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ABSTRACT

TheEquator Principles are at the center of t
environmental, social, and sustainability risks in project finance transaciitves financial

i ndust r y associatiorforthe Eqliator Principled the Equator PrincipleAssociatiord
comprises89 Equator Principlesinancial institutions(EPFI9 as of January 201As perthe
Equator Principles Associatio(EPA), the EPFIs implement Equator Principlesin their
environmental and sociakk managemerftrameworkin 37 countries covering over 70 percent

of international project finance transactionsmn emerging marketsHowever, theEPH s 0
implementation othe Equator Principless a subject of continued research and debate regarding
their contribution to environmental and social sustainabiitgmised on the environmental and
social performance standardsof the International Financial Corporation (IFC) ande th
environmental standards of the World Barnke Equator Principlesand the uncertainties
surrounding thenhave brought together various stakeholderfaite thepressing and significant
issues of Equator Principles implementation Hrekffectivenes®f their implementation

To addresghe gap inthe Equator Principlediteratureregarding theiimplementation and to
contribute tatheliterature,the present thesexamineghe following research questions: @hy

do EPFIs integratihe Equator Principles into their projefthance decisiormaking processes and
how do EPF$ implementthe EquatorPrinciples?(b) How do Equator Principles influence the
application and the management of environmental and social risks of project spongecs (pro
proponents)And (c) How do Equator Principles impact projesffected communities (PACs)?
The thesislsouses insights and influences fratakeholdeandinstitutional theoriemswell as
natural resourceased viewtheory and processesthat further explain Equator Principles
implementation in practice

The objectiveof theresearclare firstly, to analyze the current Equator Principles implementation
and to assess how EPFlIs align with the intentions of the Equator Principles fradeasoréll

as its evolving charact@ras a tool for contributing teustainability Secondlythethesis seekt
deepen understanding of Equator Principles implementaiothe project sponsor level.
Specifically, the objective is to investigate the naturecaradity of Equator Principles application
and management in project sponsor operations as per Equator Principles frarméwdik.the
thesis aimdo investigate how projeeffected communities engage witie Equator Principles
and project sponsarBourthly and lastly,based on the discoverieslated tathe preceding three
objectives,the thesis aim$o evaluate howhe Equator Principles stakeholders could move the
implementation andapplication of Equator Principledramework towardsa frameworkthat
increasingly contributes to sustainability.

Towards this end, the research methods involve: Firstly, research derivedrfatysis ofpeer
reviewed journal articles via research repositories, covéeimgears of the Equator Principles

since their launch in 20@3to identify key themes and emerging features of Equator Principles
implementation. Secondly, the study includes interviewpngject sponsors, projeeffected
communities, and stakeholder orgatimas such as NGOss well as representatives of nine key
EPFI® with five hundred and thirtyhree project portfolia® some of whom were the Equator
Principles founders and Chairs of the Equator Principles Association Steering Cofhriitee
Association tht manages, administers, and develops Equator Principles. Thirdly and lastly, the
research uses a project case exarmpkalumbilaMinerals Ltd (KML), a Zambian subsidiary of
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First Quantum Minerals Limited, to understand the impact of the Equator Pesaipla project
sponsor, KML. The thesis also compares the character of the implementation practices as revealed
in the collected data, with seledtsustainabilitybased assessment criteria, and suggests how the
Equator Principles implementation could bega transition to lasting commitments to
sustainability.

The research findings show that the outcomes
(EPFI sb6) i mplementation of Equator Principles
prg ect s mantnitaitoom $006 sustainability share and in some cases, reinforce the
implementation shortcomings of their lenders, the EPFIs. In addition, the evolution of project
sponsor systems and structures for Equator Principles implemedtatidect to further

research suggestthat theycorrespond to the extent, frequency, and duration of {pRijéct

sponsor interactions, whictakeholde® such as BankTraék havelong argueds barricade

behind EPFI6 s1eed forprivacy and confidentiality. Moreovetp the extent that there are
shortcomings in Equator Principles stakeholder engagement and grievance mechanisms, the
research findings also indicateh at t he Equator Princi-gféeced d pos
communitie® at leasin theprojectaread areevolvingor minimal, and norexistent at worst.

The findings from this Equator Principles research also contribute to Equator Principles literature
in two ways empirically and theoreticallyfEmpirically, this research suggests that oversight is
necessary for two key Equator Principles plagetee EPFIs and the project sponsasd that
sustainabilitybased assessment should be an important considebattanise oshortcomings
identified in the Equator Principldeamework.Most importantly findings from the study imply
thathe Equator Principles Associationb6és social
open to, the possibility that undisclosed implementation gaps exist among the Equator Principles
stakeholde® particularly progct sponsois that could impede stakeholders from achieving
desired environmental and social policy objectives and sustainability outcomes. The Equator
Principles Association could address these gaps of opportunity in their periodic policy reviews.
These plicy reviews would include the need for increased transpadefaycovenants embedded

in projectfinancing documents, and in projdotance advisory servicdsat the signatory level of

the Equator Principles and transparency at the project sponsor (projgahent) level concerning
disclosures about Equator Principles implementation.

Theoretically, this study provides Equator Principles literature with a rudimentary framework
premised on institutional theory for understanding Equator Principles implatioent It
highlights howthe concept offisomorphisnd as described in institutional theosffect the
implementation of Equator Principles along a chain of three important parties (Equator Principles
Financial Institutions, project sponsors, gndjectaffected communities). A future study would
conduct broad empirical investigations to determine if the resulting institutional theory effects at
each of these impact points suggest features necessary for potential oversight of the Equator
Principles.

Overall, the findings suggest a suite of recommendations that center on refothesEquator
Principles stakeholdersThe Equator Principles stakeholders could consider, for example, an
implementation oversight mechanism such as the Equator Pesc{pbmpliance Authority
(EPCA) for improved Equator Principles implementation to address NGO criticism of lack of
transparency among members of the Equator Principles Association
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Chapter 1
Introduction : The Equator Principles and Socialand Environmental Sustainability

1.1 The EquatoPrinciples

The world is witnesshg a growing need for infrastructure and industrial projects. These
projects have necesdtated the investment of billions of dollars for resource exploration,
energy generaion, tdecommunication, and transport infrastiucture, ndustrial upgades or
expansions as wellasinfrastiucture for goods and sewices distribution. Thesebig, expensve
and complex projects have resutedin lasting ecnomic benefts, buthavealsousheredn serious
social and eological concerns and doubts about their contribution to positive sustainab@tly
and gas pojectsin Canala, for example, contribute tcadverseclimate eff ectsand, land, waterand
air pollution. Palm oil plantations in Indonesia contribute to global deforestaon and species
extinction. Hydropower stations in Ethiopia have disruptive effectson social livelihoods and
the potential to adversely affeecosystemsMines in Zambia destioy landscapesgcause social
disgdacement,and without corrective actions could irrepaably destroy pristine enviroments. The
significant adverse effects of these projects have becoma source of contentiorandhave led
civil society to engage in campaignsaasieans of halting or reversirsgichnegativesocial and
environmentaimpactsassociated with these projects.

In response, financial institutions are increasingly subscribimguitiple voluntary codes as a
means of addressing social and ecological threats as well as encouraging initiatives towards
sustainability.,An example of such initiativeis the voluntary code of conduct in the financial
sector known as the Equator Principl€se Equator Principles comprise a set of ten Principles
that govern the process of managing environmental and social risks and impacts in large,
expens/e and complex pjects (Equator Principles, n.d.). In existence for more than a decade,
the Equator Principles framework is a voluntary code of conduct fraught with ambiguity
regarding its implementatioithe decisionmaking forthe Equator Principles at the financial or
bank level is an issue with limited disclosure (BankTrack, 2004; 2010; Nguyen, 2007;
Meyerstein, 2012). More generally, lesstidl knownaboutthe Equator Principles framework at

the project level (Weber & Acheta, 2014), and how, if at all, prag#etted communities interact

with project sponsorsegardingembedded stakeholder engagement and associated grievance
mechanisms ahe Equator Principles framework (Meyerstein, 2012). These aspects among key
stakeholders (Equator Principles signatories gutgponsorand projectaffected communities)
represent important gaps in the Equator Principles literature that this thesis contributes to filling.

1.1.1 Equator Princifes Implementation: Key Stakeholders

| describehere briefly but will returnto in later chapterso addresd four key stakeholders in

the Equator Principles literaturor implementingthe Equaor Principles These are Equator
Principles financial institutions (EPFIgoject proponents (known in the Equator Principles as

Project Sponsors), projecaffected communities (or simply Affecteadommunities), and host

country government®ther project partiemcludethe multitude of project contractors, operating

under numerous legal contracts and property rights enshrined in multiple contracts arising from
their relationships with the project (Farrell, 2003). Esty (2004) indicateathgtp i c a | projec
involve 15 or more parties united in a vertical chdiom input supplier to output buyghrough



40 or more contracts [...] aptly getting an alteineahame oficontract financé p.416)4 All these

parties play a part in allocating overall project risks amihegnselvesand may have different
approaches and overlaps in risk management. In almost all instances, the way these actors position
themselves using individual objectivesid the negotiation that ensues between and among them

has implications for environmental and social outcomes, outside stakeholders, particularly project
affected communitieAs a means towards understanding four key actors, | describéotiem

A. Equator Principles Financial Institutions (EPEFIEhese are financial institutions that are
members of Equator Principles Associaiomh o have fadopted the [ EQ¢q
accordance with the procedures in the [Equator Principles] Association Governancge @&tales

MActi ve i n Pandipptemént Efuator&@rncipé&quator Principles).d.). Amalric
(2005)posits that large establishE®FIs with branshames, operating in jurisdictions with strong

NGOs, involved in high profile projects, and havimgetwork of branches are at a high radk

NGO attack campaigns. In short, different EPFIs have different reputation risk profiles in their
operational contexts.

B. ProjectSponsors:These arentities thapledgeto applyenvironmental and social standards
that areembedded in théinancing documentation that contract the project loans or advisory
services from the EPF{&quator Principles, n.d.).

C. Projectaffected communities: lthe Equator Principles framework, these #ne Affected
Communities, and they atecal communies, within the project's area of influence, directly
affected by the project (Equator Principl2®]13, p. 15). They are communities that the Equator
Principles Association expects and requires EFEId i eegn pragjecsponsorsjo engage with
regarding ongoing or potential environmental and social effects of the project.

D. Host countrygovernment:The host country governmeind expected toprovide the
overarchinglegislative environment under which the projegteratesin other words, a host
country government plays a regulatory role such as preventing potential(tiaenhancing
positive benefitsfrom a project's operational activities ensuring that the project does not impair

the safety and health of projeaffectal communities or degrade the environmentrmre broadly

the ecosystem of which the project is patie host country, therefore, legitimizes private sector
projects through seeking their compliance with host country laws, regulations, and permits
(McCutcheon, 1998; Weber, 20145 required under EP 8 (Covenants). It may act agpaoject
sponsor. The project sponsor aligns its operations to fit with host country policies; or because of
the project sponsor, the host country can potentially adjust their policies (leader &@dg, 2
Cotula, 2008). According to Leader and Ong (2011), a project sponsor may induce a potential
regul atory #dAchill o or Aregul atory downgradin
achieving sustainable development in a host country

All these four actors hawariousrisk exposuresywhich they attempt to anaggbut arenotlikely

to eliminatg throughnegotiated agreemerdaad risk management policy that includes avoidance,
allocation and mitigation (Leader & Ong, 2011, p.111).As well, Equator Principlesare
opportunitiesfor further re-orienting stakeholders in a momnvironmentally and socially
sustainable dection for value creation. Partof risk management policy includethe
implementation omanagement d set ofEquator Principleshown inBox 1 below.



Box 1: Equator Principles (Abbreviated

Principle 1: Review and Categorizatiorguator Principleslescribe threerojectenvironmental and sociakk
categories A,B,€as categorized in | FCds social and envi

Principle 2:environmental and social Assessment: A mandatorygaeisite for the client/borrower seeking
financing and required to be done to the satisfaction of an EPFI.

Principle 3: Applicable environmental and social Standards: Following from Principle 2, Ahe@Hd have to
be conducted in tune with the so@anvironmental standards of the host country or jurisdiction of the project
Differences exist between standardsinf@BE CD Hi gh i ncome/ and OECD co
Countrieso as per EP 3

Principle 4: environmental and social Management System and Equator Principles Action Plan: Drawing
results of Principle 3 and conclusions thereof, the client/borrower must prepare Action Plans describing a
prioritizing between mitigation measur@sonitoring and corrective actions, the appropriate details of which
align with the potential severity of anticipated risks.

Principle 5: Stakeholder Engagement: This is required for category A and B projects. EP requires client/b
or host country othird-party expert to engage with Affected Communities in a culturally appropriate manng
seeking their Free, Informed Pri@onsent (FPIC) about the project.

Principle 6: Grievance Mechanism: EP require that the borrower/client establish a grievahaaisme
appropriate to the level of risks and adverse impacts of the projects and whose existence should be brou
attention of the affected communities

Principle 7: I ndependent Review: The EP omowertoi r ¢
review SEA, ESMS and EPAP, consultation process document to inform on the due diligence process.

Principle 8: Covenants: These refer to covenants with host country, compliance with AP, periodic reports
where applicable and necessatgcommissioning plan.

Principle 9: Independent Monitoring and Reporting (IM & R): A client will retain IM & R expert for category
and B projects where fappropriate. o

Principle 10: Reporting and Transparency: The EPFIs will report on annual basimfiieinentation outcomes
or report frequently or scaled to the severity of potential risks. EP3 now require online reporting.

Source: Equator Principles Implementation Guide, 2013; Weber & Acheta, 2014

!According to Equator Pr i n one pwitle potentiah signifiCant aghvgpreer y A0
environment al and soci al ri sks and/or impacts t ha
BoO project is a project with potential | i nieted ad)
few in numbers, generally site specific, largely reversible and readily addressed through mitigation

measur es; and a fACategory Co project is a projec

risks and/or impacts (Equator Principles, 204.3).



1.1.2 Nature of Sustainability Riskand Project Screening

In financial institutions, sustainability risks take many dimensibusthree sustainability risks in
project finance are particularly important. Firstly, there is the risk to the environimsntety,

andto the communities in which the projects are situédedicken2004 Weber & Acheta, 2014)
Secondly, there are the environmental, sp@all sustainability risks that affect the financial
performance of projec{déeader & Ong, 2011pp 9596; Weber & Acheta, 2014)

Thirdly, negative publicity from nogovernmental organizations (NGOs) arising from
environmental and social infractions introduces reputational risks for project funders and
proponentgWright & Rwabizambuga200§.

Underthe Equdor Principles, signatories undertake to screen the projects they nander
which they act as consultant§he Equator Principles is a risk management framework for
determining, assessingnd managing social and environmental risksd it is a fram&ork
comprised of ten principlega$ shown above in& 1). Principle1 (review and categorization)
assesses projects as either Category A risk, Category®tegory C projects, assigning different
risk profiles and attracting different mitigation measures or monitoring measuresrrective
actions.The degree and extent of attention to the projekd particularlyfor projects withrisk
category A orin the case of project withrisk categoryB a s i a p pdrdeterminea thee 0
application ofthe remaining nin€rinciples.

