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1. SUMMARY

The world economic framework has been punished during the last years by an
economic crisis which has affected all economy segments in the society. One of
the main raisons for this crisis has been the difficult situation in the financial
markets. The lack of transparency in financial markets and poor management in
many companies in this sector has led to retention of economic growth and the
lack of liquidity in the financial sector. Government intervention in terms of
regulation and financial support has been crucial regarding the stabilization of

the economic situation.

As a leader in the global economy, the financial crisis in the United States was a
strong blow to the economic environment. The American government
intervention was necessary to prevent the collapse of some major financial

companies and avoid a major problem in the global economy.

During the second semester of the 2009-2010 school year | had the opportunity
to participate in the Exchange program, Promoe, funded by the UPV, at
Missouri State University. During this period the proposed amendments to the
financial system have been a major point of debate in the United States. The
study of the structure of the American financial system, as well as the various

proposals for its reconstruction are some of the main objectives in my work.

In search of a solution for this financial crisis, despite the continuous regulatory
proposals by governments, the very attitude of the banks towards a new
economic framework emerges as one of the most important points. This attitude
is summed up in the term Corporate Social Responsibility of the company. In
the current economic framework where multinationals exert a dominant control
in the financial markets, his own self, transparency and responsible handling of
all aspects of the business environment (stakeholders) are the way to create a

sustainable economy.

Within the study of Corporate Social Responsibility will take place in this project,
there will be special emphasis on the study of CSR in financial institutions. In
addition to the socially responsible government of any company, financial

institutions have the ability to decide the fate of their investments, as well as
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STUDY OF COBANK, ACB



1. Summary 15

analyze the different policies of potential consumers when establishing a

business relationship.

The project will firstly position the company in its framework and after this will
follow the study of Corporate Social Responsibility in the company, with special
emphasis on the study of CSR in financial institutions. In addition, it will be also
explained the American Financial System (The Fed) and the Farm Credit
System, as CoBank, ACB is one of the Banks system. Once this section, we will
analyze the financial reform proposal submitted by the President of the USA
Barack Obama in 2009, and the impact this may have in relation to corporate

social responsibility.

Once all the theoretical concepts explained, will follow the practical and
research work which examines the corporate policies of the cooperative bank
CoBank, ACB. The study of CoBank ACB, which belongs to the Farm Credit
System, is because CoBank is one of the most reputable worldwide in terms of
corporate social responsibility. In addition a sustainability report of CoBank ACB
will be prepared, based on the guidance G3.1 Global Reporting Initiative (GRI),
one of the most globally recognized initiatives on corporate social responsibility.
The preparation of the sustainability report will be based on public information
disclosed by the bank.

Once achieved everything that has been proposed, series of conclusions and
recommendations will be proposed, as well as some future lines of action that
could be followed to improve both the study of sustainability or corporate social
responsibility of CoBank, ACB as institution of the Farm Credit System.

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
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2. OBJECT AND JUSTIFICATION FOR THE COURSES
RELATED

The purpose of this study was to determine the application of corporate social
responsibility within a financial institution in the cooperative bank CoBank, ACB
in the financial American system; through the identification, measurement and
analysis of policies and their indicators. Also the study of their company policies

in terms of corporate social responsibility.

Throughout all the chapters of this study, various modules and courses which
composes the bachelor of “Administracié i Direcci6 d’Empreses (ADE)” have
been used. Below there is a list of all the subjects that have been used to

conduct this final project classified by chapters:

Chapter 4: The American Financial System: The Federal Reserve System

Economia espanyola i mundial: This course examines the various

economic systems and the main features of these.

- Macroeconomia: This course explains the functioning of a financial

system of a country, as well as the different monetary policies and its

operation.

- Sistemes i _mercats financers: This focuses on general features of

financial systems (markets, intermediaries, participants, etc.).

- Direcci6 financera: also discusses some of the features of the financial

system, therefore is also related to this chapter.

- Dret de I'empresa: This course is partially related, as explains different

types and characteristics of financial institutions and different

relationships that can be established between institutions.
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Chapter 5: The Farm Credit System

Introduccio als sectors empresarials: is related, as in this course explains

the different business sectors and their respective needs.

Direccid financera: also discusses some of the features of the financial

system, therefore is also related to this chapter.

Dret de I'empresa: This course is partially related, as explains different

types and characteristics of financial institutions and different

relationships that can be established between institutions.

Economia espanyola i mundial: This course examines the various

economic systems and the main features of these.

Chapter 6: CSR and Particularities on the Banking Industry

Direccid_estratégica i politica d’empresa: This course emphasizes the

importance of all elements related to the company. Corporate social

responsibility is one of the issues to consider in making decisions.

Direccié_de recursos humans: One of the most important CSR is the

treatment with the human capital of the company, and all plans and

proposals for improving their living conditions.

Legislacid laboral i de I'empresa: This course explains concepts like the

type of training, types of contracts, as well as reciprocal obligations

between the company and the employee.

Comptabilitat general i analitica: all the concepts explained in this course

are essential to analyze the corporate governance of a company, as well

as to understand the various policies adopted by the management team.

Etica en les empreses: This course examines the different values of the

company and the different effects they can have this action.
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Chapter 7: The Department of Treasury Financial Requlatory Reform

- Direccié _estratégica i politica d’empresa: This course emphasizes the

importance of all elements related to the company. Corporate social

responsibility is one of the issues to consider in making decisions.

- Economia espanyola i mundial: This course examines the various

economic systems and the main features of these.

- Macroeconomia: This course explains the functioning of a financial

system of a country, as well as the different monetary policies and its

operation.

Chapter 8: Analysis of the Company’s Framework and Policies: CoBank, ACB

- Leaqislacio laboral i de 'empresa: This course explains concepts like the

type of training, types of contracts, as well as reciprocal obligations

between the company and the employee.

- Direccié _estratégica i politica d’empresa: This course emphasizes the

importance of all elements related to the company. Corporate social

responsibility is one of the issues to consider in making decisions.

- Economia de la informacid: This subject is related to the chapter, as this

talk of new technologies and new electronic banking services by
CoBank, ACB.

- Introduccié a la informatica: This subject is related to the chapter, as it is

spoken in various computing concepts such as Internet, Intranet, web,

etc.

Capitol 9: Corporate Social Responsibility in CoBank, ACB

- Direccid estrategica i politica d’empresa: this is related with the chapter

as in this course it is explained the concept of corporate social
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responsibility, it is explained in different parts as corporate governance,

human resources, environment, relationship with direction,..etc.

- Comptabilitat general i analitica: This course uses the methodology of

calculation of ratios, which are used for the analysis and measurement of

corporate governance CoBank, ACB.

- Direccié de recursos humans: One of the most important points on the

CSR is the treatment of the human capital in the company as well as all

plans and purposes to improve their life work condition.

- Leqislacio laboral i de 'empresa: This course explains concepts like the

type of training, types of contracts, as well as reciprocal obligations

between the company and the employee.

- Etica en les empreses: This course will analyze the influence that the

company can have at all levels of society, and the impact of their

decisions.

Finally these two subjects are related to each chapter:

- Anglés | i Anglés II: This course has served to know the rules of spelling

and grammatical English, since all chapters have English literature and
have been based on English bibliography.

- Ofimatica per a ADE: This subject is related to all the chapters because

the tools used to develop the project were explained in this course such
as Microsoft Office package (Word, Excel, PowerPoint, etc.), Internet,

etc.
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3. OBJECTIVES

Every study has different objectives which need to be achieved or at least try to
be achieved. So this final bachelor study has also its own objectives and these

are listed below:

- To study how the cooperative banking sector is affected under the new
emergent trends of corporate social responsibility.

- To improve the understanding of the role of intangible assets in the real
value of an organization.

- To provide real knowledge and most updated possible structure,
organization and functioning of markets, intermediaries and financial
instruments.

- To study the world of credit unions and their operation.

- To study the U.S. Financial System and its System of credit unions and
the functioning of the same, as well as their Organization.

- To study and analyze the different company policies of CoBank, ACB in
terms of Corporate Social Responsibility.

- To identify, measure and analyze the corporate social responsibility of
CoBank, ACB.
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4. THE AMERICAN FINANCIAL SYSTEM: THE FEDERAL
RESERVE SYSTEM

4.1. DEFINITION AND CHARACTERISTICS OF A FINANCIAL SYSTEM.

A financial system encompasses the instruments, institutions, markets, and
rules governing the conduct of trade that expedites the routing of funds from
buyers to sellers and from savers to lenders. In this system are included the
different financial tools, financial markets and financial intermediates, those who

buy and sell assets in the financial markets.

Consequently with the above definition the financial system is focused in the
redistribution of the different financial assets among the different buyers and
sellers. The financial sector facilities the creation of financial securities adapted
to the different customers in terms of liquidity, risk and profitability, through the

financial intermediaries.

A financial system can be more or less complicated depending of the number of
financial institutions and the different financial products that they offer. The way
to measure this is the level of interaction among the different spending units.

According to that we can find (Kaufman, 1992):

- Deficit Spending Units (DSU) or Borrowers. These units spend more than
their current income or consumption and investment. They have

additional needs of financing.

- Surplus Spending Units (SSU) or Savers. These units spend less than
their current income or consumption and investment. They have more

financial assets than they really need.

The interaction between the deficit spending unit and the surplus spending units
can be made with intermediaries or without. But most intermediation is done
indirectly, where intermediaries understand and reconcile the different needs of
lenders and borrowers, because most of the times they have different

conceptions about risk, liquidity or profitability. We can difference between:
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- Direct operations. In this case lenders and borrowers make agreements

and channel funds directly among them without any other intervention.

Figure 4.1. Direct Operations

<:Direr:t Operations: Pn'murp>

Securities - Securities
Large L i i -
E Financial * Small Savers
Borrower Intermediaries
ey
Fund Fund

Source: Self creation from Kolb (1996) and Kaufman (1992)

In the Figure 4.1. we can observe the direct operation procedures. In
these operations the deal is between a DSU (Borrower) and SSU
(Saver). Most of the times they have some commissioners intermediating
with the bureaucracy and searching buyers or sellers, but they don’t
modify at all the essence of the asset. They exchange securities and

funds without any modification from the initial state.

- Indirect Operations. In this case funds are channeled by financial
institutions (intermediaries). In the indirect operations the savers (SSU)
deposit their savings in the financial intermediaries, who redefine the
input making a new output (financial assets) with different characteristics
feeding with the needs of the buyers (DSU).
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Figure 4.2. Indirect Operations

Indirect operations: Modified assets
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Source: Self creation from Kolb (1996) and Kaufman (1992)

The financial assets are the securities issues by the DSU trying to get
finance. These securities transfer fund among the different financial
agents, creating profitability for the SSU and liabilities for those who

issue, DSU. At the same time these financial assets transfer risk.

Each financial asset has determinate characteristics always identified by risk,
liquidity and profitability (Kolb, 1996).
- Risk. The probability of getting the value once the asset is expired.

- Liquidity. Measures how easily the asset can become in money without

ant fee.

- Profitability. The potential benefits achievable by the investment in a

financial asset: interests, plus values, definitely money.

There is a universal rule established among these concepts. A financial asset is
more profitable as much risk as it has and less liquidity in the short term
(Kaufman, 1992).

The last point to specify in the Figures 4.1 and 4.2 is the financial

intermediaries. A distinction can be made between financial banking
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intermediaries and non-financial banking intermediaries. The banking
intermediaries are commercial banks, credit unions, private pension fund and
others. These institutions own financial assets and their mission are to make

operation with the private sector and other institutions.

In the other hand there are other non-banking financial institutions, they do not
have monetary passives and here can be included many different kinds of
organization with many different goals in each country as benefit organizations

or governmental support associations.

One of the most important points in this analysis is the level of efficiency
brought by a determinate financial system. In a large economy all the
interactions between the different spending units implies a large number of
financial securities outstanding. The most efficient financial systems are those
able to transfer the funds from savers to borrowers at the correct prices to
finance the investment. In this analysis are mentioned two kinds of efficiency
(Kaufman, 1992):

- Allocative Efficiency. It considers the distribution of resources according
to the ability of market participants to use them most productively. In this
case is supposed we achieve all the true information about the securities,
what means that the price cannot be modified without a change in the

value of the output.

- Operational Efficiency. This is referred to the value of output produced
per unit of input, when the operational efficiency is achieved, the value of
output per unit cannot be increased.

According to Kaufman (1992), market mechanisms, institutions and regulations
have to work in order to achieve the efficiency, because this is the way to
maximize the outputs with a determinate number of inputs in the financial

system

4.2. FINANCIAL SYSTEM: DEVELOPMENT AND EVOLUTION

The different institutions and their procedures are very important to analyze the

financial system of a specific country. Because of that in the lines bellow is
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described the evolution and development of the current organisms in the

financial system of United States of America (Kaufman, 1992).

The first national regulation was established in 1863 by National Bank Act. The
period before of this regulation is called the Free Banking Era, starting on 1837
to end in 1863. In this time many states decided to issue their own regulations
about banking. These banks were allowed to issue bank notes against gold or

silver coins; it means each state bank issued their own paper money.

The National Bank Act from 1863 established the Office of the Comptroller of
the Currency (OCC) and charged it with the general supervision of all national
banks. The OCC granted federal charters and at the same time the different
states issue their own charter, different from the federal charter. The banks
could work just following one charter, but just those who operated under federal
charter were national banks and were allowed to introduce the word national in
their name (i.e. First National Bank, or Citibank N.A.). Commercial banks were
allowed to operate in the business by holding a bank charter, but did not pertain
to the National Bank Act.

The act imposed new requirements to make banks safer, to avoid bankruptcies
and to increase public confidence in the banking system. To achieve these
goals the first changes were about the capital in the national banks. Measures
as higher reserves, restrictive some kinds of loans, and the prohibition of loan
more than 10% of the bank’s capital stock to any single person were taken to

enhance the procedure and the security of the financial system.

This option for banks of choosing between the state charters or federal charter
is still available in the United States today. The name given for this situation is
dual banking system. While State Banks are just under their State charters
regulations, the national banks are under their state regulations and under the
OCC charter as well. Therefore when the OCC regulation is more restrictive

than the State charter, the national banks are in disadvantage (Kolb, 1996).

In order of this situation and trying to issue a common regulation for all the
bank, in 1913 was established the Federal Reserve System by the Federal
Reserve Act. The new reserve requirements imposed by the Federal Reserve
Act were applicable to all the banks without any distinction between State
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Banks or National Banks. For first time the state banks were brought under of
federal regulation (Kolb, 1996).

The Federal Reserve or FED was founded to serve as a banker to banks and
plays an important role regulating the supply of money in the economy. Further,
the Federal Reserve controls the level of bank capital demanded by its
imposition of capital requirements. “The Federal Reserve must work within the
framework of the overall objectives of economic and financial policy established
by the government” therefore, the description of the System as “independent

within the government” is more accurate (The FED Board of Governors, 2012).

After 1913, even with the FED, the dual system remains and the national banks
have important disadvantages. In order of that the Pepper-Mc Fadden Act
(1927) gave to the national banks the opportunity to open branches in different
cities, because until this moment it was not possible for the national banks to

open any branch, while the state banks had no problems in this aspect.

In 1916 Congress established the Farm Credit System by Federal Farm Loan
Act in the aim to provide a reliable source of credit for the nation's farmers and

ranchers.

The Great Crash of 1929 initiated the Great Depression which continued even
more intense during early 1930s. The Great Crash brought the stock market
collapse, vast unemployment, the failure of many banks, the loss of saving in
bankrupt in financial institutions and the impossibility to ensure credit. Many

people lost the savings of their whole life.

The response to face the catastrophe was the Banking Act of 1933, by Senator
Glass and Representative Steagall. In this act was proposed the restriction of
many activities of the commercial banks like acting as investment bank or

brokers.

These restrictions were implied in the FED by the Regulation Q, where the FED
restricted the interests that banks could pay to the deposits. But the most
important of this act was the establishment of the Federal Deposit Insurance
Corporation (FDIC) which remains in place today. The FDIC is the first time that
deposits are guaranteed by a government agency. Member banks pay a
deposit of a small portion of their assets to the FDIC to insure the deposits.
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National banks were required to participate in the FDCI while State Banks were
required to obtain FDIC insurance by state law or they could voluntarily join it in
an attempt to show their appearance of solvency.

Many other laws were issued from the Great depression until 1970 in order to
regulate the financial system and protect the investors. The Home Owners’
Loan Act of 1933 and the National Housing Act of 1934 created a system of
depository institutions with federal guaranties for deposits and control of
deposits by the FED. The Bank Holding Company Act of 1956 recognizes the
multibank holding companies and brings their activity under the federal
regulation (The FED Board of Governors, 2012).

In 1934 was signed as well the Federal Credit Union Act into law authorizing
the credit unions formation with federal charter. The purpose of this organism is
to charter and supervise federal credit unions throughout the United States and

its territories

By 1980 regulators and legislators realized that the laws and restrictions
established after the Great Crash as can be the Regulation Q or other
restrictions for the financial market were guiding the system towards
disintermediation. Through the Depository Institutions Deregulation and
Monetary Control Act of 1980 (DIDMCA), the FED decided to deregulate the
financial system in many point, because most of them supposed barriers for the

county financial development.

In 1989 was established the Federal Deposit Insurance Corporation
Improvement Act of 1989 (FDICIA). The main point of this act was that
commercial banks that accepted deposits were required to obtain FDIC

insurance and to be under a primary federal regulator.

Between 2007 and 2009 U.S. faced the most severe financial crisis since the
Great Depression in 1929. The lack of transparency and standards in markets
for securitized loans helped to weaken underwriting standards. Because of this
crisis, in 2009 was issued by the Department of Treasury a reform of the
financial system (Taylor, 2009). The document issued was the Financial
Regulatory Reform: A New Foundation and tries to rebuild and supervise the
financial system (US Department of Treasury, 2012).
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4.3. STRUCTURE OF THE FEDERAL SYSTEM

The Federal Reserve System is considered independent from the government
and the senate because its decisions do not have to be ratified by these organs.
However the system is subjected to the oversight by the U.S. Congress. The
Federal Reserve must work according to the framework of the overall objectives
of economic and financial policy established by the government (The FED
Board of Governors, 2012).

The system is managed through the Board of Governors, FOMC (Federal Open
Market Committee), Advisory Committees and the 12 Federal Reserve District
Banks.

Figure 4.3. Organization of the Federal Reserve System
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Source: Board of Governors of the Federal Reserve System (2012)

4.3.1. The Board of Governors

The board of governors is a federal agency. It is composed for 7 members
appointed by the President of the government and ratified by the Senate. The
longest period that anyone appointed can remain in this position is 14 years and
cannot be reappointed. The President and Vice-President of the board is also
appointed by the President of the government and ratified by the Senate.
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The functions of this Board are to analyze the domestics and international
financial and economic developments. The Board of Governors also supervises
and regulates the operations of the Federal Reserve Banks, has a huge
responsibility in payments system and administers the law regarding consumer

credit protection.

The Board supervises and regulates the U.S. banking system, supervising the
state chartered banks that are members of the FED system, bank holding
companies, the foreign activities of the member banks and the U.S activities of

foreign banks.

4.3.2. Federal Open Market Committee (FOMC)

The Federal Open Market Committee consists of twelve members. All seven
members of the board of governors are permanent members, while the other
five are presidents of the Federal Reserve Banks. The President of the New
York reserve bank is a permanent member and the other 4 places are occupied
by a rotating turn for the other Regional Banks presidents. The chairman of the
board of governors exercises as a chairman in the FOMC too (The Fed Board
of Governors, 2012).

The FOMC is responsible for domestic open-market operations to affect money
supply and interest rates and for transactions in foreign currency to affect

exchange rates. The FOMC meets once a month in Washington D.C.

4.3.3. Federal Reserve District Banks

There are twelve Federal Reserve District Banks represented on the Figure 4.4.
and twenty five Branches around the states (Annex 1). The regional reserve
banks are technically owned by the member commercial banks. As is
commented above there are three kinds of commercial banks, depending of the

charters they are under:

- National Banks. Chartered by the FED. They are members of the Federal
Reserve System. As Member banks subscribe the stock of their district

Fed in a fixed portion of their capital.
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- State Member Banks. Chartered by each state regulations and members
of the Federal Reserve System. As Member banks subscribe the stock of

their FED district in a fixed portion of their capital.

- State Nonmember Banks. Chartered by the states regulations but they

are no members of the Federal Reserve System.

Figure 4.4. Organization of the Federal Reserve System
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Each Federal Bank carries out a variety of System functions, including
operating a nation payments system, distributing the nation’s currency and coin,
supervising and regulating member banks and bank holding companies, and
serving as banker for the U.S. Treasury. The twelve Reserve Banks are each

responsible for a particular geographic area or district of the United States.

The boards of these banks are formed by nine directors. Three of them are
bankers selected by the district member banks, other three are non-bankers
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elected by the member banks and the last three are appointed by the Board of

Governors.
The regional banks and branches perform a large number of functions:
- Operate as clearing mechanism for paper checks and electronic funds
- Examine member banks
- Provide loans to depository institutions through the discount window
- Provide currency and other services for depository institutions

- Provide information to district member banks and the general public on
monetary policy, the state of the economy, developments in the financial

sector, and many other information required by system units.

4.3.4. Advisory Committees

There are three committees to advise the Board of Governors. The Board of
Governors is helped in their decisions by the information and experience
brought by these different committees.

- Federal Advisory Council. Created in 1913 in the Federal Reserve Act,
this council consists of 12 members, usually influential bankers, from

each Fed’s district.

- Consumer Advisory Council. Established in order to advise the Board in
relation to its duties under the consumer credit protection and other
areas in consumer concern. It has 30 members including representatives
from financial industry, consumers, academics and legal experts in the

consumer matters.

- Thrift Institutions Advisory Council. This council consists of
representatives from saving banks, credit unions, and saving and loans

associations.
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4.4. DEPOSITORY INSTITUTIONS IN THE U.S. FINANCIAL SYSTEM

The power of these institutions is their ability to accept deposits from the public.
In return, the institution must stand ready to return those funds to depositors
upon demand for certain types of accounts, or after a specified period for other
types of accounts. The Federal Deposit Insurance Corporation (FDIC) is the

organ required to control the operations and the level of deposits.

Some of the most important activities for depository institutions in the financial
system are the following (Kolb, 1996):

- Get funds by checking accounts, saving accounts, mutual funds, pension

plans and life insurances.

- Provide their customers by financial loans. The different kinds of loans

are mortgages, factoring, leasing and loans for other kind of business.

- Payment services and other financial procedures in order to help the

customers and avoid them bureaucracy.

- Issue means of payment as credit cards, debit cards, checks, talons and

others.
- Intermediation in the financial markets

The Figure 4.5. shows all different kind of depository institutions and the
different levels in the U.S. financial system. In the American banking sector the
commercial banks have the majority in the market, because the cooperative
banking is used just for the Farm System. In the FCS the different associations
and credit unions participate together in the different cooperative financial
institutions like cooperative banks, which at the end have to be associated to
one of the Farm Credit System Banks. Besides of these two main financial
ways, the U.S. Government offer finance resources to their citizens with less
repayment capacity through the Government Financial Institution is much

lower.
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Figure 4.5. U.S. Depository Institutions
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4.4.1. Commercial Banks Industry
Two different structures are present on the commercial banks market;

- Commercial Banks. They acquire funds from one group of surplus
spending units and make these funds available to other deficits units.
Robert Kolb (1996) thinks the powers available to commercial banks by
seeing the sources and uses of funds available to the typical bank.
Banks raise funds by accepting deposits, borrowing funds, and issuing
equity in the banking firm. The bank uses these funds to buy securities

and make loans.

Depending of the charters, banks can be defined as National Banks,
State Member Banks and Nonmember Banks. Those who are chartered
by the Fed follow the FED regulation and the state regulation. In other

part we have other banks that just follow the state regulation.

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF COBANK, ACB



4. The American Financial System: The Federal Reserve System 35

Holding Bank Companies. The Holding Banks companies are owners of
different commercial banks at the same time. The main point of these
holding is to get advantage in the market combining lower cost, product
differentiation and diversifying the location. Through this strategy, whit
different banks, the Holding company can reach all available in the
States and around the world. The Bank Holding Company Act of 1956
recognizes the multibank holding companies and issued regulation for

this kind of companies in the Federal system.

4.4.2. Federal Farm Credit Banks

The Farm Credit System is a nationwide network of borrower-owned lending

institutions and specialized service organizations. Farm Credit associations and

five System Banks each have their own boards of directors and are owned

cooperatively by those who borrow from them, most of them other cooperative

banks, saving banks, S&L Associations and credit unions.

Cooperative Banks. A co-operative bank is a financial entity which
belongs to its members, who are at the same time the owners and the
customers of their bank. Co-operative banks are often created by
persons belonging to the same local or professional community or
sharing a common interest. Co-operative banks can provide their
members with the same range of banking and financial services than the

commercial banks, but they have to face just the shares interests.

Nowadays the five Farm Credit System cooperative banks are CoBank
ACB, AgFirst FCB, AgriBank FBC, FBC of Texas and U.S. AgBank FCB.

In the U.S. the cooperative banks are regulated by the Credit Farm
System (FCS). The importance of cooperative banks in U.S. is very high,
because the American agri-food sector in the most important in the world
and keeps on growing up (Beierlin, Kenneth and Donald, 2008). This
sector is financed by FCS, which has in the cooperative banks the tools

to run the situation.
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The different institutions which belong to the FCS Banks are credit unions and
thrift institutions. These institutions have a cooperative organization, the
affiliated are the owners and each member has one right.

- Saving Banks: They originally provided a means for small depositors to
save and earn a return on their deposits. It channels the savings of
individuals who wish to consume less than their incomes to borrowers

who wish to spend more.

- Saving and Loan Associations (S&L): Began with the purpose of finance
home ownership. The main activity is to accept savings from private

investors and to provide home mortgage services for the public.

- Credit Unions: Credit unions are cooperative financial institutions
specializing in the basic financial needs of certain groups of consumers.
Credit unions offer the same financial services as banks. These are
depository institution where all the members have a common bond. The
advantage from the other depository institutions (S&L Associations,
Saving Banks and Commercial Banks) is that Credit Unions do not have
the same taxation than the other institutions; it turns the credit unions in

one of the best options to get finance.

4.4.3. Government Financial Institutions

Besides of the regular commercial banks and the Farm Credit System entities,
the government of U.S.A. offers other possibilities for those who are refused by
the private banking sector. One example of these finance institutions is the
Farm Service Agency supported by the United States Department of Agriculture
(Farm Service Agency, 2011).

The Farm Credit System institutions and Commercial banks provide products
adapted to its customers. These products face the problems and characteristics
of each sector, but the organizations are still private and look for returns. The
search for higher returns means that not everybody looking for a loan gets the
finance. It depends of their financial situation and characteristics. In the moment

anybody is rejected about getting finance by the FCS institutions or Commercial
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banks, this person has the possibility to ask for finance on the Government

Finance institutions (Escalante, Brooks and Epperson, 2006).

As an example we have the Farm Service Agency, what is the government
option to get a rural credit. The first requirement of this organization is that a
farmer has to be rejected in FCS and commercial banks before they ask for
credit to the FSA. The FSA is the last option and offer much more facilities than
the others. The conditions of FCA products are very good and do not require
high interests. At the same times these good conditions are enhanced by the
monitoring that FSA does with its customers. As a government company the
FSA tries to achieve better results for the consumers and does not look for the
returns as much as the other options do. This means that the offer loans in

higher risk situations and sometimes they are not sure about the repayment.
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5. THE FARM CREDIT SYSTEM

The cooperative banking in the U.S. lays on The Farm Credit System. The Farm
Credit System is a federally chartered network of borrower-owned lending
institutions comprised of cooperatives and related service organizations.
Cooperatives are organizations that are owned and controlled by their members

who use the cooperatives’ products or services.

The cooperative banking in the U.S.A is important because of the Farm sector
importance. The U.S. agribusiness is the largest in the world, the U.S.
agribusiness sector produce the 12% of the total agricultural output in the world.
The Farm credit system as the system that finances this sector activity
regulates all the financial institutions as thrift institutions, cooperative banks or
credit unions (Bishoff, 2008).

Its mission is to provide a permanent, reliable source of credit to American
farmers, ranchers, producers or harvesters of aquatic products, their
cooperatives, and farm-related businesses. It does this by making appropriately
structured loans to qualified individuals and businesses at competitive rates and
providing financial services and advice to those persons and companies (Barry,
Ellinger and Hopkin, 2000).

5.1. COOPERATIVE CREDIT ORIGIN: LEGAL AND INSTITUTI ONAL
DEVELOPMENT

5.1.1. Origins

The cooperation as a way to get better economic results in business among
different stockholders started centuries ago. In the middle age were common
determinate systems to cooperate working the fields regarding to obtain better
results and in the 15" century were made some loans by corn, what represents

a clearly antecedent about our current credit cooperatives.

During the 19™ century the United Kingdom was born the modern cooperative
activity. In 1810 Robert Owen started introducing cooperative ideas in his
business New Lanark. The Rochdale Society of Equitable Pioneers, founded in

1844, is usually considered the first successful co-operative enterprise, used as
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a model for modern cooperatives. A group of 28 weavers and other artisans set
up the society to open their own store selling food items. Without this kind of
organizations their business would not be possible (Farm Credit Administration,
2012).

5.1.2. The Early Years (1913-1971)

In the U.S. a farm credit system and farmer cooperatives were introduced by
President Theodore Roosevelt in 1908. Regarding to these ideas, in 1913 two
delegations was shipped to Europe in order to study the European farm system
institutions. In Germany they found a very successful one: the Landschaft. The
Landschaft had operated since 1769 and the main characteristics were
(Brodnitz, 1915):

- Landholders’ cooperative association controlled by the Prussian
government with the purpose of getting mortgage credit or money.

- Avoid high interest for the loans caused by the shortage of reliable
money. The banks loans supposed unaffordable interests.

- A borrower got 66% of the value of his land in bonds. The Landschaft
sold this bond to other institutions like banks, which got interest in the
refund of the bonds.

- The borrower paid 4% interest, while the investor receives 3, 5%
return. The Landschaft institution does not lose money and fix lower

interests for his consumers.

The credit delivery method established by the 1916 Federal Farm Loan Act was
based largely on Germany’s landschafts. In this Act were created the federal
Land Banks (FLBs) and established the Federal Farm Loan Board.

In the Federal farm Loan of 1916 lawmakers chose a cooperative credit
structure based on 12 Federal Land Banks (FLBs), owned by their farmer-
borrowers, partly capitalized by the government and financed through the
private purchase of tax-exempt bonds. Advocates maintained this cooperative

structure would guarantee low rates.

Creation of the Farm Credit System coincided with World War |, a very
prosperous time for American farmers with the demand for food in Europe. But
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prices collapsed after the war, and among the resulting economic problems
were severe shortages of short-term credit for farmers. Congress responded
with the Agricultural Credits Act of 1923, adding 12 Federal Intermediate Credit
Banks (FICBs) to the Farm Credit System (Farm Credit Administration, 2012).

Things went from bad to worse with the stock market crash of 1929, touching off
the Great Depression, throwing thousands of farmers into foreclosure and
virtually shutting down the System's ability to finance agriculture.

Three major agricultural laws followed that would lead to a sweeping

reorganization of the Farm Credit System:

- Agricultural Marketing Act of 1929: enacted to help stabilize farm
prices and finance the development of agricultural.

- Emergency Farm Mortgage Act: passed by Congress in 1933, the
act recapitalized the land banks with $189 million and cut interest
rates to deal with the Depression.

- Farm Credit Act: This Act rounded out the FCS by establishing
Production Credit Associations (PCAs) and the 13 Banks for
Cooperatives (BCs).

The FCA was placed under the Department of Agriculture in 1939 until 1953
when it became an independent agency within the Executive Branch (Farm
Credit Administration, 2012).

Figure 5.1. U.S. Farm Credit System Structure, January 1988
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5.1.3. The Farm Credit Act and Its repercussions (1  971-1987)

The FCS structure was developed in 1933 and remained essentially unchanged
for over half a century. The Farm Credit Act of 1971 converted the FCS from a
mixed government corporation to a private, cooperatively owned system of
institutions. The 1971 legislation broadened the range of services of the FCS
including rural home mortgages, leasing, financing international marketing and

lending to rural utilities.

From 1971 to 1985, many changes in relationships and structure decision
making occurred, including differential supervision of banks and associations
and were created organization such as Farm Bank Services and the Farm
Credit Council.

FSC farm loan volume (market share) rose from less than $12 billion (23%) to
peak of nearly $65 billion (33%) in 1984.

In the early 1980s, the Farm Credit System was comprised of 37 banks and
more than 1,000 local lending associations. Today, there are only five Farm

Credit System banks and approximately 90 local lending associations.

As American agriculture plummeted into recession in the early and mid-1980s,
Farm Credit predictably suffered severe financial stress. During a three-year
period from 1985-1987, Congress passed several laws to deal with
recessionary economic and agricultural conditions (Farm Credit Administration,
2012).

The 1987 Act established different ways to enhance the FCS and consolidate

its performance, some of the measures issued are:

- Created the FCS Financial Assistance Board to help the system
institutions.

- Created the Farm Credit System Insurance Corporation (FCSIC) to
protect holders of system debt obligations.

- The FLB and FICB in each district were required to merge into a
Farm Credit Bank. The 12 Farm Credit districts were merged in no

less than 6 districts.
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Table 5.1. Farm Credit System Structure, January 1988

Total Banks

Region FLBAs PCAs Associations FLBA/FICB/BC  Total
Springfield 18 18 36 3 39
Baltimore 26 26 52 3 55
Columbia 20 1 21 3 24
Louisville 9 51 15 3 18
Jackson 1 2 3 3 G
St. Louds 21 4 25 3 28
5t. Paul 26 23 49 3 52
Omaha 31 1 32 3 35
Wichita 15 18 33 3 36
Texas 44 23 67 3 70
Sacramento 20 21 41 3 44
Spokane 1 2 3 3 6

Total 232 145 < ar 414

Source: Farm Credit Administration, 2012

In the Table 5.2. can be observed how the 13 districts were merged in 8
different Farm Credit Banks in the following months after the 1987 Act. During
this period many mergers were done among different credit institutions. This
produced the decrease of the institutions number, but at the same time most of

them became stronger and got more financial services.

Table 5.2. Farm Credit System Structure, January 1996

Bank PCAs FLBAs ACAs FL.CAs ACBs FCBs BCs Total
CoBank ACB* 0 0 5 0 1 0 0 &
AgFirst FCB 1 0 39 0 0 1 0 41
AgriBank FCB 19 0 11 19 0 1 0 50
FCB of Wichita 17 22 0 0 0 1 0 40
FCB of Texas 17 48 0 0 0 1 0 66
Western FCB 11 0 4 12 0 1 0 28
Aghmerica FCB 1 0 1 1 0 1 0 4
St, Paul BC® 0 0 o 0 0 0 1 1

Total 66 70 60 32 1 & 1 236

Source: Farm Credit Administration, 2012

5.1.4. The Consolidation of the Farm Credit System

The 1990s also saw a continued trend of consolidation in Farm Credit, as the
first Agricultural Credit Bank was formed by the merger of a Farm Credit Bank
and two Banks for Cooperatives (AgFirst, 2014).
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In 1999 CoBank, ACB completed the merger with St. Paul Bank for
Cooperatives and its acquisition of majority interest in Farm Credit Leasing
Services Corp. During the next years the Western FCB and the FCB of Texas
merged with AgriBank, FCB and AgFirst, FCB reducing the number of districts

to the current number, five.

By 2000 the agricultural sector realized that the different credit unions should
merge or join by strategic unions others in order to achieve higher capital and
opportunity to offer more financial possibilities. The trend last years is focused

in the concentration of the sector.

