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New version of Equator Principles launched 

Recognising the objectives of the United Nations Sustainable 
Development Goals and the Paris Climate Change Agreement, 
the Equator Principles Association (EPA) released an updated 
fourth version of the Equator Principles (EP4) on 18 November 2019. 
The Equator Principles are a sustainability risk management framework 
providing a minimum standard for financial institutions that have 
adopted the Equator Principles (EPFIs) to identify, assess and manage 
environmental and social (E&S) risks and impacts of projects throughout 
their lifetime. They have been adopted by 101 EPFIs globally, but 
in practice the Equator Principles are being followed more widely. 

THE KEY EP4 CHANGES INCLUDE:
�� More projects in the scope of EP4: The threshold for in-scope 

project-related corporate loans is decreased to US$50m. In-scope 
project-related refinancing and project-related acquisition financing 
is expanded under EP4, provided certain criteria are met. Sovereign 
exemption is removed in some cases. Refinancing and upgrades of 
all existing projects are now also within the scope of EP4.
�� Applicable standards: Currently, projects in countries identified as 

having strong domestic E&S legislation and enforcement, termed 
“designated countries”, need to comply with the project host country 
law. Projects in non-designated countries need to comply with the 
International Finance Corporation (IFC) Performance Standards 
and the World Bank Group Environmental, Health and Safety 
Guidelines. In relation to projects in designated countries, EP4 
requires the EPFIs to evaluate any project-specific risks to determine 
whether one or more of the IFC Performance Standards could 
be used as guidance to address those risks. If that is the case, 
EPFIs could undertake additional due diligence against additional 
standards relevant to the identified project-specific risks. 
�� Human rights assessments: While it has always been the case that all 

environmental and social risks should have been assessed and managed 
throughout the project lifetime, the changes in EP4 are expressly putting 
human rights on an equal footing with the assessment and management 
of environmental risks. EP4 aims to clarify the requirements relating to 
human rights and mandate a human rights risk assessment based on the 
United Nations Guiding Principles on Business and Human Rights 
(UNGP). The level of detail will depend on the risk categorisation 
of each project under consideration. If no human rights risks or 
impacts are identified, the assessment will still need to comprise an 
explanation of how the determination of the absence of human rights 
risks was reached, including which stakeholder groups and vulnerable 
populations (if present) were considered. Human rights mean all the 
rights defined in the UNGPs, not only those specifically dealt with 
under any of the Principles or IFC Performance Standards.
�� Stakeholder engagement and FPIC: Principle 5 addresses 

stakeholder engagement on projects, and continues to require that 

project proponents demonstrate effective stakeholder engagement 
with indigenous communities. EP4 newly sets out how the concept 
of free, prior and informed consent (FPIC) of indigenous peoples 
is to be approached and provides a framework as to how FPIC is to 
be addressed in all, including designated, countries. In light of these 
changes to Principle 5, and the complexity of issues to which they 
may give rise particularly in designated countries, it is important that 
financial institutions engage appropriate consultants and advisers 
that will help them navigate through the new regime. The EPA is 
planning to issue guidance which will clarify this area further. 
�� Climate change: a new role for financial institutions: The EPFIs 

support the objectives of the 2015 Paris Agreement. They also recognise 
the role they have to play in improving the availability of climate-related 
information in the form of potential transition and physical risks 
of projects – as set out in the recommendations of the Financial 
Stability Board’s Taskforce on Climate-related Financial Disclosures 
(TCFD) – when assessing projects financed under EP4. Specifically, 
for higher risk category projects, climate change risk in the form of 
transition and physical risk as defined in the TCFD should be included 
in the environmental and social risk assessment and documented in the 
project assessment documentation.  This requirement makes a clear link 
between the overall expectations of any financial institution in relation 
to its response to climate change and its specific action in relation to 
project finance. Appropriate action in relation to climate change risk 
assessment and disclosures envisaged by the TCFD recommendations 
should be adopted by all EPFIs as a matter of urgency. 
�� Biodiversity: EP4 requires the EPFIs to encourage their clients to 

share commercially non-sensitive biodiversity data with the Global 
Biodiversity Information Facility (GBIF) and relevant national and 
global data repositories for the higher-risk projects. EP4 also aligns to 
IFC guidance on avoiding certain sites, including those identified by 
the Alliance for Zero Extinction and World Heritage Sites, except for 
cases where the project makes an express contribution to biodiversity. 

NEXT STEPS
The effective date for the implementation of EP4 will be 1 July 2020.  
The EPA will issue implementation guidance before then. EPFIs now 
have approximately four months to assess the changes required by EP4 
and adapt their environmental and social risk management processes to 
cover, where they may not have done so yet, the increased emphasis on 
the areas highlighted above.  n
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