1.13 ConceptuaCriticisms ofEquator Principles

The financial industry launchetie Equator Principles as a contribution towards environmental
stewardship and social responsibility in their financing of lacpde projects. However, more than
a decade sindbe emergence dfie Equator Principles, the financial indusirgnplementatiorof
theEquator Principles hadtractedapplauséut alsccriticism particularly from nofgovernmental
organizations (NGOs|BankTrack, 2006:2012)This criticism has ranged from the quality of
conduct ofthe environmental impact assessment, stakeholdgageamentand alleged human
rights violations(Goetz, 2013)o transparency in decisianaking aroundEquator Principles
projects and associated sustainability assessment réanisTrack, 2010)These criticisms are:

Firstly, regardinghe Equator Principles framework, the Equator Principles Association has no
oversight over Equator Principles implementation among its signatories (Equator Prinaiples,

The absence of an oversight on the activitesof EPBIsnd by e xt en sriowerspr on EP
project sponsofs heightens the concerns among other stakeholdershinajuality ofEquator

Principles implementatidrwill be lower thanthe quality the original founders envisaged and,

2 The term #i mpl e me n tnaEguatornPdncigles literature. TheeCixford Bidtionary defines

"I mpl ementation" as fA[t]he process of putting a deci s
literature, and from the pdiof view of the Equator Principles Association, the signatory banks (i.e., BERplement

Equator Principles. Similarly, from the point of view of the EPFIs, project sponsors implement the E & S covenants
embedded in the financing documentation.

Ong & Leader (2011), write that "...It is again important to make the general observation that while the participating
Equator Banks or EPFIs adopted the [Equator Princiid®s]it in fact the borrower [i.e. project sponsor] that is

expected tdulfil [emphasis mine] the requirements laid down by these Principles” (p.94). This thesis uses the terms
Afapplication and/ or management o when describing projec:



arguablythat theEquator Principlesvill be merelyapublic relatiors exercise BankTrack, 2004).

Secondly, among the Equator Principles Association signatoriasatineof project finance, the

absence or limited leverage over a project sponsor/borrower during certain phases of Equator
Principles implementation introduce difficulties for the Equator Principles Financial Institutions
(EPFIs)(Warner, 2006; Watchman et &Q05). In addition, Richardson (2008) states that the very
absence of contractual force or legal effect (@b sence of fAany rights to
per son, public or privateo) bet we theEquatore EPF I
Principles means that EPFIs have limited options against project spamnsbviceversa

Thirdly, on an international scal e, NGO <crit
engagement and the grievance mechanisms associateth@ihuator Principles (&1kTrack,

2011 BankTrack, 201pand human rights requirements (Herz et al., 2008; Girardone & Snaith,
2011) in the projects they finance are consi
human rights. The report gobhalizatidn . i. fthaty pravideahec e g a
permissive environment for wrongful acts by companies of all kinds without adequate sanctioning

or reparation (p.®)

The issues around Equator Principles implementation are beset with the problems of lack of
transpaency, absence of reliable and comprehensive data, as well as the difficulty of accessing
project data (BankTrack, 2008; Esty, 28D4ut differently, the big problem underlying a study

of this sort regarding Equator Principles implementation istéeibility gapassociated with the

perceived secretiveendencyof financial institutions and potentially their clients (e.g., project
sponsors) whose activities are not well monitored or reported (BankR@tR).Also, Warner

(2006), for example, indect es t hat once a A mbfme.,nof fulfiimig | ever
conditions precedent on disbursing a loanhe EPFI 6s abil ity to cont
declines and often, the EPFI follewp and monitoring become infrequent or diminishes entirely.

Those opposed to monitoring for sedfgulation point to potential loss of independence and
flexibility in decisionmaking,business confidentiality and are equally concerned that monitoring
resul ts coul d hei ghten theirtadx pdsuyr eantdo IAf
(Gunningham andRees 1997, p.385) For these and other reasons cited in the preceding
paragraphs, Equator Principles implementation issues and concerns pose difficultgreate
ambiguityd in understanding how key actors, such as EPFIs, implement Equator Prinbiyges.

thesis, thereforeexplores Equator Principles implementation, particularly in respect of project
sponsors, in the hope that it adds to the existing knowledge base of Equator Principles
implementation that future research can build on. More concretely, this research pesvides
opportunity for further learning abotite status oEquator Principleevolving implementation in

the hope of influencing Equator Principlesd f
In addition Equator Principles questions used irs ttesearch could further be developed and
hypothesis tested with a quantitative approach using evolving, reliable and comprehensive Equator
Principles implementation data.

1.14 ResearclQuestions
Given the criticism for example from NGOs,that the Equator Principles are not effectine

contributing to sustainably projeatsthatt h e P r pasitiveéeffelctathouigh evolvingare not
sufficiently evident, and that theras researclgaparoundtheir implementation and practidéjs
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thesisattempts to answer the overarchiugesion: What is thenfluence of Equator Principles on
three key Equator Principles Association stakeholder groups made up of EPFIs, project sponsors,
and projeciaffected communitiesPherefore the research uses three research questions:

1. How and why dd&PFIs implementhe Equator Principle3

2. How dotheEquator Principles influendaeapplication andnanagement of environmental
and social risks of project sponsars

3. Thirdly, how dothe EquatorPrinciples affect projeeaffected communiti€s

1.2 Why Equator Principles ImplementatidtattersAmong Key Stakeholders

The extant literature on Equator Principles and the analysis of Equator Principles
implementationsprovides a starting poinfor understandinghow key Equator Principles
stakeholders suciis EPFIsn factimplementthe Equator Principlesandhow project sponsors,

in turn, managethem In addition, themembers of theequator Principles Associatiprior
example, provide uncleardisclosires about ervironmental and social risk management
procedured or areonly beginning to understaédthe effects of the Equator Principles at the
downstream end of implementation, that is, among project sponsors and affected communities
(BankTrack,2014; Meyerstein 2019. There areseveralimportantreasons for investigating
Equator Principles implementatioriThese reasons range from its original conceptual
inadequacies benefits of sustainability orientationto project sponsor application and
management of the Equator Principles framework.

First, someEPFIprojectfinance clientsggroject sponsojsio notknowd let alone understardd

what Equator Principles are, and do adequately engage withrojectaffected communities
(BankTrack, 201,12017. This isdespiteincreasingworldwide adaptionof Equator Principles

by project financierand the Equator Principles framework requirementgtogéct sponsordo

so especially for high risk andnedium projects Therefore, the Equator Principles
implementationspacefrom EPFIsthrough project sponsarat the project levél and to the

affected communitiesn the ground constitutes an empirical void thisesisseeks to fill It does

this through exploring a set of implementation issues that are largely voluntanyivandhat
theirimplementatioiid oes not <c¢reate any rights in, or |
(Equator Principles, 2013, p.11)

Second,an EPFd sor project sponsér sorientation tevards sustainability can engender
shareholder value maximizatiorhis isby payingattentionto, and acting orsustainabilityvalue
driversthrough practices tha&nhance environmental and so@atcomeqe.g.,conductingdue
diligence on the sustainability perfnance opartnerships oacquistions, acting assustainable
developmentpractitioner requiring eco-efficiency in operationghrough waste reductioror
minimal energy input being sensitive taevolving or reportinddisclosurerequirements for
environmental risksetc) (Weber & Feltmate, 201¢pp. 46-47).

Third, the researchguestionsthat thisthesisraisesare also pertinentdue to the potential for
transforminghe Equator Principles into a mobendingii h al r adivamework (Mikadze, 2012)

given the absence of oversight in Equator Principles implementation mentioned earlier.
Therefore, nderstanding the nature of current implementatidhe Equator Principleprovides

a routeto inquiringwh et her from an empirical faEqaodpoi nt ,
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Principles Association memberBourth the diverse and the incomparable implementation
(Equator Principles, 2003, p.11) and deciswaking among EPFIs and project sponsors
suppors the need for further investigation into how such differences of implementation diverge
from sustainability principles, or creates the impetus to improve or harness the diversity of the
Equator Principles framework implementation in the direction of ipessustainability.

Fifth, the EPFiclient confidentiality provisions, the increased Equator Principfgake and
implementation in jurisdictions of weak environmental regulations i n-DegigNaied
C o u n t¥and enoréement (Haglund, 20@ambo eal., 2015 leadoutside stakeholders such
as NGOs to sustain criticism of Equator Principles implementatidirelated projects (dkell,
2015)and so trigger the need fonderstandinghe Equator Principles

These concerns also suggasteed toinvestigatehow best to determine the effectiveness of
Equator Principles implementation given the a
Principles project that contributes to sustainalfilifhroughan analysis ofEquatorPrinciples

applicatio® especiallyat theproject sponsor levél this thesisfills an analyticalvoid in the
literatureregarding how project sponsapplyand managéhe Equator Principles.

Sixth, Wr i ght and Rwabi z a anonggtlzeCearliegethi0ad i@earch etfiee r
Equator Principlestatet hat EPFIlI s fAare | argely concentrat e:f
by targeted advocacy campaigns organized by civil society groups and strong regulatory systems

[€ ] which increases the likelihood ah environmental malpractice may be exposed by
stakehol ders and cause damages to corporate r
that would investigate the relative significance of characteristics of Equator Principles
implementation by oginal Equator Principles bankBhis thesis represenaspartialfulfillment of

A

these aut horsoé call

The elements of thedequator Principles implementatidgssues also represembw the financial

sector seeks to contribute to aligning the financial system with sustainable development through a
suite of new actors, emerging coalitions, multiple initiatives, and instruments (UNEP INQUIRY,
2015; Oyegunle & Weber, 2019)early fourteenyears since its launch in 2008y Equator
Principles have undergone an evoluti@ppendix 1,Figurel13). The first revision in 2006 was in

tune with the implementation experience of its first three years. The second revisieBqiator
Principles, vhich evolvedinto the third version ofhe Equator Principles in 2013 adopted and
focused on emerging issues such as human rights and ctinzaige.

SAiNenresi gnatedasCoppibisieds toou nithasdsge mingias de@med to have weak
environmental and social governance, legislation systentsinstitutional capacity (i.e., without robust social and
environmental safeguards for their people and the natural environfgogtor Principgs, 2013, p.15)
“ASustainabilityo [is a goal] and Asustainable devel opm
p.18. These concepts are arenas of ndueind arguably unsettléddiscussion among theorists and practitioners

alike.Lek (1991), for example, defines sustainability as #ft
human life at the specified level of wélle i ng t hrough fSustméngéher devehs@meit O
World Commission on Environmén and Devel opment (WCED) definition is f
present without compromising the ability of the future generations to meet their own (WCED, 1987, p.43). Some
scholars such as Tolba (1984), and Hargroves and Smith (2005) gsatepts synonymouslythe position of this

thesis.



Lastly, theEquator Principles framewofiasreceivedittle scrutiny andesearchas compared to

other voluntary codesuch as thafior members othe chemical Industryi.e., Responsible Care
establishednh 1985, and formembers operating nuclear power plgstituteof Nuclear Power
Operationdaunchedn 1979 (Gunningham & Ree4,997) Similarly, thevoluntarycodes for tk

Forest Stewardship Council (FSC) membkasve been in existenc@nce 1993(Bernstein &
Cashore, 2007)n addition, he nonadoption o® or the absencefd anindependent oversight
mechanismn theEquator Principlesleserves an inquignd potentiatonsideration, particularly

for stakeholders to track progress (Sethi & Emelianova, 2006; Abbott & Snidal, 2009; Schepers,
2011) ofthe Equator Principles projeGt$o encourage transparency inpiementationand to
determinewhetherthese projectare contributing tgositive sustainabilityt all

1.21 Research Contributions

This thesis contributes to the scholarsbip and thedebatesabout the implementation on
voluntary codes, such as in the caseEgftiator Principles literaturén four ways Firstly, it
advancesur understanding of how Equator Principles financial institutions make decisions for
Equator Principles implementatioBecondy, in unifying institutional and stakeholder theories,

this thesis adds to the Equator Principles literature through explaining how these two theories
engender operational legitimacy in Equator Principéesl how institutional theory processes
explain Equator Principles implementation and
empiricalrealm.Thirdly, this thesis explores a scantily researched area of Equator Principles: that
of the project spasor application of Equatd?rinciples. Fourthly, through a case example taken

from mining as well as insights from field interviews of EPFIs, project sponsors, NGOs, and
projectaffected communities, this thesis adds to the literature of Equator Prénciple
implementation by exploring the nature of stakeholder engagement and grievance mechanisms on
affected communities within the Equator Principles framework.

1.3 Methods

To investigate Equator Principles implementation, this thesis used qualitetearale methad
such aditerature reviewsdocument analysisndinterviews with Equator Principfinancial
institutionsand theirborrower$® the poject sponsordt analyzedheimplementatiorof Equator
Principles following interviews over the courseof 20142015 with nine Equator Principles
Financial Institutions (EPFIsyvhose profiles are in section7.1 It also conducted document
analysisto supplement EPRhterviews.The interview questions for this thesis drew on themes
from the Equator Principles literature reviesvthat covered ten years of available Equator
Principles literature, includinfiterature onthe emergence and evolution of Equator Principles
(Weber & Acheta, 2014).

Data collection ortheimpact of Equator Principles on Proj&gponsors involved usinigceto-
face interviewd which often exceedethe timerequestedn the recruitment lettér with project
staff of theEquatorPrinciples projecin July2014 andlundJulyof 2015 andthroughananalysis
ofdocuments related fwojectact i vi ti es and ef f ecibhMorthWestedna mbi a 6



Zambia.The analysis of impaci@ox 7, Appendix 1)of EquatorPrincipleson projectaffected
communitiedollowed interviewsover a period ofwo and half monthwith traditional chiefs and
individuals within these chiefdomanonymous NGO official in the Copperbelt of Zambia, and an
environmental official in a government environmental ageDaya collectionnvolved participant
observation in projeetffected communities in the Copperbelt and in the N@fdstern Province

of Zambia. This sequence of research aligns with the notion that the method and a strategy used in
an empirical study are dependent on dkerall research objective (Baarda & De Goede, 2001).
One research objective in this thesis is to understand how project sponsors manage Equator
Principles in their operations.

In addition, he insights and themé&®m the Equator Principlesiterature eviewsalso provided a

basis for hbilding an explicit framework fodata collection and analysiegardingthe project
sponsor8implementation othe Equator PrinciplesAs will be detailed later in chap&B, 4, 5

and 6, the research questions and qualitative research used in this thesis focus on Equator Principles
implementation, an@rovideinsightsinto the operations and decisiomaking for environmental

and socialisks and impactwithin Equator Priniples financial institutions, project sponsors and
projectaffected communitie$n other words, through posimgidentical set of Equator Principles
implementation and Equator Principles framewbdsed questions to a diverse pool of
interviewees activa project finance markets, it is possible to gain insights into behimdcenes
decision making for Equator Principles implementation, godentially, their application at the

project level. The nature of this research lends itself to the 'How' anyg ‘guestions over which

the researcher has no control (Yin, 1984, p.2histhesisalsoin chapter 5 (theoryjraws on, for
example, the discourse within institutional and stakeholder theories to analyze and explain Equator
Principles implementation A multiple research strategy as described above represents
triangulation of methods and sources

1.4 Structure of th€hesis

This thesis is a triptych of research investigatihgee key areasE PF1 s d | mpl ement a
Equator Principles, the impact &guator Principles on project sponsbnsanagement of the
Equator Principlesand the impact of Equator Principles implementatod managemerdn
projectaffected communities. The research examines Equator Principles implementation over the
pastnearlyfourteenyears of its evolutionThe firstchapter, thereforéntroducesa brief overview

of Equator Principles as an industry initiatifice addressing environmental and social issues in
financing of largescale projects. lhighlights four key actors involved in Equator Principles
implementation. The chapter alsalicatesmportant conceptual problemsth Equator Principles
frameworld which have provided grounds, for example, to the NGOs to criticize the initiative.
These criticisms ahg with the literature review on Equator Principles shape the research
guestions for this thesis, and the methods and sources ugathés datan, and tounderstand

the nature gfEquator Principles implementation.