Today, through approximately 78 local Farm Credit associations and four Farm
Credit banks, the Farm Credit System provides more than $201 billion in credit
and related services to farmers, ranchers, rural home owners, aquatic
producers, timber harvesters, agribusinesses, and agricultural and rural utility

cooperatives (Farm Credit Administration, 2014).

Table 5.3. Farm Credit System Banks and Associations, January 2010

Bank Affiliation ACA Parents FLCAs ACB FCBs Total
CoBank, ACBE® 4 o 1 o 5
| AgFirst FCB 2 o a 1 23
| AgriBank, FCB 17 o o 1 18
U.5. AgBank, FCB 24 2 a 1 7
FCB of Texas 18 1 0 1 20
January 4, 2010 BE 3 i 4 =3
January 4, 2009 I 83 7T | | 4 es
Increase/Decrease 2 (4] 1] o (2)

Source: Farm Credit Administration, 2012

Nowadays the districts distribution is the one in the chart below. This distribution
iIs made among 4 system banks, which identify the different 4 districts. AgFirst,
AgriBank and FBC of Texas are Farm Credit Banks; however CoBank is an

Agricultural Bank.
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Figure 5.2. Territory distribution of FCS Banks, January 2010
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In December of 2010 was executed a Letter of Intent to merge between CoBank
and U.S. AgBank. The merged bank continued to do business under the
CoBank name’s and kept the headquartered in Colorado but will maintain U.S.
AgBank's existing presence and operations in Wichita, Kansas, and
Sacramento, California. It will also continue to be organized and operate as a
cooperative, with eligible borrowers earning cash and equity patronage based
on the amount of business they do with the organization. The merged was
executed during 2012 and the 2013 was the first year where both companies
act as one (Stebbins, 2011).
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Figure 5.3. Territory distribution of FCS Banks, January 2014
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As of January 1, 2014, CoBank funds 27 associations in the indicated areas
and serves cooperatives nationwide; Farm Credit Bank of Texas funds 15
associations; AgriBank, FCB, funds 17 associations; and AgFirst Farm Credit
Bank funds 19 associations. The Farm Credit System contains a total of
82 banks and associations (Farm Credit Administration,2014).

5.2. THE FARM CREDIT SYSTEM STRUCTURE
5.2.1. Farm Credit System Overview

The Farm Credit system is nationwide financial cooperative lending money to
agriculture and rural America. The Congress established the Farm Credit
System structure as independent federal regulator and Government Sponsored
Enterprise to examine and regulate cooperative institutions, including their
safety and soundness. The Associations are cooperatives owned by their
borrowers and the Farm System Banks (AgFirst, AgriBank and FCB of Texas)
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are cooperative principally owned by their affiliated associations. The
Agricultural Credit Bank, CoBank, is a cooperative principally owned by,
cooperatives, other eligible borrowers and its affiliated Associations. Each Bank
and Association manages and controls its own business activities, operations

and financial performance (Farm Credit Administration, 2012).

Figure 5.4. Farm Credit System Pyramid on May 2014
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The System Banks jointly own the Federal Farm Credit Banks Funding
Corporation, which issues, markets and processes System wide debt securities,
using a network of investment dealers and dealer banks. Loanable funds are
raised through the sale of system wide bonds and notes. These funds are
delivered from Wall Street to the four System Banks located throughout the
United States. The 4 System Banks loan these funds to the different local

cooperative association and individual borrowers.
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Figure 5.5. Farm Credit System Flow
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The System Banks jointly own the Federal Farm Credit Banks Funding
Corporation, which issues, markets and processes System wide debt securities,
using a network of investment dealers and dealer banks. Loanable funds are
raised through the sale of system wide bonds and notes. These funds are
delivered from Wall Street to the four System Banks located throughout the
United States. The 4 System Banks loan these funds to the different local

cooperative association and individual borrowers.

The system is regulated by the Farm Credit Administration and implements his
policies with the previous analysis of The Farm Credit Council. Moreover the
System has an insurance fund to insure the timely payment of principal of and
interest on Farm Credit Debt Securities, to the extent funds are available. The
Farm Credit System Insurance Corporation administers provides insurance

services to System organizations and is owned by the system banks as well.

5.2.2 Regulatory Institutions
5.2.2.1. Farm Credit Administration

The Farm Credit System is subjected to congressional legislation and oversight
by the Farm Credit Administration (FCA). The FCA is an independent federal
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regulatory agency and has jurisdiction over the FCS agencies. The Farm Credit
Administration examines each System institution in terms of risk, credit quality,

capitalization, earnings and interest rates.

The Board of directors is composed by three members appointed by the
President of U.S. Under their control the FCA is authorized to take specified
enforcement actions to ensure the safe of System institution operations. These

powers include:

- Issue cease and desist orders,

- Suspend or remove a director or an officer of a system institution,

- Impose specified civil money penalties for certain violations of the
Farm Credit Act or Farm Credit Administration regulations.

5.2.2.2. Farm Credit System Insurance Corporation

The Insurance Corporation is an independent corporation and it is not under the
control of any System institution. The Insurance Corporation’s primary purpose
is to ensure the timely payment of principal and interest of debt securities. The
Insurance Corporation is required to expend funds in the Insurance Fund. The
funds are collected from the different banks which have to deposit a percentage
of their loans depending of its charters. These funds can be used in the system
for (Farm Credit Administration, 2013):

- Insure the timely payment of principal and interest on System wide
Debt Securities.

- Ensure the retirement of protected borrower stock at the par value.

- Afford its own expenses

- Borrow the fund to any company which has not liquidity to afford the

liabilities.

5.2.2.3. Farm Credit Council

The Farm Credit Council is a full-service, federated association representing the
System before Congress, the Executive Branch of the United States

Government, and others. The Council provides the mechanism for "grassroots"
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involvement in the development of System positions and policies with respect to

Federal legislation and governmental actions that impact the System.

As a full-service trade association, the Council also provides support services to
its members on a fee basis in areas such as training, marketing, insurance, and

purchasing.

5.2.3. The Agent for the System Banks: Federal Farm Credit Banks

Funding Corporation

The Funding Corporation is the fiscal agent for the System Banks. As agent for
the system Banks, the Founding Corporation issues, markets and handles
System wide debt securities. The Funding Corporation utilizes selling groups of
investors and bank dealers to sell securities around the world. The customers of
these securities are commercial banks, states, municipalities, pension and
money market funds, insurance companies, investment companies,
corporations and foreign banks and governments (Farm Credit Administration,
2012).

At the same time the Funding Corporation supports the systems banks in
different funding activities and managing different assets/liabilities activities. The
Funding Corporation also provides the System Banks with certain consulting,
accounting, and financial reporting services, including the preparation of the

annual reports and financial information statements.

The Farm Credit Administration is the institution responsible of control and
regulation of Funding Corporation.

5.2.4. Farm Credit System Banks

The Farm Credit system had 4 banks at 31 December 2013, four Credit Banks
and one Agricultural Credit Bank. The banks and their associations are referred
to the different districts mentioned above in the Figure 5.3. This structure was
different before 2013 when the U.S. AgBank merged with CoBank and

continues working in its area under the name of CoBank.
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The banks are structured in a cooperative way, the different loan associations,
credit unions and individuals own the company as affiliates. The different
associations are the owners of the banks and the different banks have to work

in order to help and retribution the affiliate institutions.

The Banks’ lending operations include wholesale loans to their affiliated
associations and loan participations in eligible loans purchased from
associations, other banks and non-system lenders.

The Banks obtain the majority of their funds by issuing debt securities and by
lending operations. But at the same time obtain some of their funds from
internally generated earnings, from the issuance of common and preferred

equities and from the issuance of subordinated debt.

5.2.4.1. Farm Credit Banks

The 3 credit banks are:

- AgriBank, FCB. This is the largest of four banks within the national Farm
Credit System. It oversees agricultural lending in a district that stretches
from Ohio to Wyoming and Minnesota to Arkansas. AgriBank has over

$80 billion in assets and a loan quality (AgriBank, 2014).

- FCB of Texas. Farm Credit Bank of Texas is chartered to serve the
states of Alabama, Louisiana, Mississippi, New Mexico and Texas. FCB
of Texas has over $20 billion in assets and loan quality (Farm Credit
Administration, 2011).

- AgFirst, FCB. The AgFirst is chartered to serve the states of
Pennsylvania, Delaware, Maryland, Virginia, North Carolina, South
Carolina, Florida, Mississippi, the Commonwealth of Puerto Rico and
portions of Ohio, Tennessee, Kentucky and Louisiana. Ag Credit Bank
and its associations, provide real estate and production financing to more
than 80,000 farmers, agribusinesses, and rural homeowners. AgFirst
reported assets of $33.4 billion as of December 31, 2011 (AgFirst, 2014).
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5.2.4.2 Agricultural Credit Bank
With these characteristics the bank has only one Agricultural Bank:

- CoBank, ACB. CoBank, ACB provides loans, leases, export financing
and other financial services to agribusinesses and rural power, water and
communications providers in all 50 states. CoBank was created in 1989
through the merger of 11 Banks for Cooperatives. Moreover to the
activities of the farm credit banks, CoBank has additional nationwide
authority to make retail loans directly to cooperatives and other eligible
entities (CoBank, 2013).

In 2011 was signed an agreement to merge between CoBank and U.S.
AgBank, during the 2012 will take part the ensamblation of this operation
and then in 2013 AgBank will operate under CoBank’s name. This merge
will suppose a change on the CoBank's structures and organization, but
the bases and goals of the Agricultural Credit Bank will keep being the

same.

5.2.5. Credit Unions and Thrift Institutions

The Credit Unions and other thrift institutions are the owners and affiliates of the
Farm Credit Banks. There are different kinds of associations with retail lending
locations with direct borrower-owner relationship. They offer loans, leases and a
variety of related financial services to rural America. Each of them is ready to
fulfill the special needs of their affiliates, which are also characterized due to a
sector, type of business or region. Each borrower that looks for finance can

chose between saving banks, saving and loan associations and credit unions.

5.2.5.1. Saving banks

They originally provided a means for small depositors to save and earn a return
on their deposits. It channels the savings of individuals who wish to consume
less than their incomes to borrowers who wish to spend more. Nowadays these

activities can be done by other institutions as Saving & Loan Associations or
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Credit Unions. Unlike commercial banks, savings bank does not accept demand

deposits.

By law, saving banks must have at least 65 percent of their lending in

mortgages and other consumer loans (Farm Credit Administration, 2013).

5.2.5.2. Saving and Loan Associations (S&L)

The S&L Associations began with the purpose of finance home ownership. The
main activity is to accept savings from private investors and to provide home
mortgage services for the public. The depositors and borrowers are members
with voting rights, and have the ability to direct the financial and managerial
goals of the organization, similar to the policyholders of a mutual insurance

company.

The deregulatory measures of 1980’s allowed saving and loan associations to
enter the business of commercial lending, trust services, and nonmortgage
consumer lending. These associations are regulated by Federal Home Loan
Bank Board (FHLBB).

Nowadays as we mentioned before thrifts must have at least 65 percent of their
lending in mortgages and other consumer loans. This measure can lead these
S&L associations to the bankruptcy if there is a house downturn (Farm Credit
Administration, 2013).

5.2.5.3. Credit Unions

Credit unions are cooperative financial institutions specializing in the basic
financial needs of certain groups of consumers. Credit unions offer the same
financial services as banks. These are depository institution where all the
members have a common bond. This common bond may be based on similarity
of occupation, religion, affiliation or geography according to the Credit Union Act
of 1934.

The Credit Unions around the U.S. are chartered by The National Credit Union
Administration (NCUA). The NCUA is an independent federal agency .
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Like banks and thrift institutions, credit unions accept demand depository and
time deposits. A time deposit at a credit union is known as a share account.
Each member gets returns from his account as dividends. In other hand
providing loans to members is the most important point for the credit unions.
Most of credit unions assets are shared with the members in loans and

mortgages.

The differences between credit unions and commercial banks are those

mentioned on the Table 5.4.

Table 5.4. Main Differences Between Credit Unions and Other Thrift Institutions

Not-for-profit cooperatives For profit banks.
Owned by members Owned by outside stockholders
Operated by mostly volunteer boards Controlled by paid boards

Source: Self creation from Bishoff (2008)

In 2009 twenty eight credit unions merged with commercial banks in order to
achieve other kind of operations and higher benefits (National Credit Union
Administration, 2010). All of them changed their legal form, moved from their
non-profit activity to look for the highest possible return and let paid boards run

their business.

5.3. FARM CREDIT SYSTEM STRUCTURE

The structure of the Farm Credit System is pyramidal regarding to the number
of associations in relation to their business volume and responsibility in the
system. In the lowest level the number of customer-members is much higher
than in the second level, where the primary customers are grouped in the

different System Associations. At the same time these associations are affiliated
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to one of the different four System Banks, all of them work together to get the

best finance products with the best possible conditions.
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Systern Banks
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Figure 5.6. Farm Credit System Structure
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Farmers, Ranchers, Rural Infrastructure Businesses, Rural Homeowners and

Source: Farm Credit System Administration, 2014

5.3.1. First Level: Primary Customers and their dem

ands

The lowest level in the Farm Credit System lays on farmers, ranchers, producer s,

agricultural cooperatives, eligible rural communications, energy and water companies,

rural homeowners and other eligible borrowers. Each of these groups has different

needs and has required characteristics to feed in the parameters for the credit.

5.3.1.1. Ranchers and Farmers

The System serves a wide spectrum of agriculture including: part-time farmers,

small, traditional producers, multi-family commercial operations and large,

vertically integrated operations (Birhoff, 2008). The products and services they

require from the different Farm Credit Associations are:

- Real Estate Financing

- Finance Operating

- Leasing

- Crop Insurance
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5.3.1.2. Rural Home Owners
The system provides financing for people who live in rural communities with
than 2,500 people (Birhoff, 2008). The finance products required from the

different system associations for this group are:

- Lots and home construction
- Modular, log and other unique homes

- Refinancing existing homes

5.3.1.3. Agribusinesses

The system serves a broad range of customers from local and regional
agricultural cooperatives to large individual producers and multi-national
corporate enterprises involved in the food chain. The financial products for this

group are provided by system banks and associations.

- Real estate finance
- Operations finance

- Leasing and Equipment finance

5.3.1.4. Rural and Agricultural Cooperatives

Agricultural cooperatives supply farmers and ranchers with feed, fuel and
fertilizer, normally they are created in the Credit Union format. They also play an
important role in the processing, marketing and distribution of agricultural
products. The rural cooperatives provide with energy, water and
communications all system units. Both banks and associations in the system

offer the cooperatives the following products:

- Operating finance
- Facility finance
- Leasing

- Equipment finance
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Table 5.5. Farm Credit System lenders and Customers

X X
X X
X X

Source: Self creation form Bishoff (2008)

The Farm system competes with other lenders, including commercial banks,
insurance companies and other finance companies. This is a complicated
situation because even the associations affiliated to the system can turn to

these commercial banks.

In 2010 according to the Farm credit System Annual Report, the Farm Credit
System served nearly 408.088 customers-owners identified with different kinds
of customers as cooperatives, agribusiness, farmers and many more. These
408.088 members were affiliated to the 90 Farm Credit associations existing in
this moment. The volume of loans provided by the Farm Credit System reached
$175 billion in 2010.

Since 2006 until the 2010 the levels of loans and profit of the Farm Credit
System growth in relation to the confidence of his affiliates and the low interest
rates offered in the financial products for the different institutions. In 2006 the
gross of loans was $123 billion while in 2010 this amount was $175 billion,
increasing the activity about 42% in only 4 years (Federal Farm Credit Bank

Funding Corporation, 2012).

The farmers or associations coming to the system associations in order to get
finance, find there very low interests, facilities and support in the managing. At
the same time the members get returns at the end of the year, what is a
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motivation for the members, because as much as they operate with the

association better results will be achieved.

Table 5.6. Farm Credit System Gross Loans, 2006-2010

Dallars in Millions

Percent
change
2006 2007 2008 2009 2010 from 2006
Production agriculture
Long-term real estate
mortgage loans 56,489 63,458 71,892 75,352 78,021 E1
Short- and intermediate-
term loans 28,731 32,267 37,468 39,610 40,584 413
Agribusiness loans*® 21,141 28,091 26,901 23,626 29,581 39.9
Rural utility loans 9,569 10,846 13,931 14,562 15,091 57.7
Rural residential loans 3,408 3,965 4,611 4,977 5,475 60.7
International loans 2,183 2,135 4,077 3,956 4,036 849
Lease receivables 1,489 1,708 1,952 2,160 2,021 35.7
Loans to other financing
institutions 426 436 591 S&7 542 27.2
Total 123,436 142,906 161,423 164,830 175,351 42.1

Source: Federal Farm Credit Bank Funding Corporation Annual Information Statements (2012)

5.3.2. Second Level: The System Associations

The Credit Unions and other thrift institutions are basically the System
Associations. There are different kinds of associations with retail lending
locations with direct borrower-owner relationship. They offer loans, leases and a
variety of related financial services to rural America. Each of them is ready to
fulfill the special needs of their affiliates, which are also characterized due to a

sector, type of business or region.

The financial securities issued by the associations to the members-customers in
the first level are provided, most of them, by the System Banks. The System
Banks provide the associations with the loans they require. These amounts
represent for the company liabilities and financial assets at the same time. The
loan offered by the Bank System has to be repaid in the expiration date by the
association, but this association uses this amount of money to issue debt

securities, which offer those as financial products to the retail local customers.

Associations transform the loans from the system banks in different financial
products adapted to the customers, because their customers-members need
financial assets focused strictly in their needs. Products and services provided

by the System associations are:
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- Credit and mortgage.
- Crop insurances covering specific risks (hail, fire or lightning).
- Livestock risk protection.

- Leasing services.

Making a loan the associations consider many factors about the borrowers and
require some standards to minimize the risk. The factors considered include

borrower integrity, credit history, cash flows and other management analysis.

Moreover to reduce the credit risk, each association establishes lending limits.
These limits represent the maximum amount of money can be lend to a

customer.

5.3.3. Third Level: System Banks

As the system associations, the banks are in an intermediary position as well.
Above of the banks we can find the Funding Corporate, which sells the
securities from the System Banks to a worldwide group of investors, provides by
funds the Banks for their needs. The System Banks combine their own fund and
funds obtained from the Funding Corporation to offer different financial products

to the associations and retailers.

The System Banks make a differentiation when they offer financing to
associations and retailers. With the retailers the Banks use the same system

than associations, they value the different risk factors before the lending.

However in case of wholesale loans to associations, the Banks and their
respective affiliated associations have an agreement about the lending terms.

These agreements typically include:

- Measurable, risk-based covenants,

- Collateralization of the loan by substantially all association assets,

- A defined borrowing base calculation or maximum loan amount,

- A prohibition against other borrowings without the approval of Bank,

- Loan rates tied to financial performance.
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6. CORPORATE SOCIAL RESPONSIBILITY AND
PARTICULARITIES ON THE BANKING INDUSTRY

6.1. DIFFERENT TERMS AND PERCEPTIONS OF CSR

The concept of Corporate Social Responsibility is named with many different
terms and not all of them have the same perception. Nowadays the terminology
Is going to a common definition which refers to the way in which companies
treat their stakeholders. But the lack of a widely agreed definition contributes to
the debate of the CSR meaning and the different policies in order to be social

responsible.

6.1.1. Corporate social performance and responsiven  ess

In 1975, Preston and Post suggested and approach to establish the legitimacy
of the corporate responsibility field. During the 70’s business had been
assumed as an independent force which interacted with other social forces, but
was not influenced by them.

Preston and post pointed that business affect social forces, but at the same
time they are mutually affected by these social forces. Preston and Post
replaced the word responsibility instead of performance to create the term
corporate social performance. They focused their interest on a firm’s ability to

respond to social issues.

In 1978 William named the corporate social performance as corporate social
responsiveness. This term was defined by William as “the capacity of the
corporation to respond to the social issues”. William observed Preston and Post
models and proposed his responsiveness model because he considered the
other one just conceptual. His new model measure the level of response to the

business issues in three levels: reactive, defensive or responsive.

In 1994 Donna Wood sought a model which included the outcomes of social
responsiveness as actual indicators of social corporate performance. She
defined Corporate Social Responsibility as “a business organization’s

configuration of: principles of social responsibility, process of social

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF COBANK, ACB



6. CSR and Particularities on the Banking Industry 60

responsiveness and observable outcomes as they relate to the firm’s societal

relationships”.

6.1.2. Corporate Sustainability

Corporate sustainability emerged in 1987 from the World Commission on
Environment and Development. Sustainable development meets the needs of
the present without compromising the ability of future generations to meet their

own needs.

This term is used by many companies which does not like the implications of
the term corporate social responsibility. An example of this is the definition of
corporate sustainability provided by PriceWaterhouseCoopers in 2006:
“Corporate sustainability can be defined as meeting society’s expectation that
companies add social, environmental and economic value from their operations

products and services”.

6.1.3. Corporate Social Responsibility (CSR)

Michael Hopkins (2007) defines CRS in his book “CSR and international
Development” as “treat the stakeholders of the firm ethically or in a responsible
manner”. For Hopkins ethically means treating stakeholders in an acceptable
manner, according to the civilized societies. For him CSR includes economic

and environmental responsibility.

Hopkins believes that the aim of social responsibility is “to create higher and
higher standards of living, while preserving the profitability of the corporation, for

peoples within and outside the corporation”.

Hopkins focus his analysis in the increasingly importance of the companies in
the society. The volume of business in many multinational enterprises is higher
than many governments or nongovernmental organizations. Because of this
Hopkins thinks that large corporations need to take more responsibility for
development than ever. The governments and nongovernmental organizations

cannot keep on developing the society without the business help.
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For Hopkins companies may engage fully with its stakeholders and explores
options for following development efforts while ensuring the value of the
company. Companies must think longer, because poor development with lower
standards does not ensure the sustainability of their operations. Otherwise a

society with higher living standards assures better opportunities and viability.

William Werther and David Chandler have a similar approach than Michael
Hopkins in their book Strategic Corporate Social Responsibility: Stakeholders in
a Global Environment (2006). For them business is a broad concept which
means more than just for-profit seeking entities and, therefore, also have an

obligation to benefit the society.

6.1.4. Company Stakeholder Responsibility

Edward and Ramakrishna (2005) defined the Corporate Social Responsibility as
the challenge to promote a different way of doing business that integrates
considerations of business, ethics, and society. But for them corporate social
responsibility separates business and ethics or society. In this point corporate
social responsibility becomes “an add-on to ameliorate the supposedly harsh

consequences of this view of capitalism”.

Edward and Ramakrishna supports that capitalism is a system of social
cooperation, a system of how we work together to create value for each other.
But for them the term CSR can lead to dangerous social policies, where
companies try to lift hundreds of millions of more people out of poverty around
the world. For them this kind of actions must involve governments and NGOs,

but no companies which must be focused in their own microenvironment.

Edward and Ramakrishna propose to replace corporate social responsibility
with an idea they call “company stakeholder responsibility”. They propose this
term because CSR refers to the follow issues, which for them are more relation

with company stakeholder responsibility.

- Analyze its stakeholders, with names and faces, and their interests.
- Seek solutions which satisfy multiple stakeholders.

- Communication and voluntarism in the stakeholders’ relationships.
- Company negotiates with primary and secondary stakeholders.
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- Monitoring and redesigning processes to serve better our
stakeholders.
Edward and Ramakrishna proposed a new term for the Corporate Social
Responsibility, understanding this term more like Company Stakeholder
Responsibility as a new capability for organizations to develop. They propose
this term because for them the actual Corporate Social Responsibility refers to
how companies treat their stakeholders.

6.1.5. The UK definition of Corporate Social Respon  sibility

Nigel Griffins and Tim Clement-Jones defined their vision of CSR in the 2004
edition of John Hancock’'s “Investing in CSR. A Guide to Best Practice,

Business Planning and the UK’s Leading companies.”

For the ex UK’s economy minister Nigel Griffins, CSR must be Corporate
Responsibility. This term refers the way businesses take account of their
economic, social and environmental impacts in the way they operate;

maximizing the benefits and minimizing the downsides.

In the same book Tim Clement Jones, responsible of the government’s
Department of Trade and Industry, defined CSR as “The management of an
organization’s total impact upon its immediate stakeholders and upon the
society within which it operates. CSR is not simply about whatever funds and
expertise companies choose to invest in communities to help resolve social
problems, it is about the integrity with which a company governs itself, fulfills its
mission, live by its values, engages with its shareholders, and measures its

impacts and report on its activities”.

6.1.6. European Union vision of Corporate Social Re  sponsibility

The EU published the following definition of Corporate Social Responsibility in
the EU’s Green Paper published in July 2001. The EU considers CSR as “a
concept whereby companies integrate social and environmental concerns in
their business operations and their interaction with their stakeholders on a

voluntary basis”.
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For the UE, CSR cannot substitute the regulation or legislation concerning
social rights and environment standards. For the UE, in countries where do not
exist these regulations the effort should focus on issuing the proper regulatory

or legislative framework where social responsible practices can be developed.

For the UE the most important in the social responsible field is the regulatory
framework instead of the companies’ initiatives. The UE’s government
considers that must be a legal framework to guide the different steps companies

need to follow in order to be social responsible.

This conception of CSR is different than contemporary authors as Michael
Hopkins, David Chandler and William B. Werther. These authors insist on the
responsibility of business running the world and improving their environment.
Opposite to the UE, they think companies must improve their CSR practices in

order to ensure the viability of their business.

6.2. DEFINITION AND TREND OF CORPORATE SOCIAL RESPONSIBI LITY

Corporate Social Responsibility covers the relationship between corporations
and the societies which they interact. CSR also includes the responsibilities that
are inherent to both sides of these relationships. CSR include all the
stakeholders and groups that maintain an ongoing interest in the organization’s

activity.

Stakeholders groups range from clearly defined consumers, employees,
suppliers, creditors, and regulating authorities to others such as local
communities and even the environment. Each firm needs to identify their
stakeholders and their importance regarding to the company performance.
Increasingly, firms need to incorporate the stakeholders’ interests to the
strategic outlook or risk losing societal legitimacy. CSR helps firms to adjust
their strategic planning process in order to maximize the long term viability of

the organization.

According to the Carroll's Pyramid of CSR (1991), corporate social
responsibility embraces economic, legal, ethical and discretionary action that

affects the economic performance of the firm.
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Figure 6.1. The Pyramid of Corporate Social Responsibility
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The most important goal in a firm is to achieve benefits for its shareholders. The

activity of business is approached to achieve benefits, but companies cannot

forget their interaction with the society.

Another significant part of a firm’s CSR is complying with the legal or regulatory
requirements, because break these rules is not social responsible. Clearly the
law is important, but is merely a minimum condition of CSR. But Strategic CSR
is focused more on the ethical and discretionary concerns that are less

precisely defined and for which there is often no clear consensus.

CSR is not about saving the whales or ending the poverty. Instead, CSR is
about the economic, legal and discretionary issues stakeholders’ view as
affecting the firm’s plans and actions. Corporate Social responsibility is
concerned with the ends of economic viability and the means of being socially

responsible.
CSR adds value because it allows companies to reflect the needs and the

concerns of their various stakeholder groups. By these activities a company
retains its societal legitimity and maximizes its financial viability over the long
time. Firms by CSR try to develop the quality of their environment (Economic,
organizational and social stakeholders), what assure them viability and
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prosperity in their markets. Consumers want to buy products from companies
they trust, employees want to work for companies they respect, suppliers want
to operate with companies they rely on and potential investors want to support

firms socially responsible.

CSR is becoming more relevant for business today because of four identifiable
trends (Werther, 2006):

- Increasing Affluence: Societies with higher life standards pay more
attention to the CSR practices, instead of poorer societies where the
need of food or work is more important than the ethical issues.

- Changing Social Expectations: Consumers in developed societies
expect more the companies. Corporate scandals do not benefit firms
in front of their consumers and can produce some changes in the

consumers’ perception of the brand.

- Globalization and the Free Flow of Information: The growing
influence of global media makes sure that any responsible action or

scandal is brought rapidly to the attention of the public.

- Ecological Sustainability: Nowadays the society already realized that
the Earth has ecological limits. This means that firms have to be
responsible with the environment, because it can penalize a company
by court-imposed fines, negative publicity or confrontation with activist

groups.

6.3. CORPORATE SOCIAL RESPONSIBILITY POLICIES AND I NITIATIVES

Obviously the definition of corporate social responsibility refers to behave
ethically and responsible with all the stakeholders in a company in order to
achieve the viability and better results. But when a CSR policy needs to be
introduced in the company strategy the different initiatives which cover all
different fields in the company are human resources, supply chain, marketing,

environment, corporate governance and development.
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6.3.1. Human Resources Initiatives

These initiatives are directed toward raising the economic, social, and political
opportunities for employees, contract workers, and potential employees in the
workplace. They could seek to enhance employee voice, improve employee
benefits, wages, working conditions, and so on. They could focus on a specific
group of employees or specific issues such as women representation, diversity,
stigma, and ethnic or linguistic capabilities.

Labor Corporate Responsibility initiatives often appeal to pools of potential

employees and broader actors via the media affecting corporate reputation.

The employment relationship confers rights and duties to the employer and to
the employee. Some of the responsibilities are legal or contractual; others are
social or ethical in nature. The most of human resources initiatives pursue

better conditions in the following rights or opportunities:

- Right to organize and bargain.

- Right to a safe and healthy workplace.

- Right to privacy

- Right to equal employment opportunity

- Right to be treated with respect for fundamental human rights
- Formation and capabilities development

- Additional advantages in other companies of the group.

- Right of wage according to the level of development.

At the same time labor Corporate Responsibility initiatives need facing the
employees’ duties. Employees have a duty to behave in acceptable ways.
Some of the duties as no drugs or alcohol abuses and no actions that would
endanger others are issued in the employee regulations. But others will be
achieved creating an adequate working environment. The labor Corporate
Responsibility initiatives pursue to achieve these goals trying to provide better

conditions to the employees. These goals are:

- Treat others with respect and without harassment of any kind.
- Honesty; appropriate disclosure.
- Loyalty and commitment.
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- Respect for employer’s property and intellectual capital.

- Hard work and the wish to achieve the company goals.

6.3.2. Marketing Initiatives

CSR initiatives oriented to consumer include product and process innovations
as less carbon, water and energy content; as well as promotion, advertising,
and distribution strategies. Green marketing improved product functionality as
miniaturization, and new products as carbon offsets are often the earliest

evidence of consumer-oriented CSR.

The main goal of these marketing initiatives regarding to product innovations is
to find out the consumers’ needs and wants. The majority of income in a
company comes from the sales. This is the main reason to focus the marketing
initiatives in the consumer preferences. The effort of a company analyzing its
customers’ behavior and preferences will report higher benefits and viability in
the future. If a company is able to cover the consumer future needs, it will report

in the future a possibility to reach higher market share.

The promotion and advertising must follow ethical principles. One of the first
requirements is the respect to the competitors, otherwise the customers could
feel that the company does not respect the rules and has no principles. The
explosion of information technology supposes that companies must increase

their ethical responsibility in the advertising and promotion fields.

The increasing environment responsibility in the developed countries is another
factor very important when companies face the distribution and production.
Companies need to be involved in the green marketing and work ethically with

the environment trying to ensure their viability and the consumers’ loyalty.

6.3.3. Supply Chain Initiatives
These initiatives are directed at securing the acquisition or accumulation of
needed inputs. Needed inputs include access to capital, raw materials and

technology.
Supply chain CSR initiatives may focus on:

- Monitoring and enforcing codes of conduct.
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- Investigate the environmental management practices of suppliers and
the environment friendliness of materials to be purchased, thereby

promoting green purchasing efforts.

- Developing supplier innovations or securing sustainable supplies
(e.g., minimizing packaging, reforestation). This includes securing
permits to operate (e.g., mine site licenses, fishing permits), socially
responsible funding, human rights/labor/workplace issues within the

supply chain or access to nonrenewable resources.

- Close collaboration with quality-oriented suppliers allows companies
to develop the products that customers need, and to ensure that
these products are up to high standards for customer satisfaction.

- Payment policies. An accurate payment policy can help suppliers to
enhance their performance. The payment term with a supplier can
show how the company treats this supplier. Too long periods do not
help the small suppliers and do not contribute to achieve the goals of

the company.

6.3.4. Development Initiatives

These initiatives are directed at building social capital, creating infrastructure
and capabilities in communities to build commerce, stabilize households, and
improve public health, education, or general welfare. These may be directed at

the local community or at the underprivileged sections of the society.
The objectives are divided in:

- Enhance the human capital supporting schools, supporting arts,
cultural activities, internships and scholarships.

- Improve the physical infrastructure for the underprivileged supporting
local health care programs and contributing to public safety.

- Enhance the social capital of a given community supporting parks and
recreation; assisting less advantaged people and participating in

economic development.
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6.3.5. Environment Initiatives

These initiatives seek to generate positive environmental externalities or reduce
the production of negative environmental externalities associated with
producing the organization’s goods and services. These activities can be
directed at sustainable development. The societies need to remain growing, but
consuming less resources than they do now. These have to reduce the pollution

or industrialize more cleanly.

The overuse of resources in the actual societies causes the quickly extinguish
of nonrenewable resources, such us fossil fuels, that once used are gone
forever. Water is another good example about how society is polluting and

wasting resources.

New technologies as solar panels, several controls in the standards of consume
or reduce the gas emissions are some initiatives that companies can take in

order to preserve the environment.

6.3.6. Corporate governance

These initiatives seek to improve corporate governance and voluntarily create
new rules regulating the generation and/or the disbursement of the residual or
profit. According to the Griffin and Prakash (2010) these activities can be

approached to:

- Discipline: Companies issue their discipline rules furthermore than the
universally recognized good behavior. Companies must underline
their most important points in the decision making in order to achieve

good governance.

- Transparency: This is a measure of how good management is at
making necessary information available in a candid, accurate and
timely manner, even general reports and press releases These
initiatives help investors and no investors obtain a true picture about

what is going on inside of the company.
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- Independence: This term refers to which mechanisms company uses
in order to minimize or avoid potential conflicts of interests that may

exist, such a dominance of a strong executive or large shareowner.

- Accountability:_Decision makers need reliable information, Accounting
provides this information in a company, but the company must
establish some standards and procedures in order to get reliable
information. Companies may follow international accountancy rules

with transparency.

- Responsibility: Each level in a company has determinate
responsibilities and managers must take decisions in order to set the

company in the right path.

- Fairness: The system that exist within the company must take into
account all those that have interests in the company and its future.
Even the rights of small groups must be knowledge and respected.
For example minority shareholders may be treating equal than
dominant shareholders.

6.4. THE EMERGENCE OF CSR STANDARDS

CSR activities may be thought of as affecting different stakeholders. The broad
range of stakeholders that might be impacted by a company’s activities makes
the task of developing CSR standards fairly daunting. Despite this the corporate
world has seen a proliferation of initiatives on responsible practices ranging
from specific managerial practices and systems to standards for reporting

activities.

During 1990°s emerged many different initiatives from directors, managers or
owners in order to report the perception of environmental issues as
opportunities and management attitudes about pollution prevention. Hart and
Ahuja (1996) analyzed the financial rations and compared those with the toxic
inventory trying to establish a link among them. Waddock and Graves (1997)
used the same procedure, trying to find a correlation between the financial
variables and the social performance, suggesting that prior good financial
performance provided the flexibility to improve social performance.
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Many others of these methods regarded to the pollution, toxicity and
contamination issues. But the final goal of all is to measure the corporate
responsibility performance.

The reporting of environmental and social performance is not mandatory, it
means that there is not a predefined standard report model and companies can

use their own in order to show their stakeholders the social performance.

In 1996 a joint effort of the UK consultancy Sustainability and the United
Nations Environment Program (UNEP) developed a scoring system based on
50 topics and applied it to the reports of 40 companies in 1996. In 1999 The
Deloitte Touche Tohmatsu scoring system is derived from the Sustainability
UNEP system and is largely a version of it (Morhardt, Baird and Freeman,
2002).

