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Abstract. In recent years most growing importance is given to the environment and its consequences, so this 
question becomes an issue not just for manufacturing companies, but also for the banks. In order to prevent 
threats to the environment, banks bring a new lending operations should be carried out by the environmental 
risk assessment. In this article, the author's empirical study carried out by looking at the relationship between 
bank loans and a request for environmental information. In these research took part the biggest Latvian banks, 
taking into account the corporate lending decisions. The objective of this research paper is to specify environ-
mental criteria which should be taken into account in the bank lending decisions. To achieve the goal were used 
a questionnaire, quantitative and qualitative methods, including the method of sociologic research, monographic 
and descriptive method. 
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1. Introduction 

The impact of bank crediting transactions on envi-
ronmental factors is a completely new and so far 
not widely investigated issue. Recently in the 
world they more and more discuss and assess the 
influence of factory produced hazardous sub-
stances on environmental factors, one has pro-
duced special guidelines for businessmen to start 
environmentally harmless business, however, little 
or no attention to this issues has been paid at banks 
upon performing lending transaction assessment 
for corporate clients. Thus also the available litera-
ture on bank-performed analysis with regard to 
environmental factor assessment is rather limited. 

Banks play the leading role in business and 
service financing in all the economy sectors, thus 
it is important that bank analysts perform envi-
ronmental factor assessment while considering 
new lending transactions and thus avoid unex-
pected expenditure to finance environmentally un-
friendly crediting transactions, maximally reduc-
ing both, social and financial risks. The impor-
tance of this issue has also been highlighted by 
Cheng, Liu and Qian (2006). Whereas McInnes, 
Beattie and Pierpoint (2007) points out that banks 
should reflect the importance of environmental 
factors to lending transactions also in banks’ an-
nual statements, for also this issue can have influ-
ence on potential financial risks of the financial 
services sector. 

The environmental factor assessment in rela-
tion to bank lending transactions has been done by 

several scientists, such as Thompson and Cowton 
(2004), Deegan (2004), Solomon and Solomon 
(2006), Aintablian, McGraw and Roberts (2007), 
Mainelli, Stevenson and Thamotheram (2009). 
They also stress that upon considering new lending 
transactions it is important to focus not only on 
financial indicators of a company but also it is 
necessary to submit a detailed environmental fac-
tor analysis thus showing the banks the need for 
environmental reporting and monitoring. The fact 
is proved also a study PricewaterhouseCoopers 
(2009). 

Comparing European banks with American 
banks, initially Europe focused more on develop-
ment of financial services and introduction of new 
products, whereas American banks start to pay 
attention to environmental factor assessment upon 
considering lending transactions. Only in the mid-
dle of 1990s in Europe one developed a policy to 
start handling environmental factor issues 
(Jeucken, Bouma 1999). The first European state 
to start focusing on environmental factor impact in 
the banks services sector was UK (Thompson 
1995). Thus the most research on environmental 
factor impact has been done exactly in UK. 

Financial services sector, such as banks which 
do not produce dangerous chemical substances and 
do not pollute the environment, are still jointly 
responsible for financing of environmentally un-
friendly lending transactions, as well as are 
equally liable for hard cause to the environment. 
(Gray, Bebbington 2001). 
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The objective of this research paper is to spec-
ify environmental criteria which should be taken 
into account in the bank lending decisions in case 
of banks of Latvia.  

To achieve the goal were used a question-
naire, quantitative and qualitative methods, includ-
ing the method of sociologic research, mono-
graphic and descriptive method. 

2. Literature rewiev 

Scientific literature provides a lot of discussion 
and stresses that only based on effective assess-
ment of social and environmental factors banks 
will be able ensure sustainable development of 
financial services. The importance of environ-
mental risks is lending assessment has been ad-
dressed by a number of scientists (Thompson and 
Cowton 2004; Weber 2005; Weber et al. 2003).  
Based on Grunert et al. (2004) the impact of envi-
ronmental factors is also called nonfinancial fac-
tors. For instance, Thompson and Cowton (2004) 
in their study defined three determining risks 
which can have an impact on corporate lending 
transactions in the field of environmental factors: 
indirect and direct risks, as well as a bank reputa-
tion risk. A similar research was also done by Ain-
tablian et al. (2007) who found out that environ-
mental factors can have an impact not only to 
financial indicators of banks but also on reputa-
tion, thus upon corporate lending it is important to 
assess also environmental factors, as well as strict 
monitoring of them and introduction of a special 
system. The issue of potential threats to reputation 
upon considering new lending transactions with 
regard to impact of environmental factors is also 
referred to in a number of annual statements of 
European financial services, such as Bank Track 
(2007), European Bank for Reconstruction and 
Development (2007). Also Kolk, Levy and Pinkse 
(2008) points out to the impact of environmental 
factors on bank reputation. 