Chaptertwo reviews the literaturen Equator Principledt commences with the discussiontioé
nature of project finance, its actor constellation and risk allocation between and among parties in

5G9y @A NR Y Y S yimpattsrefeyi®Ranyichande | pbtential or actual, to (i) the physical, natural, or cultural
environment, and (i) impacts on surrounding community and workers, resulting from the business activity to be
adzLILR2 NI SR OLC/E HAMHE LIdmO

9



project finance. Project finance is central to Equator Principles implemedtadith how acts
allocate risk has potential influence on the future of Equator Principles and sustainable
development more broadlyrhe chaptethenreviews the literature on Equator Principlasd
discusseshemes that undergird the Equator Principles implemeniatimhexplain current gaps
in theEquatorPrincipledliteratureregarding actudtquator Principleamplementatiorat the EPFI
level andits managemenat the project sponsor levét reviews the literature on reputation and
institutional pressures asswes underpinning the motives of originfdunding membersf the
Equator PrinciplesAssociation In addition, it includes drief review of Equator Principles
literature on policy framework conditiodghe hostcountry conditions under which EPFIs and
project sponsors implemerdand applythe Equator Principles. Along with the issues of
transparency, accountability and disclosure, the chapter provides an ovefrhiew thesassues
are important in Equator Priiptes,and, leftunattendegdhowthey add to the criticism of Equator
Principles. In identifying the gaps of opportunity in these thefeesaddressingdentified
problems withEquator Principles, | justify the research questions and objegtivessubject of
chapter four.

Chapterthreeis about the research objectivasd questionsfor this thesis Using a research
guestion matrix, the chapter outlines three research questibrthe heart othis thesis

investigation. Research question one is about why and how EPFIs implement Equator Principles.

Six subsidiaryinterview questions along with guidingr clarifying answer structures support
research question one. Research question two investigates how Equator Primppldthe

pr oj ect cotphutiorsto sustadnabilitthroughthe project sponsor operations. The third
and final research question is abouiviequator Principlesmpactprojectaffected communities

It does thidy exploring themain practical and conceptual limitations and challenges for project
affected communities during stakeholder engagement in Equator Principles implementation.
Subsidiaryquestionsused in interviews along with clarifyingnd guidinganswerstructures
accompanyesearch questiaiwo and three as well.

Chapterfour is the theory chapteior this thesis It introduces concepts and the institutional,
stakeholder and natural resourdeased view theory perspectives for understanding Equator
Principles implementation and for potentially reforming Equator Principles implementation as a
means towards adding to their legitimady. this vein, he ceinfluence of instiitional and
stakeholder theories is shown regarding th€luence onoperational legitimacy foan Equator
Principles projectAn analytical framework used for understanding project spoeggolication

and managemenf Equator Principles is also shoyalong with the hypotheses for understanding
Equator PrinciplesSection 4.4 concludes the chapter.

Chapterfive is the methods chapter. Specifically, it discusses and justifies the methods for
collecting data anénalyzing Equator Principles implementatiby EPFIs, for analyzing the
impact of Equator Principles on project sponsors and on Affected Communities. It explains the
methods used to gather data (istructured interviews, literature reviews, document and case
analysis), and shows elements of Mi¥IVO software used to conduct data analyfeis EPFIs
interviews The chaptedevelopssix factors(from the analtical framework introduced inhapter

five) for understandindgequator Principlesmplementation and applicaticas an additionto the
institutional, stakeholder theorgndnatural resourcbased vievtheorydiscussed in chaptéwur.

The additionalfactorsare: (a) Internalprocesses, standards and policied) ) project
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organizational structure for Equator Principl@9,Equator Principles Association requirements,
(d) host country laws, regulations and permitémgl covenanige) other external factorgnd )
project social responsibilitgnd EquatoPrinciplesframeworkelementsThisis the first analytical
framework The second analytical framework evaludtess i ng Gi bson et al
sustainability criteria specified for the project case exarmphesv project sponsor operations
could potentially redirect Equator Principles implementation effadgvards environmental and
social sustainability. To investigate how Equator Principles impact praffscited communities,
the thesis draws upon Hodgeds (2004) first gt
Seven Questions to Sustainability (/@S a means of understanding stakeholder engagement and
dispute resolution or grievance mechanism within the Equator Principles framework. The chapter
concludes with a discussion of reliability and validity issues as applied to this research, as well as
data limitations identified for this thesis.

(@)
w

Chapter & shows a sample of Equator Principles signatories, a project sponsor and an affected
community. The chapter provides a profile of sample of EPFIs, a project spandarelated
projectaffected commnitiesand other stakeholdensterviewedfor this research. Through a set

of research issues, it provides a basis and justification for selecting sample EPFIs, the project
sponsor, and projeetffected communities.

Chapter seven is the results chapter. It presentsfindings from the research orEPFI
implementation Outcomes of Equator Principles implementation from interviewed E&fels
shownin sec7.1 to7.1.7. Chaptesevenalso presents results of the impact of Equator Principles

on a project sponsoKalumbila Minerals Limited. Here, a case example illustrates the various
outcomes of Equator Principles implementation in a host country context of Zambia via a project
copper mine. Sectioi.4, addresses the practical and conceptual limitations and challenges of
stakeholder engagement and associated grievance mechanism via results of inteittiews
various stakeholders about the impacts of the Equator Principles onjafftgetéd communities

The subsequent section analyses these results through a discussion of six issues pertinent to
stakeholder engagemaeunithin the project sponsor context of Kalumbila Minerals Limited

Chaptereight presentssummary of research findingend conclusionshat follow from three
research areagl) conclusionsregardingEquator Priniples Financial Institutionof Project

Fi n a nimplamergatiohof Equator Principles(2) conclusions about the impact of Equator
Principles on projecsponsorsand3) conclusions about the impact of the Equator Principles on
projectaffected communitieshis chapterlso includesheoretical and conceptual contributions
of this thesis

Chaptemineis the closing chapteandconcerns practicakcommendationsmplicationsfor the

Equator Principles Associatioand furtherresearch needs. It calls for Equator Principles
framework refor ms. For EPFI s6 i mplementation
improving internal decisiomaking for Equator Principles is necessary though insufficient by

itself. For the projecdponsor, bettaapplicationof Equator Principles increases project legitimacy

As for projectaffected communities, stakeholder engagement and grievance mechanisms are
better when there is more disclosure and transparency, first from the EPFI, ancdbtheher

project sponsor
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Thenext chapter discusses in more ddtail key partieso Equator Principles framewoakocate

risk among and between themselves, and how potentially such allocations could influence Equator
Principles implementation beyond reputation management to implicate sustainable development
more broadlyAlong with Equator Principles literature new, understanding project finance as
applied in Equator Principles provides a background for identifying and justifying subsequent
research objectives and questitaterin chapterthree
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Chapter 2 Literature Review: Project Finance andEquator Principles

This chapter examines project finance and Equator Princgiesoutlines how the nature of
project finance influences the implementatioth&Equator Principles.

2.1  Project Finance

To examine the process by which EPFIs implement the Equator Principles, or how other
stakeholders (e.g., NGOs) criticize the Equator Principles, we need to understand the nature and
the role of project finance in social and environmental sustainabiligomgs of the Equator
Principles framework. In fact, the complex and multiple contractual arrangements within project
finance carry with them important implications for sustainable developnidm&. Equator
Principles, for example, defines project financa asethod of financing where:

The lender looks primarily to the revenues generated by a single project, both as the source

of repayment and as security for the expost
and expensi ve i mesthedorm ohfinanang af the corstructiontofaalnew

capital installation, or refinancing of an existing installation, with or without
improvements (Equator Principles, 2013, p.18; Bastld Committee on Banking
Supervision2009.

Accordingly, EPFIqlenders or project financiers) pay close attention to project issues that may
interfere with cash flows or the integrity of the asset such as social agitation against the project or
environmental regulations that may impact project costs (Cotula,20@8dGne & Snaith, 2011)

The profile of borrower liability inproject financeas similar to thabf obtaining most conventional

loans where a constant stream of income and collateral provides an assurance to the lender that
the borrower is credit worthyHowever, in certain limited cases, and depending on the project
phase or project circumstances that include abandonment, a lender can exercise some limited
recourse against the parent company or companies (consortium) making up the project entity in
the evat of violations of loan conditions or outright default (Esty & Sessia, 2011; Beidleman,
Veshosky & Fletcher, 1991). Indeed, different structures of debt financing and conditions give
rise to a web of property rights in a medontract scenario involvingroject finance(Farrell,

2003) and may impact Equator Principles implementatioence leadingo varying outcomes.

Such a potentially complex scheme of project financing means that project sponsaitenayn

to aspects that impact (or even interfere with) the performance of the project such as host country
policies and social and environmental regulations (Haglund, 2008; Turnbull, 2004; Compagnon,
Chan, & Mert 2012). The nature of therojectc o mp aforpréosj e ¢t  sopporatessocrald s ]
responsibility(CSR) and reputation implications (Wright & Rwabizambuga, 2006; Gunningham

et al., 2004 Kemp, 2010)may also receive attention and may influence how a project sponsor
appliesEquator Principles.

The actions of NGOs towards a project sponsor and sustainable developmemscondbe
project sponsor 6s mar ket or .28)oames alsmempartant( L e a d
implementation aspects for a project sporsErauséNGO campaigns adihe markettan impact

S p o0 n seputatiosboth positively or negativelyBoth the project sponsor and the host state have
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investment interest in the projea@nd can (and do) have differemtegrees ofinfluence on
sustainable development (Dufey & Gri€gan, 2011; Eskeland & Harrison, 2003). However, for
ease of understandimgoject sponsoapplicationand management tiie Equator Principlesand

to avoid analytical confusion, this thesis conveniently refers to all project investors (except the
host state) as project sponsors.

2.2  Sustainability Risks and Criticisms Bfoject Finance

Against background information in sectiorl, 1l present some general observations about the

nature of sustainability risks for project finance as they pertain to the relations between the
projectds two Aenvi r oaextema Both@nvironmerds have tifeerem a | ar
influences and impacts Equator Principles implementation or applicatibinere are three types

of impacts, two of which are dgirectional in the sense that the project itself affects the
environment and prog-affected communities, both of which, in turn, affect the project itself.
These i mpacts -aui 8er eluatbhedunsdfithp compih@ton pmjecsts on
societyduringt hei r nor mal o peirnaodt ircen sa]Jt,i oannsd [firoeul tastiidoen s
or negative social societal effects on the company or project] (Porter & Kramer, PZO@@)side

outside considerations are also a result of a sustainahbitiipation of individual managers

(Sharma, 2000Sethi, 2005p.20; Adams, 2002Bansal & Roth, 2000; Rogers, 2003; Henriques

& Sadorsky, 1999).

There are also organizational pressures, capacity, and financial resources to capture the advantages
of applied sustinability (Stubbs & Cocklin, 2008; Hart, 2005, p)6The third type of project

impact is due to reputation risk. Reputation risk arises because of deficiencies in mémaging
finsideoutod relationship as well as the capacity and ability of externakbtlers to influence
Aoutisnaerel ati onshi p. | n ot hexpectatioosr gays hetweerh e r e
Ainsi der so and 1 ilusttatesshess @aints.. The uBe hgre of & mining project
example follows fronthe field interviewsl conducted irthe mining Copperbelt of Zambia and

from theserious environmental and social sustainability issues (World Bank, 2011) that have beset
the mining industry in that Southern African natibiowever, any other project type, such as
power generigon or oil and gas, would provigesimilar outline of players as well as risk allocation

and risk management.

In the example shown in Fiy multiple project finance stakeholders hold different degrees of
influence regarding sustainability effects of fhroject. It is the emphasis on risk management and

the project sponsor management of environmental and social risks that has attracted criticisms of
other stakeholders over its fourteen years of implementation (BankTrack, 2004:2014; Schepers,
2011; Nguyae, 2007; Leader & Ong, 2011 peci fically, a project
conceptualization of Equator Principles implementatioof t he | endersldoan r e qui
in Figure 11, Appendix.1Pr oj ect f i nance s theEljuator®riciglesprsjéct i nf | u
stems from a risk management policy that consists of risk avoidance, risk allocation, and risk
minimization (Leader & Ong, 2011, p 111; Hoffman, @00 These project fina
for risk avoidance, prevention and reductionea/ironmental and sociaisks calls for tighter

action plans often issuing from Equator Principles or IFC provisidosording to Leader and

Ong (2011), key project finance stakeholders (defined as host country government and project
sponsors) base righlocation enshrined in negotiated agreements on three important principles: 1)
allocation of risk to the party well positioned to control it; 2) allocation of risks to the party able
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to handle it; and 3) allocation of risks to the party best placed t&fiben profit from it. For risk
mitigation, there is no risk allocation among stakeholders or participating parties. Instead, Leader
and Ong (2011) argue, the goal is to reduce the severity of risks, parti@ramngnmental and

social risks for projectfinance parties, such as projattected communities. However,
individually and jointly among the project finance parties, risk allocation is more about managing
reputation concerns and sustained negative publicity.

Project finance actors, thereforeseumultiple risk mitigation strategies that include financial
insurance (project insurance in its various forms) lagdl avenuethat minimize liability (such

as when a project sponsor requests immunity from certain regulations or requests a grace period
before paying certain taxes or seeks advantagelafationb e cause of t {ireet | oc a
status)(Cotula, 2008). These different strategies help project finance parties to insulate their
operations from risk, and consequently influence their dmriton tg or detractions from
sustainabl e devel opment. linterestoa degiredwsasyamabilitya pr o
outcomes, for example, in Equator Principles is mostly limited to mitigatienvafonmental and

social risksusing devices inhe preceding paragraph.

Other scholars argue that environmental impact assessments should not be simply about mitigating
risks but shouldalsoinclude or emphasizeassessment efforts aimed at enhancing maximum
positive sustainable development impdetacking & Guthrie, 2008, p.8Zibson, 2006a; Abaza,

2003) Indeed, s ho | ar s 6, practitionersé and NGO argum
regarding voluntary codes such #s Equator Principles implementatiaand associated
stakeholders such as projspbnsorsre multiple. They include challenges of creatingdtpiarty
beneficiary status for affected communities (
for international project financing (Mettala, 1986, p.230); and limited, or in some cases lack of,
detailed projectevel disclosure and standardizeerformance evaluation systems (Bulleid, 2004;

Macve & Chen, 2010; Monahan, 2005; Hennig & Wdrsdorfer, 2015). Other arguments include
inadequacies of stakeholder engagemidgugen, 200y ; fsac arsd &l Voges 009N s e o (
p.77) nature of voluntary codes [such as Equator Principles]; limited transparency and deficiencies

in human rights obligations (BankTrack, 2012); and Equator Principles conceptual vagueness
(Thomas & Lawrence, 2004). Clearly, Equator Fples implementation provides fodder for

critics to contest the Equator Principles overall effectiveness; and in some way, suggest what issues
stakeholders need to address for improving the Equator Principles framework.

In the three preceding sectionketefore, we have segealbeit briefly,how the project finance
scheme operates, how risk allocation occurs, and how project finance actors potentially influence
sustainability outcomes in Equator Principles implementation, and the potential direction of
sustainable development. Laténis thesis will return to addressing the insufficient aspediseof
project sponsarapplication and managemeat the EquatorPrinciples and the necessity for
thinking strategicallyof new pathways that contribute towards Equator Principles sustainability.
Figurel, below, shows the various project finance actors discussed above andlirl seow

they are eachinked, andhow they could potentially influence the overall project sustaility
agenda for a typical projeduchas amining projectas used in this example.
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2.2.1 Environmental & Social Risk Sustainability Linkage

The figure below represents a typical project finance structure. It shows how \&iorsinfluence environmental and social risk as
well as overall project sustainability.

