%0 ¼
Relevant if the client's free cash flow is the main source of repayments, for example in corporate lending.

2. "p_Æk]hø�ö.14Æ_Ó!6I�!†"Ë8¾&µ-ç)·k]hø Credit risk: Is the value of the client‘s 
assets at risk?
,�:+bh!*_Ó!6[:G·!ë5T"lDø�ä>c,�G®!6)É)¿�å�è.Ài•\�R’Xàbh •h}k'�è"�,�)·5D5KZ�
_Ó ¼Relevant if these assets serve as collateral (for example an industrial site),
for example in mortgage finance.

3. _²!Šk]hø�ög…ZÛ8¾&µ&~SŒ[:\�>Ñ.ˆ3ž+¥4Ÿ9»4¥5î+À_®_²Liability risk: Can 
the bank become liable for unexpected costs or losses?

4. +•]�k]hø�ö4Ï!]!�I�!38¢4¥ •.14ÆI�$�OŠ8¾&µ&~SŒ!©2�'\g…ZÛI�+•
]� Reputational risk: Can the transaction or the client relationship harm the bank's reputation?

� k]hø^U$º'�^S!¿?ÐLš1#\�Ie 4Ï9˜&~SŒ&`G®I�k]høThe risk identification and 
assessment process should cover all risks that can not be ruled out.
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:×"�$•:��öFí+zRã&—g…ZÛExample: UBS

!• ©.14Æ Corporate clients

� Qb:�2¶Z�_Ó Structured 

finance

� $‰&r'�_Ç8¢Z�_ÓExport 
and trade finance

� Fí+z!• ©_Æ=Í Corporate 
lending Switzerland

� `w)Œ!• ©_Æ=ÍCorporate 
lending international

� @”7ÅRecovery

 ¹!I.14Æ Private clients

� 5˜6|_Æ=Í�ì1‰Mà_Æ=Í
Mortgages, construction loans

� @”7ÅRecovery
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k]hø^U$º'�^S!¿I� •T»?ÐLš Typical Process to Identify and Assess Risks

2. _®_²"p_Æ.05�I�&ç0t Person in charge of approving credit requests

8ok]hø No risks?

� 5�$U Approves request

k]hø8o?d64&f Risks not acceptable?

� 5aQl Request not approved

i•\�bj •=ôB�@” Need for
clarification?

�  •�ä$�cw4¥+¥cw�åF>+�
k]hø ¢.E^7^I Discusses 
request with environmental risk 
experts (internal or external)

� 6_$‰7Èbj1‰^=�è £,�9˜
2T\��èbjZÛF>+�.ÌRÛ^’
:t Recommendation, if 
necessary based on an 
Environmental Due Diligence 
(EDD)

1. _®_²N0F•.14Æ$�OŠI�&ç0tPerson in charge of managing the client relationship

^U$º'�^S!¿k]hø�ä"�,��è"�G·;O:t@”%ä�å Identifies and assesses risks (for example with checklist)

� 6_!3"p_ÆGÂ^†Submits the credit request for approval
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:×"�$•:��ö0ƒ#ÚV@g…ZÛExample: Barclays

F>+�'�KÍ!©k]hø^S!¿?ÐLš

M» ˜hÅ>D
.0:Ç

iU)q+•]�
'�'PDÛ,c
&ç!©

iU)q"p
_Æ,c&ç
!©

!• ©_²!Š

F>+�'�KÍ
!©k]høN0
F•

M» •hÅ>D
.0:Ç

M»!�hÅ>D
.0:Ç

k]hø
N0F•

.14Æ$�OŠ
N0F•.žQS

F>+�^S!¿
E�+Ã!I

 ©%0QNk]
hø'�+•]�

,c&ç!©
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`�=ô1‰^= How to get started

 š)•67Uß!� •L\N�%ä8¢ZÛI�.-8L^0$¡�íl%#×1#.•d\CH7Í)·9•I‡$�I�k]hø
 ™�íi�&•�è:È5ý?ÐLš^S!¿'�!].-hÔ7\!ë ¼L~O¾I�Q^m��è&~!tbŸ=ô7È(�k]
hø^U$º'�^S!¿I�?ÐLš The figure proposes a simple implementation plan. Focus on the most relevant 

risks first. Based on process reviews and experiences from real-life cases the risk identification and assessment 
process can be improved step by step.

1. .ˆk]hø7í&r'�1â$Ü
Lš1�I�$¬=ô^S!¿ Initial 
review of risk exposure and 
current procedures

2.  Ébj •=ô7ÈbjGè š
M	hƒ�è.-8LN�%ä8¢
ZÛI�?ÐLš Implement 
simple process with an escalation 
mechanism

3. 67ZÛ8??ÐLš�è*ˆ^<
&ç0t Communicate new 
process and train staff

4. d\8?^S!¿8??ÐLš�è9ƒ8?
9˜$�k]hø7í&rI�3T$D
Review of new process; update know-
how on risk exposure

5. ,�9˜2T\��è7Èbj?ÐLš
Improve processes if needed
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:×"�$•:��ö IFCI�F>+�'�KÍ!©^S!¿0t$��ä ESAT�å
Example: IFC Environmental and Social Assessment Tool (ESAT)

ESAT8¾ •+æG·!�^S!¿F>+�'�KÍ!©k]høI�.-G·0t$��í^taþ!…8¾ ¢hw É ¼
.ž!• ©_Æ=Í4Ï^M^0I� ESAT is a pragmatic tool for assessing risks presented by environmental and 

social issues. The software is tailored to SME lending (small and medium-sized enterprises).
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2ÊQbConclusions

� )· ¼)ŒI�'Õ ©g…ZÛ.-ZÛF>+�'�KÍ!©k]høN0F•�è$�'Õ ©F•GÀ8¾8Í
R›8¢\PI� There is a clear business case for environmental and social risk management in Chinese 

commercial banking.

� 'Õ ©g…ZÛ1‰MZF>+�k]hø^U$º'�^S!¿I�?ÐLš�èMµ&—)ŒhÔ9•"�.-`„
Processes to identify and assess environmental risks in commercial banking are international best practice.
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I�^U$º'�^S!¿?ÐLš Ideally, processes are tailored to the risk exposure and the processes of the 

bank.
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k]hø ™�èCÅ&•&~!tbj •=ô.�(�?ÐLš When implementing processes, focus should be 

on the most relevant risks first. Then the processes can be improved step by step.
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Thank you!