In addition to these scoring systems, which are designed to evaluate
environmental reports after the fact, there is also a series of guidelines intended
to influence the content of environmental reports. The first one was published in
1989, from the Coalition for Environmentally Responsible Economies (CERES),
a group of America’s largest socially responsible institutional investors. Other
frequently cited guidelines are those from the Federation des Experts
Comptables Europeens, Fondazione Eni Enrico Mattei and Public

Environmental Reporting Initiative (Morhardt, Baird and Freeman, 2002).

In late 1997, the Global Reporting Initiative (GRI) was established with the aim
of developing globally applicable guidelines for reporting on economic,
environmental, and social performance. Few years later, in June 2000 was
promulgated the most prominent current reporting “Sustainability Reporting
Guidelines on Economic, Environmental and Social Performance” (GRI, 2000).
It was promoted by GRI and by CERES and the United Nations Environment
Program (UNEP), which jointly convened the GRI in 1998 (Morhardt, Baird and
Freeman, 2002). The G3.1 Sustainability Reporting Guidelines is the most used
on nowadays and gathers all significant aspects for the corporate social
responsibility . It was launched in 2011 to complete the content of
the G3 released in 2006. G3.1 features expanded guidance on local
community impacts, human rights and gender (GRI, 2011).
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According to the mission and vision of the Global Reporting Initiative (GRI) the
organization continuous the evolution of its guidelines and launched its fourth
generation Sustainability Reporting Guidelines (G4) in May 2013. GRI has set a
two year timeline for transition to G4, that means that reports issued after 31st
December 2015 must follow G4, but until that date companies can continue
using G3.1 (KPMG, 2013). The content of the G4 Guidelines may, at first
glance, appear not to be a radical departure from G3, but will in fact have a
significant impact on the corporate reporting process. This briefing outlines the
key changes and aims to help you understand what G4 means for your

organization.

Also in 1997 the SA 8000 norm was approved internationally. The purpose of
this norm is to make enterprises certified on it, warranty their clients that
products are made under humanitarian work conditions (Ulrich and Rasche,
2007). SA 8000 is the most important initiative in the corporate world when it

comes to the institutionalization of business ethics via accountability standards.

The SA 8000 provides an internationally accepted verification system for ethical
performance and a comprehensive framework to create decent workplace
conditions (Gobbels and Jonker, 2003).

In 1999 appeared for the first time the AA1000 Series, launched by
Accountability which is a non-profit organization that works promoting
accountability innovation for sustainable development. The AA1000 Series were
designed to assist companies, stakeholders, auditors, consultants and
standard-setting bodies. The AA series are based in three principal premises:

Inclusivity, materiality and responsiveness (Leipziger, 2010).

After the first appearance of the AA1000 Series, these were revised and
enhanced in 2003 by the AA1000AS Assurance Standard and by the
AA1000SES Stakeholder Engagement Standard published in 2005. During the
2008 were also published the AA1000APS Accountability Principles Standard

providing the basis for understanding and achieving sustainability assurance.

There are many additional sources of guidance that focus on the selection of
environmental metrics rather than on report writing. The most important are

those provided by the International Standard organization, ISO. These are
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focused on certifying the Corporate Social Responsibility by setting diverse
metrics and certifying their accomplishment. Managerial systems such as ISO
9000 or ISO 14000 seek to develop sounds practices in areas of quality, safety,
environmental management, and CSR. These include the ISO 14031
environmental performance evaluation guidelines which extend to the ecological
commons and to environmental conditions that may have been the result of

multiple influences not under the reporting company’s control.

In 2010 was launched the ISO 26000 that provides guidance on how
businesses and organizations can operate in a socially responsible way. The
ISO 26000 provides guidance rather than requirements, so it cannot be certified
to unlike some other ISO standards. Instead, it helps clarify what social
responsibility is, helping businesses and organizations translate principles into
effective actions and sharing best practices of corporate social responsibility
(1SO 26000:2010).

Table 6.1. Summarize of the different CSR standardization reports

Coalition for Guidelines to
Environmentally Writing influence the e
Responsible Report environmental
Economies reports
Compare financial
Owners, managers . ] ) .
. Financial rations with .
and directors of ) ) First 1990's
) analysis environment
the companies.
performance
Metric Evaluation of 50
Consultancy ; ;
- system that  topics regarding to
Sustainability and ; ) 1996
; ) Provides the environment
the United Nations o
certification performance
International Metric Metric analysis for 1999
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Organization for System environmental
Standardization performance
evaluation
) Guidelines to
International N )
- Writing influence the
Organization for ; 2010
o Report environmental
Standardization
reports
Guidelines to
Global Reporting Writing influence the 2000
Initiative (GRI) Report environmental
reports
Guidelines to
» Writing influence the
Accountability ; 1999
Report environmental
reports
Guidelines to
Standard Writing influence the
. ) 1997
Accounting Report environmental
reports

Source: Self Creation based on Leipziger (2010)

The study provided by Morhardt, Baird and Freeman in 2002 “Scoring
Corporate Environmental and Sustainability Reports” reflects how the different
Corporate Social Responsibility reports available before than GRI report and
ISO 14031 evaluate the different aspects in the companies without a critical

approach.

The GRI guidelines and ISO certificates are much more detailed and
comprehensive, and resulted much more demanding than the others. Because
of that these two corporate responsibility recording methods are the most used
nowadays in the business world. The Morhardt, Baird and Freeman (2002)

article reflects clearly that the GRI and the ISO certificate combination, 1SO
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14031and ISO 9000, are the most powerful tools regarding to Corporate Social
Responsibility evaluation and report.

Painter-Morland and Ten Bos (2010) support that the GRI and the ISO
certificates are the most powerful tools regarding to CSR and give even more
credibility to the last released G.3.1 and ISO 26000.

In 2010 was established The International Integrated Reporting Committee
(IRC) to achieve a globally accepted integrated reporting framework. The
committee has representation from the financial and the sustainability sectors.
The IIRC tries to develop a framework that brings together financial,
environmental, social and governance information in a clear, concise, consistent
and comparable format. The aim of the IIRC is to achieve the ultimate ‘end
state’ that would combine financial and CR reporting as part of a
comprehensive approach to reflect the company’s full business performance for
its key value drivers against the company strategy in an integrated way (KPMG,
2013).

6.5. THE SUSTAINABILITY REPORT OF GRI

The GRI is a network-based organization that produces a comprehensive
sustainability reporting framework that is widely used around the world. The GRI
has undeniably extended its hold on this position, with 93 percent of the G250
and 71 percent of N100 companies now aligning to the GRI reporting standards.
The GRI has put significant effort into promoting the guidelines around the
globe (KPMG, 2013).
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Figure 6.2. The GRI as global standard for reporting CSR

%
100
93
B0
n
B0
40
.
1983 1996 1999 2002 2005 2008 20m 23
W Moo
W G250

Source: KPMG International Survey of Corporate Responsibility Reporting 2013

6.5.1. Definition and Characteristics

According to the G3.1 guidelines for Sustainability Reports issued by the Global
Report Initiative in 2011, their Sustainability Report is “a single, consolidated
disclosure that provides a reasonable and balanced presentation of
performance over a fixed time period. Stakeholders should be able to directly
access all of the report information from a single location, such as a GRI
content index”. There is no minimum length for a report using the GRI
Framework as long as the organization has applied the Guidelines and

Framework documents it has chosen to use.

Each Sustainability Report has different characteristics depending the way the

preparers treat the information and which channels they choose to issue.

6.5.1.1. Data gathering

Companies need to determine the level of aggregation at which to present

information.
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- Data Aggregation. Companies can issue a general Sustainability
Report gathering all the information about the group. Aggregation of
information can bring the loss of a significant amount of meaning. A

company can be strong or poor performance in specific locations.

- Data Disaggregation. The disaggregation of the information usually
brings a clearer picture of the company performance in the different
locations. Unnecessary disaggregation of data can affect the ease
understanding of the information.

6.5.1.2. Medium of Reporting

A company can choose the medium of reporting between electronic or paper-
based method. Both are appropriate for reporting and sometimes companies
use a combination. For example, an organization can provide a detailed report
on their website and provide an executive summary including their strategy and
analysis and performance information in paper form. The electronic version can

be easily distributed among the stakeholders.

6.5.1.3. Frequency of Reporting

Organizations may choose a periodic cycle to issue their report. Organizations
should maintain a predictable cycle in which all of the information that is
reported covers a specific time period. If the Sustainability Report acquires the
same periodicity than other reports as the financial report, the information

interpretation will be easier for the reader.

6.5.1.4. Application levels

The Sustainability Reports can be issued in different levels of knowledge and
accuracy. The preparers should declare the level to which they have prepared
the GRI Reporting by the framework of “GRI Application Levels”. Application
Level communicates clearly which elements of the GRI Reporting Framework

have been applied in the preparation of a report. These levels are titled as:
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- C for new beginners.

- B for those with some experience.

- Afor advanced reporters
The reporting criteria found in each level reflect an increasing application or
coverage of the GRI Reporting framework. An organization can self-declare a
“plus” (+) at each level (ex., C+, B+, A+) if they have utilized external

assurance.

The external assurance should be conducted by competent groups or
individuals external to the organization. These may employ professional
standards for assurance, or they may involve approaches that follow
systematic, documented, and evidence-based processes. They must check the
veracity of the data in the report and issue conclusions regarding to the report’s

credibility.

These level distinctions make easier and more understandable the GRI for the
readers and preparers. The readers get clear information about how far the
GRI framework has been applied and show information from the last version in

order to improve the next one.

6.5.1.5. Sector Supplements for the G3.1

Sector guidance is provided by GRI's Sector Supplements, versions of the
Sustainability Reporting Guidelines focused on different sectors. These sectors
supplements were launched after 2008 as complementation of the G3 guideline
and were enhanced at the same time that the guideline was updated to the
G3.1. The Financial Services Sector Supplements were developed by multi-
stakeholder, geographically diverse working groups, formed by volunteers from
financial services companies, investors, labor, non-governmental organizations

and research organizations.

Many sectors face unique sustainability issues that should be captured in
sustainability reports. These issues may not be covered in the original
Reporting Guidelines. Examples of the issues covered in sector guidance

include noise measurement for airports, the resettlement of people for mining
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and metals companies, animal welfare for the food processing industry, and

program effectiveness for non-governmental organizations.

Sector guidance is developed with the expertise of international multi-
stakeholder working groups. The development follows GRI's due process,
including public comment, and is based on a consensus-seeking approach
(GRI, 2011).

Sector Supplements are available for the following sectors:

« Airport Operators

« Construction and Real Estate
+ Electric Utilities

+ Event Organizers

« Financial Services

« Food Processing

+ Media

+ Mining and Metals

« NGO

+ Oiland Gas

6.5.2. Sustainability Report Expansion

Nowadays, the most prominent report in the Corporate Social Responsibility
field is the Sustainability Report, which is provided and evaluated by the Global
Responsible Initiative. Most of these using the GRI guideline are leaders in their
respective sectors in the world: financial services, construction, chemical,
agriculture, technology and many others. Financial companies as Bank
Santander, Bank of America, Bank of Canada, Citibank or many others
represent the financial sector leaders using this report. In other sectors Bayern,
Wal-Mart, Volkswagen, Vodafone, Toshiba or LEGO represent the leadership of
this report in the present business world (KPMG, 2013).

The following figures reflect the growing of Sustainability Reports issued during
last 10 years. From 1999 when The Global Report Initiative launched their first

guideline (Model G1) until 2009 the number of reports grown exponentially.
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When in 2002 the GRI launched its Sustainability Report guideline in the current

format was even higher.

The grown reflects how the companies trust the Sustainability Report as a

guideline to issue their Corporate Social Responsibility reports.

Figure 6.3 Evolution of Sustainability Reports
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The Global Report Initiative has been improving its Sustainability Report
Guideline since the first one was launched. After the G1 model; the G2 was
iIssued, which is the last version of the present G3. The continuous improving
and the quality of this guideline suppose the loyalty of many companies. The
Figure 6.4 shows how the introduction of the new models gain loyalty respect

the last versions and increase the number of Sustainability Reports issued.

Figure 6.4. Evolution of the different Sustainability Report Models during the first decade.
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Attending to stakeholders’ information demands about Corporate Responsibility,
the GRI issued in 2002 the Sustainability Report Guidelines, which has been
improved until the G3.1 and will be released during 2013 with the G4 (GRl,
2011). The goal of this guideline is to establish a common framework with a
common terminology and parameters in order to evaluate the different

sustainability reports accurately.

The Sustainability Report can be used by the company, stakeholders or other

companies to:

- Benchmarking and evaluation of sustainability performance respect to
laws, norms, codes, standards, and voluntary initiatives.

- Demonstrating how an organization can influence in the sustainability
development.

- Comparing the performance of different organizations over time.

6.5.3 The Sustainability Report’s Structure

Once the firm has decided the approach of its report, the orientation and the
information level; the next step is to gather the information and organize this
information. According to the G3.1 guideline (2011) the sustainability report
must focus 4 essential fields. These fields are the Strategy and Profile of the
company, the Economic Indicators, Environmental indicators and Social
Development Indicators. In the Annex 2 we can find the G3.1 guideline index, in
this document we can check the organization of each point and also the
sequence to be followed in order to report according to the GRI.
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6.5.3.1. Strategy and Profile

6.5.3.1.1 Strategy and Analysis

This section is intended to provide a high level of information regarding on
strategic topics in order to establish the strategic context in which the company
operates. This point must be divided in two relevant parts: a statement from the
most senior decision-maker (e.g. CEO) of the organization and a description of

the key impacts, risks and opportunities.
The CEO statement should include:

- Strategic priorities and key topics for short and medium term with
regard to sustainability.

- Analysis of political and economic environment with regard to
sustainability.

- Key events, achievements and failures during the reporting period.

- Organization’s main challenges and targets for the next years.

- Analysis of Performance vs. targets.

The description of the key impacts, risks and opportunities should include:

- Description of the most important impacts that the organization has in
its stakeholders.

- Priorities in challenges, opportunities and risks. How to face these
regarding of sustainability trends.

- Concise description of governance mechanisms.

- Targets’ table summarizing the different targets in the different time

periods.

6.5.3.1.2. Organizational Profile

This section must be a picture of the company. The most important data of its
economic activity must be gathered in this section. This section should provide

the reader a general vision of the company’s activity.
The organizational profile point should include:

- Name of the company.
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- Main brands, products and services.

- Operational structure of the organization.

- Location of organization’s headquarters.

- Different locations of the company.

- Nature of ownership and legal form.

- Market served.

- Economic information as number of employees, net sales,
capitalization terms and quantity of product served.

- Furthermore the company can add other financial information to

enforce its position.

6.5.3.1.3. Governance, Commitments and Engagement

This section describes the governance structure of the organization. Shows the
mandate and composition of such committees and indicate any direct
responsibility for economic, social, and environmental performance. At the
same time this section should summarize the mechanisms for shareholders and
employees to provide recommendations or direction to the highest governance
body

The report must summarize as well the processes for evaluating the highest
governance body’'s own performance, particularly with respect to economic,
environmental, and social performance. At the same time the report must
evaluate the governance implementation regard of statements of mission or

values, codes of conduct and principles.

The final goal of this section is the analysis of the corporate governance in
terms of sustainability; because of that every single process, commissions,
decision and simple change in the corporation government must be gathered

and analyzed.

The stakeholders’ engagement identifies a list of all the groups engaged by the
organization. By surveys, focus groups, community panels, corporate advisory
panels, written communication, management/union structures, and other
vehicles the organization tries to identify how the different decisions,

opportunities or risks affect the stakeholders.
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6.5.3.2. Economic Indicators

The Economic Indicators illustrate the flow of capital among different
stakeholders and the main economic impacts of the organization throughout
society. Financial performance is fundamental to understanding an organization

and its own sustainability.
Some of the most important economic indicators that report should analyze are:

- Direct economic value generated and distributed, including revenues,
operating costs, employee compensation, donations and other
community investments, retained earnings, and payments to capital
providers and governments.

- Significant financial assistance received from government.

- Policy, practices, and proportion of spending on locally-based
suppliers at significant locations of operation.

- Procedures for local hiring and proportion of senior management
hired from the local community.

- Development and impact of infrastructure investments and services

provided for public benefit through commercial activities.

6.5.3.3. Environmental Indicators

The environmental dimension of sustainability concerns an organization’s
impacts on living and non-living natural systems, including ecosystems, land,
air, and water. Environmental Indicators cover performance related to inputs

(e.g., material, energy, water) and outputs (e.g., emissions, effluents, waste).

In this section the report gathers information about materials, energy, water,

biodiversity, emissions and waste. Some core indicators are:

- Volume of material used.

- Volume of recycled material used.

- Energy consumption.

- Initiatives to provide energy-efficient and renewable energy.
- Total volume of water used and recycled.

- Impacts of activities, products, and services on environment.

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF COBANK, ACB



6. CSR and Particularities on the Banking Industry 85

- Strategies and future plans to manage impacts on biodiversity.
- Total direct and indirect greenhouse gas emissions.

- Emissions of ozone-depleting substances.

- Plans and strategies to control and reduce the emissions.

- Environmental impacts of transporting goods, materials or workforce.

6.5.3.4. Social Indicators

First question that a company needs to ensure in this section is that follows the
current regulation in terms of human rights, as the Declaration of Human rights
or others. Then this section evaluates farer than the current labor laws and
analyzes how the company treats, support and help its own employees. The
social indicators are addressed toward:

- Employment practices and decent work.
- Human Rights and manager relations.

- Occupational health and Safety.

- Training and education.

- Diversity and equal opportunity.

- Product Responsibility.

- Public policy.

- Corruption treatment.

- Customer health and safety.

6.5.4. The key changes for the new G4

According to the mission and vision of the Global Reporting Initiative (GRI) the
organization continuous the evolution of its guidelines and launched its fourth
generation Sustainability Reporting Guidelines (G4) in May 2013. GRI has set a
two year timeline for transition to G4, that means that reports issued after 31st
December 2015 must follow G4, but until that date companies can continue
using G3.1 (KPMG, 2013).
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The recently launched G4 focus on the materiality of the reports. The updated
guideline encourages reporters to focus content on the issues that matter most
to their business, rather than reporting on everything. According the guideline
issued in 2011 and the article written by the KPMG in the same year the main

changes are:

- Reports should begin with a focus on the material issues, to focus on
the points that have been materially accomplished.

- Reports should contain detailed discussion of how the organization
manages material aspects only.

- Reports must detail where the impacts of each material aspect
affects.

- Organizations must explain the process they go through to define
their Material Aspects, risks and opportunities, and describe how

stakeholders are involved in this process

Comparing with the current G3.1, materiality is not a new concept and the
principle remains the same as in G3. However, G4 makes more specific links
between materiality and the management and performance information
organizations should disclose in their report. G4 also contains new
requirements for organizations to explain the process they use to identify their
Material Aspects.

For those responsible on the writing of the reports, the G4 Guidelines could lead
to shorter reports as organizations disclose information on a more focused list
of Material Aspects. However organizations will need to formalize and
document their materiality process including stakeholder analysis, detail the

methods used and disclose this in their reports.

6.6. CSR IN THE BANKING SECTOR
6.6.1. Evolution of the different rules

During several decades the Banking sector had been considered as a neutral

sector with limited environmental and social impact comparing with other
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sectors as industrial or chemical (Elkington, 1994). This sector had been
considered like this because his activity focuses the intermediation between

borrowers and savers.

In 1994 Spong cited the importance of Community Reinvesting Act Rating as a
measure to ensure that commercial banks cover the needs of credit in the most

disadvantaged groups of population, supporting the economic development.

The Global Compact announced by the Ex-General Secretary of United Nations
Kofi Annan in the World Economic Forum in Davos (Switzerland, 1999), their
intention that the finance companies adopt some universal principles in relation
to human rights, working rules and environment. The program was a voluntary

option for the companies.

Two years later in 2001, the European Union Commission issued in its Green
Book the “European Framework for Social Responsibility”, with a special point

for the financial institutions.

In 2002 the Global Report Initiative issued its specific indicators for the finance
industry in terms of CSR (SPI-Finance). In the same year, the GRI issued its
guideline for sustainability reports, one of the most important reports regarding

on CSR nowadays.

All the recent initiatives understand that the integration of CSR in the banking
sector has increased taking two different ways: the search of social and
environmental responsibility in banking operations and the integration of CSR

and sustainability in the analysis of business operations in the sector.

Some alternatives are just addressed to one of these ways, for example
Environmental Performance Indicators (EPI) and Social Performance Indicators
(SPI) were issued in 2000 and 2002 by a group of companies from Germany,
Holland, Switzerland and United Kingdom. These initiatives were more focus in
the internal performance of the bank, but still giving some indications about their

products.

In the other hand the Equator Principles (2006), which were agreed in to by 10
major banks and promoted by Citigroup in June of 2003, settled some principles
for the CSR in the banking sector. In March of 2010 the Equator Principles
launched their updated Governance Rules. The Equator Principles are a set of
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principles committing the signatory banks to finance projects that meet social

responsible criteria.

However, the Statement of United Nations Environment Program about
environment and sustainable development meet both CSR ways in the financial
sector. This Statement was established in Brazil, Rio on 1993 by more than 260
financial institutions, but was developed in 2003. The Statement promotes
recycling practices and renewable energies use in the internal activity, but at the
same time incentive financial products and services that protect and develop

the environment.

6.6.2. CSR within financial institutions performanc e

As any other company a financial institution must take care of its relations with
the different stakeholders. The performance of bank is similar to other service
business, it implies to manage adequately the treatment that all different groups

involved in the company’s activity receive.

A financial institution must ensure to its employees occupational health and
safety, must teach them new techniques and other human resources initiatives.
At the same time must provide customers with adequate products for their
needs and offer them many facilities regarding to credit access or location. The
marketing initiatives are probably the most fundamental in the financial sector,

because the customer gives most of the capital to operate.

The corporate governance initiatives are very important regarding on
shareholders’ commitment. The transparency in the accountancy and decision
making, and the issuing of accurate reports in the right moments are very

appreciated by the investors.

Environmental initiatives have not too much importance in the financial
institutions. As far as financial institution is not an industry, the level of
emissions and wastes in its own operations are not relevant. But the level of
paper that the sector uses increases daily, it means that the companies must

follow recycling and saving paper policies.
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However, for Mufioz, Fernandez and Gonzalez (2004) the CSR in a financial
institution focuses in the social and environmental responsible initiatives is very
important in three areas. The three areas with highest social and environmental
impact in a financial institution are good practices, social banking and

operations with developing countries.

- Good Practices: Incorporation and application of new ethic criterions
in the evaluation and award of loans or investment policies. In this
area are included different procedures which manage delicate
elements as deposits coming from laundered -capitals. These
practices prevent and avoid the finance of business which would be

included in the universal rejected practices.

- Social Banking: Refers to be involved in the community in which the
bank works. A financial institution helps its community when makes
credits easer and offers financial services to regions or communities
socially excluded. The participation in community activities and
charitable donations are welcome as well. Some examples to
represent the fight against the financial exclusion are the specific
financial products for customers with low rents and small companies.
In the US the Farm Credit Banks are a good example of social
banking, because these banks offer concrete products for small

farms.

- Operations with Developing Countries: Banks in developed countries
have special influence in the South development and that is why they
must pay attention to the countries they finance instead of
contributing to their debt growth. Banks in developed countries must
redesign the debt or reduce this by participating in the equity of local
financial institutions according to Rio Resolution in 1993. At the same
time banks may follow the Human Rights principles for companies
settled by Amnesty International in 1998 to avoid financing conflictive

governments or weapon trades.
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6.6.3. Environmental and Sustainable Banking

Banks are vulnerable to charges of socially inappropriate behavior through the
actions of their clients, for which the banks are sometimes held responsible on
the grounds that without their knowledge and financial support these actions

would never occur.

For this reason sustainability approach runs toward the integration of the CSR
and Sustainability in the financial intermediation and market investments. The
sustainability banking requires incorporating social and environmental
considerations in the financial products design or investing and lending policies.

The risk assumption and the general business strategy are influenced as well.

In spite of most of the banks do not like the sustainable banking adducing that
they are not a regulatory institutions, this kind of banking is expanding. The
pressure of external forces as governments, customers, competitors, NGOs and
the society in general demanding this kind of behavior in the financial
intermediaries supposes that banks are much more focused on these issues.

The Equator Principles issued in 2003 by a group of 10 banks and leaded by
Citigrop were focused on solving these issues. The number of banks added to
this initiative grown very fast and only in 2010 the Equators Principles reached
the number of 67 important subscribing the principles. Since 2010 until
December of 2012 the number of financial institutions has continued growing
and has reached 76 members. As can be observed on the Annex 3, most of the

biggest financial institutions belong to these 76 members.

In the Equator principles first of all the projects are categorized in high (A),
medium (B) or low (C) environmental or social risk by the banks using same
technology. For the A and B projects, the borrower will complete an
Environmental Assessment addressing the environmental and social issues
identified in the categorization process. Obviously the most dangerous projects

(C) will be rejected.

According to the Equator Principles, the Environmental Assessment will

address such issues as:

- Sustainable development and use of renewable natural resources.
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- Protection of human health, cultural properties, and biodiversity,
including endangered species and sensitive ecosystems.

- Use of dangerous substances.

- Major hazards.

- Occupational health and safety.

- Fire prevention and life safety.

- Socioeconomic impacts.

- Land acquisition and land use.

- Involuntary resettlement.

- Impacts on indigenous peoples and communities.

- Cumulative impacts of existing projects, the proposed project and
anticipated future projects.

- Participation of affected parties in the design, review and
implementation of the project.

- Consideration of environmentally and socially preferable alternatives.

- Efficient production, delivery and use of energy.

- Pollution prevention and waste minimization, pollution controls (liquid
effluents and air emissions) and solid and chemical waste

management.

The borrower is required to demonstrate to the bank that the project complies
with host country laws and the World Bank and IFC Pollution Prevention
Guidelines. The aim of Equator Principles is to ensure that the most loans by
banks are made to customers who meet CSR criteria. This prevents banks from
being held responsible for antisocial use of their funds and it also makes good
business sense for the banks. They avoid lending to controversial projects

which use to have difficult repaying.

6.6.4. Model of Social Responsible Bank

The Social Responsible Banking does not look for the highest financial returns,
looks for the highest viability in the future in terms of sustainability. This is why
the CSR in the banking sector suggests supporting the finance of sustainability

products and social responsible practices.
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Summarizing the different approaches of corporate social responsibility in the
banking sector and following the criteria for sustainability banking issued by
Torres, Fernandez and Gonzalez a criteria for Corporate Social Responsible

banking can be established.

A financial institution must follow most of the following indicators in order to be

considered as a Sustainable Bank or Social Responsible Bank.

- Application of the guidelines and UNEP principles, Statement by
Financial Institutions on the environmental and sustainable
development.

- Establishing standards as 1SO 14031, 1ISO 9000, AA1000 or SA 8000.

- Issue a Sustainability Report following most of the points of GRI
guidelines. The report must gather information about social
accounting and environmental issues. Has to be verified by an
independent agency.

- Evaluation the clients projects and their environmental performance.
The Equator Principles will be the references to evaluate these points.
The clients or project which supposes a problem to the environment
and society must be rejected.

- Support the community through products adapted to the special
needs and demands of the community. Diversify the loan offer.

- Credit policies favorable to the developing countries trying to reduce
their debt. The bank must be transparent in these operations in order
to be sustainable.

- Redesign the social policies to enhance the access of discriminate

social groups to the finance services.

6.6.5. Financial Services Sector Supplement onthe  G3.1

After 2008 the GRI launched the sectors supplements as complementation of
the G3 guideline. In terms of the banking sector was launched the Financial
Services Sector Supplement. It was developed by multi-stakeholder,
geographically diverse working groups, formed by volunteers from financial
services companies, investors, labor, non-governmental organizations and

research organizations (GRI, 2011).
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The Financial Services Sector Supplement (FSSS) provides organizations in
the sector with a tailored version of GRI's Sustainability Reporting Guidelines. It
includes the original Guidelines, which set out the Reporting Principles,
Disclosures on Management Approach and Performance Indicators for
economic, environmental and social issues. The Supplement's additional
commentaries and Performance Indicators, developed especially for the sector,
capture the issues that matter most for companies in the financial services

sector.
The Financial Services Supplement covers key sector-specific issues, including:

- Product portfolio.

- Audit to assess the implementation of environmental and social
policies.

- Active ownership.

- Community investment strategies and programs

- Performance related to inputs as material, energy or water and
outputs as emissions, effluents or wastes.

- Policies and practices on accessibility to financial services

- Fair design and sale of financial products

The GRI encourages the use of the supplement for all organizations in the
sector regardless of their size, location or activities, as this will help to ensure

that reports from the sector are relevant, meaningful and comparable.

6.6.6. Specific Sustainable Finance products

The main goal in a sustainable bank is to satisfy and help the stakeholders. The
Corporate Social Responsibility must be introduced in all issues in the financial
organization. The different business operations must be analyzed through the
economical and sustainable point of view. Moreover a financial institution can
offer different products oriented to achieve higher sustainable standards. Some

of those are the following products:

- Investment funds: There are different sustainable investment that

focuses on a specific area, such as environmental funds, social funds

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF COBANK, ACB



6. CSR and Particularities on the Banking Industry 94

and innovation funds. Innovation funds are funds that are established
to finance pioneering technologies, such as solar, wind, and biomass

energy projects.

- Micro credit: Provision of micro credit has grown the last few years.
Micro credit is described by Jeuken as a small loans made to low-
income individuals to sustain self-employment or to start up very
small businesses. The amounts of these loans use to be small. The
goal of those is to help discriminated and poor people to come out of

poverty.

- Credit cards: Additionally some banks offer credit cards with a green
touch, such as the World Nature Card from Swedbank in Sweden and
the WWF Visa Affinity Card of Royal Bank of Canada or the
Environmental Defense Platinum MasterCard of Citigroup. These
credit cards function as normal credit cards, only a percentage of the
interest they have to pay will be donated to a charity organization.

- Own charity organizations: Many banks create their own charity
organization. These organizations use to help the local community.
Examples of such charity organization are; the Social Initiatives
Group of ICICI, the Maybank Group Welfare Fund, BNP Paribas

Foundation or Commerz Bank Foundation.
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7. THE DEPARTMENT OF TREASURY  FINANCIAL
REGULATORY REFORM

7.1. THE FRAMEWORK OF THE REFORM

It was in 2008 when the Department of Treasury and The Federal Reserve had
to intervene to save the American financial system in the worst crisis after 80
years. Many Americans were affected with unemployment across the nation,
many businesses had a lot of difficulties, the home prices fell down and the
saves declined. Due to all these problems the government was forced to take
different measures to reactive the financial system. The goal was that people
can access loans to buy houses or cars, pay children’s education and finance
business (Uku, 2009).

This crisis was born during many decades back. During many years an
economic recession was bred among investors and financial intermediaries.
Financial challenges such as the near-failure of Long-Term Capital
Management and the Asian Financial Crisis had minimal impact on economic
growth in the U.S., which bred exaggerated expectations about the resilience of
our financial markets and firms. Rising asset prices, particularly in housing, hid
weak credit underwriting standards and masked the growing leverage

throughout the system (Department of Tresury, 2012).

In many firms the new financial products, more complex than others, were not
well managed. The lack of transparency and control in the markets were some
of the main reasons for this crisis. Compensation practices within the financial

services industry rewarded short-term profits at the expense of long term value.

New kind of mortgages increased fast offering advantage conditions for the
customers in the first terms and giving many consumers a chance to get a new
house. But this growth was not real, because many of these loans ended up in
failures. These new kind of mortgages had different conditions, which were
difficult to understand for the customers. Many of them were not able to repay

their loans, what accelerated the lack of liquidity at the beginning of the crisis.
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This big crisis was not caused just due one factor, but experienced economists
as David Brooks or Frank Rich, in the NY Times, cited that the government and
the FED could have done more to prevent many problems before the crisis.
Gaps and weaknesses in the supervision and regulation of financial firms were

big problems in this time.

The different banks, as commercial banks or investment banks were and still
are allowed to decide which kind of regime they are under. The different states
have different charters for the finance industry and at the same time The Fed
charter its own regulation. Banks must follow their own state regulations, but it
is optional for them to join The Fed regulations, which are usually more
restrictive. This makes difference which creates lacks in the control. Other firms,
such as AIG, owned by no-banks depository institutions escaped the strictures

of serious holding company regulation.

At the same time the cooperative sector was affected in terms of finance. The
Farm Credit System obtains its funds through selling bonds in the long term,
and then these funds are distributed among the system banks which at the
same time redistributed those among the different cooperative associations and
organizations. The lack of liquidity in the economy and the low customers’
confidence in the system caused a problem to obtain funds for the FCS. In a
very volatile sector, as the agricultural, the lack of liquidity and the risk of the
funds based in the FCS caused that many customers reject to invest in these

bonds and prefer other investments or just keeping their money.

The financial crisis and the need of new regulation to reinforce the financial
system in front of the customer encouraged the government leaded by Obama
and the Department of Treasury to issue a new regulation in terms of finance.
However this new regulation leads the country to higher standards in terms of
regulation, what is not good from the point of view of the financial firms. The

reform was approved by the Congress on May, 2010.
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7.2. MAIN POINTS OF THE FINANCIAL REGULATORY REFORM
7.2.1. The Fed Reinforcement

The Fed has the mission to regulate and supervise the performance of financial
firms annexed to The Fed and follow its charters. But at the same time The Fed
must supervise firm big enough to put the customers and the financial system at
risk. The intervention of The Fed in the possible failure of AIG aims to control
firms big enough to risk the stability of the U.S. financial system. The reform
wants to encourage The Fed to control the equity requirements in the different
financial firms and aims the companies to ensure their financial situation in front
of possible problematic situations in the future. The Fed requires different
accountancy reports to analyze the different firms in terms of assets, liability,

equity and investments.

At the same time the Fed wants to reinforce the control of systematic risks in
the finance markets. The Fed will have capacity to supervise the different
branches and filial entities, including those which work in other no regulated
markets. The Fed tries to eliminate those flows of capital between companies
owned by the same group which are just made in order to achieve the minimum
requirements in terms of equity. These operations offer a different perspective
of the company situation and suppose a high risk for the market and the

consumers.

7.2.2 Measures for Finance Firms and Markets

The reform establishes the creation of a Financial Services Oversight Council of
financial regulators to identify emerging systemic risks and improve interagency
cooperation. This organ will coordinate the activity of the different regulators,
which will establish different rules for the high managers’ bonus. These bones
may response to the value created by the manager for the shareholders.

A new National Bank Supervisor is proposed in order to control all federally
chartered banks. At the same time the Financial Regulatory Reform invite those
financial institutions which are no banks and those banks which just follow their
own state regulations to join the Federal System and become a Federal Bank
being under The Fed charters.
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After the intervention of the government in the crisis to safe the dangerous
situation of the economy, the regulatory reform proposes a new mechanism for
situations where a company goes to bankruptcy. In an emergency situation of a
company (those which would suppose a problem for the financial system e.g.
AIG), the Government will assume the management of the company. This
measure will be taken by the suggestion of The FDCI, The Department of

Treasury or The Fed.

Due to the inconsistence of the market in the crisis the Treasury Department
proposed to establish a legal framework for the markets over the counter, as
derivate (e.g. Call, Puts...). These markets will move under the regulation of
The Fed, creating a new independent organ to regulate each one.

New regulation includes new requirements for market transparency, stronger
regulation of credit rating agencies, and a requirement that issuers and
originators retain a financial interest or a participation in securitized loans. The
penalties for the consumers which use derivate products in inappropriate ways

supposing a risk for the stability of the market will be higher.

7.2.3. Consumers and Investors Protection

After the financial fall in 2008, the confidence of customers in the financial
system went down to very low levels. The Finance Regulatory Reform pursues

to rebuild the customers’ trust the American Financial Markets.