Murray, Sinclair, Power, and Gray (2006) 
(2006) in they study revealed that regular envi-
ronmental information communication plays an 
important role in considering corporate lending 
transactions and decision making, Juravle and 
Lewis (2008) is of similar opinion. Whereas 
Davis, Lukomnik and Pitt-Watson (2006) noted 
that if one fails to take into consideration envi-
ronmental factors, banks analysts may only rely on 
short-term objectives, taking into account only 
annual statements. Upon considering crediting 
transactions there is a gap between environmental 
factor defining risks, for so far the businessmen 
who have caused harm to the environment have 
not been punished, thus bank analysts in their as-

sessment pay little attention to environmental fac-
tors (Sullivan, MacKenzie 2006). Also in the 
Czech Republic carried out a research showing 
that environmental factor assessment and monitor-
ing plays an important role in the competitiveness 
of the enterprise and sustainable development, as 
well as it gives additional incentives for enter-
prises (Kocmanov et al. 2011). 

Environmental reporting plays an important 
role for creditors in capital markets, analysts of 
financial services and investors to obtain as de-
tailed information as possible from businesses on 
impact of environmental factors on lending trans-
actions. The first studies on the role of environ-
mental reporting and their importance in environ-
mental factor record were carried out in 1993 
(DTTI et al. 1993). Other studies on this issue 
were undertaken only in 1998 by pointing out that 
environmental reporting can ensure sustainable 
development of financial services, as well as the 
fact that it would be necessary to include in loan 
agreements of corporate lending transactions cer-
tain provisions aimed at environment risks as-
sessment. Scientific literature also discusses that 
there is a classification which can have influence 
on environmental reporting:  

1. Enforced environmental reporting, based 
on legislation of environmental organizations;  

2. Self-regulation and voluntary reporting - 
Autonomous Self-Regulation the European Com-
munity Eco-Management and Audit Scheme 
(EMAS) and ISO 14001 schemes. 

3. Sector self-regulation measures – via pro-
duction sector associations; 

4. Self-regulation – state legislation on an-
nual statements of businesses, as well as making 
environmental factor reports public; 

5. Confidentiality disclosure in trade rela-
tions, e.g., between purchasers and suppliers; 

6. Voluntary information disclosure – may 
include also confidential and enforced reporting, 
as well as willingness of a company to promote its 
environmental activity (Labatt, White 2002). 

3. Methodology 

As shown by the Financial and Capital Market 
Commission (FCMC) data for the 2nd quarter of 
2011, Latvian banking services are provided by 22 
banks and 10 foreign bank branches, as well as the 
European Economic Area countries established 
credit institutions or their branches, which submit-
ted the application to the FCMC, the with one 
bank – "VEF Banka" from 26.05.2010. License 
has been revoked. Latvian Bank also registered six 
electronic money institutions and two money mar-



BANK LENDING, THE IMPACT OF ENVIRONMENTAL FACTORS  

32 
 

ket funds (Association of Latvian Commercial 
banks 2011). 

The research was carried out from October to 
November 2011 in largest banks and branches of 
foreign banks operating in Latvia to empirically 
evaluate the link between bank loans and demand 
for environmental information.   

The authors developed survey forms based on 
studies of scientists, such as Harte et al. (1991), 
Epstein un Freedman (1994), Cowton and Thomp-
son (2000) and other former empirical studies, the 
questions consisted of five blocks. 

The survey questions mainly consisted of 
closed questions, the assessment of which applied 
a five-point Likert scale (1 – strongly disagree, 5 – 
strongly agree), except for questions of demo-
graphic nature. The data obtained in the research 
were summarized and analyzed, as well as repre-
sented graphically. One surveyed bank employees 
whose daily work is related to corporate client 
lending issues. 

4. Research results 

Total of 300 electronic questionnaires were sent to 
three commercial banks of Latvia, of which 244 
were returned back and accepted as valid. 

The Bank's employee demographic data and 
personal data showed that from all respondents 
take part 69 % of women, but 31 % of men. 48 % 
of the respondents are aged 20–29 years old, and 
45 % of 30–39 years old, and 7 % over 40 years. 
The majority part of respondents, i.e. 56 % have 
higher education, 43 % have a master's degree and 
3 % in secondary education, tooking about in 
terms of time spent working at the bank, the ma-
jority of respondents are from 1–5 years, 72 %, 
24 % of 5–10 years, while 4 per cent work more 
than 10 years. 