Supplier: of Mining Equipment and

.\ " l= ............. . .... ....
Other Materia (A) Lender:: Equator Principle: ", s (.MOPO rators 0 Y
4 Financial Institutions (EPFI:) : amaggnen %
| ” | Y < $

Supply Contracts ‘ Asset: (e.g., Mining Project) %t |—————> Outcomes (C) Benefits, Risks
® * e, __.-" ) and Impacts: Project "..
) Environmental Affected
hI- Aspects and : Communities
h — A Host Country @
Equ:il'_\t Investors: Retaras to Regulators S - s
Equity Funds Peasion F“d .......... Ilfemn v o - )
............................. & Cultural .-\:pects.'-..‘ i
(B) Spomsers: Mining Projects- Firms, (D) Host

Country Gov't

‘ea,
e
-----
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et
......
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Figure 1. Project Finance and Sustainability Linkage
(Source Google images; Bodnar, 1996escombe2002; Finnerty2013, p.3Modified)
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The project finance actoabovealign withtheEqu at or Pr i nci pl esoThadef i ni f
Equator Principles define stakeholders as #dth
interest in the achievement of the aims of the Pringiple Thi s [ é] shall 1incl uo
to: civil society; clients; development finance institutions; industry Associations; Project Sponsors;

the International Finance Corporation (IFC); rgomvernment organizations (NGOSs);
organizations, sharingrmilar aims such as export credit agencies; public financial institutions;

and sharehol ders of thd EPFIso (Equator Princ

In Figure 1, the bidirectional arrows show the gofluence of stakeholders oime Equator
Principles project applicatiotn other words, Equator Principles stakeholders havermfloence

on one anotherduring project activities. Meanwhile, the owlirectional arrow shows a
stakehol derds influence o0n, wkidhgnayavarg a urdtiont y e f |
severity andrequency(e.g., ag o v e r n moaitoring and enforcement of environmental laws

for a projectin a developing country may be contingenttba competereof the governmeit

An equity provider may have a specifiafluence of note during, for instance, shareholder
meetings. In practice and over time, this -oirectional influence becomes-tirectional or
constituting mutual influenceB¢enner, 1995)with the project, in turn, influencing the project
sponsor. In addition, the host country faces at least two risks and plays twé-oolesader and

Ong (2011), the host country faces both project revenue risks and project activity risks in process
of satisfying the basic rights of projeatfected communitier its citizen even as it acts as a
project regulator. In other words, the host country has a dual role of fulfillirdjrést public

interest rolesuch as the environmental protection of camnities, and at the same time, it must
satisfy its commercial rolsuch as generating or allocating project revenue for environmental
protection or social amenities. Both roles present the host country with conflicting and competing
concerns and questioabout how best to prioritize its dual roldhe next section examinése
motivations for the launch and adoption of Equator Principéean attempt to address gueial

and environmental issues in the financial industry.

2.3. Backgroundcontextof Equator Principles

The Equator Principlas premised oa historyof crises that beset early World Bankrastructure

projects The criticism of, and scholarship on, the impacts of lsame projectsfor example,
intensified in the 1990s with the involvement of the multilateral development banks (MDBSs) in
high-profile financing of contested infrastructure and development projects (Kapur, Lewis, &
Webb, 1997; Rich, 1994; 2007). Targets of such criticisms includedBM s f undi ng of
Saravar dam and Polonoroester highway in India and the Brazilian Amazon respectively,
(Schepers, 2011; Hunter, 2007; Morse & Berger, 19BRj.the 19908 according to Wright

(20090 also sawdecline of large capital flom® the deveadpingcountries with the World Bank

Awi thdrawing entirely fr dmnldapbgrecordimgly lbaledppubl i c
theprivate commercial banks fill that financingracuumleft by the WB therebybeconing new

targets of NGQriticisms.

However, he circumstances that led the founding members of Equator Principles framework to
consider social and environmental effects of their lending are multiple and contested. However,
evidence suggests that the actions of Rain ForestiActitée t wor ks ( RAN) campa
Citibank for its funding of, for instance, destructive fossil fuel industries helped highlight the
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environmental and sociglf f ect s of private commer cR0@74 bank:
O'Sullivan & O'Dwyer,2009; Lobe, 2003 Leader & Ong, 2011; Kulkarni, 200®)at mostly, if

not exclusively, seek profit and shareholder maximizatibimstly, these campaigns were
particularly against Oleoducto de Crudos Pesados (OCP) pipeline in Ecuador and Camisea gas
fields in Peru, and the Cha&tlameroon PipelinéBrown & Fox, 1999) Parallel attack campaigns

from German NGOs were against Deutsche Landesbank for the Peruvian pipeline. Meanwhile
NGO attacks also contired against Barclays Bank for its lending activities involving the forestry
activities of the sho#lived conglomerate, Asia Pulp and Paper (Wright, 2009). To unify these
disparate NGO advocacy campaigns, and to provide a more structured approach abioregoti

with the financialsector, varioutN\GOs such as RAN, Friends of the Earth (FOE), World Wide
Fund UK (WWFUK) and so od formed an operating statement knowntlas Collevecchio
Declaration in Jamary2003(O'Sullivan & O'Dwyer, 2009)

This declarabn required financial institutions to commit to integrating in their project finance
operations commitments which included commitment to the following principles: sustainability,
Ado no harm, 0 responsibility, a c coosustainable i | i ty
markets and governance (Collevecchio, 2003). Against this sustained NGO pressure, a potential
future of social and environmental litigations and an evolving awareness among financial
institutional customers, key private commercial institugidiegan outlining a formal response
structure in 2002 (Wright, 2009). This led to increased interactions and meetings with the IFC, and

the birth ofthe Equator Principles. In a sense, these interactions bore the hallmarks of actors re
configuring their rées towards common institutional objectidethe coming together of the

strands of institutional theory for understanding their actions.

Therefore, in adoptinthe Equator Principles, EPFIs wanted to signal to multiple stakeholders that
the EPFIs were serious about considering environmental and social issues in their activities,
thereby protecting, enhancing or defending EPFIs reputation (Wright & Rwabizambuga, 2006)
Secondly, for EPFIs, adoptirige Equator Principles arose from a business case for sustainability.
In other wordsthe consideration oénvironmental issues in business strategy in areas such as
waste reduction, process improvements and so on, thatdeadreased profitabilityBansal &
Roth,2000) Lastly, the International Finance Corporation (IFC) was also ratcheting up pressure
for sustainable finance across private sector financial institutions as a strategy to minimize
potential competitive losses by nadopters (Hunter, 2007). Huntargues that this competitive
strategy helped private sector financial institutions to consider sustainable finanae as
differentiating competitive niche that would place it at par with IFC but aboveadopters in
competitive finance markets.

These lckground events involving sustained NGO campaigns and the increasing salience of
environmental and sociasuesn IFC policies were among seminal evethiat led tahe creation

of the Equator Principles. Following a series of background meetings @antbtimation of a
working group, ABN Amro, Barclays, Citibank, and WestLhe first visible quartet of NGO
targetshecausef their prominence in the project finance madketould later draft and launch a
unified financial industry standard, the Equator Eiples.Next, comingon board this initiative

would be Crédit Lyonnais (now Crédit Agricole), Credit Suisse, First Boston, HypoVereinsbank
(HVB), Rabobank, Royal Bank of Scotland and Westpac (Wrig@09; Wright &
Rwabizambuga, 2006). The existiagvironmental and sociatandards of the MDBs (the World
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Bank, and its private sector arm, the IFC) offered a preliminary common basis for debate and
agreement among the core group of banks (ABN AMRO, Barclays, foitmerly Citigroup, and
WestLB) and tfat influence continuess shown imext sectiorbelow.

2.31 TheWorld Bank and IFC Influence on Equator Principles

Much of the current Equator Principlesd arch
Environmental Health and Safety guidelines. Mereor , t he Wor éndronBentalk 6 s t I
and socialrisk management (ESRM) policieso ¢ isaf egu &addadlreqdy redeiced e s 0 )
exposure and attention (some of it advefsejn their global application in the infrastructure
development, particularly in the emerging markets (Hunter, 20D@xpite the perceived
shortcomings omultilateral development banks (MDBs)stainability standardand because of

this close relationshiamong these core banks, the private commercial banks active in project
finance markets embraced and borrowed the of
standards (Wright, 2009) . The WBGG6s private
Comoration (IFC), provided its performance standards for social and environmental sustainability

to the Equator Principles Association as a founding frameworkthferEquator Principles

(O'Sullivan & O'Dwyer, 2009; Conely & William, 2011; Equator Principlesl). In June 2003,

with prior technical support of IFC, the ten private commercial banks laurtblegdquator
Principles at the | FC headquarters in Washing
capacity and commitment to implemigrgt Equator Pmciples, the IFC also assured these banks

that it would provide training to these financial institutions as and when needed (Wright, 2009).

This interaction betweghel FC and commerci al banks now inclu
of Lear ni n gel|HE\bringsttogeaiherwdmenercial banks to share their implementation
experience regardintpe Equator Principles.

It can therefore be argued that the commehl@aks throughthe Equator Principles conveniently
filled a fAdue diligence [operational] vacuumo
temporal withdrawal from financing infrastructure projects (Amalric, 2005; Conley & Williams,
2011). Amalric (2005) also gerves thathe retreabf traditional multilateral development banks
(MDBs) from project financingfollowing incessant NGO criticismg&nabled therivate sector
financiers(e.g., EPFIs)o easilypass omprojectscreening costs faroject sponsors becseiproject
sponsorsare notcollectively organized as EPFémdbecause ofhe dominant nature of original
EPFIs in project finance mark@t.12) For the EPFIghe pull towards complying wittheEquator
Principles was necessary for gaining legitimacy and forestalling potential damage to reputation as
Hunter (2007) and Wright, (2009, p. 12) and Wright & Rwabizambuga (2006, p.98) s@jpest.
scholars argue that another motivating folmhindan o r g a n i zadodtion coh Kysator
Principles isdue tothe conditional nature of loan syndication (Spek, 2005; Conley & Williams,
2011; Leader and Ong, 2G1Amalric, 2005. This is because project finance necessarily involves
largescale financingand here is a preferendethough not alway® for a pool of bankthathave
similarly adoptedhe Equator Principles (Conley & Williams, 2011)oan syndicatiomlsohelps
participating bankshare potential risks associated with such large projects. The inference from
the above point is that by @pting only Equator Principlesdoptees, EquatdtrinciplesBanks
involved in loan syndication effectively signahd in some cases emphasiber sustainability
aspirations and records to parties interested in reaping reputatiefits. Theiintent is to avoid
implemening or enhanmg theEquator Principles implementatiomthe letteri(e., to bepotential
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free riders adverseselectors ard project sponsors without proven environmerdalsocial
credentials).

It is important to note, however, that there are many other factors and risks that attend to a typical
projectos vitahbaitl iitnyf.l uTelpedoemansbkeslugesks Judes ¢tolflit

risks (Crossilk Banf i el d, 2012) within the projectodos a
host country Project sponsors will often transfer political risk to insurers via the medium of
political risk insurance (PRI). Howey, there have been questions as to whether insuisiace

mitigating or aggravating factor in project risk management (Kazimova, 20tajlicts could

in a particular jurisdictiod have an impact on debt service terms through creating prohibitive
project costs due to project delatherebyseriously influencing project sponsor cresliatus

(Ahmed & Fang, 1999, pp 4#4).

The risks attending to an Equator Principles {gpgect fall into two categories: On the one hand,
there are commercial risks. These project and development riskgluding asset maintenance,
market or segment targeting or identification. Included in this category of risks are interest rate
movements, material or-put and output price changes, inflati@md so on. On the othband,
therearenot o mmer ci al ri sks that relate to adverse
operational area. However, accordiogesty(1999), it is useful to thinkf risks associated with
project financé suchas inEquator Principles projedsas generallyfalling into four clusters:
pre-completion risks, operating risks (pagimpletion risks), sovereign risks, and financisks.

Having examined the emergence and evolutiash@Equator Principles and the naturfecertain

risks that beset project financehrefly presentiow the Equator Principles Association governs
the Equator Principles as a means of understanding the implementatieEafuator Principles,

and the influenceof NGO campaigns forenvironmental and socialonsiderations improject
finance.

2.32 EquatorPrinciples Governance and NGO Influence

EquatorPrinciples Financialnstitutions (EPFIspperate under an umbrebasociatioftaunched

in 2010 known as the Equator Principles Association. The Equator Principles Association
management structurensade up of EPFlandthe Equator Principles Associates. These Equator
Principles Association members further siibide into managemenfwhich is the thirteen
member Steering Committeeand an Administrative Structure (which is the Equator Principles
Secretariad whose services the Equator Principles Association is seeking to outsource). The
Equator Principles Steering Committee provigeslance to EPFIs regarding the processes for the
management, administration and development of the Equator Principles. The Equator Principles
Association Steering Committee Claicurrently held by the Standard Bank Group of South
Africa for the 2015/16 tend is responsible for coordinating the Steering Committee, Working
Groups and EPFIs. According the Equator Principles, the Governance Rules of the Equator
Principles Association provide guidance to existing and potential EPFIs on aspects rdlated to
Equator Principles as well as the developmernheEquator Principles. The Governance Rules
alsoset the process for nomination and appointment of representatiaesl tdetail the scope,of

the Steering Committee and the Chair. The Steering Commigedaers form subsets of Working
Groups dedicated to specific Equator Principles topics and themes, to which Equator Principles
financial institutions and associates can contribute through their expertibecause of their
interests or implementation expence.
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The Equator Principles Association, however, does not provide an explicit guidance on what
constitutesenvironmental and sociabkk in the Equator Principles frameworklowever, because

the Equator Principles framework is premised oritet er nat i onal F(h&C¢ 0 al
Policy and Performance Standards on Environmental and Social Sustainability, the Equator
Principlesd environment and soci al ri sk manac

those of the internationdli nance corporationés (I FCbds) Perfo
Environmental, Health and Safety Guidelines. The HeCjts part, defineenvironmental and

socialr i sk as fAa combination of the probayof | ity
i mpacts resulting from such an thisdefinition,eamdc e 0 (|
because of thesenvironmental and sociakks and associated impacts, a plethora of NGOs are
tracking, campaigning, and advocating for projects thatribate to positive environmental and

social sustainabilityor more accurately, these NGOs require project sponsors to engage in
initiatives that contribute to sustainability.

In some cases, NGOs argue that corporationghbtedyroupscollude to compromise host country
environmental regulationand ultimatelythe socialecological context of development projects.

The resulting negative project Asoci al extern
guastoperational overght for accountability and transparency émvironmental and sociakks

and impacts associated with projects.