The Department of Treasury avoids abstracts models, in order to get the
consumers’ confidence, and promotes transparency, simplicity, fairness,

accountability, and access.

A new Consumer Financial Protection Agency to protect consumers is the first
measure. This organ will protect consumers of financial sector from unfair and
abusive practices. The Agency will focus its interests in domestic products as
mortgages, credit cards or small loans, because these are distributed across

the weakest consumers.

At the same time the reform proposes a board of experts to control practices in

the emergent industries.
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7.3. FINANCIAL REGULATORY REFORM INFLUENCY ON THE B ANKING
INDUSTRY CSR

The new regulation in the finance system proposes some changes in the
banking sector and its relationship with determinate stakeholders. The New
Finance Regulatory Reform issued in 2009 by the Department of Treasury of
U.S. requires higher standards especially in terms of Corporate Governance,

Customer and Society in general.

7.3.1. Society and the Financial Regulatory Reform

The relationship between the society and the financial system is very close. The
failure of a financial system would suppose the failure of the society. In the
modern societies, financial systems support the structure of the economy
supplying money, issuing monetary policies, facilitating transactions,
accumulating saving or redistributing capital. This is the reason why financial

system is the base in the structure of a country (Uku, 2009).

The Regulatory Reform is a proposal to encourage the position of the society in
front of the big financial firms. The aim of the reform is to offer a stronger
financial system in front of the consumers and show them that they can rely on

the efficiency of the system.

The reinforcement of The Fed in terms of control involves avoiding critical
situations which can mean dire circumstances for the most disadvantage
sections of the society. A failure of a big financial firm would mean a mess in the
society leaving people without their savings, companies without their

investments and many other situations.

The supervision of the Banks and their filial entities is a step ahead in order to
get back the trust of the customers. By bringing the Derivate market under the
regulation of The Fed the Regulatory Reform tries to regulate a market which
without control would cause a failure. This measure can attract new customers

to this market motivated by the security of the Fed’s control.
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At the same time, The Financial System guarantees the stability of the economy
for society by a new measure which allows the Government to take the control
of a company if the company represents a risk for the market, customers or

society in general.

7.3.2. Financial Regulatory Reform and Corporate Go  vernance

The recent financial crisis was mainly caused by irresponsible management and
risky decisions. The lack of transparency, the issue of high risk mortgages and
the bursting of the housing market bubble involved that some financial firms as
AIG, Fannie Mae or Freddie Mac needed financial support from the
government. Due to these reasons the Financial Reform focuses especially on
corporate governance and establishes higher standards for companies’

management.

The first point in the reform which affects the corporate governance in a
company will be at the request of The Fed after their periodical reports. The
Fed is encouraged about minimizing risks and the accounting control in
companies is the best way. Companies must achieve higher standards in
corporate governance to comply The Fed requirements. Transparency and
clear accountancy are the most important requirements in these reports. The
Fed also wants to eliminate the transactions between firms and their filial firms

which blur the real situation of a company and involve a risk for consumers.

The Financial Services Oversight Council will be established as a kind of
supervisor for the different regulator organs. At the same time these regulators
will issue charters regarding to managers’ bonus. The bonus will depend of the

future value created by the manager for the shareholders.

In terms of corporate governance is obvious that managers will be more
controlled by the new and the old regulators. The Fed expects from managers
transparency in firms’ accountancy and risk control. The Fed wants to prevent
the issue of too risky products as happened before with the high risk mortgages.
Moreover The National Bank Supervisor will control the performance of all

National Banks, being an organ of control outside of The Fed.
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Other measure proposed in the Regulatory Reform is the participation of
managers and CEOQO’s in the different products that a company issues. The
participation in products supposes that in case of bankruptcy the managers are
damaged and affected with their own assets. This option is supported by James
Bennet, founder and senior associate editor of the Journal of Labor Research
Publication. Mr. Bennet, in the Public Affair Conferences 2010 in the Missouri
State University, explained that a good way to keep the risk in considerable
parameters in the banking industry would be the participation of the CEQO'’s in
their own products. He supported that the participation in the products by the
CEO’s and managers, responding with their own assets for the failure
decisions, would fix the problem of high risk operations in the banking sector.
This measure will imply that decision makers keep on thinking about the

profitability, but focus more in the viability.

In few words the reform expects higher standards about corporate governance
and more responsible management of their assets and products.

7.3.3. Financial Regulatory Reform and consumers’ p  rotection

The consumers of the financial system are the most affected by the
inconsistence of a financial system. They deposit their saving in the banks,
finance their investments by the banks, make their transactions through the
bank and use many other services. The financial firms must treat them in a
better way, but this not always happen and customers use to suffer unfair and
abusive practices in this sector.

The ignorance of many customers about banking bureaucracy, financial
terminology and characteristics of the financial products cause the unfair and
abusive practices. The Consumer Financial Protection Agency is created in
order to control these abusive practices. This agency will push companies to
treat better their customers and offer better conditions to them. The control of
common finance products as credit cards, mortgages or small loans will focus
the activity of the consumer agency. It will support the small customers, those

who are not able to deal with the finance firms by themselves.
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At the same time trying to bring the no regulated markets under The Fed
regulations, enhancing the transparency and controlling the risk in these
markets, the reform pursues to offer products with not too much risk and
guaranty the viability of these markets. These improvements represent better
conditions for consumers and investors, which prefer to buy finance products

from a regulated market.

The Finance Regulatory Reform also tries to help consumers and investors in

terms of data protection. This helps customers in terms of keep their privacy.

The reform tries to achieve better conditions and treatment for customers in the
markets. At the same time these measures help customers to rely on the
system and keep on interacting within it. This drives the financial sector to a
win-win situation, where a great treatment of the customers means higher

results in the financial market.

7.4. FINANCIAL REGULATORY REFORM INFLUENCE ON THE F ARM
CREDIT SYSTEM

The Financial Regulatory Reform focuses mainly the commercial bank sector
regulation and problems. The Reform tries to regulate the capitalist financial
sector in the U.S. especially commercial banks, national and federal banks, and

secondary markets as derivate market.

The different points in the regulatory text lead to socialize the system. The
current regulations are based on the capitalism principles and the changes
introduced in the reform pursue more control in the system. The different
reports requirement, the managers’ responsibilities, the new regulations in the
markets and the risk control means a step back from the capitalism culture,

because the government tries to bring the financial market under its regulations.

The Farm Credit System is the nationwide financial cooperative structure
established in the U.S. to finance the cooperatives, credit unions and individuals
in the agricultural communities. The FCS is a Government Sponsored
Enterprise, what means that although is an independent organization, is more

regulated and follows different rules than the commercial banking. The FCS
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was created to help rural communities and as an initiative of the government to

help a determinate sector has different characteristics of socialist control.

The volatility and high risk in the agricultural sector and rural communities
require stricter regulation in the FSC. The Farm Credit Administration as the
regulator of the FCS controls and evaluates the situation of the different

cooperatives and credit unions which participate in the system.

The new Financial Regulatory Reform does not really affect the FCS, because
this structure has already higher standards about risk and control. The most
important financial products for the FCS chartered institutions are the small
loans and mortgages in the rural communities, but the analysis of risk is higher
than in the commercial banks. The FCS institutions offer lower interest rates
than any other financial firms, but at the same time requires reporting complete
information about cash flows, assets and repayment capacity. The FCS
institutions have the aim to help their rural customers, because of that firms
control the evolution of the farm in terms of efficiency, productivity and liquidity.
When anything is wrong running the business and can affect the repayment of

the loan, the financial firm intervenes offering help to the customer.

In terms of control the Financial Regulatory Reform focus the regulation in The
Fed structure. The reform regards The Fed because the FCS is already strictly
regulated. The conditions of the FCS and the characteristic of the services
provided by this require more control and risk evaluation than the commercial

banks.

The Reform tries to protect the consumers in front of abusive practices from the
financial firms, but in the FCS the customers does not suffer these abuses. The
FCS was created to provide rural customers with better financial conditions and
facilities. The different characteristics of FCS consumers (rural individuals or
organizations) required the creation of the FCS to help them. The aim of FCS
institutions is to help its customers with credit and development, because of that
the new Consumer Protecting Agency would not have excessive importance in

the operations of the FCS.

The Corporate Governance in the FCS institutions is regulated by the Farm
Credit Administration. The main requirement of the FCA to the different firms is
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the viability of their operations and the risk control. The governance control was
implied when the FCS was created. The importance of the agriculture sector
and its volatility requires high standards in the governance of FCS institutions.
The new Regulatory Reform reinforces the corporate governance in the FCS
institutions, but does not mean an important change in the governance of these

firms, as can suppose in the commercial banks.
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SECOND PART:

COBANK ANALYSIS AND CSR
POLICIES
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8. ANALYSIS OF THE COMPANY'S FRAMEWORK AND
POLICIES: COBANK, ACB

This point focuses the policies and products of the studied company, CoBank,
regarding to the corporate social responsibility elements and policies used in
the normal activity. First of all the text focuses the history, origins and main
numeric data of the organization in order to known the current situation and the

framework where CoBank works.

8.1. ORIGINS AND HISTORY

CoBank is an Agricultural Credit Bank and is one of the four banks of the Farm
Credit System. The mission of CoBank, as a cooperatively owned bank with a
mission to serve the rural sector, remains committed to deliver value to its
borrowers today while preserving the bank health and capacity for future

generations.

CoBank has been delivering financial services to rural American businesses
since 1916, but CoBank as a FCS system bank was created in 1989 through
the merger of 11 Banks for Cooperatives. The bank began operations with $12
billion in assets and has reached earnings of $ 706 million in 2011 (CoBank,
2011).

In 1995, after the mergers of the Farm Credit Bank of Springfield (Mass.) and
the Springfield Bank for Cooperatives, CoBank ACB began its operations as the
first agricultural bank for cooperatives. The acquisitions were part of the plan
issued in The act of 1987, where the FCS administration encouraged Federal

Land Banks and Banks for cooperatives to merger in 6 or less System Banks.

In 1999 CoBank completed the merger with St. Paul Bank for Cooperatives and
acquired the majority interest in Farm Credit Leasing Services Corp. This
operation reduced the total number of System Banks to 5, being CoBank the
only Agricultural Cooperative Bank (ACB). In 2012 was negotiated the
acquisition on US AGBank by CoBank in order to increase the portfolio, but

CoBank published its first official reports on the first quarter of 2013.

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF COBANK, ACB



8. Analysis of the company’s framework and policies: CoBank, Acb 107

CoBank is a cooperative owned by customers and leaded by a board of
directors primarily elected by these customers. The customers-owners of
CoBank receive return earnings each year just participating in the cooperative

with any kind of product.

The funds to finance CoBank’s loans come primarily from the sale of Farm
Credit System securities to investors in the national and international money
markets. These securities are widely accepted and highly attractive, so CoBank

is able to offer competitive interest rates to customers.

CoBank redesigns the funds obtained through Wall Street in different securities
adapted to its customers and associates. As a System Bank, cooperatives and
associations owners of CoBank demand these products and CoBank is formed
by very powerful agricultural cooperatives as Missouri Institute of Cooperatives,
Oklahoma Agricultural Cooperative Council, Oklahoma Agricultural Cooperative
Council, Agricultural Council of California, etc....and energy and communication
associations and cooperatives, for example National Rural Telecommunications
Cooperative (NRTC), U.S. Telecom Association (USTA), National Rural Electric
Cooperative Association (NRECA) or National Rural Water Association
(NRWA).

8.2. IMPORTANT NUMERIC DATA IN COBANK, ACB

The Table 8.1. shows the most important CoBank’s numeric data ($ thousand).
This information provides a view of CoBank regarding to its activity and

evolution.
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Table 8.1. Financial Highlight of CoBank during 2013

For the Year 2013 2012 2011

& I ARLLIONS

het Interest Income £ 1163 % 1.238 $ 1,07
Provision for Loan Losses —

Met Income B BS& 707

Patronage Distribution 515 £35S 347

At Year End 2013 2012 2011

& N MILLID NS

Agribusiness 5 21,182 421,394 518,869
Strategic Relationships 37,897 36,707 15,236
rural Infrastructure 14,524 13,879 12,180

Toial Loans 73,603 71.980 45,285

Allowance for Credit Losses 515 595
iotal Assets 97 G544 92,478 63,290

iotal Shareholders’ Equity &, 705 &4l £,B396

Fimancial Ratios 2013 2012 2011
W THE YEAR

Return on Average Common Eguity 14.4D3 15, 16 % 16055
Return on Average Assets o.gi 09 1.07
Return on Active Patron Investment 1753 141 23165
et Interest Margin 136 141 169

Permanent Capital Ratio 1672 1614 16.37

Source: CoBank’s Annual Report (2013)

CoBank’s average loan and lease volume increased approximately 2 percent in
2013, to $74 billion and about 37% from the 2011, to explain the exponential
growth in this 2 years period we have to pay look back to the merge with U.S.
AgBank in 2012. Growth in 2013 was driven by higher levels of borrowing from
affiliated Farm Credit associations and rural electric cooperatives.

Another important factor impacting all segments of our portfolio was intensified
competition across the banking industry for the rural business, the commercial
Banks have recently started to offer better conditions to our traditional

customers in other to take part in the rural America financial market.

CoBank obtains funds for lending activities and operations primarily from the

sale of debt securities issued through the Funding Corporation. These debt
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securities are composed of bonds, medium-term notes and discount notes. The
positive evolution of issued bonds and notes has a close relationship with the
loans and leases increase. The financial products offered by CoBank are based
in the finance obtained by the System debt in Wall Street. An increase of
finance demand represents the need to obtain more funds by issuing more debt

by the Funding Corporation.

CoBank provides these association customers with wholesale financing as well
as other value-added products and services. In turn, the associations provide
the bank with added lending capacity by serving as participation partners on
large credit transactions. The average loan volume in the Strategic
Relationships portfolio was $36.6 billion in 2013. Since CoBank merged with
U.S. AgBank this portfolio growth more than 100%.

CoBank also serves as a partner of choice for a number of nonaffiliated
Farm Credit associations throughout the country on loan participations and

syndications, leasing, and other non-credit services.

8.3. COBANK’S STRATEGY: MISSION, VISION AND VALUES .
8.3.1. Strategic position

Before the analysis of CoBank’s mission, vision, values and objectives is
essential to analyze the industry where CoBank works, understanding industry
as a group of firms producing the same kind of products or services. Porter’s
five forces framework is a way of assessing the attractiveness and potential of
industries. This economic tool provides an overview of the industry structure
and opportunities analyzing suppliers, customers, substitutes, potential entrants

and competitors.
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Figure 8.1. The Five Forces Framework of CoBank.
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The points below analyze the power of customers in front CoBank, who are the

suppliers and what conditions they offer, the substitutes for finance that

customers can find instead of banking finance and the competitors and their

power. However, the potential entrants are not analyzed because the very high

barriers of entry that this sector has; only new commercial banks especially

focused on the rural market products would suppose a thread for Farm Credit

System Banks. However, the extremely high capital needs make very difficult to

find new companies in the sector.

8.3.1.1. The power of consumers

As a Farm Credit System bank, CoBank is cooperatively owned by customers,

who consist of rural business, agricultural cooperatives, rural energy,
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communications and water companies and Agricultural Credit Associations in

rural America.

The particularity of CoBank is that when a customer receives a loan or any
other product by CoBank, according to the Farm Credit Act, is required to
become in an equity owner of the bank. The acquisition of equity is a condition
to get any finance service from the bank. The benefit of obtaining this equity is
that each year CoBank returns a substantial portion of its earnings through

patronage payments.

CoBank organizes its customers in three different groups with different
characteristics. Each one of this group has different requirement in terms of

equity investment and at the same time different needs of consume.

- Agribusinesses and Agricultural Cooperatives. Agribusiness and
agribusiness cooperatives are involved in any form of agribusinesses:
processing, marketing, transporting or exporting farm products.
Agribusinesses range from small local and large regional agricultural
cooperatives to multinational food companies.

The minimum initial borrower investment for rural business or
cooperatives is equal to the lesser of one thousand dollars or two percent
of the amount of the loan. The initial investment is generally received in

cash at the same time that the borrower receives the loan approval.

- Rural Energy, Communications and Water Companies. CoBank provides
services to rural energy, communications and water cooperatives and
companies. With these funds CoBank finance the extension of electric
service to residential and business customers, the installation of new
transmission lines, the build of renewable energy generation facilities and
the improvement of rural water systems and the diversification of
wireless technology and satellite TV. The investment requirement for this
cooperatives and companies is the same than the agribusiness and
cooperatives. The finance operations with these companies are often
high amounts of money, what means that this group is required to invest
two percent of their loans in CoBank’s equity.
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Agricultural Credit Associations (ACAs): CoBank provides funds to four
Agricultural Credit Associations. These organizations provide loans for
equipment, working capital and other agricultural production purposes.
CoBank ACA partners are Farm Credit of Maine, Farm Credit East,

Northwest Farm Credit Services and Yankee Farm Credit.

Associations and CoBank operate under a debtor-creditor relationship
evidenced by a specific General Financing Agreement for each
Association. The GFA sets the business relationship between both

organizations.

Agricultural Credit Association customers are required to invest in
common stock as well. The Associations and CoBank have an
agreement about the required investment, which establishes that
Associations shall invest in CoBank’s equity four percent of their average

borrowing during the last year.

At the end of 2011, the percentage of equity holders which had a current
loan or finance service running in CoBank was 23% (CoBank, 2011).
Most of the customers-owners keep their participation in CoBank once
their loan is over, because the bank returns in terms of dividends or
patronage motivate the owners to keep on being part of CoBank. In case
there are any Retirements of common stock and participation certificates,

the Board of Directors determines the equity level.

8.3.1.2. The power of suppliers

CoBank as a financial institution gets supplies in two different ways: funds

supplies and material supplies. Obviously the most important are the funds

suppliers allowing CoBank to continue its operations giving finance and liquidity

to customers.

8.3.1.2.1. The Suppliers of funds

CoBank finances its activity through the System wide debt securities issued by

the Funding Corporation. The Funding Corporation provides highly liquid and

low cost debt, but the relationship between CoBank and the Funding
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Corporation is regulated by the Contractual Interbank Performance Agreement
(CIPA). The CIPA establishes an agreed-upon standard of financial condition
and performance for the System banks and their affiliated Associations. This
agreement regulates in terms of Capital, Asset quality, Earnings, Interest rate

risk and Liquidity.

CoBank must follow the conditions established in the agreement in order to
continue receiving funds for its operations. At the same time the
accomplishment of this agreement ensures the Funding Corporation viability in

its operations.

Because of the Farm Credit System structure and organization, CoBank obtains
fund only from one front, the Funding Corporation. This means that the
suppliers’ folder is extremely concentrated and this would cause a complicated
situation for the bank in case the Funding Corporation could not place the

system debt securities properly.

8.3.1.2.2. Material Supplies

Material supplies in CoBank affect the leasing activities and offices supplies.
Leases include all kind of transportation vehicles, agricultural equipment,
facilities and production equipment. However office supplies refer to all activities
needed to set an office. Supplying activities involve electronic system, building

maintenance, technologic devices, furniture and others.

All supplies are not provided by the same company and there are many supplier
which offer similar products. CoBank has developed a supplier selection culture
in order to identify the best suppliers and keep good relationship with them. The

supply decisions are based on the following criteria:

- No one in the bank is allowed to accept any commission or gift from the
suppliers, decisions are strictly professionals and do not need to be

compensate from the suppliers.

- CoBank chooses its suppliers based in a quality product analysis and

services offered by each one. Main aspects analyzed are:

- Relationship quality and price.
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- Earlier operations with CoBank and the quality of these.

- Suppliers’ social responsibility in terms of environment preservation,

social activities and legal responsibilities situation.
- Priority to companies involved in rural America.
- Ask to its different leasing partners and analyze their different proposals.

- Fulfill all agreement from both parts regarding due dates, prices, quality,
and payment conditions.

8.3.1.3.The Power of Substitutes

Substitutes for any industry are products or services that offer a similar benefit
to an industry’s products or services, but by a different way. In the banking
sector is difficult to think in substitutes for the product offered. The banking
sector, private and cooperative, offer its customers different kinds of finance

products, but overall finance.

When someone looks for finance to run a new business, to invest in his current
business or for any other matter the range of finance solutions different than a

bank is not so broad.

There are some alternatives which can substitute the finance service offered by
a bank, but most of them have high standards requirement or many objections.
For example a person in rural America who looks for finance in an alternative
way than a bank can opt for a personal loan from a friend or family, government

subvention or an increase of share capital for companies.

The personal loan is a good option for small amounts of money, but the problem
lays on the terms and credibility. A personal loan requires a high level of
confidence between borrower and lender, usually the lender need to know the
borrower long time and his background in finance operations. At the same time
these finance operations between friends or family often finish causing problem

in the borrower-lender relationship because of unpaid, delays or other issues.

Other option in terms of finance for companies could be an increase in share

capital. This option provides a capital investment in the company, but affects the
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owners directly forcing them to choose between investing more capital and
losing decision power in the company. When a company increases its share
capital the investment comes from the launch of new stock which can be
acquired by owners and potential owners. If owners do not reinvest in the
company they lose power in corporate management, because their percentage

in the company’s equity goes down.

The last option for a farmer or rural business to avoid the banking finance is the
U.S. Government. The Farm Service Agency is the government option to get a
rural credit. The first requirement of this organization is that a farmer credit has
to be rejected in two FCS institutions and commercial banks before he is
allowed to ask for credit in the FSA. The Farm Service Agency offers credit to
those who cannot obtain finance in the FCS or in the private banking. The FSA
is the last option and offer much more facilities than the others. The conditions
of FCA products are very good and do not require high interests. At the same
times these good conditions are enhanced by the monitoring that FSA does with
its customers. As a government company the FSA tries to achieve better results
for the consumers and does not look for the returns as much as the other
options do. This means that the offer loans in higher risk situations and
sometimes they are not sure about the repayment.

8.3.1.4 The Competitive rivalry

Farmers, ranchers and rural communities in general have different options to
get finance. Farm Credit System institutions and commercial banks are the
private options for rural communities Commercial banks accept deposits, make
business loans, and offer related services. These institutions are run to make a
profit as the FCS institutions; however commercial banks are owned by a group
of individuals. Keeping the Farm Credit System affiliates away from the rivalry of

CoBank, the rivals left in the finance sector are commercial banks.

The difference between the FCS and the commercial bank is that financial
products in the FCS institutions are design for farmers or ranchers while
commercial bank products do not provide any facility for rural customers. Rural

owners or farmers find problems when they look for finance in the commercial
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banks, because of the volatility of the sector, higher interests and short term
interest. These reasons involve farmers cannot afford the repayment of their
loans in the commercial banks, because the agricultural sector provides cash

flows after several years. The FCS provides products adapted to its customers.

CoBank as a FCS bank cannot consider other institutions of the FCS as
competitors. The structure of the system predefines the area of performance for
the system banks, what means that they do not compete among them because
the customers are affiliated to the bank working in their own region. Moreover,
the different associations and credit unions cannot be considered as
competitors for CoBank. These associations, credit unions and rural companies
are regulated by the Farm Credit Act, subordinated to the Farm Credit
Administration and affiliated to the system bank in their own zone. According to
the system structure, the lowest institutions ask for credit the system banks
which provide them with funds obtained by selling system wide bonds.
Summarizing, when a customer obtains credit by a FCS institution in CoBank’s
area of performance, the system bank is involved in the operation providing

funds to the institution which supplies the final customer.

8.3.2. Mission, Vision and Values

According to the strategic analysis based on Porter’s theory, the next step is to
analyze the mission, vision and values of CoBank and check if these are in

consonance with the different forces which affect the company.

CoBank, as a system bank of the Farm Credit System, provides domestic and
international financial solutions to rural industries, including farmer cooperatives
and energy, communications and water companies, Farm Credit Associations,
and other similar businesses. The mission of CoBank is to strengthen the
financial condition of the bank, enhance its public policy purpose, and improve

the quality of life in rural America.

Regarding to the business vision, CoBank is committed to be a professional,
financially strong, socially responsible financial institution dedicated to fulfilling

its mission and meeting the needs of its customers.
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CoBank’s objectives regard to provide capital and financial solutions to
businesses that operate and serve rural America’s vital industries. CoBank is
committed to achieve and deliver superior customer service and competitively
priced products in innovative and efficient ways to its customers in rural
America. CoBank acts as consultant for its customers and provide a consistent
return on their investment in order to lead rural America achieving higher life

standards.

Obviously CoBank’s mission, vision and values are in a perfect concordance
with its customers and their needs. CoBank focuses its activity in the rural
sector and provides them with the best solutions trying to achieve higher life

standard for rural America.

8.4. COBANK'S ORGANIZATION

Growing businesses need capital and CoBank provides finance to be
successful. CoBank focuses itself in cooperatives, agribusiness, rural energy
and communications systems, Farm Credit Associations and agricultural export.
The Bank offers competitively priced, flexible loan programs, leasing services
and other financial services as cash management, online services and
specialized financial services. CoBank also provides international banking

services for U.S. agribusinesses.

CoBank ended the year 2013 with total loan volume of $74 billion, this volume
has been increased due to the merge with the U.S.AgBank (CoBank, 2013).
The bank is aligned all his products into three operating segments Agribusiness,

Strategic Relationships and Rural Infrastructures.
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Figure 8.2. CoBank’s Industry Portfolio
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The $74 billion of loans and leases are distributed among these 3 activity
segments. During the last 4 years, the levels of activity from the Agribusiness
have been lowered in benefit of the Rural Infrastructure industry, what shows a
new development on the rural America. Also the variation on the strategic
relationship segment has been increased in a high level due to the mentioned
merge with U.S. AgBank. This variation on the strategic segment influences
also the total of loans which has been increased due to the merge.

Table 8.2. CoBank’s Segments Activity on 2013

At the end of

2013 : 2007
2011 (%) %)

the Year (%)

$ 21182 28,77% $18.498 41,02% $19.582 48,36%

Strategic

$15.026 33,03% $12.211 30,16%
Relationships $ 37897  51,48%

Rural
$ 14524 19.73% $11.026 25,95% $8.698 21,48%

Infrastructure

$73603  100%  $44550 100%  $40491  100%

Source: Self creation from CoBank’s Financial Report (2011-2013)
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The figure 8.3. shows the specific weight each segment has in the CoBank
activity. The main sector is the Agribusiness followed by the Strategic
Relationships, being the Rural Infrastructure segment the one with a lowest

activity.

Figure 8.3. CoBank’s Loan Portfolio

Stratenic
Relationships

Source: Self creation based on CoBank’s Annual Report 2011

8.4.1. Agribusiness Segment

The Agribusiness segment includes the Regional Agribusiness banking Group,
Corporate Agribusiness Banking Group and Banking services Group. This
segment serves cooperatives and farmers involved in a wide variety of
industries, including grain handling and marketing, farm supply, food
processing, livestock, fruits, nuts , vegetables cotton and forest products.
Primary products and services offered include traditional commercial and
industrial loan programs, leasing, tax-exempt bond issuances, capital markets

solutions and cash management and investment products.
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Figure 8.4. Distribution of Loan by industry in Agribusiness Segment
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8.4.2. Strategic Relationships Segment

The Strategic Relationships segment works as a wholesale supplier of funds to
CoBank’s affiliated associations and funds relationships with other System

institutions.

These affiliated associations are Northwest Farm Credit Services, Farm Credit
East, Yankee farm Credit and Farm Credit of Maine, but at the same time
CoBank serves other Farm Credit bank and associations, via loan participations
and syndications and providing cash management, treasury product and other
non-credit services. The affiliated Associations serve more than 70,000
associates (CoBank, 2013).

The Figure 8.5. provides information about how CoBank distributes credit
among its financial partners, being Northwest Farm Credit Services the main
business partner of CoBank in this segment. Associations primarily make long-
term real estate loans and short- and intermediate-term loans to their farmer-
owners for equipment, working capital, agricultural production and operating

purposes.
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Figure 8.5. Distribution of Loan by industry in Strategic Relationships Segment
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8.3.3. Rural Infrastructure Segment

The Electric Distribution Banking Group, Energy &Water Banking Group and
Communication Banking Group form the Rural Infrastructure Segment. It
provides financial solutions to companies in the energy, communications and
water industries. Customers include rural electric generation and transmission
cooperatives, electric distribution cooperatives, independent power producers,
rural local exchange carriers, wireless providers, cable television systems, and

water and waste water companies.

CoBank provides traditional loan programs, lines of credit, project financing and
additional products and services to many associations and cooperatives which
build out facilities to meet long-term planning requirements and to comply with

environmental regulations.

As the Figure 8.6. shows the most of loans in this segment are directed to
electricity installations and development, but new technologies as renewable
energy products growth in the portfolio. Obviously the increase of rural

infrastructure segment loans means development for the rural America.
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Figure 8.6. Distribution of Loan by industry in Rural Infrastructure
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8.5 COBANK'S STRUCTURE OF GOVERNMENT

As it is commented above, CoBank is a cooperative bank which offers financial
products to rural America, but at the same times acts as System Bank being
part of the Farm Credit System.

Inside of CoBank’s structure, there are two different kinds of organs which have
the responsibility of running the firm operations. CoBank is leaded by two teams
the Board of Directors that sets the overall strategic direction for the bank and
the Management team that implements the strategy.

8.5.1. Board of Directors

CoBank, by laws, authorizes a Board of Directors consisting of 15 to 17
members. In December 31of 2011, the Board consisted of 16 directors. The
majority of members are elected by the customer-owners. As a result of
CoBank's merger with U.S. AgBank, the bank’s board temporarily expanded to
32 members on January 1, 2012. The size of the board was reduced to 24
elected directors on January 1, 2013.
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The board has five committees to assist its decisions and fulfill its

responsibilities: Executive, Compensation, Audit, Risk and Governance.

The different committees are composed by different Board of Director members
and each one is specialized in a different mission. All Board committees report
on their meetings at the regular meeting of the full Board, even to those which

are not part of any committee.

Figure 8.7. CoBank, ACB’s Government Structure

Board of Directors

Executive Risk Audit Governance Compensation
Committee Committee Committee Committee Committee

Source: CoBank’s Annual Report (2013)

8.5.2. The Management Team

The management team is a combination of financial, business, agricultural,
energy, communications and water industry expertise. Its main function is to
manage and run the bank’s activities. The team is composed by 24
professionals (CoBank, 2013) who represent all major divisions within the bank
and are responsible for delivering on CoBank's value proposition. The members
are the presidents and vice-presidents of the different business units in

CoBank’s business segments.
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8.5.3. Hierarchy Levels

In CoBank there are three different hierarchy levels in CoBank reflect the
different responsibilities regarding long term planning, strategic decision and

daily activity.

Figure 8.8. Hierarchy levels in CoBank

Board of

Directors

Management Teams

Source: Self creation based on CoBank’s Annual Report (2011)

- Board of Directors. CoBank's Board of directors in the maximum
responsible in the bank operations. The Board of directors, supported by
the different committees, sets the overall strategic direction for the bank.

- Management Teams. This level is composed by Presidents and Vice-
Presidents of each business unit. As it is commented above, CoBank is
organized in 3 business segments (Agribusiness, Strategic relationships
and Rural Infrastructure) which at the same time are divided in different
business units. These business units are governed by President and
Vice-presidents who have the responsibility of implement the strategy

issued before by the Board of Directors.

- Office employees. This level is composed by all employees who do not
have any responsibility as a directors or managers. Within this group
there are employees with different levels of knowledge, experience and

motivation.
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8.6. COBANK'S PRODUCTS AND SERVICES ANALYSIS

CoBank provides finance to agricultural individuals and collectives when they
need to buy new equipment, entering a new market, launching a new product

line, or partnering to take advantage of a new business opportunity.

CoBank is specialized in cooperative, agribusiness, rural energy and
communications systems, Farm Credit Association and agricultural export
financing. The CoBank’'s aim is to offer competitive prices, flexible
loans, leasing services, cash management, online services and specialized
financial services. CoBank also provides banking services for U.S.

agribusinesses when they are involved in exportation trades.

In the following points CoBank’s products are identified and analyzed by the
marketing mix theory studding the four P’s of a product. In order to understand
perfectly the product that CoBank’s offers in the market is necessary analyze
product, place, promotion and price. A product has particular differences which
make it different than other products offered in the same sector, it is necessary
to find out which are the most important for customers. Talking about price the
most important is the way in which the product has been priced, could be a high
price trying to differentiate the product or low looking for higher sells. The place
refers where the product is offered; obviously a rural loan would not be welcome
in New York City. Finally promotion regard to how the product is promoted

among customers and how a firm get their attention.

8.6.1. Loans
CoBank offers loans differentiated by the term:

- Short-Term Financing. The Short-Term financing offered by CoBank
focuses the problems of individuals and small organization in the
agribusiness sector. Many times CoBank monitories its customers in
order to help them with better results, which is good for both parts.
CoBank offers loans to finance: current or seasonal assets as new tools
or employees’ wages, inventories as feed, fertilizer, chemicals, tires and
lubricants, accounts receivable as bills of exchange or promissory notes,

and other short-term needs.
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- Intermediate and Long-Term Financing: CoBank also offers loans to
meet long-term business objectives, including: construction of new
facilities, remodeling or expanding existing facilities, land or equipment
purchases, finance mergers and acquisitions and long-term assets and

working capital.

Table 8.3. Strengths of CoBank Loans

Price Product
Reduced interest. Finance rural needs.
Long payment terms Develop farmers’ capabilities
Place Promotion
Offices placed in rural Farm Credit System loans

communities
Government Sponsored

Enterprise

Source: Self creation based on CoBank Annual Report (2013)

The loans offered by CoBank have as special characteristic that feed all
requirement needed by farmers and agribusiness, giving them late repayment
terms and reduced interests. These loans are distributed in rural America,
where customers require these characteristic. An essential point for customers
lays in the FCS institution condition of CoBank, guaranteeing them with very
good conditions in the rural environment. The rates and loan maturities vary by

industry according to their different financing needs.

8.6.2. Leases

CoBank offers lease solutions to its customers as an alternative to purchasing
equipment, vehicles and facilities. CoBank delivers all kind of rural solutions that

a customer need:

- Transportation vehicles.

- Agricultural vehicles like tractors, harvesters and sprayers.
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- Other agricultural equipment like grain dryers, storage bins, irrigation

systems, milk tanks and wine barrels
- Production equipment processing, dairy production and packaging.

CoBank offers flexible terms correlated with the life of the equipment, usually
between 36 and 60 months. At the same time, CoBank offers the opportunity to
choose a payment schedule adapted to each consumer. CoBank’s guarantees

easy paper work and quick delivery, faster than a purchase.

Table 8.4. Strengths of CoBank Leases

Price Product
Reduced interest. Finance rural needs.
Flexible terms. Easy paper work.

Quick delivery.
Place Promotion

Offices placed in rural Farm Credit System leases.

communities. .
CoBank Online management.

Equipment available in the

office.

Source: Self creation based on CoBank’s Annual Report (2013)

In many offices the small equipment is already available when the customer
comes to an office. This, besides than quick and easy paper work makes
CoBank leases very interesting for customers who need a quick response from

the bank when they require machinery.

8.6.3. International products

CoBank promotes exportation in rural America with more than 500 banking
relationships in nearly 85 countries we can provide your organization with a

variety of financing services. The majority of CoBank export loans are
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guaranteed by the U.S. Department of Agriculture's Commodity Credit

Corporation. CoBank is a major lender under USDA's GSM-102 export credit

guarantee program, which is administered by the CCC.

Table 8.5. Strengths of CoBank International Services

Price Product
Reduced taxes. Guaranteed by the U.S
Government.
Place Promotion
Offices placed in rural Farm Credit System has a
communities. relationship with more than
500 banks.

Promoted in Credit Unions

Source: Self creation based on CoBank’s Annual Report (2011)

8.6.4. Specialized Services

Through many good business relationships and partnerships CoBank offers its

customers different ways to obtain the best performance for their funds.