4.1. Environmental factor assessment upon 
taking a lending decision 

Questions that are related to the evaluation of en-
vironmental factors in considering and adopting 
decisions on corporate lending are depicted in Fig-
ure 1.  

The question 5., what are related to the bank's 
sustainable development strategy show when the 
bank 1 worked based on the short-term and me-
dium-term development objectives, contrary as it 
is in bank 2 and bank 3, which might suggest that 
the bank's development of the process of braking. 
 

 
 
Fig.1. The role of environmental factors on corporate 
lending (1.question. The Bank conducts continuous 
environmental risk reduction measures; 2.question. The 
Bank is carried out the environmental risk management; 
3.question. The Bank monitoring the environmental 
risks of regulatory requirements; 4.question. Corporate 
lending interest rate policy is closely linked to envi-
ronmental risks; 5.question. The Bank has developed 
and implemented policy of sustainable development; 
6.question Through environmentally responsible lend-
ing is enhanced image of bank; 7.question Environmen-
tal factors play a crucial role in the lending business in 
the market). 

 
The issue of disregarding environmental fac-

tors upon considering and accepting corporate 
lending transactions, as well as not developing a 
separate interest rate pricing policy for environ-
mentally friendly and environmentally unfriendly 
lending transactions, in they study revealed also 
Cowton and Thompson (2000). 

4.2. Environmental factor standarts 

Corporate client lending the environmental risk 
assessment of existing and possible standards 
and the nature of them by the bank employee 
opinion shown in Figure 2. 
 

 
 
Fig.2. Environmental factors assessment standards 
(1.question. Compliance with all known and potential 
future environmental control standards; 2.question. En-
vironmental liability insurance; 3.question. Importance 
have a high environmental standards; 4.question. The 
need for environmental analysis; 5.question. Use for 
environmentally friendly technologies; 6.question To 
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establish the environment control system in enterprises; 
7.question Interchangeable use of the resources in the 
production process; 8.question Compliance with EU 
environmental requirements for control; 9.question The 
enterprise principal activities related to environmentally 
friendly products production; 10.question The enter-
prise are focused on the protection of the environment; 
11.question Encouraging recycling products, by-pro-
ducts and waste recycling without the risk to the envi-
ronment; 12.question The enterprise produced products 
registration and eco-labelling). 

 
In the questionnaires obtained data in figure 2. 

shown when more importance for manage the en-
vironmental factors for the evaluation of the stan-
dards should be given to environmentally friendly 
technologies and products in the manufacture of 
precious resources, compliance with environ-
mental control standards, environmental analysis, 
control system, but as less important is the concen-
tration on the environmental protection and eco-
labelling.   

Bank staff at this block of questions pointed 
out that at banks where environmental factor as-
sessment is carried out, it is only of formal nature, 
for environmentally friendly lending for busi-
nesses, as well as for commercial banks in Latvia 
is a new and so far unexplored step.  

Whereas Gray and Bebbington’s (2001) in 
they study expressed that banks are jointly liable 
for granting environmentally safe lending transac-
tions and that businesses themselves must imple-
ment an environmental factor development and 
monitoring system by which we can conclude, and 
this is also confirmed by the opinion of bank staff, 
that Latvian financial institutions have still a long 
way to go achieve the results of other states and 
assessment standards in environmentally friendly 
lending. 

4.3. Client lending risk assessment 

For a taking a decision based on lending, the bank 
employees shall carry out a series of measures, 
therefore, were created the questions which in-
cludes financial and non financial information 
about lending enterprises, as well as the amount to 
be credited as the source of this type of informa-
tion are used mostly (see Fig. 3). 

The lending risk factor evaluating and as-
sessment showed that the more importance for 
considering the new lending transactions or make 
changes to existing corporate lending credit 
agreements, the most attention is given to the en-
terprise annual reports, the information what are 
available to the Register of enterprises, the enter-
prise assets and enterprise lending history based on 
the information from the register of debtor. 

 

 
Fig.3. Lending risk factors evaluation (1.question. Au-
dited and unaudited annual and quarterly statement fil-
ing; 2.question. The information available from the en-
terprise register; 3.question. Information what are 
collected by the enterpise production premises and 
manufacturing process inspection; 4.question. Personal 
discussions and interviews with the enterprise leader-
ship or its representatives; 5.question. In the public 
space available information; 6.question Enterprise in-
dustry data and development trends; 7.question The 
lending enterprise assets evaluation; 8.question Enter-
prise credit assessment from the register of debtor; 
9.question Environmental information about the enter-
prise). 
 

But as more less importance have those fac-
tors, such as enterpise production premises, enter-
prise industry data and environmental information.  