These NGO campaigns or advocacies against unsustainable projects haeen successtl in

some cases.The perceived NGQailureshave largely beendue to resource constrants, intemal

politics, and the nature of their operational environmetriglim, 2002 Nyamugasira, 1998) such

as democratic dispensation in a host country that does not encourage open and free dialogue among
its citizenry. Totheir credit, NGOs such as BankTrack have had some influence on the evolution
and revision®f the Equator Principle§See Appendix 1, Figusel3). In theirfourteenthyear, the

Equator Principles have already undergone two revisions. These Equator Principles revisions are
more about the reputation of a core group of ten bankdatimathed thézquator Principles than
addressing seriousriticism from NGOs concerninginadequacies in thdequator Principles
framework inadequacies. This is because NGOs subjected the original Equator Principles
Association members to reputational risk expod8ureh or ough fAshame @&nd nam
due to theenvironmental and socialisks andadverseimpacts ofthe Equator Principles
Associ at i on -profenpbogatss |9 additiory such Equator Principles revisions help
members not only to reclaim reputation and improve bottomréteted issugsbut alsoto
strengthen and signal their collective intent
financing transactions. Other scholars support this notion of green credentials by arguing that
environmental issuésand for some scholars, social aspeas weld play an important part in

the strategic calculations of firms in different waybesediverse waysnclude outperforming
competitors (Hillman & Keim, 2001, p.12#ylfilling a multi-pronged strategy for different firm
objectives (Baumgartner0R9) influencing financial performancé&Maddock & Graves, 1997,
Schaltegger & Burritt, 2005, p.198; MargoisWalsh 2001;Griffin & Mahon, 1997;0rlitzky,

Schmidt, & Rynes, 2003andmaximizing shareholder wealth (Eisner, 2004; Campbell, 2007)

Collective action vigclaimed)self-regulation has often been the norm when potential social threat
poses challenges to industry operations or when there is the specter of the coercive intent of the
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sovereign or regulatory power, as well as when theeelagk of response from industry about
environmental or social issues (Wright & Rwabizambuga, 2006). Hart (2010), for example, notes
that the Responsi ble Care Program for Chemica
to change t henagbthedndustey assa shmmealesseqlititer to more responsible actor

[é ] and has been successful inestablishinghe legitimacy of an industry under tremendous

publ i c pr essur asthiqthpesislaigdédter, thefeosieeiderctiat insome cases

changes iwoluntary codessuch as in Equator Principles have been more cosmetic than substantive
(Schepers, 2011), thereby calling into question the organizational effectiveness of EPFIs structures

for Equator Principles implementation.

The EPFIs have integratetie environmental and sociaiksk framework into lending operations
with varying degrees of efficien@acros89 EPFIs(as at January 201Worldwideas the Equator
Principles implementation suggestadeed, even such growth in EPFIs8® membersin 37
countries (as of January 20, 2017), representing 70% of project finance transactions in emerging
economiesrepresents a remarkable speed of adoption and embraceicdnmental and social
issues gien that the initiative grew out of only ten banks, all of them in the institutional
environment of Western industrializestonomies(Wright & Rwabizambuga, 2006)nitially

these few influential private commercial banks with global reach opevatédangal terms and

were unconcerned with either societal and environmental concerns oirdangustainability
issues.Ilt was not until pressures from NGOs led them to consider thesebtrsiness issues

v ol una amisledng phrase from an industry that sought to down play the real effect of
external pressures (Gibson, 2008% EPFIs disperse the implementation oLiEmr Principles
worldwide, projectaffected communities, NGOs, other stakeholders and scholars continue with
criticism of the Equator Principtdramework

For the Equator Principlesboth criticism andscholarshipghavekept parallelpaceasthe Equator
Principlesenter their fourteenthyear of implementationH u n s @009) call for researchto
understandinternal processeswithin financing institutions, however, offers a particularly
interestingdimension.Accordingly, thebroad questions hi s t hesi s takes on t
call for additional research includes questions such as: Have financial institutions shifted their
lending portfolios because efivironmental and socigkessures from civil society organizations

or to be in tune Wth increasing public awareneséhathasbeenthe effectof environmental and
socialpoliciesonlarge-scaleprojectsin theinterveningyearssinceHunter(2007)andcivil society
agitationsagainstMDBs? Shouldstakeholdergiaugesucces®f voluntarycodesonfi o ut ¢ o me s 0
or as contributionsin small incrementalinstitutional changegMeyerstein, 2012)towards
sustainability

These example questionenstituteaninteresting and intriguing ared ongoingresearchn the
Equator PrinciplesHowever,of far greaterconcernand interestto multiple Equator Principles
stakeholderare the waysin which financial institution® especially private commercial banks
such as EPFé& are applyingenvironmental and sociglolicies in their financing activities
(BankTrack, 2011) Four key themeshave therefore, dominated commentaryon Equator
Principlesandhavebecomeanchorpointsfor criticism of the Equator Principleframeworkover
thelastfourteenyearsof its emergencendevolution For easeof analysis theseissuesoccurin
threeclustersreputatiorandinstitutionalpressures; transparenioyreportinganddisclosurehost
countryframeworkconditions(e.g, host country policy environment and operating condijions
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2.4  Reputation andhstitutional Pressures

Wright and Rwabizambuga(2006) hypothesizethat voluntary codesof conductsuch as the
Equator Principleseflectano r g a n i atterpitoccondega positiveimageby subscribingo
aconductthatis responsiveéo a normativesocicenvironmentabaporii n or der t o avo
criticism whichnorpar t i ci pati on <can adventodaestal (pbt&tiah r et o n
common sanctionXK{ng & Toffell, 2009).By subscribingto the socic-environmentakodesof
conduct,scholarsarguethat organizationscan respondthe challengeto their reputationby re-
configuring their operationalstrategiesregarding theirf i r suétanableagenda(Wright &
Rwabizambuga?006 Prakash & Potoski, 2007; O'Sullivan & O'Dwyer, 2009; Schepers, 2011)
This view is processoriented(Meyerstein, 2012 WatchmanDelfino, & Addison,2007 Wright

& Rwabizambuga2006) rather than performandsased eidinger, 2001)and alignswith the
scholarshipof Hunter (2007) on the subject and conformsto DiMaggio & P o we (1988)s
institutionaltheoryprocessof i s 0 mo r fohequalohanged a process by whicthe focal

or g ani pperatiorsandtendenciedecomesimilar to thoseof other organizationsan its
institutionalenvironmentTheses ¢ h o peespestideighlightreputationatisk managemerin

the face of social pressuresandthreats.Theseperspectivesio not addresghe coreissueof the
impactof theinternalprocessefor sustainabilitywithin financialinstitutions.In otherwords,the
financiali n s t i tiniidtive®amdspéogramsfor sustainabilitydo not naturally arise out of

Ai s omo ragn bguatamemge.Wright and Rwabizambuga(2006), however, in providing
seminalscholarshipand literatureon the Equator Principlesindicatethat ffsocietal] voice, [its
need for and expectation off c ¢ o u nt ard governmgnte f f e c t Wwerenecessayo
conditionsfor financial institutions to acknowledgeocial and environmentalconcerns.Other
scholarsof anormativepersuasiopsuchasBondy, Matten,andMoon (2004) asserthatcodesof
conductarefi &ormalizationof corporatevaluesor practicesdesignedo guide behaviourof the
businessas they attemptto managein nationswith different political, social and economic

c ul t Wolutargcodesof conducd these authors argliemay infact represenimore of a
desireto control the actionsof groupswithin and outsidethe corporationfor risk management
purposesand not an attemptto becomemore environmentally,economically,and socially
responsible.

In the Equator Principleframework for examplegachEPFlappliesthe principlesastheyseefit
within their organizationaknvironmentecausehe Equator Principless a commonbaselineor
templatethat EPFk usefor developingfindividual, internal environmental and sociglolicies,
proceduresindpractices (EquatorPrinciplesimplementatiorNote, 2013 p. 2). In this scenario,
it is difficult to generalizeanddetermineanoverallapproactEPFktakein theirinternaldecision
making for fulfilling Equator Principlesmplementation More specifically, it is difficult to
understanchow EPFk are implementingthe Equator Principlesvithout rigorousresearchand
analysis Therefore in the Equator Principles implementati@ndin Equator Principleproject
sustainabilityexpectationsthe Equator Principleframeworkis fi s foaught with ambiguity,
subjectivity, and voluntarismthat they may accomplishlittle more than establishingephemeral
goalthatwill not,asapracticalmatterbea ¢ h i dbaverehce& Thomas2004)

Theses ¢ h o teseardn@itheradvancesnechanismgor explicitly engagingin sustainability
nor offers policy considerationsfor achieving, measuring or determining, for example,
environmental,social or sustainabilityoutcomesamong project sponsorsor projectaffected
communities.
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Conely and Will i am (b&sedlstudy ofi[bjanks &segiobral siistainabilgyr v i e \
regul atorso suggest that the efficacy of priwv
implementation at the EPFI, application at the project sparsd their evaluation at the level of
projectaffected communities remains unknown beyond the boardroom of Equator Principles
Association member3.heseauthorsalso renforce earlier scholar Giews on Equator Principles

as avehiclefor reputationmanagementndthat socialandenvironmentatonsiderationsi we r e

a by-productof risk ma n a g e(Gomlay®& &Villiams, 2011) This thesis however attemptsto
answerConleyandWi | | i (20@13néesfor answerabouttheEquator Principledactualimpact

on projectaffectedcommunities and partially answerghe authoré otherneedto understandhe

Equator Principle®fi i mpan gdvernanceand g o v e r n @anelyt and Williamsclearly
reinforcethe viewsandthefindingsof otherscholarsabout reputatiomanagement

To summarize this aspect of reputatiand institutional pressureshe Equator Principles
framework arose out of the perceiveddeficienciesof private commercialb a n Kirgerdcing
activities,namely their originalinability or unwillingnesgo considermndintegrateenvironmental
and sociatoncernsnto their operationsin responseo pressurefrom concernegublics,mostly
NGOs, current EPFk @ttemptsand strategies suggest thaEPFIs engage in protectirtheir
reputationthan in seriouslyimplementingthe socicecologicalbasisof the Equator Principles
framework This thesis,therefore sets out to fillthe gap resulting froman absence of detailed
understandingf how and wly EPFl areimplementingEquator Principlesgiven that eventhe
conditions under which members ofthe Equator PrinciplesAssociationimplement Equator
Principlesframeworkremain problematic

2.5 Policy Framework Conditions

Unlike other scholars, Amalric (2005)addresseshe issueof Equator Principlesustainability
effectsby suggestinghe needto addresdi p o Ifraneworkc o n d i finithe loeation of the
project]. By policy frameworkconditions,Amalric (2005) meanshe settingunderwhich EPFIs
implementthe Equator Principlesor moreaccuratelythe conditionsthatfosterthe application of
the Equator Principlessuchas longterm sustainabledevelopmentgoals especially in a host
country By suggestinghat citizensin democraticgovernancesystemscanbuild social pressure
required to agitate against unsustainableprojects, Amalric (2005) aligns with Wright and
Rwabi z a nf2006)amdtsa g | u(B008) gropositionsabout the importanceof voice,
accountabilitydemocracyandinstitutionsregardingvoluntarycodes. Amalri¢2005)illuminates
his hypothesedy arguingthatin weakstatesvithoutdemocraticredentialsfinancialinstitutions
suchas EPFk are unableor unwilling to integratesocial and environmentalissuesinto their
projectsbecaussuchsocietiesuppressoicesandlocal resistancagainstprojects whichin turn
fails to createmotivationsfor EPFto considerenvironmental and sociasuesn theirfinancing
activities.

A ma | r(2005)argumentalsorecognizeshe economiancentivesunderpinningheoriginalten
founding members of the Equator Principiestheir adoptionand diffusion of the Equator
Principles However firstly, hefails to explicitly acknowledgeor ignoreshe economicargument
throughthe profit maximizationobjectivewithin firms (Jensen, 2000) ¢ne EPFk may partly or
evenprincipally explainwhy EPFk lack the motivationto increasinglyfactorin environmental
and socialissuesin their financings. Secondly externalforces within the host country (for
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example,multinational corporations)have the potentialto also interferein the host countryd s

policies and so hinder the fulfilment of Equator Principlesramework obligations and the
achievementf sustainablelevelopmengoals.Lastly, A ma | r(2005)a § r a mecwonrdkist i ons 0
argumentis porousto the extentthat he discountsor fails to acknowledgeanotherdimension
namelythatsuppresseudoicesin somethird world jurisdictionswould usehelpfrom thefinancial

sectorif it wereto engagen consumeeducatiorbeyondconsumenwarenesdrivesthatareself-
servingtowardstheir privateprofit maximizing ratherthanapublicinteresé objective.

To summarize thisaspect of policy framework conditionthe Equator Principlestudieswith
differentexplanatoryfoundationsjlluminatetheinfluenceof hostcountrysettings suchas policy
frameworkconditions asimportantinfluencesfor applicationof EquatorPrinciplesframework.
However, the application and management of Equator Principlésmately occurs through
embeddedinancing covenantghat immunize EPFEk and project sponsordrom scrutiny, often
undertheguiseof EPFFprojectsponsoprivilege, aselaboratedn thenextsection For this reason,

part of the work of this thesis is to examine how project spoisdastoperate within the policy
framework conditions, particularly in emerging economies, in remote locations that are most times
outsidethe scrutiny of other stakeholders interestednderstanding thenplementation othe
Equator Principles.

2.6 Transparency and Accountability and Disclosure

For an EPFL adoptingthe Equator Principlesalso meansembeddingthe Equator Principles
framework within thdr organizationalprocesss In short, it is about institutionalizing the
responsibilityto implementthe ten principles of the framework If EPFk have committedto
sustainabilitythenthe outcomesndtheobligationsthatcomewith integratingequator Principles
elementsnto organizationabystens leadsto the following:

(a) The EPFI will needto publicize or at leastto make known the outcomesof its Equator
Principlesmplementationin other wordsthe EPFlasanorganizatiorwill needto provideits
stakeholdershe informationon how it is in fact performingregardingthe implementatiorof
environmental and sociakpectst hascommittedto upholding.

(b) As memberof thecollectiveactiongroupknownasthe Equator Principleéssociation other
interested stakeholders will compareerall performanceprogressand contributiortowards
sociaecological sustainability between and among members both on temporal and
geographicabasis.

Sincethe Equator Principlesaunchin 2003,thesetwin aspectof performancealisclosurefrom
bothindividual EPFlandcollectiveEPFE, asrelatedto transparencgyhaveengagedcholargSethi

& Emelianova,2006 Schepers2011; Missbach,2004 Richardson2005 Meyerstein, 2012;
Watchman, Delfino, & Addison, 200@pdNGOs particularlytheNGOBankTrackBankTrack,
2011;BankTrack2005;Banktrack2007) These scholars and NGOs alike have criticized the lack
of transparencgmongthe Equator Principles Associatianembersand their clientsegardinghe
Equator Principlesmplementation One basis of evaluating a contribution to sustainability
involves understanding howrojecs have made decisions abouidicators of sustainability,
monitoring management and reporting systé@asparatos, Biaram, & Horner2008;Gibson,
2006, Azapagic& Perdan, 2000Bond & Morrrison-Sauders 2009. In addition, there are
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guestions such akow did project sponsors incorporate, if at all, the views of pr@#etted
communities, other stakeholders and project participants in environmental and social impact
assessment®ithout answers to these questi@r other related aspedsindicatiors that the

project sponsor and the financier hawefact considered themit is difficult to gaugethe
performance of members dhe Equator Principles Association or their borroweasd by
extensiorthe efficacyof the Equator Principleframeworkasa financialindustrybenchmek for
environmental and sociakk managemenPerceiveddeficienciesabout transparenay Equator
Principles implementatiosuggest a neddr independenbversight forthe EquatorPrinciplesto

add to their legitimagyandpotentially to theireffectivenesgiventheé v o | @ maturaaf the
Equator PrinciplesHowever, such an independent oversight is only practical if an EPF& and
project sponsor commit to, and exercise, accountabMitgountability will facilitate monitoring

for compliance thereby adding credibility to the project #redstakeholder involvedSchepers,

2011) In the context of this thesiaccountabilityfi i nbroades sense [. . .] refers to the giving
anddemandip of reasonVODwyeon &u Ot§E.B60dtingVRaberts &2 0 0 9
Scapens, 1985).