Syndicated Finance: CoBank can act as an agent to arrange loans with a
variety of institutional investors including commercial banks, finance
companies, insurance companies, institutional loan funds and Farm

Credit System lenders.

Private Placements: Provides placements with private investors through
a partnership with SPP Capital Partners, LLC, and an investment bank

that specializes in taking growing companies to private investors.

Tax-exempt Bonds: Through W.R. Taylor, CoBank offers tax-exempt
bond financing for facilities and equipment related to industrial
development. These bonds provide tax advantages to the investor lower

interest rates to the borrower.
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- Asset Securitization: Certain assets are separated from the balance

sheet and used as collateral for the issuance of securities

- Interest Rate Risk Management Products: Products include interest rate

swaps, caps and collars, and forward rate fixing alternatives.

- Investments: CoBank offers investment options through an alliance with

AIM Institutional Funds.

Table 8.6. Analysis of CoBank Specialized Services

Price Product
Reduced taxes. Services for customers.
Low prices customers. Increase their profits.

Insurances for assets.

Place Promotion
Offices placed in rural CoBank Offices.
communities.

CoBank website.

Source: Self creation based on CoBank’s Annual Report (2011)

8.6.5. CoLink and Cash Management

CoLink offers a possibility to take advantage of fast-breaking opportunities for
the customers. CoLink is an online service is designed to help better manage
business. Through CoLink a customer can view loan and investment balances,
initiate transactions, and access a suite of cash management tools as CoBank
Cash Manager.

CoBank’s Cash Manager is pack of tools that takes idle cash and puts it to work
efficiently and profitably. Delivered through CoLink, that is CoBank’s online
delivery channel. CoBank Cash Manager offers services that concentrate on
settlement, disbursement, collection and investments. This integrated cash
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management solution fully automates loan, investment and transaction needs

through ColLink, so activities are seamless and integrated.

CoBank’s Cash Manager must be settled with consumer positioning rules and
consumer can redefine those. Transactions are automatically settled base on
your pre-defined rule sets. This automatic application of funds keeps you in

control and saves you time.

Table 8.7. Analysis of CoLink and Cash Management.
Price Product

Free service for customers. Automatic transactions.
Online service.

Efficient and profitable money

management.
Place Promotion
Offices placed in rural CoBank website.

communities. Letters addressed to

customers promoting and

explaining the services.

Source: Self creation based on CoBank (2012)

8.6.6. Strategic directions for CoBank’s products

Not all products in CoBank have the same importance, attractiveness for
customers or profit. In order to improve the quality of service and the results is
important to study the strategic positions where CoBank’s products are situated.
The Ansoff product/market growth matrix provides a simple way of generating
four basic alternatives directions for strategic development: consolidation,

market development, product development and diversification.

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF COBANK, ACB



8. Analysis of the company’s framework and policies: CoBank, Acb 131

Table 8.8. CoBank’s Ansoff Matrix

Existing Products New Products

Short Term Loans

Existing - .
Long Term Loans Specialized Services
Markets
Leases
New _ _ CoLink and Cash
International Services
Markets Management

Source: Self creation from CoBank Annual Report (2013)

CoBank understands its loans and leases as products and services in a
consolidation strategic position. Loans and leases are current products on
CoBank’s current markets, what means that CoBank needs to consolidate its
position in front of the rivalry. CoBank is already established in rural America
and these products have maximized customers’ need. It means that CoBank is
consolidating this products focusing defensively on their current markets with

current products.

However, in the same rural environment CoBank offers specialized products
very different than the classic loans or leases. These products are currently
gaining market share. In a rural environment where most customers only
understand a hard work culture, these new services which can develop
customers’ opportunities and profits are difficult to introduce. In order to change
customers’ mind, CoBank is enhancing products characteristics and

functionality.

Using their relationships with more than 500 banks around the world, CoBank is
opening new markets for itself and for its customers. By opening new rural
markets around the world the bank offers its customers an opportunity to export
their products and find new business opportunities. At the same time

establishing CoBank in other rural communities, the bank has a chance to offer
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its services in other countries. In conclusion, CoBank tries to sell existing

products in new markets.

Diversification is the last strategic position left to analyze in CoBank and the
bank is trying to achieve this with its new e-management tools: Cash Manager
and CoLink. The new e-tools provide new services to customers giving them a
chance to use a CoBank office anytime they need it. The Cash Management
tool manages customers’ money according to some requirement previously set
by customers in the best way to achieve higher profits. These new tools have
been launched in rural America as well, but the difference between other
classical products in CoBank is that these new tools focus new farmer
generations, with higher standard of education and capable to manage these
tools in their own benefit. The new rural generations with higher educational
standard, many of them with agribusiness studies and their comfort with new

technologies offer CoBank a new market inside of rural America.
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9- CORPORATE SOCIAL RESPONSIBILITY IN COBANK, ACB

This chapter focuses on the analysis of the corporate social responsibility
policies and initiatives in CoBank, ACB. The goal of this chapter is to analyze
how the CoBank, ACB'’s activities and how this initiatives affect its stakeholders.
The model chosen to study the CSR in CoBank, ACB is the G3.1 guideline for
sustainability reports issued by the Global Report Initiative, as we have seen on
the chapters before the new G4 is still being adapted and will be mandatory
after December 2015. This guideline is nowadays the most used, famous and

efficient in the business framework nowadays.

In order to analyze in a better way the CSR policies of CoBank, together with
the G.3 guideline from the GRI we will use also the Financial Services Sector
Supplement. With this extra indications issued by the GRI to complete the
original report we will face unique sustainability issues that should be captured
in sustainability reports and can have additional importance depending of the
sector analyzed. Following the index of the G3.1 on the Annex 2, we start
jumping over the first three points of the guideline which have been already
described on the chapter eight “Analysis of Company’s Framework and Policies:
CoBank, ACB”, including company profile, framework and also the approach of
the strategy and analysis of the company stakeholders. On this chapter we will
focus on specifically CSR policies and we will try to analyze with the highest

possible level of materiality as it is the new requirement of the GRI.

The Corporate Social Responsibility analysis of CoBank, ACB will be based on
the public spread information issued by the company and also in the first
Corporate Social Responsibility report issued by CoBank at the beginning of
2014. The analysis will be based in the available information issued by the
bank and by the Farm Credit, certain points from the GRI guideline will not be
possible to be analyzed as there is certain confidential information regarding to
environment risk and consume which is not issued and not required by law as

confirmed by CoBank Financial Report 2013.

In order to obtain an accurate idea about the CSR in CoBank, ACB; this chapter
analyzes in a first part the different policies and activities affecting customers,

owners, employees, board of directors, governments and other communities. To
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better understand and analyze the CSR in CoBank we will refer and compare
with the other Farm Credit Banks which are the unique banks involved in the

Farm Credit Systems and are regulated under the same terms.

The data issued on the different reports of the Farm Credit Banks and the
different CSR initiatives of these banks published by the Farm Credit System
institutions will bring an idea of the strengths and weakness of CoBank in terms
of CSR and will give us the opportunity to later on present different conclusions

and options to improve the current policy.

To reinforce the ideas obtained after the analysis of the reports issued by the
different banks and institutions we will analyze also some articles appeared in
different media and we will try to find the link between the CoBank policies and

the different projects started by the company.

Once this first part is finished, the analysis will try to summarize the information
and obtain conclusions about the social responsible behavior of CoBank, ACB.
At the same time, always keeping in mind the market of CoBank, we will try to
issue different recommendations which could help the company to obtain better

results and consolidate its brand vision from customers in terms of CSR.

9.1 GOVERNANCE, COMMITMENTS AND ENGAGEMENT (4 ON THE G3.1)

This point is linked to the fourth point on the G3.1 and will focus on different
points related to the Governance. The number of members on the board and
the percentage of gender or age on the board can influence in the direction of
the company and also on the independency of its decisions. Also the
mechanisms and shareholders to provide with suggestions or directions to the
direction of the company and the level of attention on the same from the
directors it is also important. Furthermore the processes to access to the
governance bodies to avoid conflicts of interest and also the mechanism to
establish the company’s governance body compensations are necessary to be
studied.
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9.1.1 The Structure of the Board of Directors (4.1, 4.2 and 4.3 on the G3.1)

CoBank, had in 2012 a Board of Directors consisting on 32 members. In
December 31of 2008, the Board consisted of 16 directors, that means that
CoBank has increased the maximum number of members accepted in their
Board as in 2008 was permitted a number between 15 andl17. This increase
was allowed due to the merge with U.S.AgBank in order to provide the new
regions with a representation on CoBank’s Board of Directors. During the 2013
the number of directors was lowered down to 27 directors and the aim of the

company is to reach the 24 directors as standard for its board.

The majority of members are elected by the customer-owners, but additional
directors are appointed as well to complement the expertise of the elected
board members by the Nominating Committee. The board in 2008 consisted in
12 elected directors representing three geographical regions, and four
appointed or outside directors, right now the numbers had increased to 20
directors elected by the customer-owners and the rest pointed by the
nominating committee. Director terms run for four years. The percentage of
directors elected by the committee is similar to the FBC of Texas, where Five of
the directors are farmers or ranchers who were elected by the local financing
cooperatives that own the bank. Two directors have banking backgrounds and

were appointed by the elected board members.

The number of directors of CoBank, ACB has increased during the last years at
the same time that the company has growth and covers now longer territory due
to the merge. This increase seems appropriated as far as they represent all
regions in which CoBank’s work. The new merge with AgBank has brought new
region to supervise and that has been reflected on an increase on the number
of Directors. If we compare CoBank with other Farm Credit System Banks,
CoBank had 16 members in its board of directors in 2008 being the lowest
compared to the other Fam Credit Banks. The average of the Farm Credit
Banks is between 18 to 20 directors, nowadays CoBank has more directors due
to the recent merge with U.S. AgBank, as the bank is situated in new territories
due to the customers and branches brought by AgBank, it has been necessary

to introduce new members on the board to have representation from all areas.
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Apparently CoBank’'s number of directors is appropriate to avoid the
centralization of power in the board and at the same time does not lead the
company to the lack of responsibility caused with a too high number of directors

where no one wants to carry the responsibility of a proposal.

Table 9.1. Directors on the Board of Directors in the FCS Banks in 2013

27 20 18 7
3 2 1 1
3 2 & 0

Source: Independent Annual Report from each company (2013)

The exception is the FBC of Texas with only 7 directors, this is due to the
smaller size of the organization and also the area they cover is the smallest

between all Farm Credit Banks.

On the election bases for the members of the Board of Directors CoBank
follows the same procedure than the rest of the Farm Credit Banks as it is a
requirement on from the Farm Credit System to have majority of the members
appointed by the customers-owners and the rest are experts selected by the
other members of the board, but appointed by the election committee.

However, where it seems to be a good distribution of the numbers of members
according to the regions covered by CoBank, the majority of the members in the
board has same gender and belongs to the same age group. As we can see on
the Table 9.1 this characteristic is common in all boards of the farm credit
banks, but this does not mean that the board has male perspective in all cases.
This is also an indication that the rural America is a very traditional male sector
and this characteristic even influences the board of CoBank. The board of most
of its members is composed generally by men, so as the election of the bank
board is made by the customers' boards is quite normal that the male

predominance continues. This will not change besides CoBank governance
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includes any regulation on its own chart to regulate this and include a female

perspective in its board.

The board uses all committees to assist fulfilling its oversight responsibilities.
CoBank’s board has five committees: Executive, Compensation, Audit, Risk and
Governance. Other cooperative banks have one more committee organized to

manage Human Resources initiatives and their retribution systems.

The different committees are composed by different Board of Director members
and each one is specialized in a different mission. All Board committees report
on their meetings at the regular meeting of the full Board, even to those which
are not part of any committee. Not all Farm Credit Banks have exactly the same

number of committees as not all of them have same size and same needs.

Table 9.2. Committees in the FCS Banks in 2013

X X X
X X X X
X X X X
X X X
X X X

Source: Independent Annual Report from each company (2013)

For example AgriBank and AgFirst has exactly the same number of committees
than CoBank and even with different names, they have the same
responsibilities distribution. For example the Compensation Committee is
named as Human Resource Committee, but the task is exactly the same. The
smaller size of the FCB of Texas makes them to have shorter number of
persons on the board and only two committees. This makes that the tasks done
by the other committees are reassigned to other committees or directly to the

Board of Directors.
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The Figure 9.2 shows the components of each committee on 2013 and how all

these members belong to the Board of Directors.

Figure 9.1. Board of Directors and Committees members

BOARD OF DIRECTORS
Executive Committe Audit Committee ‘Compensation Committes
Everett Dobrinski, Choirmaon Barry Sabloff, Chairman Everett Dobrinski, Chairman
Mary Fritz David Kragnes Mary Fritz
wWilliam Harris ScofttMarkham WilliamMHarris
Daniel Kelley Gary Miller Dan Kelley
lim Kinsey Dickie Sitman lim Kinsey
Bob Mattier Bob Nattier

Bob Mattier, Chairman
Gene Batali

Bill Farrow

Williarm Harris

David Kragnes

Dickie Sitman

Governance Committes

Risk Committes

Kewvin Still, Chairman

Gene Batali
Randy Ethridge
Bill Farrow
Catherine Moyer

Source: Own creation based on CoBank, ACB Annual report 2013

As an important point on the independence of the Board of Directors we might

underline that as a unitary board structure, the totality of members of the

highest governance body are non-executive members and over the 75% have

to be independent. To be considered as independent the elected person needs

to certify that has not worked in a Farm Credit Institution during the year before

and also not having any relationship with any of these institutions in the moment

of the election.

Only those elected as experts but without any participation in CoBank or any of

its owners can be considered independent. In this case CoBank has 7 of its 27
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directors considered as independents, what still make higher percentage of
non-independent director. However it is the highest number of independent
directors in relation with the rest of the Farm Credit Banks.

Moreover employees of Farm Credit System institutions, including CoBank,
cannot serve on CoBank’s Board of Directors if they have not been at least one
year unemployed. This policy tries to avoid situations where only one director
compromises a high percentage of the total loans and leases of CoBank.

9.1.1.1. Executive Committee

The primary purpose of the Executive Committee is to develop
recommendations about bank’s strategy plan, monitoring the bank’s business
and financial performance, address other matters as necessary and intervene in

board meetings when is necessary.

This committee consists in at least three members of the Board of Directors and
must meet regularly, not less than four times a year. As the most important
committee in CoBank, the Chair in the board of directors is the Chair in the
Executive Committee as well. The Executive Committee shall have the

following responsibilities and authorities:

- To be the link between board and management on the development and
implementation of the strategic plan.

- Review proposed business, financial plans and repots, and provide
recommendations to the board.

- Provide advice and counsel about portfolio strategy, capital plan and
patronage distribution

- Assist in promoting and communicating understanding of bank policies to
the customer-owners.

- Act as liaison with the bank’s regulator, the Farm Credit Administration
(FCA).

- Make recommendations about the bank’s position on public policy or

regulatory issues.
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This committee also exists in AgriBank and AgFirst as nexus between the
Board of Directors and the Senior Officers, however the FCB of Texas does not
see any need of having such a similar committee as they have a small Board of

Directors.

9.1.1.2. Compensation Committee

Its main purpose is to represent the board in matters related to compensation
programs for the bank, including salary, incentive and benefits programs. The
committee shall be composed by at least 3 members of the Board of Directors
and they shall not meet less than two times per year. The Compensation
Committee shall have the following authorities and responsibilities.

Establish and review CoBank’s compensation philosophy for officers and

employees.
- Develop and monitor incentive plans.
- Approve changes to the bank’s salary ranges .

- Review and recommend all President and Chief Executive Officer’'s

compensation actions.
- Review CoBank’s funding and benefit programs.

This Committee is present in all FCS Banks, as it is absolutely necessary to
define all compensation plans and the different levels of salaries received by
employees, senior officers and directors. However as all members included in
the Committees are part of the Board of Directors, this does not provide a high
level of independence in their decision, as all of them are affected by their
decision. It would be also important for the performance of this committee to
receive the help from an independent experts, this would bring much more
credibility to the Corporate Governance of the Bank. However the amount of the
compensations is published on the finance reports, what brings credibility and

transparency to CoBank.
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9.1.1.3. Audit Committee

The Audit Committee shall consist of at least three board members and they
must meet at least 4 times annually. The primary purpose of the Audit
Committee is to assist the board in fulfilling its oversight responsibilities. The

responsibilities are:

- Analyze and provide recommendations about management’s conduct of
the company’s financial reporting process and systems of internal

accounting and financial controls.

- Monitor the independence and performance of the company’s Internal
Audit

- Monitor compliance of legal and regulatory requirements.

- Provide an avenue of communication among the independent auditor,

management and the board.

This Committee is present in all FCS Banks and also in the Commercial Banks,
as it is absolutely necessary to control and evaluate all numeric data and its
interpretation. In all Banks this Committee works in a close collaboration with an
independent audit company, actually all Farm Credit Banks with
PricewaterhouseCoopers (PwC) which is the strongest independent audit
service company in the world with 29,2 mil millions of USD in 2011
(PricewaterhouseCoopers, 2012). In this case the participation and verification
on the audit by an external company as PwC gives credibility to the financial
results presented by the company at the end of the year and already confirms a
good performance and high level of transparency.

9.1.1.4 Risk Committee

The committee primarily analyzes and monitor risk practices in the firm,
including management’s ability to access and manage the Bank's credit,
market, interest rate, liquidity, legal and compliance, reputational, technology
and operational risks. As other committees the Risk Committee shall be
composed by 3 board members at least and meet at least 4 times per year.

Among its responsibilities are:
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- Review internal controls.
- Review the Annual Report on insurance coverages.
- Approve all major changes to risk policies,

- Evaluate significant risks in new products and warn the bank about

emerging risks.

9.1.1.5. Governance Committee

The primary purpose of the Governance Committee is to monitor and
recommend for board consideration corporate governance processes and
structures that are consistent with leading practices. The committee shall be
composed by at least 3 members of the board, but no director looking for re-
election can be in this committee the year before of this election. The

responsibilities of this committee are:

- Establish board’s collective and member’'s needs, skills, expertise and
knowledge necessary to govern the bank.

- In consultation with the board chairman, develop a list of individuals to be
submitted to stockholders for approval for service on the Nominating
Committee.

- Recommend to the board regarding corporate governance issues and
leading practices.

- Review and recommend changes in board compensation.

- Resolve possible conflicts of interests of board members, in consultation
with the board chairman.

- Review director reports and loans affiliated with directors.

9.1.2. The Code of Ethics and Standards of Conduct  of a Director (4.6 on
the G3.1)

The activity of each director in the Board is regulated by the Director Standards
of Conduct issued by CoBank. This director standard of conduct pursues
integrity in the decision-making process with respect to board actions involving

organizations with which individual board members maintain a business
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relationship. In case there is any conflict happen the director shall report the

matter to the Board and excuses him from certain decisions.

There is a code of conduct in every single financial company. Some companies
make a difference between the codes of conduct for employees and for
directors. CoBank makes this different and issues a general code of ethics for
all the people who work in CoBank and then issues another one for the
Directors. The general code of ethics promotes aspects as ethical and honest
conduct, avoiding conflicts of interests, protecting confidentiality, producing full,
fair, accurate and timely information, and complies with applicable laws and

rules.

The Standards of Conduct of a Director in CoBank is a reinforcement of the
Code of Ethics, which is more general. CoBank is the only Farm Credit Bank
which has a specific code of conduct for its directors, as the other institutions
only have the general Code of Ethics, applying the same for all departments
and statements of the company. The other Farm Credit Banks does not focus

on the directors standards of conduct as much as CoBank.

Table 9.3. Standards of Conduct used by Farm Credit Banks

Source: Self Creation based on the different FCS Banks Information Provided

The responsibilities of director established in the Directors Standards of
Conduct in CoBank, ACB are:

- Produce full, fair, accurate, timely and understandable disclosure in
CoBank’'s and related financial reports required by the Funding
Corporation and the Farm Credit administration.
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- Produce full, fair, accurate, timely and understandable accountancy
information, offering transparency about the company activities.

- Directors may not participate in deliberations that would affect their
financial interests, any business partner of the director or any entity

controlled by the director.

- Directors may not use bank’s information for matters not related with their

duties in the bank.

- Directors cannot use their position to obtain special advantages and
cannot accept any kind of gift from the customer or owners.

- Directors mat not start business relationships with bank directors,
associates or customers.

- Directors must follow the bank’s standards of conduct policies and
directives.

- Directors shall not take personal political positions which can affect the
company.

- Directors may avoid personal conflicts with their homologues, but in case
there is a conflict, the chairman of the board may seek to resolve

conflicts of interest.

CoBank through the Director Standards of Conduct gives a lot of importance to
comply with the FCS rules and to comply fairly, timely and accurately with the
Farm Credit Administration requirements. This is an essential point for the
directors because CoBank is one of the 4 system banks. Many small
cooperative and institutions depend on CoBank and a trusty system is essential
for its customers. CoBank as one of the 4 system banks carries the
responsibility to redistribute the funds obtained by the bonds sold. The finance
of the system depends of the accurate performance in the system banks, which
must be properly controlled by the Farm Credit Administration and adequately
ensured by the FCS Insurance Corporation in order to avoid future financial

problems.

CoBank does not belong to the Equator principles initiative and does not accept
other current initiatives as the United Nations Environment Program (Ri0,1993).

For the directors of CoBank, the firm is a system bank in a rural financial
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structure, what means that the Board sees CoBank strictly as a firm dedicated
to agribusiness, energy and water companies and other rural issues. CoBank
as a rural cooperative bank should not be worried about money laundering

operations, terrorism finance or anything like that.

The Director Election Process followed by CoBank also helps to avoid any kind
of conflict of interest due to the way in what it is done and the participation on all
organizations with equal vote and having stronger part of the decision from

those who own higher level of shares.

9.1.3 Director Election Process and Compensation Sy  stem for Directors
(4.5, 4.6 and 4.7 on the G3.1)

The election of a director is made by organizations which hold voting stock in
the bank and have had an active loan in CoBank in the past two years.
However the candidates must be proposed by the nominating committee, which
consists in seven customer representatives elected by the Bank’s stockholders.
An especial requirement is that no member of the board or management can

serve in the Nominating Committee.

The tasks of this committee are basically to identify qualified candidates for
Board membership and to review director nominations, helping to ensure a
highly qualified and diverse Board. The Nominating Committee must
recommend at least two candidates for each position up for election. A nominee
cannot be associated with a party to an adversely classified loan in the FCS. A
nominee must have not reached age 70 and must meet all the requirements

established by Bank charters and federal regulations.

Once a nominee is elected by the stockholders and becomes a director in the
Board must face its responsibilities and follow the Standards of Conduct for
Directors issued by CoBank. Directors are compensated in cash at the rate of
$50,205 per year in quarterly payments according to the FCA regulations.
Compensation is for attendance at Board and Committees meetings and it is
reduced in $2,500 for unexcused absence at any regular Board meeting. FCA
regulations also allowed extra compensation for the Board chairman, Audit

Committee chairman and other directors in exceptional circumstances where
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extraordinary time and effort are involved. Furthermore than the established
compensation, Board members shall be reimbursement for travel, subsistence

and other expenses related for the meetings.

Directors of the bank are compensated in cash for service on the bank’s board.
An annual compensation amount is considered as a retainer for all services
performed by the director in an official capacity during the year except for
extraordinary services for which additional compensation may be paid.

Table 9.4. Directors’ activity and Compensation during 2011

N° of Days Served in

Name of Director N® of Meetings Official CoBank Total Compensation

Attended Activities Paid During 2011
Gene Batali 20 22 52,705
D. Sheldon Brown 20 14 56,705
Rita M. Brown 20 6 50,705
Everett Dobrinski 25 55 65,267
Randal J. Ethridge 20 21 52,705
William M. Farrow I 16 7 50,205
Mary E. Fritz 24 30 52,705
William H. Harris 20 15 50,205
Daniel T. Kelley 24 24 52,705
James A. Kindsay 24 19 52,705
Gary A. Miller 20 34 52,705
Robert D. Nattier 24 30 52,705
Barry M. Sabloff 20 15 65,267
D. Wayne Seaman 24 29 52,705
Richard W. Sitman 20 33 52,705
Kevin A. Still 20 17 50,205

Total 341 371 $ 862,404

Source: CoBank ACB, Financial Report 2011
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According to the compensation system of CoBank, in the Table 9.4, Everett
Dobrinski as the Board chairman and Barry M. Sabloff as the Audit Committee
chairman receives the highest compensation. It is clear that these two chairmen
carry a big responsibility in the company and this is the reason why they are
higher compensated than other directors. the board is paid according to number
of meetings assisted and also to the days dedicated to CoBank’s activity. The
Board members receive an annual retainer which is paid quarterly for
attendance at meetings and other official activities. Also Directors are also
reimbursed for reasonable expenses incurred. This System of compensation is
also spread around in the other Farm Credit Banks, this ensures that directors
are motivated for the company mission and vision and not only for the results,
this would happen if the compensation of the directors would depend on the
results, where the financial data could be redirected in order to have higher

revenue from their side.

In the other hand, any director missed a Board meeting during 2011. This
shows the implication of the Board members in their mission and the feeling of
responsibility they have with the customers of CoBank. Moreover many of them
perceived an extra compensation because of their assistance to different official
CoBank activities contributing to consolidate the firm and the customers’

confidence.

Apparently the nominating system to decide the members of the Board in
CoBank leads the company to the transparency and avoids influences and
pressures on the board men. The fact that every single nominee to be part of
the Boar needs to have no relationship with a FCS institution ensures that a
Director will not intervene in the control activity provided by the FCA and helps
the transparency in the operations. Even a corporation with a high number of
participation in the stock cannot impose its own directors, because the filter for

potential directors is the Nominating Committee.
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9.1.4 Internally Developed Statements for CSR (4.8 on the G3.1)

This point refers to the internally developed statements and internationally
agreed statements for mission or values, codes of conduct, and principles
relevant to economic, environmental, and social performance and the status of

their implementation.

Table 9.5. Codes of Conducts and Annual reports on FCS Banks

X

Source: Self creation from FCS Banks information

As discussed before CoBank is the only FCS Bank which has a special code of
Ethics for the directors besides of the general one for employees and executive
management. The Directors Standards of Conducts is reinforcement in terms of

responsible direction of the Company.

The Code of Ethics of CoBank applies the President and Executive Officers,
and all other senior financial professionals. CoBank’s directors run the company
in concordance with the Standards of Conduct of Directors, which is in
concordance with CoBank’s Code of Ethics. This Code of Ethics focuses more
the activities of executive officers and normal officers. The main points of this

conduct guideline are:

- Employees must act with professional ethic. All directors, officers and
employees are required to act with adequate conduct business according
to CoBank’s code of ethics. CoBank promotes honest, transparency and
ethical conduct.

- CoBank employees must accept continue education. The firm offers

tuition assistance on an individual basis to full-time or part time through
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leadership and management development program for managers and
supervisors.

- All employees are required to follow the company’s rules and take
decisions according company’s culture.

- Take all reasonable measures to protect the confidentiality of non-public
information about CoBank, unless are required by a regulatory process.

- Employees, officers and managers are required to work in full capacity
and exercise their responsibilities in CoBank.

- Professional behavior in their job. During the journey employees are not
allowed to consume alcoholic drinks and any other psychotropic
substance.

- Employees must keep an impartial position in their job, do not showing
anyone their politic or religion ideas. Customers can be easily influenced
by this.

The code of ethics for employees and executive officers is a common practice
in finance. Most of these codes refer to transparency, ethical behavior and
independency as the most important values in an employee. All institutions in
the financial sector issue their own code of ethics, and the Farm Credit Banks
are not an exception. Once review the Code of Ethics for CoBank, the firm
should think about developing an extra dossier to explain determinate situations
as it is common the new generations of code of conduct, instead of just
generalize rules and requirement which are not applied to work situations.

All Banks from of the Farm Credit System issues its respective Financial Annual
Report and all of them are reported based on accounting principles generally
accepted in the United States of America (GAAP) and all of them are also audit
by an independent Audit, all of them cooperate with PricewaterhouseCoopers
(PwC). Also these reports are examined by the Farm Credit System institutions
to ensure their compliance with the Farm Credit Act of 1971, FCA regulations,

and safe and sound banking practices

CoBank is the only bank of the FCS who issues a separate Corporate Social
Responsibility annual report while the others include these information on their

financial statement, place it as additional information on their website or
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basically they do not report it. The 2013 has been the first year when CoBank
has issued a separated report for the CSR, what makes its position to develop

rural America even stronger.

On the report CoBank states detailed information about their “Growing Rural
America” corporate social responsibility initiative. According to its mission and
vision CoBank bases its report on six core initiatives on the territories covered
by the bank:

-Support for agriculture and local food systems
- Corporate giving and philanthropy

- Cooperative advocacy and industry support

- Research and higher education

- Rural community development

- Environmental sustainability

However, the CSR Annual Report of CoBank does not follow any international
guideline and it is not audited by any initiative. As stated on CoBank 2013
Annual Report, the company does not belong to any corporate responsibility
initiative. From our point of view the enrollment of CoBank in the Global Report
Initiative would help the company to reports its CSR in a standardized way and
also will make a step forward on its reputation. The company has all information
and accomplishes with all necessary requirements to report its CSR policies
and initiatives according to the G3.1 or to the new G4 as a new organization

enrolled on the GRI.

9.2. PRODUCT AND SERVICE IMPACT DISCLOSURE

The following point provide a concise disclosure on the Management Approach
items with reference to the Products and Service Impact Aspects. Policies with
specific environmental and social components applied to business lines.
Procedures for assessing and screening environmental and social risks in

business lines. All the information gathered in this point is the complementary
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information required on the guideline and it is structured by the Financial

Services Sector Supplement.

9.2.1 Product Portfolio Disclosure on Management Approach (FS1, FS2,
FS3, FS4 AND FS5)

Credit risk exists in lending, leasing, investing and derivatives activities. Credit
risk in these activities arises from changes in a borrower’s or counterparty’s
ability or willingness to repay funds borrowed or to meet agreed-upon

obligations.

CoBank manages credit risk through a well-defined, Board-approved loan
portfolio strategy, a structured and centralized credit approval process, a
disciplined risk management process, and a sound credit administration
program. The bank has established a comprehensive credit guidelines and
procedures to ensure consistency and integrity of information related to the
credit risk in the loan, lease, investment and derivatives portfolios.

Various groups and committees within CoBank, including the Board of directors,
have a role in managing credit risk, as described below. The Board of Directors
establishes overall lending, investment, derivatives and reserve policies. It also
approves the portfolio strategy and reviews loan volume, loan quality trends,

troubled loans, and the credit quality for investment and derivatives portfolios.

The CoBank Loan Committee (CLC), which is appointed by the CEO, and
includes the President, Chief Banking Officer, Chief Credit Officer and senior
management of the Credit Group and the lending groups, holds ultimate credit
authority as authorized by Board policy. The CLC also approves certain limits
for investment obligors and derivative counterparties. It acts on individual credit
actions or administrative matters and approves exceptions to exposure limits if

conditions warrant.

The most critical element in managing and controlling risk in the extension of
credit is the initial decision to make a loan and the resulting structure and terms

of the relationship with the borrower.
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CoBank places significant emphasis on the evaluation and understanding of a
borrower’'s business and management in the initial credit analysis and the
approval process. The bank emphasizes cash flow and repayment capacity as
primary sources for repayment of loans, including cash generated from the sale

of commaodities as it relates to seasonal lending.

Collateral is normally considered a secondary source of repayment. In
circumstances where the credit decision places substantial reliance on collateral
to repay the loans, independent appraisals may be used to assist in the
collateral valuation. Such appraisals are conducted in accordance with FCA

regulations and professional appraisal standards.

Management assigns a risk rating to each borrower based on a rating system
which uses a 14-point scale of 1 as highest quality to 14 as lowest quality. The
rating is primarily determined by the financial characteristics of the borrower
and reflects the probability of default driven by several factors, including
business risk, industry risk, management capability and financial condition. After

rating the different operations, those are classifies in 5 different groups:

- Acceptable . The assets are expected to be fully collectible and represent
the highest quality.

- Other Assets Especially Mentioned (OAEM). The assets are currently
collectible but exhibit some potential weakness.

- Substandard. The assets exhibit some serious weakness in repayment
capacity, equity, and/or collateral pledged on the loan.

- Doubtful. Assets exhibit similar weaknesses to substandard assets.
However, doubtful assets have additional weaknesses in existing facts,
conditions and values that make collection in full highly questionable.

- Loss. The assets are considered uncollectible.

The risk evaluations are conducted in accordance with FCA regulations and
professional appraisal standards. So the different FCS Banks evaluate their
loan risk in the same way in order to continue with the commitment of Farm

Credit System of development of the rural America.
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Table 9.6. Percentage of Total Loans credit quality on FCS Banks in 2013

96.77% 89% 99.7% 97.9%
1.76% 6.89% 0.1% 0.3%
1.47% 4.11% 0.2% 1.8%

Source: Self creation from FCS Banks annual report information

The credit quality for CoBank is considered strong and higher than the average
of the rest of the FCS Banks. Only AgriBank shows lower level of adverse
loans, which includes Substandard loans, Doubtful loans and Loss. The strong
position of CoBank in terms of the quality of loans, together with the results of
the other FCS Banks shows the general strength rural industries sector in

America.

To reinforce the CoBank position in front of its customers, it is important to
underline that CoBank has been named to Global Finance magazine’s list of
the world’s safest banks for a third consecutive year.

Global Finance, which covers the financial services industry, publishes the
“World’s 50 Safest Banks” list annually. Banks are ranked using a methodology
that includes total assets and an evaluation of long-term ratings from major
rating agencies. CoBank was first named to the list in 2011 (Global Finance,
2013).

9.2.2 Product and Service Impact Performance Indica tors (FS6, FS7, FS8
AND FS9)

This specific point refers to the percentage of the portfolio of CoBank for
business lines by specific region, size and by sector. In the CoBank case each
of its divisions is affected by different risks and situations which can affect the

activity of bank and also its products in different ways.
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Table 9.7. Total Loans by Portfolio CoBank

At Year End 2013 2012 2011
5 IN MILLIOMNS)

Agribusiness S 21,182 521,304 5 18,860
Strategic Relationships 37,897 36,707 15,236
Rural Infrastructure 14,524 13,870 12,180
Total Loans 73,603 71,980 46, 285

Source: CoBank 2013 Annual Financial Report

As it was already commented before, the Agribusiness portfolio was the most
important in CoBank 2 years ago before the merge with the U.S.AgBank. From
this moment the importance of the Strategic Relationships portfolio has

increased due to integration of the U.S. AgBank customers' folder.

9.2.2.1. Performance Indicators on Agribusiness

The Agribusiness portfolio serves cooperatives and other customers involved in
a wide variety of industries, including grain handling and marketing, farm
supply, food processing, dairy, livestock, fruits, vegetables, cotton, biofuels and
forest products.

The relationship of demand for and supply of U.S. agricultural products in a
global marketplace can significantly impact the volume, earnings and loan
quality of CoBank’s Agribusiness portfolio. Changes in the prices and supplies
of agricultural commodities can impact also the profitability and loan quality of
the agribusiness customers. Many other factors can influence the product

quality of the loans and credit products on this division:

- Volatility in prices and supplies of agricultural commodities result from,
among other factors, seasonal and cyclical weather conditions

- Global production levels changes and changing export markets. Market
prices for food products also have a significant effect on a number of
customers within our Agribusiness portfolio.

- Major international events, including military conflicts; terrorism; political,

geopolitical, currency and global economic disruptions.
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As an examples of the political events that can suppose a change on this
division is The Agricultural Act of 2014, which established the U.S.
government’s agricultural, rural development and nutrition policy for the next
five years, was signed into law in February 2014 and eliminated direct
payments while expanding certain forms of crop insurance. The elimination of
these aids can suppose that certain loans which were considered sure about
their repayment change on future their condition to adverse.