The obtained data show that each bank has a 
different scale of lending assessment criteria, for 
instance, at some banks all the lending transaction 
analysis is actively done by analysts, whereas in 
some banks up to certain amount the analysis is 
done by credit managers themselves thus making a 
certain information discrepancy, also not all lend-
ing transactions are subject to inspection of pro-
duction premises. Also with regard to environ-
mental information of businesses; banks still carry 
out lending transactions by fully or partially disre-
garding the importance o environmental factors.   

Harte et al. (1991) in they study revealed that 
the most important ones when taking lending deci-
sions are annual statements of businesses, as it was 
derived from the study carried out by the authors, 
while Berry et al. (1993) showed that what matters 
is communication – this factor in the case of Lat-
vian commercial banks is of average importance, 
for, as mentioned before, banks have different 
lending assessment standards in place. 

4.4. Sections of annual statements 

In order to establish the respondents views on en-
terprises annual statements prepare and included 
of them part suitableness, as well as the measures 
taken by the environment impact (see Fig. 4). 
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Fig.4. In annual statements included chapters 
(1.question. Enterprise department head statements; 
2.question. Statement by the Chairman of the Board; 
3.question. Information about the offered products and 
services by segments; 4.question. The enterprise finan-
cial performance report 5.question. Statistical infor-
mation about the enterprise; 6.question The formed 
accounting policy; 7.question Independent Auditors ' 
statement; 8.question Full coverage of the balance 
statement by segments; 9.question Profit and loss 
statement; 10.question Comprehensive cash flow state-
ment) 
 

To carry out the respondent’s summary of an-
swers, the obtained data showed, that as major sec-
tions that should be included in the annual state-
ment are balance sheet with those sections 
reflections, profit and loss calculation, as well as 
cash flow statement. But more less importance are 
given for the statistical information, accounting 
policies, because the mostly corporate enterprises 
it is the same, as well as the independent auditor's 
statement. 

Also Harte et al. (1991) while carrying out a 
study proved that quantitative data play an impor-
tant role in company annual statements, as well as 
one cannot neglect qualitative information; they all 
comprise a corporate image also in relation to en-
vironmental factors. 

4.5. Annual statements in environmental 
protection 

Questions that are related with the banking and the 
enterprises environmental factors annual statement 
submission and measures for the protection of the 
environment are reflected in Figure 5.  

According to the data of founding it can be 
concluded that the annual statement reporting, 
should be also included information that is associ-
ated with the leadership prognosticate plan  and 
results, as well as spending on the environment 
issues, the enterprises environmental policy state-
ment and related factors in the financial state-
ments. On the other hand, as minor factors are 
listed by the independent auditor's statement, the 
accounting policy on the environment issues, con-

centration on environmental factors, as well as 
leadership competences in environmental issues. 

 

 
Fig.5. Annual statements in environmental protection 
(1.question. Information about defined environmental 
factors standards of a breach; 2.question. Management 
estimates the impact on future results, as well as envi-
ronmental expenditure; 3.question. Environmental audit 
summary of results; 4.question. The enterprise envi-
ronmental policy statement; 5.question. Independent 
Auditors ' statement on the environmental audit; 
6.question Developed accounting policy with respect to 
environmental issues; 7.question Enterprise leadership 
statement on the implementation of the concentration 
on environmental law development; 8.question Leader-
ship competences in matters of environmental factors; 
9.question Environmental factors including in annual 
statements) 

 
As revealed by Taberner et al. (1991), concen-

tration on environmental factors and their integra-
tion into annual statements allows making fore-
casts and focusing on the result thus achieving 
sustainable mutual cooperation and development. 

5. Conclusions 

This study provided the authors an insight into the 
application of environmental information by Lat-
vian commercial banks upon reviewing and taking 
decisions on corporate lending while taking into 
account environmental issues, as well as possibili-
ties for their reflection in annual statements. 

The obtained data showed that at banks where 
environmental factor assessment is done, it is a 
rather formal measure. This could be explained by 
the fact that currently in Latvia environmentally 
friendly lending has not become popular yet, as 
well as the large bank concentration and the fact 
that banks base their activity on short-term, not 
long-term objectives.    

There is also no environmental factor assess-
ment and their integration in annual financial 
statements; as a shortcoming one must mention the 
fact that neither businessmen, nor banks have an 
environmental factor assessment system and strat-
egy. 
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Environmental information is only a small but 
a very significant part of the social record. As 
showed the analysis of scientific literature and the 
study performed, banks play an important role in 
financing economic activity of businesses, al-
though the so far available literature in social ac-
counting is rather limited.  

The authors believe that environmental factor 
assessment upon taking lending decisions will play 
an increasingly important role, for the world is 
constantly moving towards “green” financing and 
application of renewable resources.  
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