Accountabilityitself reliesonthefirm foundationof transparency, whicim the case aheEquator
Principlesrequireghatthe Equator Principlegssociatiormembers andtakeholdesupholdprior
agreeedto voluntary obligations The exerciseof transparencywithin the Equator Principles
frameworkrequiresdisclosureof not just projectinformation but timely, accurateandrelevant
informationonthe partof EPFk. Sethi & Emelianova (2006,.234)suggest thatnejectsponsors
and EPFEk, who producemore and betterinformation than peersfor prior periods, or above
minimum reportingstandardsegardingeEquator Principlegmplementatiorthat satisfiesproject
affectedcommunitiesand other stakeholdeigroups enjoy legitimacyin the eyesof the broader
publics

Echoingsimilar concernsabout transparency and disclosiBankTrack in its 2011submissions
to theEquator Principlegssociationduringthe Equator Principlesersion three (3)eview,states
thatimplementatiorof the Equator Principleshouldbe:

"[B]ased onthenotionthat properrisk managemerfor all involvedrequirestransparency

of processjnclusion,rather than secrecy[and] recognitionof the fallibility of everyone
andthereforetheneedfor accauntability andaccesdo redress[It alsorequires]dialogue
rather than deskstudiesas a meango understandperspectivesndrisks[as well as] the
careful weighing of options and legitimate interestsof all involved [It requires] an
understandingdf the limits to businessmposedby natureand the environment[And the
cognition of] the fundamentalrights of all people[as well as] a general and clear
understandingf the responsibilityof a bankto help achievea moresustainablevo r | d o
(slightly modified)

In short,for the benefitof stakeholdersespeciallyprojectaffectedcommunitiesthedemand®n
both EPFlandprojectsponsorgor properEquator Principlegnplementatiorareexacting

Fox (2007), citing Scheduler (1999) argues that understandingthe connection between
transparencgndaccountabilityrequireghatwefirst understandheinherentduality of theconcept
of accountabilitd which could mean fi t hcapacity or the right to demand answerd
answerabilityaswell asthecapacitytos anc.t i on o
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To summarizethe discussionin the precedinghemehascenteredon the role of transparency
accountability, and disclosure as important attributes for evaluation of Equator Principles
implementatiorperformanceandsustainabilityassessmemhoregenerally(Sethi& Emelianowa,
2006 Schepers2011) In this precedingsection,the thesis has arguedthat NGOs (such as
BankTracR andscholarsuchasFox (2007)bothasserthattransparenciacilitatesaccountability
and disclosure Sections2.4 to 2.6 abovehave demonstratedow reputationand institutional
pressurespolicy frameworkconditions transparencyaccountabilitydisclosurehaveshapedand

will continueto define Equator Principlesmplementationeven as other issues such as human
rights and climate change take center stage

2.7 Conclusion

This chapter reviewed the themes and perspectives in Equator Principles implementation and
provided insights for understanding some of the issues, challenges and weaknesses members of
the Equator Principles Association face in implementing the Equatanifteis. The chapter also
indicated how the actions or inactions of ERFtg adverse outcomes of project finaéiosould

lead to increased stakeholder concerns that engender negative rephtatator Principles as an
example of voluntary standards are atd within the corporate sustainability practises of EPFIs

and project sponsors, and draw on the norms and rules that govern dexkiag in project

finance markets. Accordinglythe preceding chaptewas aimed at providing background
information on poject finance, its typical actors, and with it, Equator Principles as a tool for
preventing or addressing the undesirable sustainability outcomes of project finance.

Thus, tounderstand how and why Equator Principles emerged, it is necessary to uddengtot

finance processes, its various stakeholders and related institutions for a typical Equator Principles
project. These aspects influence the implementation of Equator Principles through capital
investment (investors), regulations (for state autiesl)i, advocacy campaigns (for NGOs), and
potential protests in projeetffected communitie case okenvironmental and social breaches. In

fact, it is often theinteractionsbetween and among the Equator Principles actors and the
subsequent negotiations around their disparate individual objectives and intereststififaite

to potential risks and impacts for projeaffected communities (Leader, 2011, p.113). Therefore,
project finance as a method of financing Equator Principles projects provides a conceptual lens
through which multiple Equator Principles stakeholders internalize, discuss, determine, assess and
manage environmental and social issues briefly discussediprddeding chapter.

This chaptehascontributed to shaping and influencing three research questions for this thesis.
The research guestions that follow are an attempt at examining and understanding the influence of
the Equator Principles in contributing to sustainability. They, therefddeeas identified gaps in
Equator Principles literature about Equator Principles implementation within key stakeholder
groups.
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Chapter 3 ResearchQuestionsand Objectives

Following fromthe preceding chapter, there are three key research questions in this thesis; the first

concerns the reason wkand how financial institutions implemetiie Equator Principles and
integrate them into their project finance decisioaking processes. The secdaddresseEquator

Principle® influence on the application andnanagement of environmental and social risks of

project sponsord he third question examines the impact of Equator Principles on peaffected
communities.

3.1 Research Objectives

Following the three questions above, this thesis has the following objectarasly to:

(@ analyzehow and whyEP F 1 s 6 sooidl angl remviroementaloncernsinto their
decisionmaking processdsr Equator Principleselatedproject finance

(b)  deepenunderstandingof Equator Principles implementatioat the project level.

Specifically, the objective is to investigate the nature and quality of Equator Principles

application and management in project sponsor operations aisegeguator Principles
framework.

(c) investigate théimitations and challenges for projeaffected communitieiroughouthe
proces®f stakeholdeengagementndin theestablished grievaneeechanisnas peithe
Equator Principles framework.

(d) Based on the discoveries in the preceding three objectivesher objective it evaluate

how Equator Principles stakeholders could move the Equator Principles framework into

one that increasingly contributes to sustainability.

To aid this discovergffort, the thesis maps the research questi@mwumn 1) the interview
guestiongColumn 2) andthe guiding and clarifyinganswer structure€olumn 3)in Table 1
below (next page)

Column (3 contains in descending ordernterview questions firstfor Equator Principles
Financial Institutions (EPFIs) then for project sponsors and lastly for projectaffected
communities The detailed interviewguestionsfor projectaffected communitiegegarding
stakeholder engagement and grievance mechamisghsa k e n  f r 02004) Hirst dupsidns
in Seven Questions to Sustainabi(iiRS)in Appendix1, Box2.
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Table 1.  Research Questions

Main ResearctVhesis
Questiong1)

Interview Question$2)

Clarifying the Interview Question$3)

1.How and why do financial
institutions implement Equator
Principles?

(EPFIsInterview Questions

'
|1 >
|4

d)

e)

What are the main benefits of Equat
Principles for your organization?

What are the main risks of Equat
Principles for your organization?

What are the impacts of Equat
Principles on project assessmeg
procedures?

How do Equator Principles help i
assessing the sustainability effects
Equator Principles projects?

How do Equator Principles help i
assessing general project risks?

What are problems with respect to t
application of the Equator Principles
the projeciassessment process?

1 The fifth question InvestigateghetherEquator Principles have an

1 The sixth question investigates the challenges of applying Equq

TThe first guestionds intent
Principles to EPFIs imelationto project finance transactions a
consultationsEquator Principles BENEFITS for EPFIS).

9 The second question helps determine if adyerse costs to EPF
arise in EPFI so6 i mMPAINRISKS)t at i

9 The third question determines whether adopting or implemer
Equator Principles improves project assessment athpé&quator
Principles frameworkEquator Principles BENHFS for EPFIs)

1 The faurth questiorinvestigatesvhetherthe adoption of new (or
additional)environmental and socigkk standards such as Equatd
Principles improves Equator PrinCiplENEFITS FOR
ASSESSMENTS)

bearing on the management of other project mgken thatthe
risks facing projects are many and complex (ADVANTAGES F
GENERAL PROJECT RISKS).

Principles among EPFIs and project sponsors
(PROBLEMS/CHALLENGES OF Equator Principles
APPLICATION).
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2. How do Equator Principle|
influence the management |
environmental and social risk
of projectsponsorg

(Project Sponsor Interviey
Questions)

3. How do Equator Principles
impact projectaffected
communities?

(ProjectAffected Communities)
InterviewQuestions

Y
L >
L4

a) What are the strengths and weaknesse
of Equator Principles from your point o
view?

b) Does t he project
participation inenvironmental and socia
aspects have any influence on the proj
approval and sustainability outcomes?

c) Do project team m
regardingtheproject sustainability
effectshave legal, institional, and
cultural basis?

d) What are the gaps in overseeing and
managing Equator Principles project
sustainabilityeffects environmental and
socialrisk assessment process and
implementation of action or mitigation
plans?

e) What influence do EPFIs have tre
organization regarding project social a
environmental sustainability outcomes

f) Onthe issue of legacy, how does the
organization plan for, and implement, i
at all, community development
programs?

a) What are the main practical and
conceptual limitations and challenges f
projectaffected communities during
stakeholder engagemeantd grievance
resolutionfor sustainability outcomes in
EquatorPrinciples?

(Detailed Question 1Appendix 1, BoxX2)

A Understanding opportunities, limitations and challenges involve

the operationalization of uniform Equator Principles social
environmental sustainability standards notably in the conte
project sponsors (HOST COUNTRKAWS, REGULATIONS,
PERMITS AND CONCESSION AGREEMENTS)
Understanding internal decisianaking organizational structur
and systems for managing and reconciling Equator Princ
project sustainability issues with profit maximizing objecti
(INTERNAL PROCESSES, POLICIES AND STANDARY)

Understanding the inadequacy of, and needed improvemer
project sponsor processes and external influences for addre
project environmental and sociaisk and financial risk during
project life cycle stages (SUCH AS IN IMPLEMENTING EP
COVENANTS)

Analyzing the importance of other actors (OTHER EXTERN
FACTORS AND STAKEHOLDERS)

Discussing Equator Principles and society (CORPORA
SOCIAL RESPONSIBILITY AND CORPORATE
SUSTAINABILITY)

Understanding and identifying  Stakeholders (POW
LEGITIMACY, AND URGENCY OF A STAKEHOLDER
GROUP)

Analyzing Equator Principles Stakeholde(ENGAGEMENT,
PARTICIPATION AND GRIEVANCE MECHANISMS AND
PROJECT SPONSOR POWER)

Discussing Communities and Equat&rinciples (PROJECGT
AFFECTED COMMUNITIES AND ESIA)

Analyzing suggested GooHractice Stakeholder Engagement
other contexts (International Finance CorporatieG).

30



3.2 Conclusion

In this chapterthis thesisframesthe research questions to understand the aspect of Equator
Principles implementatioamongof EPFIs and project sponsors. It also intends to understand the
impact of the Equator Principles on projaétected communities through the stakeholder
engagemenand grievance mechanisms. Through these twestionsthis chapter advances an
analytical approach that examines E®l@npacts on project sponsors, and in turn, the project
sponsor 6s i n faffactednconemurotias. Iip effecy, thecrésearchsgionsguide the
examination othe interactions between institutional actors (EPFIs) and other stakeholders (project
sponsors and projeeffected communities) involved the Equator Principles framework. These
mutual interactions help unify institutiah and stakeholder aspects that are important in
influencing operational legitimacy ¢ifie Equator Principlesnd institutional theory processes at
work in Equator Principles implementation

In the next chapter, the conceptual and theoretical aspetis Bfjuator Principles develop these
institutional and stakeholder aspects in depth, thereby illuminating how two key Equator Principles
players (EPFIs and project sponsoruld influence outcomes among projedtected
communities, and more broadly, faustainable developmenthe chapter begins with a
restatemensdf the context underlying the emergence of Equator Prinédphesrated earlier on in
section 2.8 as a meansof justifying the stakeholder and institutional theorisaggested for
understandingquator Principles implementatiofihe chapter then introducesehematic of the
Equator Principles implementation framework as an aid in situtitespesuggestedheories.
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Chapter 4 ConceptualTheoretical Framework

The conceptual framewo(kigure 2)below, andthe suggested theoretical basis for understanding
Equator Principles implementatiosisaw on abroader narrative underpinning Equator Principles

launch asexplained in chapter 2 (section 2.3). It is that the period leading to the launch of the
Equator Principles in 2003 saw increased international NGO camaeiigities O6 Sul | i van &
O6Dwyer, 20009; Leader & Ong, 2 0 1 1sdcialreftegtsaof d i n g
commercial bank financing of larggeale projects. The objective of the NGO advocacy campaigns

was aimed at compelling commercial banks to integsateous attentiomo environmental and

social issues into their project finance actesti(Wright, 2009). The NGO coalitions and
network® as partof activist stakeholdedsset off increased interaction within the private
commercial banks aimed at facilitating a coordinated institutional response to the NGOs.

These NGOs sought to influencasiitutional change within the financial sector (and ultimately,

among their clients) that was responsive to environmental and social risks and impacts of
commer ci al bankés | ending and financing acti
stakeholderinteractions therefore,commenced the deepening of institutional relationships
between international organizations such as the IFC, multinational corporations such as some
private commercial banks active in global finance markets, and activist NGO statsbotth as
BankTrack. The aim diheinteractions between these multiple stakeholders was, as Conely and
Williams (2011) indicate, to situate the private banks as institutions that could play tlué role
potential #Agl obal s)usaggestingnenbportantiistitutionad roleidfralé or s 0 {
setting, monitoring, andanctioning activitiesThis need foranorientation towardsustainability

suggests thatatural resource basedew of the firm [e.g., EPFIs], on its part, is important because

it providesan understanding oivhy environmentabnd sociakoncernsare increasingly part of

financing and investment decisions.

Against this brief background, tleenceptsn this thesisiraw on stakeholder theonpstitutional

theory andnatural resourcbased view,to explain Equator Principlesnplementation.The

Equator Principlesfor example,require signatory institutionsgPFs) tounder t ake Ai nt
environmental and sociedview and due diligenceommensurate with the natureakcand stage

of the Projeai (Equator Principle2013p.5)andtheanticipated level of social and environmental

risks Due diligence for EPFIs includes recognizhmgst countryaws, regulations, and permitting

as part of project sponsdinancing covenants which in effect suggests the importance of
institutional, cultural, and political contexts fanderstandin@equator Principlesmplementation.

Thet hesi s uses the term Atheoryo from the real
(2012 p. 86), namely as a | e nosrevdalosome iagpects ofthgt s e n ¢
reality, while beingmindful that the lens can also potentially distort or conceal other aspkets.

use of multiple theories is to avoid a dominant theory distorting analysis (Becker, 1986; pp.147
149), to enrich alternative ways of making sense of data, and to dideasirom these multiple

theories as means understanding phenomena (in thiseaEquator Principles implementation).

This chapter builds up a framework for understanding implementation of a suite of 10 Principles

(i.e. Equator Principles), using eight factors. For now, it suffices to explain how three of these
factors (as showmelow) contributed to the set of principles in the Equator Principles. The
remaining factors for understanding Equator Principles implementation occur during the analysis

of project sponsor application of Equator Principles and will be developed and exjilathed
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in chapte6, section 6.2Briefly, the conceptudtamework in Figure 2 belowhows:

(1) IFC/WB Industry Sector Guidelines (Resource Management): As indicated in the discussion
of the evolution of the Equator Principles, the Equator Principles d&rect offshoot of the
environmental and social standards (i.e. Performance Standards) of the World Bank Group
(WBG).