On the study of the Financial Education and Advocacy Initiative from 2012, the
organization shows that Nearly 83 percent of FCS loans in 2012 went to large
borrowers. The remaining 17 percent went to small farmers. The organization
considered as “small farmer” those who has annual sales of $250,000 or less
according to the regulations of the Farm Credit Administration. According to the
FCA, the system’s mission focus on farmers and ranchers, beginning and
young farmers, however today FCS serves larger, wealthier and older farmers

and ranchers.

Figure 9.2. Percentage of Loans to Farmers on the FCS

Loans to Loans to
Small Farmers Large Farmers

Source: Financial Education and Advocacy Initiative, 2012

Com a critica al FCS i per conseguencia als bancs del sistema, la missié del
sistema es treballar per als joves que comencen i els petits agricultors. Els critic
segueixen amb el volum dels clients, que en la majoria dels casos son els

grans clients que no hauran de fer front als interesos d’'un banc comercial per
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aconseguir créedit i que s'aprofiten de les condicions de credit proporcionades

per CoBank.
9.2.2.2. Performance Indicators on Strategic Relati  onships

In addition to providing loans to retail customers and cooperatives in all 50
states, CoBank serves as a funding bank for 27 affiliated Farm Credit
associations across the country. Those associations provide loans and financial
services to approximately 70,000 farmers, ranchers and other rural borrowers in
23 states. They serve diverse industries, from fruits, nuts and vegetables to
grains and other row crops to dairy, beef, poultry and forest products.

CoBank provides these association customers with wholesale financing as well
as other value-added products and services. The risk factors previously
discussed in the above section can also affect loan quality at Associations.
However, the impact of such factors on farmers and other producers served by
Associations may not be the same as the impact on cooperatives and other

customers served by our Agribusiness operating segment.

9.2.2.3. Performance Indicators on Rural Infrastruc  ture

CoBank’s Rural Infrastructure operating segment includes the following banking
divisions:
- Electric Distribution and Water Services

- Power, Energy and Utilities

- Communications

Some examples of these industries can be the electric generation, transmission
and distribution cooperatives, water and wastewater companies or cable and

wireless communications services providers.

The significant factors affecting credit conditions in rural infrastructure sector

can be:

- Weakness in the general economy, and the rural economy in particular,
can reduce industrial and residential demand for services and negatively

affect customers in our Rural Infrastructure portfolio.
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- Fluctuating weather conditions, energy efficiency initiatives and
protracted low levels of electricity demand can adversely affect our
customers in the energy industry.

- Further, constraints on carbon emissions and other environmental

standards could adversely impact energy customers.

The communications industry is affected by significant competition. Regulatory,
legislative and technological changes may impact the future competitive
position and markets for the communications industry. An example of the
variation is the water industry, which faces high capital expenditure
requirements due to environmental regulation and then the residential water
usage is declining due to conservation measures and increased use of water

efficient appliances.

The analysis of the Rural Infrastructure portfolio shows that today the Farm
Credit Institutions are venturing far from the farm and providing financing for
other non-agricultural purposes. CoBank, the largest FCS institution, recently
made a $725 million loan to Verizon to finance the purchase of a European cell
phone company. Other recent projects receiving tax-subsidized financing
include golf courses and luxury residential developments. FCS institutions often
lend to “faux farmers,” such as those buying land for recreational purposes like

fishing and hunting (Financial Education and Advocacy Initiative, 2012).

9.3 ECONOMIC PERFORMANCE INDICATORS ON THE MANAGEME NT
APPROACH (EC1, EC2, EC3 AND EC4 ON THE G3.1)

According to the GRI the economic dimension of sustainability concerns the
organization’s impacts on the economic conditions of its stakeholders and on
economic systems at local, national, and global levels. The Economic Indicators
included on the G3.1 are focus on illustrating flow of capital among the different
stakeholders and main economic impacts of the organization throughout

society.

The financial performance is fundamental to understand an organization and its

own sustainability. However, this information is already reported in CoBank’s
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Financial Report, so often this information is less reported and only includes the

organization’s contribution to the sustainability of a larger economic system.

The EC1 indicator refers to the direct economic value generated and
distributed, including revenues, operating costs, employee compensation,
donations and other community investments, retained earnings, and payments

to capital providers and governments.

Table 9.8. Consolidated Statements of CoBank, ACB on 2013

Consolidated Statements of Income

CoBank, ACB
{8 n Thousands)
Year Ended December 31, 2013 2012
Interest Income
Loams $ 1651246 4 1L038T
Inverstment Sacurties M4 321,730
Total interest Income 1963188 2,025,607
Interest Expense 760,765 w4
Bt bt InCome 1163433 1.238,170
Prowtsion lor Loan Losses . 70,000
Nt Ikt inoome Allir Provion for Losin Losses 116343 1,168,170
Noninterest Income/Expense
Nt Fee Income 118,70 116,801
Frepayment Inome 21 $I9
Losses on Early Exsinguishment of Dbt {96,839) {36, 118)
Loss on Tender Offer lor Subordinated Debt . {28,460
Tokal Other-Than-Temporary Imparment Losses (1852) {572)
Poron Recognized in Other Comgrehansive IncomelLoss (548) {16,028)
el Cithar- Than, Tednporary Impasmint Losses included in Eamings (2,500) {17,000}
Other, Net A7 0,310
Tetal Nonniereed lncome 132,085 "
Operating Expenses
Emgloyes Compensation 148024 145,009
Geneeal and Adminvsrative 250 n28
Information Technalogy 21020 na
Ireurancs Fund Fromium WM 18,340
Travel and Enteramment 16,019 15,767
Fam Credit System Related 1281 13279
Occupancy and Equipment 8330 9,012
Purchasid Senioes 9,303 1002
Total Operating E xpenses 280,04 23,003
Income Balore Income Taes 1015424 1,017,008
Prowsion for Income Taxs 158,960 163,601
Net Income 5 956455 8 8107

Source: CoBank Annual Report 2013
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According to the financial data published on CoBank’s 2013 Annual Report,
average loan and lease volume increased approximately 2 percent in 2013, to
$71.9 billion. The specialists of CoBank mention that the growth was driven by
higher levels of borrowing from affiliated Farm Credit associations and rural
electric cooperatives, which more than offset a significant decline in seasonal
lending to agribusiness co-ops. In this part the merge with U.S. AgBank has
supposed the re-launch on the Strategic Relationship segment.

Net interest income declined by 6 percent in 2013, to $1.2 billion. The decrease
was driven primarily by the low interest rate environment engineered by the
U.S. Federal Reserve, which impacted the bank’s returns on invested capital, its
balance sheet positioning and its portfolio of liquidity investment according to

the CoBank finance experts.

The provision for loans were reduced to nothing on 2013, this is due to
consolidated position of the rural America in front of the world's financial
situation. This fact represents the strong position of CoBank in front of its

customer and associates.

In terms of operating expenses the Employment compensation program
supposes the highest level, on this chapter we will analyze this program and
also the rest of Corporate Social Responsibility initiatives in terms of investment

and goals to be reached.

The indicator EC4 on the G3.1 refers to significant financial assistance received
from government, in this case CoBank does not receive any financial aid from
the government as none of the other FCS Banks receive anything. The only
advantage from CoBank’s side from the government is the fact of being a GSE
with all the advantages that it has for the FCS institutions who work together
with CoBank to develop the rural America. FCS institutions have an aid from the
US Government as they are exempt of the income tax on their operations

(Financial Education and Advocacy Initiative, 2013).
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9.4 ENVIRONMENTAL PERFORMANCE INDICATORS

The environmental dimension of sustainability concerns an organization’s
impacts on living and non-living natural systems, including ecosystems, land,
air, and water. Environmental Indicators cover performance related to inputs
material, energy or water and outputs like emissions, effluents or wastes. In
addition, they cover performance related to biodiversity, environmental
compliance, and other relevant information such as environmental expenditure
and the impacts of products and services. The operational responsibility for

Environmental Aspects is responsibility of the senior level management.

The G3.1 requires for this chapter numeric data referring to all aspects
mentioned above to quantify the impact of the company on the environment; as
CoBank does not offer this information in any of its reports, we will focus on the
policies of the bank in terms of environmental and also all project supported by

the bank which have real influence on the rural America environment.

9.4.1 Energy (EN5, EN6 and EN7)

CoBank customer-owners include hundreds of rural electric generation,
transmission and distribution cooperatives that deliver power to millions of
people in rural communities around the country. In this segment CoBank
provides financing to independent power producers that are developing and
building power facilities. The rural electric cooperative customers financed by
CoBank are owned by their members and dedicated to a long-term mission:
providing affordable, reliable power to people. At the same time, many of these
customers are investing in next generation renewable energy projects, and

helping to create a cleaner, more sustainable world.

CoBank’s energy portfolio includes more than $859 million in outstanding loans
for renewable projects. Many of these progressive organizations are making
forward looking investments in renewable energy generation systems, including

wind, solar, hydro, and geothermal and landfill gas.
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Figure 9.3. Outstanding loans for renewable energy projects in CoBank, ACB

ria Wind; $540 million

Hydro: $11 million

Biomass: $6.5 million

#8599 million in outstanding loans as of
December 31, 2013,

Solar: $6 million

Source: CoBank CSR Report 2013

The wind energy projects represent more than 50%o0f the renewables energy
projects portfolio, this is reasonable as the rural America has large extensions
of land where turbines can be easily placed in order to obtain green energy from
the wind.

As example of these projects, the 2013 has brought $81 million loan needed to
complete the Eva Creek project. The program was signed by the Golden Valley
Cooperative, but with CoBank as its financial partner. The project will bring
enough electricity to power more than 12,000 average homes according to Cory
Borgeson, interim president and chief executive officer in Golden Valley Electric
Association. Under his opinion, there is the opportunity to deliver clean, green

power, and perhaps more importantly, more affordable power (CoBank, 2013).

As another big loan on the rural energy portfolio, CoBank closed in 2009 a US
$43 million transaction with lowa Lakes Electric Cooperative to provide
permanent financing for a major wind energy project during 5 years. The bond
issuance arranged by CoBank financed 14 new wind turbines that, together,
generate more than 71 million kilowatt-hours of renewable energy annually. The

project includes two seven-turbine wind farms that provide power to adjoining
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ethanol plants. One site is adjacent to an ethanol plant near Superior, lowa, and
the other sits next to a plant near Lakota, lowa. The lowa Lakes community-
based wind farms are first-in-the-nation designs that utilize wind energy to serve

another renewable energy source (RenewableEnergyWorld, 2009).

During the 2014 CoBank signed an agreement to finance an important project
for solar energy with the lllinois Rural Electric Cooperative. At full capacity, the
500-kilowatt solar plant will provide enough electricity to power about 170
homes on the hottest day.

The solar field, which ultimately will consist of 2,200 solar panels, is able to
produce 840,000 kilowatt hours of energy per year. Including additional power
generated for the cooperative by wind turbines, more than 14 percent of the
energy lllinois Rural distributes will come from renewable sources.

The project will cost $1.8 million in total. A large portion of the costs were
covered by grants from the lllinois Department of Commerce and Economic
Opportunity and the U.S. Department of Agriculture. CoBank is providing
financing for just under a third of the project (CoBank, 2013).

9.4.2 Water (EN8 and EN9)

CoBank has also many projects in collaboration with customers in the business
of providing clean, safe drinking water to rural areas, and also others involved

on the process wastewater and deliver other services.
9.4.2.1 CoBank Streamlined Refinance Program

CoBank works with water and wastewater not-for-profit associations,
municipalities, and investor-owned utility companies to provide the funding
required meeting their needs. A large part of this country's water delivery
system dates back to the years shortly after World War Il when the federal
government was building out the nation's infrastructure. But during the past
couple of decades federal money for those systems has been reduced and
each year, according to the Environmental Protection Agency, the estimated
price tag for patching up the infrastructure rises. It's been estimated that more
than $335 billion would need to be spent over the next 20 years to upgrade the
U.S. water infrastructure (RenewableEnergyWorld, 2009).
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Due to the situation just explained above, CoBank's new Streamlined Refinance
Program gives U.S. rural water and wastewater providers an opportunity to
refinance their existing U.S. Department of Agriculture Rural Development loans

with maturities of approximately 20 years or less (CoBank, 2013).
The two options to redefine the debt on the Refinance Program are:

- To match the maturity and reduce the payment, the will be set at 5.3%

and the payments will have same level of maturity.

- To match the payment and shortening the term, in this case you reduce

the repayment maturity you can access to a lower rate, 5.0%.

9.4.2.2 Water Projects with Associates

At the end of 2013, CoBank loan money to 100 water and wastewater utilities in
the United States. CoBank provides assistance to water and wastewater
systems in unincorporated areas or systems in incorporated towns with fewer
than 20.000 people. Loans can be used for a variety of activities including new
construction improvements to an existing system, system acquisitions, water
rights purchases and others. The minimum loan size is $1 million and the term
will normally not exceed 20 years (Environmental Protection Agency U.S.,
2002).

9.5 LABOR PRACTICES AND DECENT WORK PERFORMANCE
INDICATORS

CoBank relies on well trained, experienced and pleased employees to achieve
higher goals. Under this idea CoBank established rules, issued a Code of
Ethics, offers benefit programs for its employees and use a compensation
system to motivate employees and keep them pleased. A good job from the
employees can reduce broadly the operational risk in a bank, this means that

right decisions from employees support the bank’ sustainability.
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9.5.1 Employment (LAl and LA2)

CoBank is an Equal Opportunity Employer which does not discriminate on the
basis of race, color, religion, sex, age, marital status, national origin, disability,
military veteran status, or any other status protected by federal, state or local
law. A little prove of this equal opportunity policy is that 57% of CoBank
employees are men and the 43% left are women. Other info regarding to
religion or age are not provided by the Bank. The position of CoBank as Equal
Opportunity Employer is an imposition from the Farm Credit System as being a
Government Sponsored Enterprise the due to subscribe this Act is mandatory,
as we can see on the following figure all banks and Farm Credit Administration
included subscribe this regulation.

Table 9.9. Different Employee Benefits on FC Banks and FC Administration

843 340

43%

Yes Yes Yes Yes Yes
22 days - - - 13-26
10 days - - - 13
10 days 10 days 10 days 10 days 10 days

Source: Self creation from FCS Banks annual report information and site information

The 843 employees of CoBank have the right of 22 days of paid vacation per
year, 10 Holidays per year and 10 sick day accruals per year. An employee can
use a sick day if someone in his family needs assistance. On this side there is a
small difference between the vacation policies on the Farm Credit
Administration where the vacations can vary depending of the ages of the
employee on the company, so an employee with a long career on the company

has access to larger period of vacation. The sick days per year are also in a
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normal level according to the Farm Credit Administration employees and the
holidays are based on the Federal Holidays approved by the U.S. Government.
CoBank staff is composed the management team and the office employees. All
the employees in CoBank are high qualified, with a deep knowledge of finance
activities and experience in the sector. The bank offers to these employees and
managers comprehensive, affordable and competitive benefit options, focused
on health and wellness, financial security and achieving a life-work balance and
other unique benefits for its workers.

Nowadays most of the companies in the financial sector are Equal Opportunity
employers. As CoBank, the other Farm Credit Banks are firms considered
Equal Opportunity Employers and do not discriminate anybody in their employ
policy. This statement about equal employee opportunities is very important in a
country as U.S, where the differences in race, religion, culture and ideology are
very important in all communities. A wrong management of this equal
opportunity policy could suppose a problem for the firm image and losses in
terms of customers.

Furthermore than the Equal Employee Position, CoBank offers a lot benefits to
its employees. The benefits provided to workers are wider than just the salary,
offering them possibilities to enjoy many health programs, sign for retirement
programs or just learning programs to improve their professional skills. All the
noninterest expenses related with employees plans and activities are

summarized in the Table 9.9.

Table 9.10. Expenses Related with Employees’ Comfort and Compensation ($ in Thousands)

$ 148.024 $ 145.999

$ 8330 $ 9.012

$ 16.019 $ 15,767

Source: CoBank’s Annual Report 2013
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Employee compensation expenses, which includes salaries, incentive
compensation and employee programs, increased million mainly because of the
higher incentives and more investment in employee programs. With a stable
number of employees of 853 the last 2 years, the increase in about 2 million in
employee compensation means a strong motivation for employees trying to
achieve economic incentives, but at the same time feel more comfortable in
their position with different health programs at their disposal for any problem.
However, while the travel and entertainment expenses kept a normal evolution
according to past years, occupancy and equipment expenses decreased. This
drop was due to certain strategic office reorganizations and relocations which
were finished as CoBank invested more than its average during the past years
in order to redesign some of its offices trying to make the work easier for its
employees and to offer easier accesses for its customers.

The investment in employee compensation programs is the 12,6% of the Net
interest income, what means that CoBank redirects an important part of its

income to fulfil the compensation and benefit programs for its employees.

9.5.2 Incentive Plans for employees (LA3)

This point of the G3.1 guideline refers to benefits provided to full-time

employees that are not provided to temporary or part-time employees.

In terms of motivation incentive plans are an important tool to achieve a high
motivation level in employees. CoBank has a broad incentive compensation
plan covering all employees, awarding those at the end of the year if they
achieve the company’s goals. The criteria used to determinate the amounts
payable is approved annually by the Compensation Committee of the Board of
Directors. Compensations include the achievement of specified financial
measures and strategic business objectives, but individual performance is

considered as well.

CoBank has two different incentive strategies for its employees. The first one
refers to all employees from the lowest officers to the highest director. This is
considered as a short-time incentive plan. However focused in all senior officers

and determinate senior managers, CoBank has another incentive plan for the
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long term targets and awards those who clearly have the ability to drive the

success of strategies to long term value creation.

9.5.2.1 Annual Short Term Incentive Plan

The short term incentive plan in CoBank gives a possibility to all employees to
increase their earnings in the company if their performance and the firm
performance are great. Each employee has a determinate percentage of
possible increase according to position and responsibilities. The Annual Short
Term Incentive Targets are set up for all employees and in 2013 the range of
incentives was between 65% of the salary for the President and CEO to 25% of
the salary for the lowest employee. These Annual incentive Targets depend of
the performance obtained in the Corporate Performance Factor and in the

Individual Performance Factor.

The 2013 Short Term Incentive award for employees is determinate as
illustrated on the Figure 9.4:

Figure 9.4. Short-Term Incentive Award Calculation

Salary * Short Term Incentive Target *Corporate

Performance Factor

+

Salary * Individual Performance Factor

Source: Own creation based on CoBank Annual Report 2013.

To evaluate the Corporate Performance Factor and targets achieved during a
year CoBank utilizes a balanced scorecard. This scorecard establishes certain
key performance indicators or factors which are specified in the Table 9.10.
Each scorecard indicator is weighted separately and compared to the target
established at the beginning of the year by the Board of Directors. In case the

factor meets the goal expected at the beginning of the year, the result is a 100%
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performance in this factor. In case it was lower, it would be a lower percentage;

but it can be higher than 100% as well.

Table 9.11. Short-Term Corporate Performance Scorecard in 2013

30%
20%
20%
15%
15%

Source: Own creation based on CoBank’s Annual Report 2013

This final performance result is essential to determinate incentives received by
employees, but it is not the only one and the Individual performance factor
counts as well. At the beginning of each year all CoBank’s employees establish
individual goals they seek to achieve that year in support to the business.
Directors are responsible to review the goals of employees and senior directors
who have lower level of responsibilities. The Individual Performance Factor has
ranges from 0% to 100% using the same system than the Corporate

Performance Factor.

In other FCS Bank as it is AgriBank, the incentive strategy in the short term is
based in the same system than CoBank, but there are some differences in the
criteria to obtain the Corporate Performance Factor. In AgriBank furthermore
than the factors utilized in CoBank, they evaluate employee measures of
employee learning, engagement and satisfaction; and customer measures of

customer satisfaction.

Including a measure of employee learning and customers’ satisfaction in the
incentive corporate scorecard, AgriBank sets up that the customer treatment
from the officers and the treatment among the employees in the company must
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be kind, polite and helpful. Awarding people for good behavior with customers
and lower employees is a good way to enhance the brand reputation and to
obtain the loyalty from customers. Not everything in the scorecard must refer to
financial data, because customer satisfaction and adequate working
environment offer a company the possibility to achieve higher goals and
benefits. CoBank’s scorecard shows employees that apparently the economic
indicators are the only important point in the company.

9.5.2.2 Annual Long Term Incentive Plan

The purpose of the long term initiative plan is to promote the creation of
shareholder value and to enhance the sustainability of CoBank to serve its
customers. This long term incentive plan focuses on those senior officers and
managers with the ability to drive successfully critical strategies in the long term
in order to obtain shareholder value. CoBank tries to keep satisfied those who
are the responsible to run the bank and imply long term strategies.

Oppositely to the Short Term Incentive Target, in the Long Term the individual
performance has not importance and this one is based just on key financial
metrics and strategic business objectives established at the beginning of three
years periods by the Board of Directors. The 2012 long-term initiative award is

determined as:

Figure 9.5. Long-Term Incentive Award Calculation

Salary * Long Term Incentive Target *Corporate

Source: CoBank Annual Report 2013

The procedure to obtain the Corporate Performance Factor is the same than in
the Short Term Incentive Plan, but using a different scorecard which distributes
the weights as in the Table 9.11.
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Table 9.12. Long-Term Corporate Performance Scorecard

Performance Measure Weight

Net Income 20%
Permanent Capital Ratio 20%
Return on Common Equity 20%
Strategic Business Objectives 20%
Asset Quality 10%
Fee Income 10%

Source: Own creation based on CoBank’s Annual Report 2013

The main difference between the Long Term and the Short Term Corporate
Performance Scorecard lays on the net income weight. This factor decreases in
importance and appears the permanent capital ratio as a new factor. The
change walks accordingly to other CoBank’s policies where the firm prefers to
keep high liquidity and financial stability instead of higher risk. The long-term
incentive plan awards senior directors and executive managers for keeping the
firm in a sustainable situation, because awarding for higher net income would
imply that directors and managers use risky practices and risky products.
Summarizing the Board of Directors prefers a healthy situation with higher

permanent capital, than higher returns which imply higher risks.

For employees with high responsibilities, as senior executive officers, both
incentive plans (Short and Long Term) represent almost three parts of their
salary, because CoBank’s intention through these incentive plans is to keep
paying high salaries to its managers, but at the same time ensures a great

performance by them.

The table 9.12 summarizes the compensation obtained by the senior officers
and the CEO during the last three years. The numeric data represented in the
table shows clearly that senior officers’ compensation comes mostly from

incentive plans.
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The weight of these incentives in CoBank’s President and CEO is even higher
than in the senior executives perceiving as incentives the eighty percent of his
compensation. The President and CEO carries more responsibilities than any
other director in the company, this implies higher incentive targets what at the
same time means that if the company has a successful year his incentives are

much higher.

Table 9.13. Compensation Table for the Senior Officers and CEO in 2013

Annual
Short-Term Long-Term
Incentive Incentive

Name of Individual or Number in Groupm Year  Salary Compensation{a} Compensationm
CEO:

Robert B. Engel 2013 % 859 § 1,435 § 1,843

Robert B. Engel 2012 775 1,256 1,596

Robert B. Engel 2011 662 1676 1,301
Aggregate Number of Senior Officers (excluding the CEQ):

9 2013 $ 2,828 $ 3123 § 2,012

9 2012 2,821 2,867 1,855

1 2011 2,078 3,208 1,428

Source: CoBank’s Annual Report 2013

The incentive strategy seems a good way to maintain the balance between
profitability for the company and high salaries for executive directors and
employees. Through this incentive policy the firm ensures that when the results
are great officers and employees perceive great compensation, but in case the
year does not run as it was expected they perceive lower compensations. At the
same time it is not an abusive practice, because all employees perceive at least
their wages and the incentive plans are just a way to increase earnings.
Executive Officers have double incentive plan, what allow them to increase their
salaries in higher percentages than normal employees who just enjoy the Short

Term Incentive Plan.
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9.5.2.3 Employees Pensions

CoBank two different pension plans, differentiating between senior officers and
higher employees as senior managers and executive senior officers. Both plans
have the special requirement that do not allow participating in the pension plans

employees with less than 2 year as CoBank employees.

- The Executive Retirement Plan (ERP) is a noncontributory pension plan
and covers employees hired prior January, 2007.
- The Supplemental Executive Retirement Plan (SERP) is a
noncontributory plan as well and covers a limited number of executive
and senior managers hired before than January, 2007.
Pension expense in CoBank is determined by actuarial valuations based on
assumptions which are evaluated annually. The most significant are the long
term expected rate of returns on the plans’ assets and the discount rate used to

determine the present value of pension obligations.

Table 9.14. Assumptions to determine pensions

7.25% 7.25%

4.05% 4.80%

Source: Own creation based on CoBank’s Annual Report 2013

The rate of return on the plans’ assets does not change between 2012 and
2013 because it is a long term assessments of return expectations and do not
anticipate changing these assumptions annually unless there are significant
changes in economic conditions which can affect the returns over the long term.
To determinate the value of assets needed to establish the return of assets,
CoBank uses the value of assets and investments losses and gains over last
five years.

The discount rate in was calculated using a spot yield curve method developed

by an independent actuary, which is based on the economic conditions, bank’s
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liabilities durations and cash flows. Due to the turmoil in the financial markets
and the current credit environment the rate probably will increase next years,
this would suppose a decrease in the pension expenses.

A special characteristic in this pension system is that the amount dedicated to
employee pension plans depends on the annual net interest income. CoBank
dedicates more or less money depending of the net income at the end of the
year. Then once the results are clear the process just use the rate of return on
plan’s assets to obtain the exact amount sent to pension plans. This seems to
be a big difference between other companies and links the employee benefit

and future economic situation to the good functionality of CoBank.

Besides the SERP and the ERP CoBank has an employee savings plan which
gives certain percentage of employees a possibility to make additional
contributions to their pension plan. Employees matching the pension plan
requirements, two years as CoBank employee, can receive a fixed percentage
of their wages in their retirement account. The employee saving plan
contributions recorded $3.4 million in 2008, $2.3 million in 2007and $2.1 million
in 2007. Apparently the recession in the economy led employees to increase
their contribution in the saving plans. Facing the insecurity of capitals in the
American financial system many employees decided on this time to rely on their
own bank and safe their wages for the future, in case the situation turns worst.
The growth in the saving plan feeds with the crisis and the uncertain economic
situation consolidates CoBank’s position in the market. In front of a complicated
situation, CoBank’s employees decided to deposit their money in their own
bank, because they know CoBank is a reliable institution with very strong

liquidity and credit risk policies.

9.5.2.4 Occupational Health and Safety (L6, L7, L8 and L9)

CoBank offers many different programs for its employees which are an integral
part of CoBank’s total compensation package. The firm offers comprehensive,
affordable and competitive benefit options that are focused on health and
wellness, financial security and achieving a work-life balance. Some of these

initiatives are:
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- Health benefits: CoBank thinks that an employee who feels sure about
his personal and health situation is more productivity, creativity and
focused in the workplace. CoBank provides employees access to a
competitive, flexible benefit package focusing on health. Most important
options include medical insurance, health savings accounts, dental and

vision care and insurance

- Work-Life Balance: CoBank benefit programs and services offer eligible
employees a possibility to participate in journeys about balancing the
responsibilities of their personal lives and work. They also promote an

atmosphere of shared responsibility for balancing work and life concerns.

- Employee Assistance Program: CoBank sponsors this confidential
service that provides professional assessment, referral and access to
counseling services to help you and your eligible dependents with family
or relationship concerns, drug or alcohol abuse, and stress, depression,
or other problems that can affect your work/life balance.

- Other benefit programs: CoBank offers free covered parking for its
employees in all center locations and in some offices private room is
available for nursing mothers. These measures enhance wok quality of
employees who do not need to pay attention to daily situations as a

parking search or babysitting.

- CoBank provides relocation assistance to eligible new hires. The level of

assistance varies by position and relocation needs.
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Table 9.15. Different Employee Benefits on FC Banks and FC Administration

X X X X
X X X X
X X X X
X X X X
X X X
X X X
X X
X
X X X
X X
X X X X

Source: Self creation from FCS Banks annual report information and site information

The American System, based on capitalist theories, offers companies a
possibility to develop their companies without a high taxation. One important
point in this system is that the country does not have a public health care
system; this is why the government does not force companies or employees to
contribute with high taxation. In America each one is responsible about its
health care insurance having the opportunity to choose between spending
money in it or not. The fact that in U.S. there is no public health care system
causes that most of companies offer to employees different health programs as
extra compensation for their salary. At the same time health services as
psychology counsels for drug or alcohol addictions, depressions or other
problems are offered by companies too in order to avoid worries to their
employees.

AgriBank, the FCB of Texas and AgFirst offer to its employees mainly the same
benefit programs than CoBank in terms of health care, retirement programs or
assistance programs. However, the other system banks go further trying to
ensure prosperity to employees’ families by offering life insurances to its
employees in case anything happen to them. With these life insurances and its
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employee programs tries to ensure the employees family future in case
anything happen to them.

Also as additional benefits not offered by CoBank we can find the exercise
program which can be a great contribution on the employees’ health and avoids

extra expenses in terms of health due to the improvement through the exercise.

9.5.3 Training and Education (L10, L11, and L12)
This part of the guideline refers to the different programs for skills management

and development of new future managers in the organization.

For those employees and management that are already involved in the
company, CoBank offers Learning Programs. These programs cover technical
skills, business management and ongoing credit training. Programs are offered
at Denver headquarters office through qualified educational partners. The
Company established the training system to support research and instruction in
fields of direct interest to our customers, including commodities and agricultural
economics.

CoBank has also a great number of opportunities for college students and
recent college graduates, including an innovative Credit Advancement Program,
internships and scholarships. All these new training programs have been
recently developed with the goal to develop rural America and also train new

qualified employees for the Farm Credit System.
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Table 9.16. Different Training and Education Policies on the FCS Banks

Source: Self creation from FCS Banks annual report information and site information

The recent investment in 31 Universities in the rural America reinforces the
strong position of CoBank in front of the development of these communities.
CoBank offers many different possibilities in terms of formation for the Young
people and at the same time offer them different training programs or
scholarships to start their career in CoBank and acquire a background on
finance and agribusiness. According to the Table 9.15, CoBank is the leader on
the Farm Credit System Banks in terms of training and educational programs for
young people and recently graduates without experience; however the FCB of
Texas offers to its employees a very valuable Degree/Licensee/Certification
programs which allows employees to enrich their skills, knowledge and
expertise is essential not only for the success of the bank and the retention of
key employees, but for the realization of employees’ personal growth and

achievement.

This program is directed to employees at all levels and includes formal
orientation of new hires, a continuing education and degree program and a
licensing and certification program. The degree program reimbursement is open
to full time employees who have been with the bank at least six months. This
program covers tuition, lab fees, books and registration fees if the employee
receives a grade of C or better in undergraduate courses and B or better in
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graduate level courses and expenses are in excess of those reimbursable by a
scholarship or other sources. Tuition reimbursement will not normally exceed
the cost per semester hour charged at state-supported universities. Expenses
incurred above the state-supported university baseline are the responsibility of
the employee. With this program the FCB of Texas reinforce the position of their
key positions in the Company, instead of looking for a qualified person outside
of the bank, they prefer to enhance the skill of one of their employees to cover a

required position.

9.5.3.1 Credit Advancement Program

CoBank’s Credit Advancement Program is designed for recent college
graduates and was created to grow the next generation of CoBank credit
professionals. Those accepted into this two-year program rotate through various
bank departments and take a series of structured classes. The pay-off is a

career path in credit analysis, credit management or as a relationship manager.

The Company looks for a determinate profile, a highly motivated graduate with
a degree business, economics, finance, accounting or economics with

agricultural emphasis.

9.5.3.2 Summer Internships

CoBank interns learn real life business skills and tackle projects that have a
meaningful impact on the bank’s operations. These are paid positions for
undergraduate and graduate students who are working toward degrees in
finance, accounting, agribusiness, economics, agricultural economics, human
resources and marketing. The internships are located in Denver, headquarters’

offer, as well as in other banking centers across the country.

9.5.3.3 Scholarships

CoBank has relationships with 13 universities for our scholarship program, each

with a strong commitment to agribusiness, cooperative education and research.
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Nominees must be in their sophomore year or later, and the selection criteria
established by the bank together with the university is based on academic

excellence. The universities include:

- California Polytechnic State University
- Colorado State University - Fort Collins
- Cornell University

- Kansas State University

- Metropolitan State College of Denver
- Purdue University

- Texas A&M University

- Texas Tech University

- University of California-Davis

- University of Colorado, Boulder

- University of Minnesota

- University of Missouri

- University of Nebraska

9.5.3.4 Financial support for Universities

Beyond these core initiatives, CoBank also makes major one time grants to
universities and research institutions in support of programs that benefit rural
America. In 2013 the bank began distributing over $5 million as part of a
multiyear gift to 31 universities around the country focused on research and
education. The money is being used to support a broad range of programs in
the agribusiness land, including academic research, scholarships for students,
cooperative education and leadership development. Recipient institutions were
selected based on a wide range of criteria, including the nature and extent of
their agricultural programs as well as existing relationships with CoBank, its

customers and Farm Credit association partners across the country.

9.6 SOCIAL PERFORMANCE INDICATORS

Society Performance Indicators into the G3.1 focus attention on the impacts

organizations have on the communities in which they operate, and disclosing
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how the risks that may arise from interactions with other social institutions are

managed and mediated.

9.6.1 Community (S01, F13 and F14)
9.6.1.1 Support for Agricultural and Local food in Rural America

Beyond traditional financial services, CoBank supports agriculture in other ways
as well. Through the corporate social responsibility initiative, the bank makes
significant investments in the development of local food systems, urban
agriculture, cooperative development and in young, beginning and small
farming programs. Examples of agricultural programs receiving significant
support from CoBank which have been reported in the bank annual CSR report
in 2013 are:

- Future Farmers of America (FFA).Through an array of leadership
initiatives, FFA is helping to develop the next generation of agricultural
leaders. CoBank assists FFA through its participation in the Farm Credit
System’s national giving program, which invests approximately $2 million
per year with related charities, programs and industry associations.

- Co-op Start. It is a program founded by CoBank that helps emerging and
existing small agricultural cooperatives through innovative financing,
business mentorship and training. The program is made possible by
partnering with cooperative development centers throughout the country.

- JumpsStart. This is a program started by Northwest Farm Credit Services
in 2013 to provide start-up capital to Young, Beginning and Small
producers and small co-ops. CoBank will partner in this program by
purchasing a percentage of all loans.

- Homegrown By Heroes. Developed by the Kentucky Department of
agriculture, the program provides certification to farmer veterans and
enables them to obtain a market premium for their products. CoBank,
along with other Farm Credit institutions, is sponsoring a national rollout
of the program in conjunction with the Farmer Veteran Coalition through

a $250,000 contribution that will be paid over two years.
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- Our Harvest Cooperative. It is a newly formed worker-owned co-op
based in Cincinnati, Ohio. CoBank, in partnership with Farm Credit Mid-
America, made two term loans to the co-op in 2013. Our Harvest, which
offers training opportunities for new farmers, is working to develop a food
hub that will provide aggregation, distribution and other services for local
growers, while also serving as a centralized source of local produce for
restaurants and other buyers.

- D.C. Central Kitchen. Provides healthy food for underprivileged people in
the Washington, D.C., area and job training in the food services industry.
CoBank sponsors a program that enables DCCK to source more fresh
produce from area farms.

- Green City Growers Cooperative. It is a worker-owned cooperative in
Cleveland, Ohio, that was formed to help create inner city jobs while
providing locally grown, fresh produce to area grocery stores and
produce wholesalers.

These initiatives seem small in comparison to the $59 billion agribusiness loan
portfolio. But the impact they have in local communities is large and promotes
the development of agriculture and local foods, which is considered a central

part of our broader mission in rural America.

