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&~5°Q|d‘Z | 32 @ Why Sustainable Finance? (to be continued)

1. F>+"01F.” Y3)@ES 9°d\+113Z @ For china a healthy environment is

important.
“E5y711+#00’1 75y & Y4)E 70%!t ™| ?2B?D"' 90%l )¢, §

>AO‘QA[Z>6Zb" "According to government figures, more than 70% of China's rivers
and 90% of its underground waters are contaminated by pollution."

2. 1]. \QNIﬁlé e 1/4)CE!g$%o! Ow+q1 Irlt At the macro level China

carries enormous costs.
«>1UNe.¢%7G- 1000!N#O!I> 0« &dV&e9f “:El 6!71' >8>A

+“Fe:—$U é't?E( +1@é| >A_- " *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 | 32 @ an é Why Sustainable Finance? (continued)

3. #0!;3z"UlI +-1E.<Tf! 8?1 F>+ 8Hifil \S$A Growing awareness

leads to new environmental legislation.
“bObV 'O ©cwBE4U &)E.EF>"I2E.[.2."2zb®& .4l $%0&rZU
©.-ZU87?1 >8:bhA=f\S.) ibI\S| G®!6!* ©.s[:1E$A"E ©

1~31 7 “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. cwlE 1/4)CE!° ©l F?d ?D' _O'6/ | &~& The cash flows and assets of

some Chinese companies are at risk.
“IUI 80g° iUMOM' 0COmI  1000!&.E%¥0t& 0+Q/[:$ h| ébg
9~1600!é.E&~SCE)'9196 31% [$ hl " "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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ZQb Conclusions (to be continued)

'O ©g...ZUbjZUF>+ k]lhgNOFs &$ 'O ©OF+GA8IR>8¢\Rere is

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

&»>8... eF>+ k]hﬂO'QA4Y E ° 1&—\Sh}k' Environmental risks have

also become a compliance issue.

“UNE+ZU\S.) ég...ZU1#"é=i& b 4Y "d\>d:bl k 1}6_"*"p_/E
"The Chinese central bank said that banks should stop lending to projects that
cause heavy pollution."

“+157076"Rg...ZU.+$ s ©.14/F| F>+ A?214"p2p ™54Qh#=)E!s ©2

"POSQN"The central bank urged banks to include information on enterprises'
environmental record into the national corporate credit system."
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2Qb an é. Conclusions (continued)

11

“oZU ©%4Y =& O $°ig...ZUl#." @g>yO !* ©l F?9~ A=IbjzU

)m7A é.AhB$AO le © 2% 8?+-_/E:’f "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?2k 0'l QZU "p_/E7IM& ¥4 &)E.EF>"I2E.I\ >Ng...ZU&YySE&
0°b©bVF>+ 7Sl le ©6 "p @1\ >N  |POle ©)-$ 5jS0"f8e &

Y46 13F>+ .0M0l "p2p 7 "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)

Standard
Chartered

Group Environmental and Social Risk Policy

Policy

We recognise that our primary impact on the natural environment and on social issues is

through our relationship with our customers and the lending decisions we take. Therefore:

¢ All lending proposals will include consideration of environmental and social issues where
appropriate

e All lending proposals will take account of internationally acceptable environmental and
social standards or local laws and regulations where these are more stringent

e The risks associated with both environmental and social issues will be properly
recognised, evaluated and where appropriate mitigated

¢ The Businesses (both Wholesale Bank and Consumer Bank) will ensure that appropriate
procedures are designed to meet these policy requirements e.g. Project and Export
Finance proposals will be assessed in accordance with the Equator Principles

12




E

CO:FACT

Environment and Finance

X" Pe: 0@24ég ...ZU Example: standard Chartered

Standard
iU)gF>+ *Kil©Oklhg7IM& Chartered

Group Environmental and Social Risk Policy

7IM&

iU)g"3"U$¢4 {."TyCAF>+"'Kil©I 2\ E\A ! 4 |{| .14/E1t&Y4 YTy
a:'e$%ol "p_AESBMa €)o=06 0

e 419™'p AEGAMS54&UcE1#b'1a%"5{."F>+ ' Kiloh}k'l| R’Xa

« 419™'p AEGAMCEI#&QCH)ENON3&~] F>+ ' KI1©:—$U4¥14)¢,2d2 2d\S &l
R'$ " &

o 1##0$ U iS¢ QedY oF>+ ' Ki1©97$ | klhg

* 419" ©%00N 8%"5{5 &'g...ZU ©%0' @ Eg...ZU ©%0 4&cE1#1%MZI 114
1 eltdy"l.-8LIt ™| 7IMA\ >N i", ek }Z _O' $%o&rZ OGANt1#:E