N\ I i N\
(1) IFC/WBG Industry Sector | »=" e (2) EPFI Covenants and
Guidelines (Resource )Ianagemel}q’ s & (3) CSR or “Project Social
’ S Responsibility-PSR”
’ \
’ \
,’ Institutional, \\
: Stakeholder theories }
\ and ! /
\ Y. Natural Resource- / ~——}* 7
\ BI '4
N\ ’
S 7’
~ S ”
4 N
(4) Equator Principles
Framework Implementation
L J

Figure 2. A Conceptual/Theoretical &mework for Understanding Equator Principles
Implementation

The InternationalFinance CorporatiofflFC) provided and continuesto provide through its

internal policy revisiond muchof the present base tife Equator Principlegnvironmental and

socid sustainability architecture. The Equator Principles framewaiko uses WBG
environmental, healttand safety (EHS) Gdelinesfor assessingocial and environmental risks

in all industries and sector3.he content of the guidelines re
specific impacts and performance indicators,
(Equator Principles2013 p.22). In short, the guidelines playkey rolein resource managemen

across all industries and sectoféis publicprivate institutional relationship represents a route
through which the WBG public policy objectives dagintegratel into privatesector business and
sustainability practices.

(2) EPFI covenantand (3)corporate social responsibility (CSR): Thdsetors have a ce
influence in determining or shaping Equator Principles framework implementation. The place of
theseanalytical unis in understanding project sponsapplicationof the Equator Principlesuill
become apparenater in the thesisn section & At present, itis sufficient to say that EPFI
covenantsfor instanceare ameansfor an EPFI toinfluence desirable sustainabilitgutcomes

from a project sponsgrand CSR provides droader basis foEquator Principles framework
implementatior(Scholtens & Dam2007)
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(4) Equator Principles Implementation: The implementation phase is the culmination of the
influence of allfactor® which represents the interaction of the institutional and stakeholder
theories in the empirical realm of the project spoddbie key party responsible for fulfillindpe
Equator Principles.

Against this Equator Principles background actors interactioms, activities resourcesand
covenantsthe thesis holds the view that institutional and stakehaolkdeoriesand thenaturat
resource based vieyNRBV) provide a reasonable platform to explain or inform Equator
Principles implementation.There are threereasonsundergirding this perspective First,
understanding the influence of stakeholder theory on Equator Principles implementation and
associatecentities (EPFIs, project sponsors, PACs, host country regulations, etc.,) fmuld
example,provide insight into how each entity uses relationships as an instrument to influence
sustainability outcomesSecond, o its part, institutional theorycould be importantfor
understandinghe perceived similaritieamong EPFIgWright & Rwabizambuga, 216) because

of uniformuptakeoEqu at or Pr i nci pl e s &BaAk3rack 2G0&\tenwhan r e q U i
critics argue that sustainability outcomes are different for each. EB&ly, and elated to the
preceding point institutional theory assuggestedin this thesis forunderstandingequator
Principles implementation could shed light on the influence of its processes from the institutional
space of EPFI through that of the project sponsor, and finally among PACs.

Admittedly, there are potentially mg alternative theories that could explain Equator Principles

i mpl ementation. O6Sullivan & OO6Dwyiatheir( 2009) ,
studyto theorizemostly abouthe analysis ofhe Equator Principle§ i ni t i avblitiomm an d
rather tharthe Equator Principles implementation. Macve and Chen (28@plyfienl i ght ened
sharehol der theoryo t o dhepquatorPminciplédse reporting

In addition, he Equator Principleframework as a means ofinderstanding an@ddressing
environmentand social riskfias beerriticized as insufficienand narrow(Sethi & Emelianova,
2006) An improvementfor understanding Eetor Principleghat goes beyond risk mitigatipn
could alsodraw onsustainability assessmetiteory, includingthe application osustainability
based analysior undertakings, for examplén mining and requirements for effective post
approval monitoring of effects and enforcement of commitments and obligéBdrson, 203,
2015).

Understanding Equator Principles implementation outcomes, particularly in a project case
example used in this thesis, could also drawsgstemsbased approaches. Prno &&mbe

(2013), for example, show the utility of applying systdmsed conceptual amework for
Afassessing soci al |l icence to operate (SLO) de
Moreover, the Equator Principles as a credit framework for addressing social and environmental
risks and impacts involves drivers, processes, idtierss, and outcomes that are not unlike
elementof, and functions incomplex sociakcological systems (Holling, 2001).
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The use of institutional and stakeholder (Weber & Acheta, 2ah6épries inthe presenthesis
arose from the need to broadére epistemological base for understanding Equator Principles
framework implementation and to centralize the place of instituiadsstakeholderis Equator
Principles implementation.

FollowingCilliers (2001) this thesislso recognizethat there iglifficulty in creatingframeworks

in determining constituent elemedatandin interpretingoutcomed becausé [ n] o mat t er
construct the model, it will be flawed, and
p. 137). Put differently, we do nohderstandhe complexityandtheboundarie®f the frameworks

we put forthbecause of the cognigMimitations ofdecisionmakingand the subjective selection

of framework element&£ach frameworkincludingthe preceding onsuggested ithis thesis for
understandinghe Equator Principlesis an installment towards some better future framework
given the evolving implementation experience as in the Equator Principles (Equator Principles,
2013,p.2).

4.1 Suggestedquator Principles Implementation Theories

As indicated in se®.3, the emergence and evolutiontbé& Equator Principlesrose out of NGO
dissatisfaction withp r i v at e ¢ o mnaekrot so@eécoldgieahdorsiderations in the
financing and investingctivities. Insome sense, NGO frustration was a continuation of emerging
and growing awareness and anxietiesuad he shorttermist approaches ahe financial
institutions (Jacobs, 1991p.7 Hayes & Abernathy, 1980Loescher, 1984 In other words,
environmental degradation, disregard for vulnerable communities in resahrcgettings, and
broad disregard fathe impossibility of limitless growth were agenda issues of great concern to
the NGOgHunter, 200J. We now examine institutional, stakeholder and natural resdased
view theoriesas suggesteith this thesis founderstanding Equat@rinciplesimplementation.

4.1.1 Institutional Theory

According to institutional theory, an entity not an island separate from external influences.
External impacts on entities suchEe®Fk take the form of public policies, societal norms, values,
business stratges and activities of competitor organizatiofd3iMaggio & Powell, 1983) The
conduct andthe outcomes of each organizational processe from societal rules, laws,
regulations, norms, cultureand other influencesrhe study of institutional theory, therefore,
provides anchors wh which to explain why organizations, for example, behave as thepdio
conduct their affairs in certain wayss such, they enrich our understanding of the influences and
pressures under which organizations operate, and how, in turn, organizaticrthdg®epressures
and influencednstitutional theoryising coercive, mimetj@and normativg@rocessesxplains why

and how organizations act similarly

In short, EPFk are subject to these outside influences that camseergent change processes

5 This argument, for the plaa# stakeholder theory in Equator Principles implementation, draws on the working
paper the author eauthored with his thesis advisor, Dr. Olaf Weber presented at the workshop of the UNEP Inquiry
and Center for Innovation Governance Innovation (CIGI) teld>3 December 2014 in Waterloo, Canada. The
United Nations Environment Programme (UNEP) published the paper as part of its Inquiry into the Design of a
Sustainable Global Financial System. (Weber, O., & Acheta, E. (ZDi€Equator PrinciplesDo TheyMake Banks

More SustainablemNQUIRY WORKING PAPER 16/05
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(Dacin, Goodstein, & Scott, 2002) their institutional environment. Institutional theory also
asserts thafor strategic reasons, organizations can exhibit resistance, passive conformity, or
proactive manipulation in their operational procesé@ver, 1991) Studies premised on
institutional theory Ink thef i r gor@gct of corporate sustainabilitydonsequentidbenefits of
codes of conductXun, 2012; Cheung, Welford, & Hills, 200®utta, Lawson, & Marcinko,
2012) Accordingly, even asa voluntary codethe Equator Principlesmay generate a strong
institutional pressure omquator PrinciplesAssociationmembers to implement thEquator
Principlesframework in their project financing activities and decismaking processes for
sustainability. In the framework abogéigure 2) thehost country is in the category of institutions
and hence subject tastitutional theory. The host country has a dual role in projieanced
undertakings as both a project participant and a representative of its sobgsctsrole player for
its other commercial and public interes{teader & Ong, 2011, p. 122)n short, the host
government cabe both an institutionand astakeholder playeHowever, for ease of analysis,
this thesis places the host country in one category at a time eitheri@situtional player or as
stakeholder.

4.1.2 Stakeholder Theory

The nature of the multiple interests, claims, and influences in-t@e projects suggests that
stakeholder theory (ST} useful forunderstandingoroject sponsor operation§he most often

cited definition of a stakeholdertisissAn A st akehol der i n an organi zat
who can affect or is affected by the achievement of the organization's obje(#resthan, 1984

p.46. In the world of project finance Fr eemandés (1984) definition |
sponsor influec e on t he pr oj ect.dlus influerce camprisecas anutaak e h o | d
influence between project stakehmldesseho camaffedt the ut s i d ¢
project sponsor through project input (resource suppbsreapital providsin the form ofequity

owners or provides of debt, as rightbolders, contract holders, moral claimants (Mitchell, Angle

& Wood, 1997) or as policy changers. As &y these authors introduce a novel approach to
understanding stakeholder diversity through classifying stakeholders. Phrased in terms of project
finance, a projectobés stakeholder cl asst®thes ari s
stakehdder's power to influence the project sponsbe stakeholder's legitimate relationship to

the project sponsor, and the urgency ofstaé&eholder'slaim on the project sponsor. Essentially,

this classification is about the theory of stakeholder identification, and not a theory about how the
project sponsor should address specific stakeholder concerns. Sthksholderaspects have

varying leves of relevance and implications for contributing to sustainability in the stakeholder
environment oEquator Principleproject finance, depending on the context of applicalibas,

there is the neeaimong project sponsors recognizédi s i t uat i o ro@Mitchal,Agleg& e ne s s
Wood, 1997)In prioritizing stakeholderelationships, thesauthorge-state this aspect of context

From thestakeholdertheory a description of various actors and interests within the project
environments provided The elationshipsetween a businessr(aproject sponsgrand multiple
constituenciegor project stakeholders¥ a unit of analysisn stakeholder theoripy which an
EPFI, a project sponsaor projectaffected communities can affect or be affected by an Equator
Princiges project(Parmar et al., 2010By acting as aool for understandingnultiple (and
sometimes contradictory) interests asheEquator Principlesstakeholder theorgan contribute
to sustainability through its use of diverse knowledge and value vadi;n and among
stakeholdersStakeholder theory, therefore, suggests that atkwoaigh interacting with one
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another coulaonsider aspects of equity and empowernidatual interactiorcould alsanurture
trust and cdearning in a project environmewhen there is deliberative participation (Reed, 2008
McCormick, 2007 Oakley,1984) In the next section, this thesxplainshow two theories in
se¢ions5.1.1 andb.1.2interact to explaifEquator Principles implementation

4.1.3 TheCo-influence of Institutional and StakeholdHneoriesn Equator Principles

From the preceding sectioit,can be inferred thastakeholder theory explains tipeocesses
leadingto thefounding of Equator Principlesnd in explaining the dynamics underlying various
stakeholder processes in a typical Equator Principles prajestitutional theory for its part,
explains théehaviorof the EPFIsWhen there is active stakeholder engagement and institutional
pressue, as seen in thprecedingsection both ST and IT can contribute towards, for example,
furtheringenvironmental and socigbals ofEquator Principlespositively influencing sustainable
development andinderstanding=quator Principlesmplementationas bothFigure 3, andthe
narrative below shows.

EQUATOR
EQUATOR PRINCIPLES PRINCIPLES
IMPLEMENTATION PROJECT
EXPECTATIONS LEGITIMACY
LEGITIMACY - E
‘%0?* ‘ “'4(‘05
“ X AL
\“'L
Q“‘ “o® ‘e,
/ _.+REPUTATION AND.,
o CREDITRISK  *,
PERFORMANCE i o
LEVEL B L LT T
il
MIMETIC NORMATIVE COERCIVE

INSTITUTIONAL THEORY PROCESSES

Figure 3. The Colnfluence of Institutional and Stakeholder Theoriet)imderstandind=quator
Principles Implementation

(Sources: DiMaggio & Powell, 1983; Dowling & Pfetter, 1975; Mitchell et297; Suchman,

1995)
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Drawing on GunningharandRees (1997) and their model for-cegulation in voluntary codes,

the presenthesis applies insights from the dynamic structur&ofn ni ngham and Rees
The above model ifrig. 3 uses a thredimensional pyramid. The three faces of the pyramid
representEPFb, project sponsors and projedfected communities (PAQSGO90 the key

players inthe EquatorPrinciples in a typical ongoingquator Principles project

While these parties (EPFIs, project sponsors, prajfetted communities and NGOs) are key to
understanding Equator Principles implementation, the host country or government & also
necessargnd an importargtakeholder or institutiom so far as its capable of compensating for
the observed inadequacies or inefficienciepmect financé€Leader, 2011, p22)as represented

in a voluntary code such as the Equator Principtasl requiringthat the parties uphold the
obligations they have enterelddeed, the threat of government oversight is often given as one
rationale for selregulation(Gibson, 200Q)and it isdebatablehat voluntary codes alone are
operative without the shadow or the threat of government involvement.

Eachof these parties is a siget of large constituencies of institutions and stakehqlttaraing

the universe of actors in project finance and equator princglegen in sectich2.1. The sides

of the square represent institutional theory processesigtic, normative, and coercive) of
isomorphic (equal) change, stakeholder theArgerformance gap or deficit represents legitimacy
“'me as ur o cdntexd, the legitimacy gap is tlsuator Principlesmplementation
deficit. Within this framework, the dynamic processes from thimftoence of institutional theory
and stakeholder interactions create pressure&Rbils and project sponsors to séeknd for
projectaffected communitiés to confer legitimay onEquator Principlegnplementation.

To paraphrase Dowling and Pfeffer (1916122 and to draw on their insights ftiie Equator
Principlesframework, the normative goal of &PFIlor a project sponsor is to implemehe

Equator Principlesn sucha way that it establishes equivalence between its own [social and
environmental] values with those values acceptable to the wider society. When there is a mismatch
between the social and environmental values dEBRI and the project sponsor with those o
broader society of which projeaffected communities is part, we consider thpotentialthreat

to an or gapBEPEbGast i om 6 r d jilegmacys(lanolbiosno19%)s IyFig. 3

above, it represents a loss or reductiorEqtiator Principlesimplementation legitimacyr a
negativeshift in societal perceptions about implementation of Equator Princ{piethe contrary,

when there is equivalence@ifvironmental and socjalalues between parti¢Bfeffer & Salancik,

1978) (or projectconstituencies the EPFlor project sponsais more likely to achiev&quator
Principlesimplementation legitimacy. In other words, the projaifected communities have
endorsed the action of parties implementing an action (Ashforth & GiBB$€). This is because
theEPFlor the project sponsérparticularly for an ongoing projeithasmet soci et yo6s e
Equator Principlegmplementation outcomes; the norms and values of the broader social system
(Galaskiewicz, 1985 quator Principleproject legitimacy in these scenarios is, therefore, both

a dynamic and a static concept (Deephouse, 1996).

Understood, then, from this perspectidguator Principledegitimacy changes in tune with
societal perceptions (especially from PACs and NGOkpwftheEPFEk and project sponsors are
implementing theequator Principlesoluntary codes. Differences in reaction am&®fks and
project sponsors to perceptions of legitimacy account for different organizatmpuator
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Principles implementation processes (and subsequembator Principlesoutcomes) These
outcomed according to some critiésrarely exceedor more accurately always fall short, of
broader societal norms and values. Similarly, the multiple strateggesin entitiegsuchas EPFIs
and project sponsaorsise for repairing dents to legitimacy, or the shifting approaERéss and
project sponsors activate for-ciming and gaining legitimacy (Suchman, 1995; Meyer &
Rowan, 1977; Carroll & Delacroix, 1982) representatight examples of whgquator Principles
outcomes differ amongquator Principlesignatories.