9.6.1.2 Charities Support around Rural America

CoBank collaborates and participates on the communities where their
customers and associates live and work. In 2013, CoBank made a total of $6.3
million in charitable contributions, along with another $1 million in commitments
for future years. Corporate giving at CoBank takes many forms, including:

- Sharing Success program. In 2013, CoBank again established a $3
million fund to match charitable contributions by its cooperative
customers. More than 640 cooperatives across the county took part. For
the second year in a row, the bank allocated $3 million to match
contributions by its cooperative customers to nonprofit organizations.
CoBank began the program in 2012 to coincide with the United Nations’
“International Year of Cooperatives.” The program was so successful, so

it was renewed for 2013.
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- Rural disaster relief. In conjunction with many Farm Credit association
partners, CoBank contributed to disaster relief efforts across the country,
including help for victims of wild disasters. As an example, CoBank was
committed to being part of the relief effort facing the Oklahoma tornado
and the bank created a special fund to match contributions by its
customers to nonprofit organizations involved in the humanitarian
response. Overall, more than $300,000 was raised to assist victims and
support the cleanup effort.

- Support for United Way. CoBank has a long-standing workplace giving
program that enables its employees to designate a portion of each
paycheck for the United Way, which provides funding to a wide variety of
member agencies around the country. CoBank also supports United Way
with corporate contributions; it has committed more than $3 million to
United Way over the past five years.

- Board and associate directed giving programs. Every year, each member
of the CoBank board of directors is able to direct a $10,000 contribution
from the bank to nonprofit organizations he or she selects. The board
includes farmers, ranchers, cooperative executives and others from
across the country, so it's a great way for the bank to identify and support
high-quality organizations doing good work in a wide array of rural
communities. CoBank through its board- and associate-directed
programs totaled more than $520,000 in 2013 to 420 different
organizations.

- Volunteer Service Award program. Each year, CoBank honors
employees who contribute their own time and money to charitable
organizations through its Volunteer Service Award program. Winners of
the award are announced in December and are able to direct a $5,000

contribution from the bank to charities they support.

9.6.2 Corruption (S02, S03 and S04)

The Code of Ethics of CoBank and also the Code of Ethics for directors
previously explained and discussed are mandatory in CoBank to accomplish

with the aim to avoid Corruption. It is interpreted here to include such corrupt
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practices as bribery, fraud, extortion, collusion, conflict of interest, and money
laundering. In this context, it includes an offer or receipt of any gift, loan, fee,
reward, or other advantage to or from any person as an inducement to do
something that is dishonest, illegal, or a breach of trust in the conduct of the
enterprise’s business. This may include gifts other than money, such as free
goods and holidays, or special personal services provided for the purpose of, or
liable to result in, an improper advantage or that may result in moral pressure to

receive such an advantage.

CoBank as a financial institution also follow the Anti-Money Laundering & USA
Patriot Act Certification. This Certification provides a brief statement of
CoBank’s program for compliance with federal laws and regulations governing
anti-money laundering and anti-terrorist financing. This statement is intended for
use by financial institutions that may process transactions through CoBank and
require a certification in connection with their own compliance programs.

CoBank’s Compliance Program includes the following key elements:

- Compliance Officer. A designated Compliance Officer is responsible for
establishing and directing bank wide anti-money laundering compliance
processes and procedures, and reports to executive management on
compliance efforts.

- Internal Controls, Practices and Procedures. CoBank has implemented
risk-based internal controls, practices and procedures to detect and
report potential instances of money laundering or terrorist financing,
including customer identification, client-focused controls, customer
identity verification and ongoing transaction and account monitoring.
Clear and timely reporting of suspicious activity might be reported to
appropriate regulatory authorities.

- Independent Review. CoBank’s Internal Audit group performs periodic
independent testing and evaluation of the Compliance Program, and

reports its findings directly to the board of directors.

To follow and accomplish with the Anti-Money Laundering Act, all operating
records related to banking activities are maintained at this primary location, and
are subject to inspection by appropriate U.S. federal agencies.
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9.7 PRODUCT RESPONSIBILITY PERFORMANCE INDICATORS

Product Responsibility Performance Indicators address the aspects of a
reporting organization’s products and services that directly affect customers,

namely, health and safety, information and labeling, marketing, and privacy.

9.7.1 Product and Service Labelling (PR3)

For CoBank it is very important that its customers-owners respect and follow a
list of rules or requirements in order to keep the business relationship with them.
CoBank does not accept to supply some financial services if the company is not
sure about the sustainability of a service. CoBank does not accept to make
business to any price, supporting financially entities which at the same time they
make business, are detrimental for communities and citizens. In order to follow

its principles CoBank requires its customers’ respectful practices as:

- CoBank expects associates to have a life that is comprised of more than
just working with CoBank, requiring them to subscribe some citizenship
plans at the same level than CoBank.

- CoBank gathers information about entities and their goals before
supplying them with any financial product. CoBank is encouraged no
supplying finance services to cooperatives, associations or agricultural
business which do not fit with environmental and risk standards.

- CoBank rejects to offer any financial service to organizations who
attempt against public health and human rights.

Many financial institutions are enrolled in the equator principles, subscribed to
the UNEP (United Nations Environment Program) and other corporate social
responsibility practices ensuring their customers that they do not make business

with non-environment/society respectful companies.

CoBank is not enrolled in any of these initiatives and prefers to follow its own
rules and code of ethics, but the strongest financial institutions follow them
trying to show their compromise with customers and society. CoBank’s Rural
Infrastructure segment mainly finances energy, water and communication

companies which supply rural America a higher quality of life. CoBank should
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join some of these initiatives in order to guarantee that the projects financed by

CoBank fulfill the main social responsible requirements.

9.7.2 Customer Privacy (PR8)

CoBank is committed to maintaining the confidentiality of financial and other
non-public information about its customers and other users of its web sites. As a
matter of corporate policy, the bank has implemented procedures, systems and
controls at the bank designed to safeguard private information and prevent its
disclosure to unauthorized parties. As a member of the Farm Credit System,
CoBank is subject to the regulations of the Farm Credit Administration in terms

of information privacy.

9.7.2.1 Security of Personal Information

CoBank maintains strict security standards and procedures to help prevent
unauthorized access to confidential information. The bank also incorporates
physical and electronic safeguards and make every effort to protect the security
of personal information. The website is hosted on secure servers and any
information collected by us is stored in private files behind a firewall designed to
protect confidential information by denying unauthorized access by

unauthorized users.

9.7.2.2 Information Collected

CoBank collects and store a variety of information from users of corporate web

sites, including:

- The name of the Internet domain from which site visitors access the
Internet

- Avisitor's IP address

- The date and time a visitor accessed our site

- The browser version used

- The pages visited on this website

Also, the CoBank web site utilizes cookies to remember visitors when they
return to the site. A cookie is a small amount of text sent from a web site to a
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visitor's computer while visiting the site. The cookie is stored on the visitor's
hard drive. CoBank uses discreet information stored in cookies in order to
provide a customized user experience. However, visitors, can set their web
browsers to prevent cookies from being sent. The bank may retain the content
of email messages sent to the bank, along with the sender’'s email address and
response. The bank provides the same protections for these electronic
communications that we employ in the maintenance of information received by

mail and telephone.

9.7.2.3 Security and Intrusion Detection

To ensure the security and availability of the CoBank owned and managed web
sites, several solutions to monitor network traffic and server loads are used to
identify unauthorized attempts to access or damage the site. Unauthorized
attempts to access, alter, or damage this site are strictly prohibited, and may be

punishable under law.

9.7.2.4 Legal Requirements

Federal regulations may require CoBank to disclose confidential information in
certain situations. Such situations include requests from law enforcement
agencies or criminal or civil legal proceedings. In addition, as required by
federal laws targeting terrorism funding and money laundering activities,
CoBank collects information and take actions necessary to verify the identity of
individuals and organizations with which we do business. Consequently, the
bank reserves the right to disclose any information necessary to comply with
any applicable law, regulation, legal process or governmental request, including

personally identifiable information.

9.7.2.5 Security Process for Online Banking Access

Extensive measures ensure that CoLink protects customers’ data with triple

layer security:
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- Access/authentication security with dynamic password technology. You'll

receive a Secure ID card that provides a new pass-word every 60
seconds.

- Encryption security

- Authorization security tailored to meet your internal requirements
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10. CONCLUSIONS AND RECOMMENDATIONS

The aim of this section is to address the conclusions derived from the
application of the Global Report Initiative Corporate Social Responsibility report
model, G3.1, for the on the study of the Corporate Social Responsibility policies
of CoBank, ACB.

The conclusions are a very important part in this study, as summarized all the
information gathered in the elements and indicators of the model applied. At the
same time the study of the CSR in the banking sector and the comparison with
the other Farm Credit Banks will make easy to conclude regarding to the

different policies applied.

It must be said that many problems and difficulties were found on the
development of the report, as it is difficult to develop a complete study of CSR
according to the G3.1 with all indicators required and all different points to
focus. The reason of these difficulties is the non-existing information from
CoBank, ACB side regarding to certain aspects and also they have no system
for the identification and measurement of intangible permitted to provide
information about certain complex variables. However, below are the
conclusions reached for the model applied linked with different customers’

characteristics and also for the bank policies in terms of CSR.

10.1. THE G3.1 OF GRI AS A REPORTING MODEL

During the study of CoBank CSR Policies and the application of the same
several points which can be problematic or difficult to fulfill have been found.
The aim of this point is to focus on the weakness of the G3.1, which will even

remain on the upcoming G4.

The first point that can suppose difficulty for new companies in the financial
services sector and also on the global economy issuing the Global Initiative
Report Model can be number of indicators required and the impossibility to

collect them in certain situations. The high level of numeric data and
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performance indicators makes that the core indicators cannot be worked by

medium and small companies, as high levels of information are required.

Reporting with the GRI model, the reporter might focus on the guideline and
cannot avoid the core performance indicators as these are mandatory to later
on get the approval for the report. It is a danger to issue a report with too many

omissions in material aspects.

Small and medium companies suppose are a very important part on the global
market and these companies might also be motivated by issuing their CSR
report and promote their own initiatives. In the way the Global Report Initiative
faces the situation, these companies will never join the CSR trend and will
never issue a report as the level of core numeric indicators is extremely high
and will be never achieved by them. Even with the different levels of
applications, which disappear on the G4, this problem was not solved as it is a
report thought for big companies and focused on their possibilities.

Another point which needs to be improved on the GRI is the lack of ratings for
single-focus advocacy of labor, human rights, anti-corruption or environmental
groups. The report does not compare the information with other companies in
the same sector and also it does not provide levels of what is acceptable and
what not for the indicators, so it is difficult to state the real situation of the
Company reported. Further improvements of the reporting standard as making
reporting fit to address the real sustainability and setting performance

challenges for future applications.

10.2. THE CORPORATE SOCIAL RESPONSIBILITY IN COBANK , ACB
10.2.1 Governance, Commitments and Engagement

Analyzing the corporate governance in CoBank, after analyzing the structure of
the Board of Governors of CoBank, it is clear that the number of members and
the independence of the same help the decision system on the company. The
different procedures for the Board selection, which requires more than 75% of
the members posted by the customers-owners, allow the different regions and
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types of businesses involved in CoBank ownership to have their ideas,
proposals and references represented on the main organ of the company. At
the independency of the directors is ensured due to the strict requirements that
they have to accomplish as not having any employee relationship with a Farm

Credit System Institution, what ensures not compromised capital on a director.

The only point which is remarkable on the composition of the Board is that it is
composed generally by men, what supposes a confirmation of the man
predominance on the rural America economy and also on the CoBank Board of
Governors. This is a structural defect on the rural America society and it will
take time to make their citizens to understand that the equality in fundamental
for the growth of their country, however the introduction of new points of view

inside of the Board of Governors will bring a new perception of the sector.

The compensation system established in CoBank also reinforce the healthy
governance on the company as the directors are paid according to their level of
activity in the bank and also depending on the bank performance. This means
that directors are always motivated on taking the right decisions and involved in
the bank policies in order to achieve higher goals. This compensation system is
the same in all Farm Credit Banks as it is an imposition by the Farm Credit
Administration; however in other private financial institutions directors receive fix

compensation and they are less motivated.

In terms of reports and accomplishment of regulations, CoBank issues its
Financial Annual Report based on accounting principles accepted in the United
States of America (GAAP) and all of them are also audit by
PricewaterhouseCoopers (PwC). The strong financial position and transparency
in CoBank is reinforced with the inclusion on the list of “50s Safest Banks in

2013” by Global Finance magazine.

CoBank already issues a separate Corporate Social Responsibility annual
report as additional information, even if 2014 has been the first year, this can
reinforce its position in front of rural America and show to all customers its
collaboration on the different areas. However, the CSR Annual Report of
CoBank does not follow any international guideline and it is not audited by any

initiative. From our point of view the enrollment of CoBank in the Global Report
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Initiative or follow the 1SO regulations would help the company to reports its
CSR in a standardized way and also will make a step forward on its mission

with rural America.

In terms of internal corporate governance standards CoBank has its own Code
Of Conduct for Directors, which focus on the directors activities and work
situations. It is the only bank on the Farm Credit System which has a different
code of conduct focused only on its directors and it is a good help for them as it
shows clear examples and situations for their daily activities. In opposition to
this upgraded code of conducts focused on directors, CoBank does not belong
to the Equator Principles or other initiatives as the United Nations Environment
Program. The bank considers that its activity focused on the rural America
cannot be affected by terrorism financing, money laundering or criminal
practices. In this case, when CoBank grows every day and it is involved in a
global economy, the bank should take part on these initiatives and controls that

its situation remains safe in terms of the activities mentioned.

10.2.2 Product and Service

In terms of products and services, CoBank provides with adapted financial
products to all different customers in rural America to accomplish with its own

mission to supply and help all different customer associations and individuals.

The high level of loans repaid in CoBank reinforces the idea of good
management and application of the loan risk rating system used in CoBank.
The systems analyzes all different points involved in all operations and makes
easier for the officers to understand the operations and the different business
involved. This high level of accuracy together with the improved financial
situation on the last years means the non-issued loan provisions on the last

2013 financial statement.

However, together with the level of risk of each operation CoBank’s should
analyze the different associations or individuals involved on each operation and
also their purposes and project goals. Being CoBank a financial institution
owned by its customers and a Farm Credit Bank ruled by the Farm Credit

System laws, the bank might also pay attention to the kind of operations it
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approves and also review its own mission which focus on developing the rural

America in all its levels.

Recently the initial mission of the Farm Credit System has changed having
much higher number of operations with large association and borrowers than
those made with small farmers and young farmers starting their operations. On
this point CoBank might focus on giving access to credit to all segments on rural
America as it was the initial goal when the system was created. The big
association and companies involved in rural America which demand the Farm
Credit System found to develop their global activities might be redirected to the
private financial institutions, or at least not having same conditions than the

small loaners.

At the same time during the last years the bank has approved several
operations and loans which are not related on the rural America development.
The initial project focused on rural America development, but after receiving the
credit the project has not finished with the initial idea, using the Farm Credit
founds for non-rural purposes. In these cases the loans have been repaid, but
the main issue focuses on the interests paid, where private companies not
working on the rural America sector have taken the advantage of the Farm
Credit System lower level of interests to finance their operations. In these cases
CoBank might study carefully the operations and even when they are designed
to develop rural America, the bank must include several points on the loan
contract where the borrower gets punished and pays higher loan interest when

the initial goal of the project changes.

10.2.3 Economic Performance Indicators

In terms of economic indicators, CoBank has a great situation and keeps
growing its strong financial position. As a remarkable situation is the new
financial statement which includes higher level of assets, especially on the

strategic relationship segment, after its merge with U.S. AgBank.

As a signal of the strong position and the improved financial situation, the
provision for loans were reduced to cero at the end of 2013, this is due to

consolidated position of the rural America in front of the world financial situation.
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In fact this represents the strong position of CoBank in front of its customer and

associates.

In terms of operating expenses the employment compensation program
supposes the highest level, on this chapter we will analyze this program and
also the rest of corporate social responsibility initiatives in terms of investment

and goals to be reached.

10.2.4 Environmental Policies Evaluation

As a financial institution the influence of CoBank on the environment comes
more from the influence of its financial products offered to the different
customers interacting with the environment than with CoBank’s interaction with
the environment. The wastes and level of pollution issued by the bank means
nothing, however the different projects and loans given to different energetic

companies are very important for the environment.

CoBank customer-owners include hundreds of rural electric generation,
transmission and distribution cooperatives that deliver power to millions of
people in rural communities around the country. The different loans approved
on the Energetic sector have the aim to supply affordable and reliable power to
people. At the same time, many of these customers are investing in next
generation renewable energy projects, and helping to create a cleaner, more
sustainable world. The energy programs provide CoBank associates access to
energy and cleaner energy to keep safe their environment. Also important the
investment on renewable energy programs, which suppose a high level of
saves for areas with difficult access to traditional energies as petrol and which

have higher costs to access to these energies.

CoBank has also many projects in collaboration with customers in the business
of providing clean, safe drinking water to rural areas, and also others involved
on the process wastewater and deliver other services. The water program
launched by CoBank in 2013 with the goal of restructure the water distribution
system is a signal of the compromise of CoBank with the environment in rural
America. The bank provides better loan conditions to all associated willing to

improve the water distribution on their area. This project contributes saving a
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much appreciated resource as water and at the same time collaborates with the

community health avoiding problems due to the water contamination.

10.2.5 Labor Practices and Decent Work

After the analysis of CoBank labor practices the bank provides one of the best
employee benefits program along the Farm Credit System Banks. This program
is also reinforced due to public health program on the rural America, what
makes employers responsible for increasing their employees’ quality of life in

terms of compensation and health assurance for them and their family.

The position of CoBank as Equal Opportunity Employer provides an equal
percentage of employees by gender in the organization, what is totally different
from the Board of Directors. The situation with the Board of Directors is the

opposite with majority of male along the members of the Board.

A special characteristic in this pension system is that the amount dedicated to
employee pension plans depends on the annual net interest income. CoBank
dedicates more or less money depending of the net income at the end of the
year, but always under legal minimums previously established in order to do not
low down the quality of the returns plan.

Together with the pension plans the most important characteristic for the labor
practices is the wide range of benefits they have in terms of health and security.
The economic system established in the United States which does not enjoys a
public social security system in terms of pensions and health makes the
companies responsible for their employees’ quality of life. In this point CoBank
offers is the best employer on its market as provides the best conditions, giving

the employees protection on health, economy and others.

CoBank has also a great number of opportunities for college students and
recent college graduates, including credit programs, internships and
scholarships. The CoBank’s with all these lately developed and updated plans
is to develop rural America and also train new qualified employees for the Farm
Credit System. All these initiatives and programs offered to students during and
after their studies provide them different opportunities to get into the labor

market.
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CoBank knows that its educational plans and projects will help developing rural
America because at the end these will bring well prepared professionals for the

area and will enhance the performance of the area industry and administration.

10.2.6 Social Performance Evaluation

CoBank patrticipates in different funding programs with associations and
organizations with the most disadvantaged communities in rural America.
CoBank is aware about their responsibility to their customers’ community and
neighbors. With this the banks shows that does not care only about making
business and show its real aim to develop rural America. Collaboration with
different charities and also with associations helping those with problems on the
community encourages customers to continue working with a bank that they

feel as their bank.

As private bank it is amazing the level of collaboration and donations of the
bank when there is natural disaster. CoBank’s assumes that a disaster with
direct impact on its communities has also direct impact on its activity, this is why
the bank tries to help as much as possible and get communities back into daily
and quality life as soon as possible.

The young people in rural America is marked as a very important segment for
CoBank in terms of collaboration and development, this is also the reason as
well for all the university programs and job opportunities. However, CoBank’s
does not collaborate only with young students, the bank collaborates with the
whole young community in rural America including all of them, students or

young employees without high academic levels.

The reason for having all these programs to aid the young community is
because they understand young people as the future of rural America. CoBank
considers very important to educate and teach the young generation for the

future as they are the main key for the rural America growth.

If we compare with the other Farm Credit System Banks, CoBank is the leader
in this kind of initiatives and collaborations with different associations. This
shows that CoBank understand that rural America and it selves are only one
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and the development of one side will suppose the growth of the other side, so it
is clear for the bank that they have to walk together.

CoBank is absolutely against corruption and tries to keep a clean position in
front of its own customers and communities. The policy of CoBank against the
corruption is based on the transparent and legal administration which is
motivated due to the increase of customers and communities confidence on

non-corrupted companies.

10.2.7 Product Responsibility and Customer Privacy

The bank finances huge agribusiness and huge energy and water companies,
which can seriously damage the environment. It is clear that CoBank’s mission
is to help financing agribusiness to develop rural America, but this development
shall walk together with environment sustainability. CoBank has the opportunity
to develop rural America in a sustainable way just selecting the appropriate
projects to finance. These huge energy companies or agribusiness are private
business as well and pursue benefits too, what means that being companies in
the rural sector can damage the environment too. CoBank, just following some
environmental initiative, could prevent the development of dangerous projects
for the environment. Most people in rural America just care about development
and evolution in their area, but do not care too much about the earth. CoBank
as rural cooperative bank would be the adequate regulator for these kinds of
situations. Applying social responsible policies and following the environmental
and economic laws CoBank can ensure the development of rural America in all
ways without harming anyone.

At the same time it is also part of CoBank’s responsibility to protect the privacy
of its customers and do not provide with financial information any other
organization or company. In this way CoBank follows all legal rules, but it is
important to receive all information from customers and also investigate aside
before approving projects which suppose a danger for the community or either

does not follow clean and clear operations.
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11. FUTURE LINES OF ACTION

In this section we propose future lines of action that CoBank, ACB could take to
improve their competitiveness in the market through proper management of

their corporate social responsibility . The recommendations proposed are :

One possible future line of action in CoBank would be the realization of different
surveys to find out which are the most necessary point to be improved on
CoBank’s communities and then focus different initiatives on them. Customers
know their communities better than the bank specialist in social initiatives, so it
would be interesting to know what customers consider as the most important to
be improved on their communities. Obviously initiatives with high levels of
reactivity required, as helps on earthquakes or similar natural disasters, are not

necessary to be surveyed.

Another line of action to reinforce the activity of CoBank and its credibility is the
revision of the different products, especially those operations which after being
approved following CoBank’s corporate social responsibility guideline, does not
accomplish them during the execution of the project financed. To avoid this
some penalties or clauses might be introduced on the agreements.

To increase the quality of information gathered in terms of corporate social
responsibility for stakeholders’ analysis. This improved would make easier the
realization of the GRI model, which is necessary to be issued in a bank
considered as one of the most qualified in terms of CSR in the world.

Following the above point and to reinforce the position in terms of CRS, it would
be necessary to sign up the Equator Principles to confirm the bank’s
compromise with the environment, especially when we talk about a bank

working on a rural environment.

To review and focus on CoBank’s mission and vision in order to remind the
main goals for which the bank was created and then restart or reinforce policies

focused on small farmers and young farmers.
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To continue working and financing different initiatives related with renewable
energies or water waste, but always with previous analysis of these initiatives
performance on communities activity and environment. Not all of them are

social responsible and different points might be analyzed before approval.

To keep working as clean, non-influenced and non-corrupted organization, this
will keep and increase customers’ confidence on CoBank and the activity at the
same time. The identification of customers of CoBank as a social responsible

entity caring about customers will help to consolidate the bank’s position.

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF COBANK, ACB



Bibliography 199

BIBLIOGRAPHY

-AGFIRST, FCB (2014): “Annual Report 2013". (Available at
www.agfirst.com/AgFirst-BankOnly 4013 FINAL.pdf). [Access date:
12/04/14].

- AGRIBANK, FCB (2014): “Annual Report 2013". (Available at
http://2013annualreport.agribank.com ). [Access date: 12/04/14].

- BARRY, P., ELLINGER, P., HOPKIN, J.A. and BAKER, B. (2000): “Financial

Management in Agriculture” .6™ Edition. Interstate Publishers.

- BEIERLEIN, J., KENNETH C. and DONALD, O. (2008): “Principles of
Agribusiness Management”. 4th Edition. Waveland Press Publisher.

- BISHOFF, J.M. (2008): “Agricultural Finance and Credit”. Nova Science

Publishers, Inc.

- BOULTER, J and GOODCHILD, L. (2011): “Global initiative Report Annual
report 2011: A new phase: the growth of sustainability”. Inspirit International

Communications.

- BRODNITZ (1915): “Landschaft’. New York Times Sunday July 11", 1915
(Available at http://www.newspapers.com/newspage/26042984/ ). [Access
date: 15/10/12].

-COBANK, ACB (2014): “Annual Report 2013”. (Available at
http://www.cobank.com/Newsroom-Financials/Financial-Reports.aspx).
[Access date: 12/04/14].

-COBANK, ACB (2013): “Annual Report 2012". (Available at
www.cobank.com/Newsroom-Financials/Financial-Reports.aspx). [Access
date: 12/04/14].

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF CoBank, ACB



Bibliography 200

-COBANK, ACB (2012): “Annual Report 2011". (Available at
www.cobank.com/Newsroom-Financials/Financial-Reports.aspx). [Access
date: 12/04/14].

-COBANK, ACB (2014): “CSR Report 2013". (Available at
www.cobank.com/Newsroom-Financials/Financial-Reports.aspx). [Access
date: 12/04/14].

- ESCALANTE, C, BROOKS, R. and EPPERSON, J. (2006): “Credit Risk
Assessment and Racial Minority Lending at the Farm Service Agency”.

Journal of Agricultural and Applied Economics 38, 1 61-75.

-EU'S GREEN PAPER (2001). Published by the European Parliament.

(Available at http://ec.europa.eu/green-papers/index_es.htm).

- EDWARD, R. and RAMAKRISHNA, S., (2005): “Company Stakeholder
Responsibility: A New Approach to CSR” Financial Institutions”. Cambridge
University Press.

- ELKINGTON, J (1994): “Towards the Sustainable Corporation: Win-Win-Win
Business Strategies for Sustainable Development”. California Management
Review 36(2): 90-100.

-FARM CREDIT SYSTEM INSURANCE CORPORATION (2014): “Annual
Report 2013 (Available at
www.fcsic.gov/documents/2013FCSICAnualReport). [Access date: 12/04/14].

-FARM SERVICE AGENCY (2012): “Fact Sheet 2011". (Available at
http://www.fsa.usda.gov/Internet/FSA_File/sure_2011.pdf). [Access date:
15/03/13].

-FCB OF TEXAS (2014): “Annual Report 2013". (Available at

www.farmcreditbank.com/FCBT-financial-reports). [Access date: 12/04/14].

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF CoBank, ACB



Bibliography 201

- FEDERAL FARM CREDIT BANK FUNDING CORPORATION (2012): “Annual
Report 2011". (Available at www.farmcreditfunding.com ). [Access date:
15/03/13].

- GLOBAL FINANCE MAGAZINE, (2013): “World’s 50 Safest Banks”. Published
by Global Finance Magazine. (Available at www.gfmag.com). [Access date:
10/10/14].

-GLOBAL REPORT INITIATIVE (2014): “GRI G.4.” (Available at
https://www.globalreporting.org/resourcelibrary/English-G4-Complete.pdf).
[Access date: 10/08/14].

- GLOBAL REPORT INITIATIVE (2010): “GRI G.3.1.” (Available at
https://www.globalreporting.org/resourcelibrary/English-G3.1-Complete.pdf).
[Access date: 15/06/13].

- GOBBELS, M. and JONKER, J (2003): “AA1000 and SA8000 compared: a
systematic comparison of contemporary accountability standards”. Managerial
Auditing Journal, Vol. 18 Iss: 1, pp.54 — 58.

- GRAVES, S. and WADDOCK, S. (1997): “The corporate social performance-

financial performance link”, Strategic Management Journal Vol.5, 30-37.

- GRIFFINS, N. AND CLEMENT, J (2004): “Investing in CSR. A Guide to Best
Practice, Business Planning and the UK’s Leading companies” John Hancock

Publishers.

- HART, L. and AHUJA, G. (1996): “Does it pay to be green? An empirical
examination of the relationship between emission reduction and firm

performance”. Business strategy and the Environment, 1996 Vol 5, 30-37.

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF CoBank, ACB



Bibliography 202

- HEAL, G. (2008): “When Principles Pay: Corporate Social Responsibility at the

Bottom Line”. Columbia Business School.

- HOPKINS, M. (2007): “Corporate Social Responsibility and International
Development”. Earthscan London Publishers.

- KAUFMAN, G. (1992): “The U.S. Financial System: Money, Markets and
Institutions”. 5th Edition. Prentice Hall Publishers.

- KOLB, R. and RODRIGUEZ, J. (1996): “Financial Institutions”. Published by
Blackwell Publishers.

- KPMG (2011): “International Survey of Corporate Responsibility Reporting
2011". Publication number 110973. (Available at www.kpmg.com). [Access
date: 15/06/12].

- KPMG (2013): “International Survey of Corporate Responsibility Reporting
2012”. Publication number 110973. (Available at www.kpmg.com). [Access
date: 15/06/13].

- LEIPZIGER, D. (2010): “The Corporate Responsibility Code Book”. 2nd

edition. Greenleaf Publishing Limited.

- MALLIN, C. (2004): “Corporate Governance”. Oxford UP.

- MARTERNS, K. (2002): “Mission Impossible? Defining Nongovernmental
Organizations”. International Journal of Voluntary and Nonprofit Organizations
Vol. 13, No. 3.

- MORHARDT, E., BAIRD, S., and FREEMAN, K. (2002): “Scoring Corporate
Environmental and Sustainability Reports Using GRI 2000, ISO 14031 and
Other Criteria”. Published by Corp. Soc. Responsib. Environ. Mgmt Vol 5, 30-
37. Wiley InterScience Publishers .

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF CoBank, ACB



Bibliography 203

- NATIONAL CREDIT UNION ADMINISTRATION (2010): “Annual Report
2013”. (Available at www.ncua.gov/Legal/Documents/Reports/AR2010).
[Access date: 12/04/13].

- PAINTER-MORLAND, M. and TEN BOS, R. (2011): “Business Ethics and

Continental Philosophy”. Cambridge University Press.

- PLEASSIS, J., McCONVILL, J. and BAGARIC, M. (2005): “Principles of
Contemporary Corporate Governance”. Cambridge University Press.

- POST, J., WILLIAMS, F., LAWRENCE, A and WEBBER, J. (1996): “Business
and Society: Corporate Strategy, Public Policy and Ethics”. McGraw-Hill, Inc.

- PRESTON, L. & POST, J. (1975): “Private Management and Public Service:

The Principle of Public Responsibility”. Stamford Business Classics.

- SPONG, K. (1994): “Banking Regulation: Its Purposes, Implementation and
Effects”. 4" Edition. Public Affairs Department Federal Reserve Bank of

Kansas City. (Available at www.kc.frb.org ). [Access date: 15/09/11].

- STEBBINS, C. (2011): “CoBank, U.S. AgBank move forward on merger
plans”. Published by Reuters. (Available
http://in.reuters.com/article/2011/03/31). [Access date: 15/10/12].

- TAILOR, J. (2009): “The Financial Crisis and the Policy Responses: An
Empirical Analysis of What Went Wrong”. NBER Working Paper No. 14631
(Available at www.nber.org/papers/w14631). [Access date: 15/06/12].

- THE EQUATOR PRINCIPLES (2006). “The Equator Principles: A Financial
Industry Benchmark for Determining, Assessing and Managing Social &

Environmental Risk in Project Financing”. (Available at www.equator-

principles.com). [Access date: 15/06/12].

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF CoBank, ACB



Bibliography 204

-THE FARM CREDIT ADMINISTRATION (2012): “Annual Report 2011".
(Available at www.fca.gov/rpts/annual_reports.html). [Access date: 15/05/12].

-THE FARM CREDIT ADMINISTRATION (2013): “Annual Report 2012".
(Available at www.fca.gov/rpts/annual_reports.html). [Access date: 15/05/12].

-THE FARM CREDIT ADMINISTRATION (2014): “Annual Report 2013".

(Available at www.fca.gov/rpts/annual_reports.html). [Access date: 15/05/12].

- THE FED BOARD OF GOVERNORS (2012): “Annual Report 2011”. (Available

at www.federalreserve.gov/publications/annual-report/files/2011-annual-

report.pdf). [Access date: 15/03/13].

- TORRES, M.J., FERNANDEZ A. and GONZALEZ M.C. (2004): “The social
responsibility performance of ethical and solidarity funds: an approach to the
case of Spain”. Business Ethics: A European Review Volume 13, Issue 2-
3, pages 200-218.

- UKU, R. (2009): “Financial Regulatory Reform: The Fundamentals”.

Deblakson Associates Publishers.

-ULRICH, D. and RASCHE, A., (2007): “Discourse Ethics and Social
Accountability - The Ethics of SA 8000". Business Ethics Quarterly, Vol. 17,
No. 2, pp. 187-216.

- ULRICH, P. and SARASIN, C. (1995): “Facing Public Interest: The Ethical
Channel to Business Policy and Corporate Communications”. Kluwer
Academic Publishers.

- U.S. DEPARTMENT OF AGRICULTURE (2012): “Farm Service Agency Fact
Sheet” (Available at http://www.fsa.usda.gov/). [Access date: 15/06/13].

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF CoBank, ACB



Bibliography 205

- U.S. DEPARTMENT OF TREASURY (2012): “Annual Report 2011". (Available
at http://www.treasury.gov/initiatives/fsoc/Pages/annual-report.aspx). [Access
date: 15/03/13].

- U.S. DEPARTMENT OF TREASURY (2009): “US Treasury Final Report 2009”
(Available at http://www.treasury.gov/initiatives/Documents/FinalReport.pdf)
[Access date: 15/06/13].

- WERTHER, W. and CHANDLER, D. (2006): “Strategic Corporate Social
Responsibility: Stakeholders in a Global Environment”. SAGE publications.

- WILLIAM, C.F. (1978): “From CSR1 to CSR2: The Maturing of Business-and-
Society Thought”. University of Pittsburgh.

- WILLIAMSON, O. (1988): “Corporate Finance and Corporate Governance”.
Published on The Journal of Finance Volume 43, pages 567-591.

- YEUNG, S. (2011): “The Role of Banks in Corporate Social Responsibility”.
Published by Applied Economics and Business Research JEBR, 1(2): 103-115
(Available at http://www.aebrjournal.org/uploads/6/6/2/2/6622240/4.shirley).
[Access date: 15/06/13].

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF CoBank, ACB



Annex 1: Federal Reserve District Banks Branches

206

ANNEXES

ANNEX 1: Federal Reserve District Banks Branches

'.*!H’

CrHicazo

[ﬂfﬂ e
» “Jﬁw
——an

1-A 2 2-B 3-C 4-D - =E — =
i RS A
}.-q '
‘ - ""j =
A e || A
=
B v
PHILADELPHIA CLEVELAND RicHMOND
7-G

=r-

MinneaPoLIS
10-J 12-L
." -
ALA G
o Oiahoma City
=
Kamnzas City
11-K
e
-
€1 Pasa | _ )
® Los Angoles
Hib
ar
Davias San Francisco

Source: Board of Governors of the Federal Reserve System (2013)

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE

STUDY OF COBANK, ACB




Annex 2: G3.1 Guideline from Global Reporting Initiative 207

ANNEX 2: G3.1 Guideline from Global Reporting Initiative

Sustainabdlity Reporting Gulkdelines

Profile

1. Strategy and Analysis

This sectwon is snbended 1o provede 2 hegh-lewel, strategic

view of the arganization’s relationship to sustsnability
in order to provede context for subseguent 2nd more
detailed reporting against other sections of the
Guidelines. it may draw on infoemation peovided in
other parts af the repart, bat this secton is mtended 1o

peoduce msight on strabegic topecs rather than simply
suimmarize the contents of the report. The strateqy and
analysis should consest of the statement outlined n 1.1
and a concise naratrse cuticed in 1.2

1.1 Statement from thie mast senior decisione
maker af the orgarization [e.g., CE0, dhair or
equivalent senilor position] about the relewance of

surtairability to the ceganization and fs strasegy.