LS

By _06ba&.$bjzUNS!g, i
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lC) ©g e ZUl F>+ k]hﬂ$°O Environmental Risk Categories in Commercial Banking

"n_/EK]hg 0')Ek]he ?D%72k]he
Credit Risk Market Risk Liquidity Risk

&—\Sklhg 138¢+“Fek]hg 2d2 k]hg

Compliance Risk Transaction Processing Risk Legal Risk

_21Sklhg . #+klho Le Uklhg

Liability Risk Security Risk Tax Risk

+o] k]hﬂ Reputational Risk

2w 0.75%_0g...ZU'_ OI6NOF-#0&FR>\* &% . klhgO $° é>c, 0Y)Ek]lheMd é 111$

Note: For investment banks and asset management other risk categories, such as market risk, are also relevant.
1aTyFi+zR4&—g...ZUl klhgNOFe:CDErived from the risk framework of UBS AG.
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X" Pe: Examples (to be continued)

14/E1 F?d ?D shU

Cash flow of client

= b|Q5< F ™06 efautt probability
= "p_/CEk]hﬂ‘F-%/Credit risks

= Qéd\ ‘I3XQé698L \I_z!é Fines, penalties,
liabilities
— +A&JGRI6SE%* 4", ele ©$ h| &

Loss of production capacity (e.g. by closure of
business)

— k1}4Y9»+-%/ &", ébg=I1...&¢ 1

bE%/ 5$_Qié:alation of project costs (e.g. by
delays, additional investments)

— .14/E?D+Aoss of clients

16

5T"IDg!t"E $hU
Value of collateral

= b|Q5&'| )m7AF ShU Recovery rate in

event of default

= "p_/E k] h@+-%/credit risks

— )®)¢,>0:b site contamination

— J,;X Asbestos

= ?1>AM®TyCAC .Bsk of natural disaster,
e.g. flooding

— "M+-H ! Qf53 Poorly maintained equipment
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X" Pe: an A Examples (continued)

1alt $3T$D& G®S... e.AlOI6  cel!T.”.14/E éR> £.°g...ZU
G®_2!ék]hﬂ Liability risks may result, &~SCEb_4Y+'] Klhg! 8Hin 6

when: Sources of reputational risks for the client, but also
o ~ ny for the bank, might be:
— ,+.14/DbIQ5 &g...Z0&~SEVF2&5T"| o "¢ Pant migntbe y
Dﬂl 4|9~9O an ’ é[>6b| )®)6 é B k~|}~&~:\SE. 1a)¢F>+Ab 4Y>6b)OR)
Obtaining ownership over collateral in the case of a In A90TY)C',8H ™| hE%*Local resistance
client’s default (e.g. contaminated sites) because of local pollution
— ,+7?d2 .A_/E:i!|_2!§| \S.)2 ) — -NA91#@D Media coverage

E 8&~SELAAYIf64_2Sirectiabiltyin  — @ ER”)qlal 5DSA consumer campaigns

the case of strict lender liability 7,[1 At
o z VP ~ 3 — A Governmental investigations
— ,:+g...ZU0i"\ E_®ifi2 \4¥37+¥4Y o
9»/51+A ® 28&~SEifi A 2S XK
Liability suit if made responsible for negative
impacts or unexpected costs/losses
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Example: HSBC (see next slide for Chinese translation)

HSBC 2>

ENVIRONMENTAL RISK

HSBC's environmental risk lending policies are covered by a Group-wide standard,
as set out below.

STANDARD

All members of the HSBC Group must ensure that their decision-making processes
address fully environmental risk assessment and establish suitable procedures for
dealing with proposed transactions of a potentially environmentally sensitive nature.

