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Sustainability Risk and Governance in Institutional 
Investment Decision-Making

 

1. Context 

This note provides an outline for Jexium clients to use in project planning and documentation.  

It explains typical institutional investor expectations regarding the identification, assessment, 

and mitigation of sustainability risks for projects and businesses in which they are being asked 

to invest.   

It is provided so that clients can better understand current investor expectations and market 

standards for investment project documentation. 

 

2. Introduction 

These considerations are central to serious institutional and corporate investors’ risk analysis 

and decision-making.  Sponsors of infrastructure and energy projects need to articulate clearly 

and convincingly that - and document how - they have identified, assessed and plan to mitigate 

these risks in project planning and preparation, construction and future business / asset 

operations.  

This is required to ensure an investment proposal’s smooth passage through an institution’s 

initial screening, detailed evaluation and final investment decision-making. It will affect a 

sponsor’s ability to secure insurance, affect the long-term viability of a business or project, and 

needs to be built into project design and documentation as early as possible. 

In practice, sustainability risks are treated alongside technical, legal, financial, commercial, 

regulatory and climate risks as core determinants of project bankability. 

 

3. Sustainability as Financial Risk 

Sustainability factors are assessed as components of financial risk. 

They affect: 

• valuation  

• expected returns  
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• cash flow stability  

• financing terms  

• future asset values 

• exit value  

In this context, sustainability considerations form an inseparable part of the overall risk-
return profile of an investment, and modelling and projections done by investors as part of 
their screening, DD and investment decision-making. 

 

4. Structured Assessment Process 

Investors typically apply a structured process to sustainability assessment. 

This includes: 

• identification of material environmental, climate, social and governance risks  

• qualitative and quantitative evaluation  

• factor weighting and discounting 

• scoring based on likelihood and impact of sustainability-related risks 

• documentation of assumptions and reasoning  

Sustainability risks are assessed alongside technical, commercial, financial, legal, 
management, and other risks. 

 

5. Integration into Due Diligence 

During DD, sustainability considerations are assessed in detail. 

This may involve: 

• targeted specialist reviews  

• site-specific analysis  

• scenario and sensitivity analysis  

• identification of required mitigation measures  

Sustainability risks will be incorporated into financial modelling, stress testing, and 
investment evaluation. 
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6. Investment Decision Impact 

Sustainability factors directly influence investment decisions. 

Depending on severity and mitigation: 

• risks may be accepted and managed  

• additional conditions may be imposed  

• transaction terms may be adjusted  

• or the investment may be declined 

 

7. Governance and Documentation 

Investors expect sustainability assessments to be: 

• structured  

• documented  

• and internally consistent  

This includes: 

• clear articulation of identified risks  

• supporting evidence and analysis  

• traceability of conclusions  

Inconsistencies between disclosures, representations and verifiable facts will be treated 
as governance concerns. 

 

8. Ongoing Monitoring 

Following investment, sustainability considerations remain active through the holding 
period.  Typical practices include: 

• monitoring of defined KPIs  

• periodic re-assessment and reporting  

• implementation of mitigation measures  

• governance oversight participation at board or management level  

Sustainability performance will influence both operational decisions and exit outcomes. 
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9. Practical Implications for Clients (Issuers / Project Sponsors) 

To engage effectively with institutional investors, clients will be expected to demonstrate: 

• a structured approach to sustainability risk assessment  

• clear identification of material risks  

• defined mitigation strategies  

• measurable indicators and monitoring  

• consistency between representations and documentation  

Importantly, sustainability considerations should be embedded in project design, 
documentation, and financial assumptions. 

 

10. Summary 

Sustainability considerations are an integral component of institutions’ screening, 
evaluation, and final investment decision-making. Sponsors and investees which 
demonstrate, with regard to sustainability: 

• structured, informed and realistic assessment of risks 

• project design features to credibly mitigate those risks, and 

• careful, consistent documentation  

are better positioned to progress through screening, due diligence, and investment 
approval. 

 

 

This Guidance Note is not meant to be exhaustive, but to raise clients’ awareness of the subject 

matter and to prompt further discussion and detailed consideration in the preparation of 

projects for financing. 

 

For further information, please contact us 

Jexium Ltd.  

www.jexium.com  

http://www.jexium.com/