Put differently, managg reputation riskthrough Equator Principlesmplementationinvolves

multiple andvariousactors in theEquator Principlesramework andcheir underlying internal

processes, standardsr policies. For projeeaffected communities, however, context fastor

affecting theipower legitimacy of projectaffectedcomu ni t i es ® envi meethment al
andurgency pf their environmentabr social need{Mitchell et al, 1995) influence the degree to

which they can confer legitimacy on th&guator Principlesmplementation process. When

Equator Principlesctors improve on (or degrade) their internal processes, policies, standards, or
when context factors (for PACs) positively (or negatively) change, the legitimadyqotor
Principlesimplementation increases(decreases) angptheo j e c t sceigllicemseto opérate

renews (or flounders)n other wordsEquator Principleproject legtimacy occurs when all three

factors move up the sides of the pyramid. In this instance, theredsfiuamce of three processes

acting together; project sponsor processes for environmental and social risk management are
improving, broadeEPFI or institutional processes for positive sustainability are occurring, and

PACs context factors are aligning and uniting to bring about greatest influence on sustainability.

At the peak of legitimacy as well, thiePFI6 s or pr oj ect s pnvllhavebeeds 1 e p
greatly reduced. However, the reduced reputation risk will not eliminate all the credit risk
associated with environmental and social risk management. There will always be some residual
reputation riskThis is because Equator Principlesjpct sustainability effecteavolve complex

institutional and soci@cological system processes whose outcomes and influence we cannot
predict with certainty or manage with much confidence

However, the operational legitimacy explained in the precedanggpaphs, hawanifested itself

in different ways driven in part bymultiple motivations These motivations inclugédout not

limited to, the need to affirm sustainability credentials or the corporate need for public recognition

of its Agreend credentials. More specifically
possibilities for #Afree r i o AGI, fo bBieglpartpetmes , 20
industry collective (Nadelmann, 1990), and the need to continue and affirm internal sustainability
vision (Salzmann, lonesesomers, & Steger, 2005; Keay, 2002). SdfRé¢k havesubscribed to
theEquator Principleas an al in facilitatingloan syndication (Spek, 2005). Yet othbase done

SO as a preventative action to waffl government regulation, and to yield to pressure from civil

society adverse attention (Wright & Rwabizambuga, 2006). In other words, originabdedor

EPFk subscribing tothe Equator Principleswere not entirelyaround reorienting their
organizational structures f&guator Principlegmplementation. This account suggests that some
financial institutions may have joined tRguator Principlesramework as a means of obtaining
organizational legitimacy from one another (is.ee ki ngl e@¢ct o naracy o) rat
necessarilybtainingbroader publiés endorsement.

This observation is consistent with the findings of Tolbert and Zucker (1983) whose institutional
theory work affirms that organizational structures do not arise entirely (or do so only minimally)
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from rational choices. Rather, the institutional environinoérorganizations places the quest for
strategic legitimacy over operational efficiency considerations (Thornton & Ocasio, 2008, p. 100;
Meyer and Rowan, 1977). To the extent tA&Fk seek legitimization of their project finance
activities from peers a@h skepticism abounds regarding efficiency Buator Principles
implementatiorand management ol ber t and Z ungskre nelévaninth&cir@eBt) f i nc
discourse abolEquator Principles mp|l ement ati on. As a practical
(1983) findings SethiandEmelianové £006)studyargues, for examplet h dijhdusiry-wide
CSRrelated codes that depend on voluntary compliance and rarely incorporate enforcement
measures, greatly suffer from the problems of free rider and advezske e ([L.2R99. hnow
examinghe natural resoureleased view theory faconsideration of the environment beydhd
Afraedi ngo argument .

4.14 A NaturalResourceBasedView of Equator PrincipleBnplementation

Both internal and external factors are important for a firm when it ctoeisioamaking.Until

the advent of the natura¢sourcebased view of a firm, two defining camps among management
scholarshave dominatedthe perspectives on how to ensure (or even secure) a competitive
advantage for a firm. One caremphasizedhe importance of internal capabilitesr t he A cor
competence of the corporationodo (Prahabengl & Har
necessarfactorsfor outcompeting rivals. In other words, it was vital thatthefiamefi d i st i nct i v
competenceo (Selznick, 1957) if it was to hayv
other camp the environmental factoream@ emphasizedhe importance of external factors
(Andrews, 1971; Hannan & Freeman, 197K) compromise proposition later emerged with

Barney (1991)who arguedhat both internal and external resources were importamtffor r mo s
competitive advantage. To offer a comipet edge, a resource must be valuable, rare, inimitable,

and organized appropriately (Barney, 1991). Crossanahd/Killing (2005, p. 101) raise these

resource characteristics in their study of strategic analysiaciiwh

However echoing othescholars (Stead & Steatl992; Shrivastaval994), Hart (1995) argues

that the per spect i,asecikedabole suffér Fomslustonchldeficisidthec a mp s
management literatureth@dd e f i ned and emphasi zedrrdwhsaialf i r mdé s
economic, politicgland technological termpp 98698 7) . To br oaden the fir
improve managerial decisiemaking,Hartintroduces the aspect of the natural (biophysical) into

the Acompetiti ve adnratnaltresoyrebasedviey ofe firm (NRBVR t h e
Hart 6s (1995) proposition i s consistent wi t
environmental consideratior(Veber et al.2010. These environmentatonsiderationscarry

profound business implicatisnthat shape business decisinaking and Equator Principles
implementation as well. In addition, an NRBV finds subsequent allies in Dyllick and Hockerts
(2002), Gasparatos, Hlaram, and Horner (2007), Salzmann, loneSomers, and Steger (2005),

and Webe and Feltmate (2016, pp 4, 2&)ho add to the call for the need to moving beyond a
business case for sustainability.

All considered, munting ecological problems fueled in part by unsustainable practices
(Rockstrom et al., 2009) and consumption patterns (Blumstein & Saylan, 2007; Gibson et al., 2005,
p. 101; Westley et al2011) have the potential to also influence filvend project spnsor®
operational objectives in the direction of environmental considerattmsistent with theiews

of theauthors above, Ha&t§1995) NRBV aligns with the observation that the emergendieeof
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Equator Principles was pFRem,t2002) iigeMd&tO compel(p®jach k Tr a
sponsors to recogrezhe need to includattention teenvironmenrdl andsocial effectsn decision

making for project finance transactions. Goodland (2005) and Hunter (2007) both argue that much

of the late 1980s and early 1990s was an era in which the World Bank Grouptoggintful
considerationo f the protest or simof@nvoonmedtal wspadcts of dhieir cr i t
infrastructure projectsparticularly in Latin America and Asia. In shorthe management

|l iteratureds definition of ,fAexntdermradj eecntv i gpoam
inadequate to the extent that busmeperations were slow in acknowledd@ingr were choosing

financial or economic considerations o¥ehe natural environment as a significant factor in
business decisiemaking.

The usefulnessf andthe contribution of the concept BRBV (Hart, 19950 Equator Principles
implementation and sustainable developnmaturwhen project sponsors and project financiers
centralize environmental issueBhis prioritization ofenvironmental issuemears increasing

project sponsor 6s oiltiesraadtimpoovirgy Isocial precesgeaking p, capa
clean technology and considering the @oarhich entails recognizing, building and sustaining
internal i ¢ o rodor Eqoap @fineiptes iimptementation and sustainable

development. Howevenearly burteenyears later, the Equator Principlassociatio® seviews
and changes regarding Equator Principles implementation is attempting to address these core
issues.

4.2  Analytical Framework for Equator Principles Implementation

Drawing on thestakeholder elements shown in environmental and social linkage in section 2.2.1
(Figure 1, andFigure 2 this researclproposesa framework below(Figure 4)for analyzing
Equator Principles implementation in the empirical realm. Stakeholder processes and institutional
processes work individually and jointly to impact EPFIs, project sponsors and {aigsted
communities. The Equator Principlasalyticalframework,(Figure 4),as presented, has six parts

(1) internal processes, standards and policies (largely from influences of institutional, stakeholder
and natural resourdeased view theories); (2) organizational structure for Equator Principles; (3)
Equator Principlesequirements and covenants; (4) Host country laws, regulations and permitting;
(5) Other external factors; and (6) project social responsibility and Equator Principles elements.
Arrows a, b, and c reinforce the notion thila¢re is a bdirectional influeice between actual
Equator Principles implementation on the one hand, and host country laws, regulations and
permitting, organizational structure for Equator Principkegator Principles covenants atie

Other external factors on the other hand.

In chepter7 (section7.2), the proposed framewor&bove analysdsow project sponsors apply and

manage environmental and social standayidbally and across sectgrs and t o gai n
perspective®n project sponsor operations based on the six factors abugdramework aligns

with Equator Principles because EPFIs and project sponsors operate globally, implying that some
jurisdi ct i [ormask ofihave levolvidograbust environmental and social governance,
legislation systems and institutional eagy designed to protect their people and the natural
environmento (Equator Principles, 2013, p . 6)
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Figure 4: Analytical Framework for understanding the project sponsor application and
management of the Equator Principles.

43 Hypotheses

The Equator Principles preamble underlines th
finance or projectelated corporate loans to projects where the client will not or is unable to
comply with the Equator Principles [. . ..] and require thatlieat] explicitty communicates their
intention to comply with the Equator Princip
efficient organization, the anticipated benefits of projects that contribute to sustainability, for
example, within the Equat Principles framework are numerous: competitive advantage, brand
loyalty, positive reputation and efficient financial operations (Porter, 1980; 1985), and less public

or NGOpressureTheor gani zeat | Bérprigectg p o n s o r 6@ocresses) pokciesn a |

and standardsand external impactsall operating within its corporate or pegts social
responsibility and in the regulatory context of the host state shuuld theorganization towards

positive environmental and social sustainabil Accordingly, based on these premises and the
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interview questions above, | advance three important but related hypotheses.

Hypothesis 1. Equator Principle Financial Institutiof&PFIs)implement Equator Principles
because of potential financiahd reputational rigk and as means towards value creation

Hypothesis 2: Project sponsors subject to Equator Principdesgeor attempt tofulfil | social
and environmental covenants in their financing documentation to serve the goal of sound social
responsibility and responsible environmental stewardsinigh to align with the needs BPFIs.

Hypothesis 3: The Equator Principles through proper implementation activitte#3Fé$and the
social and environmental covenants embedded in the financing documents of project sponsors
offer significant benefits to projeetffected communities.

44 Conclusion

In this chapter, tis thesishas proposedn analytical framework and hyth@sego understand the

aspect of Equator Principles implementatiand managemeramong of EPFIs and project
sponsorsespectivelylt also intends to understand the impact of the Equator Principles on project
affected communities through the stakeholéegagement and grievance mechanisRist
differently, trough three questionsesearch (interview)questignshis chapter advances an
anal ytical approach that examines EPFIsO0 | mpa
sponsor 6s projectaffactedncomanunities. In effect, the research questions help us to
understand the interactions between institutional actors (EPFIs) and other stakeholders (project
sponsors and projeeffected communities) involved in the Equator Principles fraomkwThe
research questions also help us to understand why and how such interactions between project
finance stakeholders in Equator Principles define the contribution to sustainability of the Equator
Principles framework. These mutual interactions helfyunstitutional and stakeholder aspects

that are important in influencing operational legitimacy of the Equator Prina@ptemstitutional

theory processes at work in Equator Principles implementatidrmore broadlyfor sustainable
developmentThenext chaptepresentshet h e s i s dmethaeEls e ar c h
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Chapter5 MethodsUsed inthis Research

This chapter discusses the methods usedfirstly, data collectionand then for analysisof
implementation, management, and the effects of the Equator Principles among three key actors
introduced in chapter onandasin the research questions namdty;, the Equator Principles
Financial Institutions (EPFIs), project sponsors, and pr@jifetted communities (PACs)Yhe
methods usgfor data collection regarding Equaterinciplesimplementationandmanagement

and understanding its impadiall under three clustersemistructured interviews, document
analysis, and participant observation.

For the EPFIs, senstructured interviews with nine Equator Principles Financial Institutions
(EPFI9 (detailed profilein section in 6.1were conducteéth 2014 and2015to collectdataon

Equator Principles implementatiofhesemistructured interviewsere supplemented lysights

from sustainability repads of sample EPFI®arts ofinterviewresponsewereuseful for obtaining

the perspectives of the nine EPHs their client project sponsorén addition the staff of

Kalumbila Minerals Limited working on projectsmderthe umbrella of voluntary cod@sovided

responses to interview questions abbatv they managed Equator Principlds addition, the
thesisanalysed a | u mb i | aLimiiad apelicaéidnod tee Equator Principles through Gibson

et al.o6s (2005) decision criteria for a progr

To collect data othe impact of the Equator Principles on projaifected communities, theuthor
conducted field research thavolved interviews with two traditional chiefs, one in Newtfestern
Zambia and adjacent to Kalumbila Minerals Limited, and the oth&idmia inthe Copperbelt
Province of Zambia, as well as interviews with individuals within these two chiefleoaise

these chiefdoms fell within Equator Principggse f i ni t i on of proj efba fAaff
field research included interviews with an NGO official, an environmental officer in a monitoring
and compliance unit of a government agermmmpanyprojectofficers associated with projects

that are subject to the Equator PrinciplasKalumbila Minerals Limited, andn Za mbi a6 s
Copperbeltprovince Data sources also includeslustainability reports and other open source
documents from EPFIs and civil sociatgganisations such as BankTrack, and the Jesuir€ent

for Theological Reflection, regarding projeaffected communities (PACSs).

This chapteralso justifies the use p&nd recognizes the general criticigif) case studies as a
research strategyt also discusses thghilosophical and conceptual assumptions used in the
researchThrough a combination alata collection methodsuch asnterviews from field trips
documens and participant observatipthe authorthenconducted aranalysi® with the aid of
NVIVO qualitative data softwafe of implementatiorof the Equator Principles at tHePFIs The
analysis ofthe impact of the Equator Principles on a project spoimsotved acase study of a
mining company Kalumbila Minerals LimitedKML), located in NortAiWestern Zambia. KML
is a subsidiary ofa Canadiamtmining giant, First Quantum Mineralsmited. The analytical
framework (Figure 4,section4.2) wasused inunderstanding the character mject sponsor
management of Equator Principldswever, the context nature sfistainability means that the
analytical framework as constitutad subject tooperational changesf Equator Principles
implementationandthis will influenceoutcome®r findings For this reason, aterativeapproach
to match the framework to its findingsd viceversabecomes necessaand desirable
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In addition, the literature review of the Equator Principles (Weber & Acheta, 2014), and the gaps
in the Equator Principles literature about Equator Principleplementation provided a
background to the r esearkFghre5delosvs Additonas them&h o wn
emergedrom the review ofEquator Principles literature. The ten Equator Principles voluntary
codes including their implementation guidasd eighi{8) decision criteria for requirements for a
progress towards sustainability (Gibson et al., 2005) were particularly helpful in informing
subsequent coding and shaping research questions. The themes in the Equator Principles literature
(B) were hen compared with the themes in the transcribed interviews of sample EPFIs, project
sponsors, and projeaffected communities. Theme identification in interview scripts involved
opencoding(@whi ch involved @At hemat i c 1995).Ctheghirdag o f
party documents related to the Equator Principles implementation activitERFi§, project
sponsors, and responses of propftected communities and NGOs to Equator Principles
implementation activities were also used.

Following from the preceding paragraphs, the goal of this research design and methodology is to
close a gap in Equator Principles literature (i.e., research questions) about the character of

Equator Principles implementation through a suite of recommendations tbat fioldings
arising from this study.

Figure 5. Research Design and Methodology
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