PURPOSE

HSBC has a restricted appetite for environmentally sensitive proposals and any
transactions undertaken must seek to minimise environmental, credit and reputational
risk. Staff must recognise situations where environmental impact risk may arise and
establish appropriate controls and procedures. This will ensure that the Group’s high
business and ethical standards are not compromised.

18
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X" $eo: 5>0 ¢.9...ZU  Example: HsBC

HSBC X»

F>+ klhg

>0 ¢g...209°8 F>+ kjhal "o _A7IME9°0n < iiU)q.Nifil .-
$UES.H, s

—$U

"97A8)-F>+ klhgl "p_EGANM &>0 ¢iU)ql 41974Y&ck Jy"l)-
$BMAbVLS vbjzU! #O%el F>+ klhg"S!¢, 1 1%.MZ! 131#1 LE1 i
1N

>0 ¢9...ZU."9"A8)-F>+ k]hal "p_EGANMLX5e"-3Y2¢15 i2Tk %
%*hU1Y4197138¢1 F>+ i"pG-' +¢] k]hg {iU)q&cO0t1#. 419
&~SE!6G®F>+ klhgl 3T1f! t"U$° &1 1%MZb'1al 66$AIESA!
L1 eltdy"liu)gl mg:—$Ul ©%0' ba2F$US$ 2&!tc . i
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F>+ ' KIl©klhg! ~S!¢, ?DLS

Environmental and Social Risk Assessment Processes

k] hﬂl AU$O' AS ' (,?‘D Lé 1#R’Xé. Processes to identify and assess risks should be adapted to:

14/E41.1QUS0)EI Klhg7i&r &", & UALPV'R” 1 Y4.2le © i+
*lo © 1'W)E!* OMBMD e&8e$B! .14/F41)1 ZU © 2d2\>N & tnerisk

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

g...ZU.a\ ifi.”l klhgL\O 4&e$B!.14/E$ OSI O * i138¢0 *'\S

AN [o]
<® |2 I\U’)]c a the risk categories the bank is exposed to (depending on the type of client
relationship; type and size of transaction; sphere of influence);

g.. ZU' ?PLS' g.. ZU&(}O“ 5 S&e bank's processes and know-how of staff.

21
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Example: HSBC (see next slide for Chinese translation)

HSBC 2>

APPLICATION

It 1s not possible to provide a definitive list of how and where environmental risks may
arise, but an illustrative list of examples would include:

- Industries with pollution potential e.g. power plants, oil refineries/petrochemicals,
- Commodity related e.g. pulp and paper mills, plantations, mineral extraction,
- Projects that have a major impact on the local environment e.g. logging and dams.

For the most part, the identification and management of environmental risk will be a
reasonably straightforward exercise, focusing on clear-cut credit and legal aspects that
can be documented and managed formally such as:

- Confirmation of compliance with local regulations and government legislation,

- Environmental impact assessments, audits or reviews by external parties,

- Fulfilment of international treaties or standards to which the company or industry
sector may subscribe

22
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x" $e: 5>0 ¢g...ZU Example: HSBC

HSBC X»

b_G-

Y CA 02&~SE9™ « #+ifil @"%A4968<.)F>+ k]hg.e, 1416G® i
)-'yd[I6G® e!0&~1t&QCH!t §" -R 6

- &~SEb4Y>d:bl ZU © &" , & GA& iCK?H&/%¥0t& &

- «$-Q6!6'PG®!697$ | &", b QG& iL\;e)E idVIZ)E &

- J18)eF>+ 97 ‘d\2 L k [} &', Y9 MAi i

J1++©7yk 13907 f eF>+ k]hgl ~U$C NOF«1#/8%>cb I f

\Q8+! | €d\CH1#71)-SE=017"?14"' NOFel i@";él "p_/E'

2d2 h}k' ™ é>c, 6

-Jy'lc . 18)¢\S.) 711+2d\S i

- GAM» "8HO9E: bjZUF>+ 2 "\"Sl¢ 1.0"04¥;0:t i

- Jy"IbM$¢ le ©4¥ZU ©41b‘G 1 YERO#0Q54¥:—$UI \ >N i
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k]hﬂAU$0' ASI(,?'D Lél AMAO Designing Processes to ldentify and Assess Risks

Eg...ZU&"98 ©%0QNd a: 1$A?DLES. .. 28&~&QR'!t 56 sibkEmatheip

3.

24

tailoring processes to the bank's business lines:

"p_AE k]hﬂ 0.14/l F’)d\’)D§3/4&|J.-(;) 'k]hﬂCredit risk: Is the client's cash flow at risk?
, +.14/F1 TYGAF?d ?D8%bg=Il E\ 96A e&.Ais\ R’Xabh «h}k' &" ,)-#0&t ©%0 V4

Relevant if the client's free cash flow is the main source of repayments, for example in corporate lending.

"p_/CEk]hﬂ 014/E_O|6| IT"E83/4&|.1-Q)k]hﬂ Credit risk: Is the value of the client‘s

assets at risk?

, :+bh!* O16[:G-165T"IDg &>c, G®!6)E)¢, a &.Aie\ R’Xabh *h}k' &", )-5D5KZ

P

_O YRelevant if these assets serve as collateral (for example an industrial site),
for example in mortgage finance.

21SK]hg 6g...ZU8%&MP&~SE[:\ >N."32+¥4Y9I»4¥51+A_ @anfity risk: can

the bank become liable for unexpected costs or losses?

+e] k]hg 6411]! 1 138¢4¥ «. 14/E1 $ 0S8%4&U&~SE!O2 \g...Z0I +e

Reputational risk: Can the transaction or the client relationship harm the bank's reputation?

k]hﬂAU$0' NSl ?DLS1#\ le 4/19°&~SEL G®/ kjhﬂ'he risk identification and

assessment process should cover all risks that can not be ruled out.
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X" Pe: OFH‘ZRé&—g .. .ZUExampIe: UBS

Mewes
RZS
UBS Mews Slert

‘Who we are

..dn & few words

Lma fewy figures

.0 a few video clips
Qur Boards
Orgjanizational Structure
Corporate Governance
Qur employees

Hiztory of UBS

What we do
Our Businesses
Research
Annual Reviesy

Our Commitments
Wou g s
Corporate Responsibility
Culture
Governance & structure
Society
Environment
Environmertal Policy
Climate Change
Cur Performance

Environmental
Mansgement System

Market Opportunities
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Home | Accessibiity | Zoom version | Local Stemsp | w Service Finder | Contact | eng deu fra ita | l:l [search

+ About Us  + Analysts & Investors -+ Media

UBS Homepage = Ahout us = Corporste Responsibiity = Environment = Risk Management = Risk
Management in Global WMBB

The enviranmental risk policy of Global Wealth Management
& Business Banking applies to all credit transactions of this
Business Group. The policy ensures, firstly, that portfolios
with significant exposure to enviranmental risk are identified
and manitored. Secandly, the palicy specifies a generic
procedure for managing environmental rizk in the credit
process. The actual environmental assessment procedures
are integrated into credit processes and tailored to client
segments, transaction size and risk exposure.

In principle, enviranmental risks are assessed in a three-stage process. The responsible client
advisor carries out a first screening, covering financial risks linked to ervironmental aspects
such as compliance with environmental legislation, workplace safety, contaminated sites and
natural hazards. Ifthe risks cannot be fully ruled out during the first screening, a credit officer
initiates a second screening and decides whether the risks identified are transparent enough
far the credit decizion to he taken. Transactions entailing significant enviranmental risk undergo
athird step, a detailed environmental assessment— a service provided by the Business
Group's environmental risk unit. In 2006, 25 such detailed assessments took place.

Stage 1:
Cliant Advisor

Stage 2: Credit Officar or
ralevant authority holdar

==

¥
Stage 3: Environmantal Risk
€ompatanca Cantar

+ Career Candidates

—+ UBS Locations

Environment

=+ Dovvnlogd
Environmerital
Reports

—+ Order Reports

Environmental
Responsibility

=+ Wiatch Wideo
(Flash plug-in
recjuired)

Climate change

—+ How is UBS
responding to
climste change?

1! | . 14/45 Private clients

5°6|_/E=l 11%-Ma_/E=

Mortgages, construction loans

@"7/&Recovery

le ©.14/ Corporate clients
Qb: 21Z _O Structured

finance

$%o&I" _C8¢Z _OExport

and trade finance

Fi+zle © /=] cCorporate
lending Switzerland

"W)E!e © A=Icorporate

lending international

@"7ARrecovery
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k]hﬂAU$0' AS'(,' e T»?7D Lé Typical Process to Identify and Assess Risks

1. _®_2NOF°.14/E$ Oé| &QOIPerson in charge of managing the client relationship

AUS AS!(’,k]hﬂ a", e"'G -;Oit@"%a a Identifies and assesses risks (for example with checklist)
6_!3"p_ﬁEGAA'§ubmits the credit request for approval

v

2. _®_2"p_ﬁE.05 | &C;Ot Person in charge of approving credit requests

o\ bj =0B @" Need for
clarification?
o 4F cwa¥+¥cw aF>+
k]hﬂ C.ENTM  Discusses

request with environmental risk
experts (internal or external)

6_$%07Ebj1%0/\: ef, 9
2T\ eébjzUF>+ IRUM

‘{ Recommendation, if

necessary based on an
Environmental Due Diligence
26 (EDD)
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X" Pe: OOf#UV@g .. .ZGExample: Barclays

Environmental and Social Risk Assessment Process >+ ' Ki'@k]hﬂ"SQ,’”E)Lé

Stage One M>» *hA>D Stage Two M»! hA>D Stage Three M» “hA>D
Review .0:C Review .0.C Review .0:C

KIng | Risk =>4+ K|
NOFe Management ©k]thO

144 O(‘ Client
: . C\ Relationship
NOF..ZQ\.) Teams

I
&

F>+"Slg, | Env. le ©_2!S

E _I_A!I Champions

@%OQNk] Business level iU)q+'I
hg' risk and ' 'PDU
g ] reputation §
&¢!©

,C&ClO | committees

27

| S—



ECO:FACT

Environment and Finance

=01%0"= How to get started

&)s67UR! *L\N %a8¢Z01 .-8LA0S$j il%#x 1#.sd\CH71)-9¢11$ | kK]ng
™ fj &e &:E5Y?DLENSI 1].-hO7\E YaL~O%I Q*m 8&~IthY=07E (K]

1 . = . . . .
hﬂAU$O AS!(J 7D LS 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. ."klhg7i&r 183U 4. d\8?7S!;877DLS 89787
LS1 | $-=0"S!¢,  nitial 9% klhg7i&rl 3T$D

review of risk exposure and Review of new process; update know-
current procedures how on risk exposure

3. 67ZU8?7PLS ex "<

2. Ebj ‘:67EbjGé S &COt communicate new
M hf é-8LN 065a8¢ process and train staff
ZU' ODLé Implement ~ N —_ ey - v
simple process with an escalation S, 9 2T\ e7EbJ’?DLS
Improve processes if needed

mechanism
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x"$e: 0 IFCIF>+"'KIIONSI;0t$ & ESATA

Example: IFC Environmental and Social Assessment Tool (ESAT)

ESAT8% e+a&G:! Sl F>+ ' KlIOk]hgl .-G-0t$ i*tap!...8% ¢hw E Y4

Zle ©_/£E=|4|AMAO| 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).

29



30



2 EQbConcIusions

)- Ya)EI 'O ©g...ZU.-ZUF>+ ' Kil©klhgNOF+ &$ 'O ©F+GA8%48i

R)8 ¢\P| There is a clear business case for environmental and social risk management in Chinese
commercial banking.

'O ©g...ZU1%MZF>+ klhg U$° AS!¢ | 2DLS eMp&—)EhO9e" .-,
Processes to identify and assess environmental risks in commercial banking are international best practice.
e, :E5Yk]n@7i&r" g...ZU ©%0?DLS ed"a:.)$AF>+ ' KIl©k]hg

1 . )4
| AU$O AS l (,?‘D LS Ideally, processes are tailored to the risk exposure and the processes of the
bank.

E! 1%:MZbh+ae?DL3 &NOF«!40S & el%#x1#.«d\CH71)-9¢I1$ |
k]hﬂ ™ éCA&‘&""tbj ':6. ( ?'D Lé 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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