Thee szatement should present the owverall vision
and steateqy far the shart-term, medium-temm g,
3-5 yearsL. and long-term, partcutarly with regand
o managing the key challenges associabed with
eConamic, ersrnrmental, 2nd social perfommance.
The statemmert should irchude:

Sirategic pricwities and key lopics for the shory!
e iumn-tenm with regasd to sustainabilty;
includng respect for irernationally agreed
standards ard how they relate to long-term
orgarizaticnal sirategy and sucoess;

Broadesr trends (2., MaCnecanom: ar

paltical) affecting the onganization and
influencing sustainahility pricrities;

Key ewents, achiewements, and failures durmig
the reportng period;

Wiews on performancoe with respect to argets;

Cutiook on the orgarization’s main challenges
and targets for the next yezr and goals for the

caming 3-5 years and

Critver |besms peertaining 1o the ceganzatan's
strabegic approach.

12 Description of key Impacts, rsks, and opportunities.

The reportng oiganizaton should provede tao
concse nasrative sections on key impacts, risks,

and oppartunities.

Serton One showld foous on the cegarazation’s key
impacis on sustanability and efects on
stakehalders, induding rights as defimed by
naticnal laws and relevant imematicnally agreed
standands. This should take Ento aocount the range
of reasonable expectations and imeresis of the
arganizatson’s stzkehalders. This section should
mdude:

A description of the sgnificant empacts

the organizaton has on sustainabificy and
associated challenges and opporiumites. This
imcluedes the effect on stakeholders’ nghis as
defined by national laws and the expectations
in imternationalby-agreed standards and norms;

An puplaniation of the approach to priositizing
these challenges and opportunicies;

Key conclusions about progress in addressing
thiese topics and related performance in the
repaorting pertod. This indudes an assessment
of reascns for underpesformance or oves-
performance; and

A description of the main processes in place to
address performanoe and.or refevant changes.

Lartion Twa should focus an the mpact of
suszainabdlity trends, nsis, and opportunizies on

the long-tesm prospects and fmancial performance
aof the crganization. This should concentrate
specifically an information relesant to financial
stakeholders or that could become so in the furane.
Section Twao should include the folowing:

A description of the moest importans risks and
opportunities for the onganization arising from
sustamability tremnds;

Prioritizaticn of key sustanability topecs as
risks and opportunities acoording 1o their
relevanoe for long-term crganizational
strateqy, competitive position, qualitatee, and
(¥ possible) guantitative financal value drivers;
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Tableds) summarizing:

Targets, performance agains tegets, and
lessons-earned for the current repoeting

period; and

Tangets for the next reporteng period and
mid-term objectives and goals e, 3-5
wears] related to key risks and opporunities.

+  Concises description of gosemance mechanisms.

in place o specifically manage these nsis and
opporiuries, and identification of ather related

risks and cppOITUNTes

2. Drganizational Profie

L1

Ll

E

LE

LT

Mame of the organizaticn.
Primary brandss, products, andior services.

The reporting anganizstion should indicete e
mrture of is rofe i prowidimg fhese procucts
o services, and the degree to wchict it riilines

DulsourTingG.
Operational structure of the organization,

including main divisions. coerating companies,
subsid aries, and joint wentunes,

Location of ceganization’s headquasers.

Mumber of countries when the organzation
operates, and names of countries with esther major
operations or that ame specifically relevant 1o the
sustaimability issues covered in the report.

Mature of cwrership and legal farm.

Warkets served (Including geographic bresioown,
sectors served, and types of cospmersbeneficianes),

Scalle of the reparting crganization, incheding:
»  Humber of smplayees;
= Number of opemtions;

Met sabes (for private sector arganizations) or
net revenues (for public sector organizations);

+  Total capitalization broien down in terms
of debt and equity (lor private sector
organizaticns); and

Quarity of products or services prosided.

n acdition fo rhe above, meporiing organizations ane

Eeneficks! ownership {including identiny and
perceniage of ownership of largest sharehaldersl;
ond

Ereakdoams by countngiregion of the following:

*  Solecirevenues by countriesfremions that
make mo § perrent or mone of total revenues;

Costy by countriesregions that make up 5
percent ar moe of todel revenves; and

+  Emplopees.

1.8 Smnificant changes dumng the reporting persod
regardinig skre, stracture, of ownershap inchuding:

Thee location of, or changes in cperations,
ircluding facility openings, closings, and
cupansions; and

Charges in the share capaal structune ard
other capital foemation, maintenance, 2nd
alveration operations {for private sector
organizatians].

1MW Swsards received in the reporting pesiod.

5. Report Parameters

REFORT PROFILE

1.1 RAeporting period feg, fiscalfcalendar year] dor
nfcematicn provided.

32 [Date of most recent previous report (iF anyl
13 Reporting cycle (annual, biernial, etc)

14 Contact point for guestsons regarding the repan or
i COnSEnts,

REFIAT SCOFE AND BOUNDARY

8.5 Process fior defining report comtent, ncluding:

Determaning materiality;
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«  Priantizing topécs within the report and

= ldertifying stakeholders the organization
expects to u=s the repoet.

Include an expionation of how the orgondration hes
oppied the Guidence on Defining Report Cordent’,
the assockated Srinciples ond the Technios! Brotocol =

Appiying the Repert Content Erinciples

16  Boundery of the nepaort fe.g, countries, desisons,

subrsidianes, lpased faclities, point ventunes, sappliers).
Spe GRf Boundany Protoonl for furthes guidanoe,

LT State any speciic imaztons on the scope ar
boundary of the report®.

if boundary and scope do ol adieress M il ronge
of matena economis eraronmental and socka!

impacts of the arganinston, sfote i sireiegy and
projecied imeline for prosdding complete covemge.

38  Bask for reporting onjoint ventures, subsidianes,
leazed faclines, outsourced operatians, and other
entites that can sgnificantly sffect comparabdicy
from penicd o perod and/or betveeen ceganizstions.

3.9 [Duata measurement iechniques and the bases af
caloulatiors, induding assumptiors and techinigues
ursderyirg estimatiors applied 1o the commpilation of
the Indecatons and cther information inthe report.

Luplain oy decitions nol fo apply, or to substanchally
diverge from, Hhe GO IndYozior Profocols.

118 Explanation of the effect of any re-statemenis
of mfoemiation provided in earlier repoets, 2nd
the reasons for such re-statement (e.g, mengers’

acquisitions, change of base yearsipenods, natune
of busness, measremen: methods)

11 Significart changes fram previous reportang
periods in the scape, boundary, or measuremssnt
methods appied in the repart.

Gl COMTENT INGEX
3.12 Tabie identifiying the locatson of the Standard
Déclosures in the report.

Identify the page numbers orwed links where the
foliowang can be found:

* Spe coemleteness Prindphe for explanation of scope.

«  Srrategy and Arakysis 1.1 =1.2;
= Onganizatiorad Profile 21 = 2.10;

s Peoport Parameters 1.1 =3.13;

»  Govemanoe, Commitments, and Engagement
4 l=d I,

»  Désclosume of Management Approach, per
CHRQOY:

»  Core Pesrformance Indicators;

= Ary GR Additonal Indicators that were
Imchuded; and

= Ay GRA Sector Supplement Indicators
imcheded in the repcet.

ASTURANCE

513 Paolicy and cuwment practice with regard 1o seekang
extemal aspurance for the report. If nat included

i the assurance report 2ccomparying the
wustainabdity report, explain the soope and basks af
2y extemiad assurance provided. Also explain the
refaticn ship between the reporting ceganization
and the assumance provider(si

d. Governance, Commitments, and Engagement
GOVERNANCE

4.1 Goverranoe struchure of the ceqanzation, induding
committees under the highest govemance body
respansible for specific tasks, such at setting
strateqy ar organizational aversight.

Dexcnibe the mandiate ond compasition finckeding
numher of indepencent members andfor non-
Emrcumae members) of the fighest governance hady
andd ¢ committees, ond indicate sach inchvidua
posinion ond oy direct responsihilicy for sconomic,
sl ond envropments peniamance

Eeport the peroenfoge of indivicduals by gender within
the crgenizarion’ highest govermance bady ond its
comymittees, broken down by age group and mimsanty
growup membersiip and other indicotors of diversiy.

Hefer to defiritions of age and minonTy Qroup
in the Indfemior Pratocod for LA 13 and nore that
the informatian reparied wnder 4.7 con be ooss
referenced against thar repovted for LA1 2,
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41  indicate whether the Chair of the highest

&7

prnssrnanee hincky b alen sn seecoiaee offees
fand, if so, thelr function withen the organizaton’s

managemsent and the reasons for this arangement].

For arganizations that have 2 unitary board
structure, sate the rumier and gendier of
memibers of the highest gowernance body that ane
independent and/or norrexsecutive members.

Srtehow the orgendzanion defnes Independent’
ond ‘non-execcine This efement apples oy for

organizations that hese unitary boord structares.
See it plocsary for o defindtion of ‘independens!

Mechanisma for shareholdess and employees o
pEowide recommendatians or dieection 1o the

highest goeemanice bady.

Include reference 1o processes regarding:

»  The use of sharshoéder resolutions or
other mechanésms for erailing minonty
shareholders to experss opinions ta the

highest gowernance body; and

infiarmirg and corsulting employees about
the warkirg redatianships with fomal
represen tation bodies such as orgartzation
leved “work counclsl ard representation of

employees in the highest governance body.

Identsfy topics refated to economic, environmenial,
and socal perfonmance raised through these
mechanisms during the reporting period.

Linkage between compensation for members

of the highest govesmance body, senior
managers, and executives finclidng departure
arrangements), and the crganization’s
performance (including social and ervsonmeental
periormance)

Frocesses in place for the haghest govemancoe
baody to ensure conffacts of intenest ane svaidied.

Frocess for determining the composition,
gualifications, and expertise of the members of
the highest governance body and its commatees.
including ary canssderation of gerder and other
indicators of deersity.

Imternally developed stacements of mession or
walues, codes of corduct, and princinles refevant to

4.9

4.12

economic, environmental, and socal performance

and thie ctah i of their imnlement st
Explain the degree 1o which these:

Are applied across the anganization n different
regicns and departmentfunits; and

Fedate 1o imernatiorally agreed standards.

Procedunes af the highest govemance body for
owersesng the arganization's identification and
management of economic, enviranmental, and
sociad performance, mduding relevant risks and
oppoetunities, and adherence or complisnce
with intematsonally agreed standamds. codes af
congduct, and prirciples.

Include freguency with which the highese
gowvernence hody assesses seshmrabiliny
perfanmence

Processes for evaluating the highest governance
ibodtys own performance, particularly wish respect to
econamic, smdranmental, and sockal pedormance,

COMMITMENTS TG EXTERHAL INITIATIVES

4.

4.1

Explenaticn of whether and how the precawtionary
approach or principle s addmessed by the
organization

Agtide 15 of the Ao Principlies introduced the
precautionany appraach. A response to 4.11
could addness the organization's approach 1o

risk management in aperatonal planreng or the
development and smbreducton of new products

Extemally developed economic, envimnmental,
and social charters, principles, ar other inElatives
1o which the orgardzation subsoibes ar endorses.

Indude date of adopiion, countresioperanions
witere opplied, and the range of stokohaoiders
invalved in the development ond govermance

of these dninetives (g, mutti-chekeholder, etc ).
Differertizie between non-tinding, waluntary
inifieiives and thoss with which the organtzation

has an obéiganon io compfy.

Memberships i assodations (such as industry
associatsors} andfor nationalfnternatsorad
advocacy arganizations & which the
orgarization
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»  Has positions in govermanoe bodies;
= Participates in projects or commitiees;

«  Provedes substantive funding beyond routine
membership dues; ar

«  Views membership as sirabegic.

This refers primaniy o memberships maintained of
e , flevel
STANEROLDER ENGAGEMENT
The folicstng Disclosure (ems refer toogeneral
staieholder pngagement conducted by the ceganization
over the course of the neporting period. These
Disclosres are mot limited 1o stabehodder erngagemeni
implemented for the purposes of prepaning a
sitainability report

494 List of stakebalder groups engaged by the
oeTpanirakean.

Examples of staioeholder grouns ane

« (Ol sockety;
= Cusbomers;

»  Employees, other workers, and ther trade
LPRONS

= Local commiuniities;

«  Sharehoiders and providers of capital and

»  Suppliers.

€A% Bose for identrfication and selection of
szakeholders with whom to engage.

This imcludes the ongomization’s process for defiring
its stekphalder groups, end for determindng the
groups wWth witich to engage ond not io emgage:

36  Approaches o sakehodder engagement, mcudsng

freqruency of engagement by type and by
stakeholder group

This cowld include suneeys, focus groups, commundty
ponels, covponme odvisory panels, wrilten
COTITRIFICIOAT, Mang pemmet/ nian STuTunes,
ond o¢her vehicles. The orgenization should indicare

witether any of the engagement was poderaken
specifically as part of the repaor preparalion Grocess,

4.17 Eey ropics ard conosre that have been ratsed
theough sakehalder engagement, and hiow the
onganization has responded to those ey iopics
and cancerns, nduding through s repoating.

5. Mamagement Approsach and Performance
indicators

The section on sustainzbilty Performance Indicators

iz organized by economsc. ermeonmental, and soctal
categories. Social Indicaiors ane further categonzed

by Labenr, Hurman Bights, Society. and Produc
Fesponabiity. Each cabegory indludes a Disdiosure on
Management Approach (Management Approach’] and
a corespording set of Cose and Additional Performanoe
Invdicators

Core bndicaion have been developed through GR'
muiti-staksholder processes, which are intended ta
identify generaly applimble Indicators and are aesumed
to b= material for most organizations. An arganization
should report on Core Indicators urdess they ane
deemed not maieniad .on the basis of the GRI Heporting
Principies. Addtionad Irdicators represent emenging
practice or address topics that may be material for some
omganizations, but are not material for others. Where
final versiors of Secor Supplements mwest, the Indicatons
should be treated as Core Indicatars. See Guidance on
Diefining Report Comtent for further details.

The Disclosurets) on Management Approach should
provide a brief owverview of the orgarzation’s
managemernt appraach 1o the Aspects defined under
cach indicator Category in arder to set the cormext for
performancs iInformation. The organiration can structune
its Dischosurels) an Managemens Appeoach ta cower the
full range of Aspects under a given Categary or group

its responses on the Aspects differenitly However, the
Désclosure should addness all of the Aspects axsociaied

with each category reganiess of the format or grauping.

Within the overall sinscture of the Stardard Disdinsures,
“rrategy and Profie itema 1.1 and 1.2 in*Strategy and
#iralysis’ are intended to provide a conowe overview af
the risks 2nd cpportunities facing the omanization as

a whole The Disdosurelsi on Mansgement Approach
iz intended to address the next kevel of detail of the

omganiztion’s appmach 1o managing the sustainabiliny
topics assodated with risks 2nd oppartunicies.
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' Magor changes in the reporting period 1o systems Economic Performance Indicators

SRR ko g i onmance sed ASFECT: ECONOMIC PERFORMANCE

' Hesy strabegies for implementing paolicies or Bl Dwect economac vaiioe generated and
achieving performance. distributed, incuding revenues, operating
Cosis, employes compensation, donations
ard other community investments, retained
. carnings, and payments o capital providers
ard goweTments.

B Finarcial enplcations and ather risks 2nd
opporturties for the anganization’s activities
due to climate change.

B3I Coverage of the organdzation’s defined benefit
plan ochlkgatons

!5 Bl  Significant financial assistance recersed from
;d COVETHTSENE,

(cons JconrJ con:

ASFECT: MARKET FRESENCE

gﬁ Fange of ranas of standard entry level wage

by gender compared ta bocal ménimum wage
at ssgnificant kacatiors of operation.

BE Paboy, practices, ard proportion of snending
. on locallty-based supgliers at sgnificant
locasans of operation.

BT Procedunes for local hinng and propartion
of senoer management hired from the
local comnmmunity at locations of ssgnificant
operation,

KE Cevelopmentand impact of infrastnacture
irvestments and services proveded pomanly
for publkc benefit theough commeescial, in-
kired, or pro bora engagement.

B? Understanding and describing sgnificant
= indirect economic impacts, incloding the

extent of impacis

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
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Envirormental Performance lndicators
ASPECT: MATERIALS
E INT  Materials used by wesght ar volumee

1 IN: Percentage of materials used that ane recyded
input maberials.

ASFECT: ENERGY

E IN3 Direct enengy consumption by primary enengy

SOUNTE,

EIII- Indirect emengy corsumption by premary
= 5

DUnCE.

INS  Energy saved due toconsenvation and
efficiency Improvements.

INé  initiatives 1o pravide energy-efficent
or reresable enengy based products
and sereioes, and reductions in enssgy
requirements as a resuh of these inftiatves.

IN?  Initiatives o reduce indirect enengy
consumption and reductons achieved.

ASPECT: WATER
E M Total water withd vl by source.
=

I Water sources significanty affected by
withdrareal of water.

N8 Percertage and 1otal walume of water
recycied and reused.

ASFECT: BIDDIVERSITY

ENNT Location and size of land owned, leased,
managed in, or adjacent to, protected aneas
| and areas af high biodiversny value outside
= pendecied areas

EN12 Description of significant impacts of actwises,
peoducts, and serdces an biodiversity in

peodected areas and ancas of high blodhwersity
| vabue outside protected aneas.

E IN13 Hab#tats protected or restored

Bl Strategles, curent actiors, and future plans
for managing impacts on biodiversicy.

EN15 Mumber of IUCH Bed List speoes and nationad
conservation lst species wath habitats in areas

affected by operations, by level of extinction
risk.

ASFECT! EMISSI0WS, EFFLUENTS, AND WASTE

| EMi6 Tosal direct and indisect geeenhouse gas

< BT Other relevant indirect greenhouse gas

B8 Inftlatrees to reduce greenhouse gas
emissicns and reductions achseved.

Bi19 Emissions of czone-depleting substanoes by
¥ weight.

Bizp M0, 50, and other significant air emissions by
typee and wesght.

n EN71 Total waber discharge by qualidy and

destnation.

nﬂ.‘u Total weight of wasie by type and disposal
¥ method.

E 71 Toial mumber and volume of sgnificant spills.

B4 Weight of transported, imported, exported, or
treated waste deemesd hazardious wnder the
terms of the Basel Corvverniaon Anmex |, 1L, 01,
ard Vill, and percentage of transported waste
shipped intemationalhy.

EN1% Identity, sire, prodecied status, and
biodsversity value of wates bodies and related
hiabitats significantly affecied by the reporting
organization’s discharges of water and ruroff.
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ASPECT: FRODUCTS AND SERVICES Social Performance indicators
#Im initiatives 1o mitsgate errironmerntal Bnpacts The socksl dimensson of sustainability concemns the
. of praducts and services, and exient of imgact impacts an arganization has on the social systems within
Q mitigation wbich it opesrates
ER27 Percertage of products wodd and ther Thee GRI Sooal Performance Indicators identify key
i‘ packaging matesials that ane reclaimed by Fesformance fspects surmounding kxbor practices,
|| CEEQOTY. hiuman nghts, socety, and prodoct responsibility.

ASPECT: COMPLIANTE

EN22 honetary value of significant fnes and total
number of nomr-monetary sanctons for nan-

l- coimypliamce vaith environmendal Eves and
= requiations.

ASPECT: TRANSFORT

EN29 Sigreficart enviranmental impaces of
transpeoeting products and ather goods
and materials used for the onganizatsan’s
operations, and transporting members of the
workione.

ASPECT: DVERALL

N Total environmental protection expendeures
and ireestments by type.
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ASPFECT: IRDNGENDUS RIGHTY
HE® Tofal number of incdents of violabons invoking
righits of indigerous peaple and actions @akery
ASPECT: ASSESSMENT

HR1® Percentage and intal number of operatons
= that hawve besen subject to human rights
i rewiews andior impact asessments.

ASPECT: REMEDIATION

HE11 Humber of gievances relsted to human rights
filed, addressed and reselved throwgh formal

grievance mechanisms.

Labor Practices and Decent Work
Performance Indicators

RYFECT: EMPLOTMENT

LET  Total workforoe by employment type,
emplayment contract, and region, broken

LA? Total mumber and rate of new employes hees
and employes tumover by age group, gerder,
ared negian

Lk Benefits provided to ful-tims employess
that are not provided to temporary or pars-
time employees, by sigreficant locations of
operation.

LTS Retum to work and retemtion rates after
parenital keawe, by gender.

ASPECT: LABOR/MANAGEMENT RELATIONS

L& Pescentage of employess covered by
collective bargaining agresments.

LAS  Mlinimumn notice period(s) regarding
E operational changes, induding whether i is.
o specfied in collective agreements.

ASFECT: GCOUPATIONAL HEALTH AND SAFETY

Lks Percentage of total workforce represented in
formal joirt management=worker bealth 2nd

safety commithees that help mondtor and adwise
on ooupatanal health and safety programs.

LAT Rates of injury, ccoupatonal diseases, lost
days, and absenteeism, and total number
*'_ of work-related fatafities, by region and by

gender.

L8 Education, traireng, counselng, prevention,
ared risk-rontrol programs in place 1o a5t
wnrifoece members, their famiies, or communiy
members egading sericus diseases.

L%  Heaich and safety wopecs covesed in formal
agreements with trade unkons.
ASPECT: TRANING AND ECHICATION

LiTe Average howrs of trasning per year per

|| emplayes by gender and by employee
: category.
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STUDY OF COBANK, ACB



Annex 2: G3.1 Guideline from Global Reporting Initiative 216

Spciety Performance indicatars

ASPECT: LOCAL COMMURITIES

501 Percentage of opesations with smplemented
= local commeinity engagement, Impact
E-# assessments, and develonment proQrRames.

508 Operations with significant potential or actual
E'-# negative mpacts on local communities

5018 Prewenbon and mitigation measures
imgplemented in operations with significant
patential or actual negathee impacts an local
COMETHAisEL.

ASPECT: CORRUFTION

02 Percertage and total number of busness
units analyred for risks related Do cosmupticn.

83 Percentage of employess traened in
: DrGArEA NS aniFcormuption polioes and

 pocetue

FE!-HII Actions taken In responise to incedents of
L COHTLDRON.

ASPECT: PURBLIC POLICY

ﬁi 505 Public policy positsons and participation in
h puldi pasdivy develops el amd by

$08 Total value of inandal and irFkingd

coniniutions to political partes, polsicans,
and related msisutions by couniry.

ASPECT: ANTHCOMPETITIVE BEEHA WIDHR

307 Toml number of kegal actsons fior anti-
comgetive bebavioe, anti-rust, and
manopoly practices and their outcomes.

ASPECT: COSIPLIANCE

08 Monetary value of significant fnes and total
numiber of non-monetasy sanctans for non-
!‘;k compliance with laws and regulatons,

Product Responsibility Performance Indicators

ASPECT: CUSTOMER HEALTH AND SAFETY

Pl Life cycle stages in which health and safety
impacts of products and services ane
assessed for improvement, and percentage of

1 significant prodiucts and services categories
- subject 1o such procedures.

P Total numbes of inodents of non-romplanoe
wiith requiations and voluriany codes conoeming
health and safety impacts of procuces and sendoes
during thesr ke cpde, by type of outtomes.

ASPECT: PRODUCT AND SERVICE LABELING

il Type of product and service indormation
required by procedures, ard percentage of
significant prodhucts and sersices subject to
such information requirements.

Fitd  Total number of incidents of non-compfanoe
with regulations ard valurtary codes
oconcerning peoduct and sensoe nfoemation
ard labeling. by type of outcomes.

PRS Practices relsted 1o customer satisfactan,
including resutts of surveys measuring
custcemer wtisfacsan

ASPECT: MARKETING COMMUNICATIONS

PRE Foograms for adbeserce o bws, standards,
ared vwoluritary oodes refated to marketing
Cmimaumications, snchuding advertising,

promatian, and sporsorship.

A7 Total number of incidents of nom-compfance
with regulations ard volurtary codes
CONCETNing Tarketng comsmunications,
ircluding advertising, promotion, and
sponsoeshin by type of outcomes.

ASPECT: CUSTOMER PRATVACY

P2 Tocal rumber of sebstantised complairs
regarding breaches of oustomer privacy and
losses of cusiomer data

ASPECT: COMPLIANCE
Fitd  Mionewy value of sgrificant fimes fornon-

compliarcs with v and regulstions conceming
the prowision and use of products and servioes

Source: Global Report Initiative (2010)
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ANNEX 3: Financial Services Supplement for the G3.1

-

Product and Service Impact
Discltsure on Management Approach

Provede a concise disclogune on the Management
Approach items with reference to the Products and
Servioe kmpact Agpects Bsied below.

Product Pt oo

Audit; and

Active Ownership.

GOALS AND FERFDRMANLCE

Organiation=yide goak regasiing performance
relevant 1o Aspects, mchuding plars to improve

implementation of policies/procedares idenofied in F51
and F52 and ary redevant audit results.

Use organization-gpeciiic Indicators [as needed)
in addstion 1o the GR Perfomance ndscabors to

demonstrabe the results of performance against goals.
POLICY

Bried, crganization-side policy jor policies] that defines
the organization’s averall commitment related to the
Product and Service Impact Aspects lisbed aboee, ar
stade whene this can be found n the public domain

[2g. Wb link.

ORGARIZATIONAL AESFONSIRILITY

The mast senior position wiih operational responaility
for Product and Service Impact Aspects or explan how
operationa responsibiicy & deaded at the sendor level
for these Aspects. This differs from Disclosure 4.1, which
focuses on struchures at the gowemance level

FTRAINING AND AWAREMNELS

Procedures related to trasning ard rzising asareness in
relatian to the Product and Service Impact Aspects.

MOMITORING AND FOLLDW-UPF

Frocedures relabed to monitonng and comective
snd preventhee actions. List of certficathons or other
sppmoaches to suditingfeenfying the reporting
organdzation’s perfomance.

ADDITIGNAL CONTEXTUAL INFORMATION

Additional relevant infarmetion requited to understand
prgardzational performanoe, such as:

Eey surcesses and shorficomings:
Major arganizational risks and ooportunines:

Major changes in the repoeting perod to systems
ar structures ko imgnove perfoemances and

Eey strategees and peocedunes for implementing
jpolicies or achieving goals.

Product and Service Impact Disclosure on
Management Approach

ASPECT PRODUCT PORTFELID

Podicies weth soectfic environmiental and social
componerts apolied o business lines.

Procedures for assessng and screening
ernirormenital and socal risks in busiress Brnes.

153 Processes for monigoring clients’
implementation of and complisnoe with
! errironmenital and socal requiremernds
] included in agreements or transactions.
i

P4 Processies) for improving staff competency I’a
to imglemsent the ervirormertal and sodal
polices and procedures as sppled to business
linies.

P55 Interactiors with deentuirwestess/businets

partreers regarding enveronmental and ool
risks and opporanities.

Product and Service Impact Perlormance
Indicator

AAFECT: FRFDUCT PORTFELIO

Fi§  Fercentage of the portfolio for business lines by
specific reglon, size e.g. miomosSMEdange) and
by sectar.

57 Maometary value of products and sersioes
desigreed to deliver a specific social benefit for
gach business line brofen down by purpaose.

i3 Manetary value of products and serdces
desigreed ta deliver a specific ervironmenial
benefit for each business line broken diown by

purpose.
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ASPECT: AUDIT

F38  Cowerage and frequency of audits to assess
emplenedarinn nf s tal and cnaeisl

policies and risk assessment procedunes.

ASFECT: ACTIVE DWHRERSHIP
Fi1a

Percentage and rumber of companies held

in the iresttution’s portfolio with which the

reparting organization has interacted on
EF!'II
E

Environmentl or social issues.

Pescentage of assets subject bo positive and
negative erironmental or social screening.
F311 \oting policfies} applied to emveonmental or
sooal issues for shanes overwhich the reparting
organization holds the right to vobe shares or
addvises on voting.

o

Economic

The ecanomic dimession of sustainability concems the
organzation’s impacts on the economéc condstions of its
staehoiders and On SOonaImic Systems at local, natonal,
and global levek. The Eoonomic Indicators illosrase:

Floss of capital among diffesent staieholders, and

ain sconomic impacts of the oganization
throughout sockety.

Fnancial performanice is fundamental to understanding
anorgarazation and its own sustinabilty. Howeer,

this snformation i nosmally already reported in
fimancial acocownts. What is often reporied less, and is
fremsently desired by users of sustainabiity reports, is
the arganizstion’s comtributaon to the sustainabsity of 2

larger economic system.
Disclosure on Management Approach

Pravide a condse declosure on the Management
Approach items outlned below with reference to the
follorsing Economic Aspects

Economac Performance;

I-..li-
Fimancial Services Sector Specific
Commentary:

Thez C8A should include an explanation of the
oeganzaton's comemumnity investment strategy in
associaton with the data reported on commuriy
inwestment (see £C1 and related commeen targl. This

shiouid idendify strateqy elements refated ta:
Brsnesses goals for communsty nvestment
21053 gach community investment type (see
beload
The intended benefits for the redpient and
your busness;

Desirefexpected outcomes from the
COMMUnTY investment activity;

How comemumnity inestment actwvites are
identified and management; and

How performance and value for maoney is
assessed

-

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF COBANK, ACB



Annex 3: Financial Services Supplement for the G3.1

219

GOALS AND FERFORMARCE
Omanization-side qoals regarding perfomance

refevant to the Economc Agpects.

Use orgarezation-specific Indicators (as needed)
in additicn 1o the GFI Performance Indecators to
dernonsane the results of performanoe agairest goalks.

POLICY

Hrief, organization-wade policy (or policies| that defines
the organization’s averall commitment relaisng tothe

Eronomic Aspecis listed aboee, or stabe where this can
bee found in the public domain {e.g., web link).
ADDITMINAL CONTEXTUAL INFORMATION

Addrticmal relevant information reguired 1o understand
organizational perfomanoe, such as

' Ky sucresses and shortcomings;

' fajor ceganizatianal risks and opportunsties;

Major changes in the reparting pericd to systems
o structures o Improse pesfonmance; 2rd

Ky strateqies for implementing policies or
achieveng performance,

~

i Financial Services Sector Specific Commentary:

in some regiors such as Morth Americ, the term
‘commanity ireestment® refers specifically to the:
peactios of ensunng that a portion of the deposits
received fram 2 commumnity are provided back 1o |
members of the same comenunity in the foem of loans or
other finarcial serdces. in the case of this protocol, the
‘term i wsed mare broadly and is not specifically focuwsed

kmﬂupﬂﬂmlﬂlppm&ﬁfnmmmrylmﬂﬂhg. .
Eoonomic Performance indicators
ASPFECT: ECONOEIC FERFORMANCE

Bl Direcr economic value peneraced and
distriouted, including revenues, operating
oasts, employes compensation, donations
and other community irrestments, retaired
eamings, and payments to capital peoviders
and govemnments.

Financial Services Sector-Specific
Commentary on EC1 Indicator Protocol:
Commemary added to the value geresated by
the organazaticn’s commun ity investment

programs and breakdown of commangy
inuestmeent by theme.

BI Financial emplcatons and ather risks and

opporturaties for the organization’s actities
: due to climate change.

B3 Coverage of the organization’s defined benefi
: plan chlgabons.

Bd Significant fnancial assistance recedved from
- QOVEMITENE.
ASFECT: MARKET FRESENCE

B(§ Fange of ramas of standard entry kesed
wage compared ta bocal ménimum wage at
significant kncatiors of operation.

i Faoloy, praciices, and proporson of spending
on localiy-based supoliers ar sgnificant
Iocamons of opsraman.

BT Procedures for focal hinng and propartion
of senicr management hired from the
lozal community at locaticns of significant
operaticn.

RYPECT: INDARECT ECONONMIL BPACTS

BB Development and impact of nfrasoocture
irestments and senvices provided primanly
far publc benefit through commeercial, in-
kired, or pro bora engagemeent.

B9 Understanding ard descnibing ssgnificant
indirect economic impacts, including the

extent of impacts.
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Environmental Performance Indicators

ASPFECT: MATERIALS
EH‘I Materials used by weight or volume

M@ Peroentage of maberials ised that sre recyried
inpiut matesials.

ASPECT: EMERGY

NS Direct energy consumpton by primary enengy
SOUTCE.

[84 indirect energy corsumption by premary
SOUNCE.

ENS  Energy saved due o consenvaton and
efficiency iImprosements.

IR Initiatives io provde energy-efficent
or rereswabile energy based produsces
and sersioes, and reductions in enegy
requirements as a result of these inftiatves.

EN7  initiatives 1o reduce indirect enengy
cansumgption and reductions achievwed.

ASFECT: WATER

E ENS  Total water withdrawal by source.

| EN?  Water sources significantly affected by
withidraesal of water.

ENI# Peroeniage and total volume of water
recycied and reused.

ASFECT: BIDDIVERSITY

ENTT Location ard stre of lard owreed, leased,
managed in, or adjacent to, protected aeas
and areas of high bodiversity value outside

peiected areas.

812 Descriotion of significant impacts of acteiies,
peoducts, and serdces an biodiversity in

peodected areas and aneas of high biodhsersity
vidue outside protected aeas.

Ellﬂ- Habatais protected or restored.

B4 Scracegies, cosrent actiors, and future plans

15 rumber of IUCH Red List soeces and natioral
conservation list species waih habitats in areas

affected by operations, by level of extnction
risk.

ASPECT: EMISSIONS, EFFLUENTS. AND WRSTE

BN1E Totsl direct and ndisect grecnhouse gas

Financial Services Sector-Speific
Commentary on ENTE Indicator Protocok:

Commentary added ta imvite reporting on
greenhouse gas emassions relating to busness
travel.

BT Gther mlevani indinect greenhowse gas

BN inftiatives to reduce greenhowse gas
emissions and reductions achesved.

BN Emissions of oeore-depéeting substances by
weight.

B0 PO, 50, and other significant air emissions by
type and weaght,

21 Total water discharge by qualy and
destnation

BZ} Toosd weight of waste by type and depocd
mithod.

Financial Servioes Secior-Spedfic
Commentary on EM22 Indicator Protocok:

Commentary sdded to specify primary types
of wasie streams being paper and wasse IT fior

fanancial institutions.

E EN2Y Totad rumber and volume of significant gpills.

B34 Weight of mansported, imporied, exported, or
treaied waske deemed hazardous under the
terms of the Basel Corverion fnre |, 11, 8,
ard Viil, and perrentage of tansported washe
shipped internatsanalty.
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Labor Practices and Decent Work

The specific Aspects under the category of Labor

Practaces are bazad on intematsanally recogrezed
universa standards, ircluding:

. United Nations Universal Declamaton of Human
Rights ard its Protocols;

. United Mations Corrvention: Inbermational
Cervenant on Credl and Poltical Rights;

. United Mations Corrverbion: Inberrational
Cervenant an Ecancemic, Social, and Cultural Faghts;

. L0 Dreclaration on Fundamsental Princioles and
Right= at Work of 1934 {in particular the eight cone
coavendiars of the BLOY; and

The Vienna Declaration ard Programme of Action.

The Labor Practices indecatars also draw upon the

two instruments directly addressing the sacal
resporaibilites of business emterprises: the ILO Tripartne
Dedaration Concerring Multnational Enterprises and
Sacial Policy, and the Organization for Economic Co-
operaton and Development {0EC0) Guidelines for
Mukinatonal Enterprises.

Disclosure on Management Approach

Frovide 2 concise disclosure on the following
Management Appraach fems with reference to the
Labor Aspects listed befivw. The ILD Tripartite Declasation
Lonceming Multinational Enterpeises and Sodal Policy
{in particular the eight core comventions of the B0

and the Organization for Economic Co-operation and
Develapment Guidelines for Muhinational Enterprises,
should b the primary reference paints.

Employment;
. LaboriManagement Relatiors;

Occupational Health and Safety;

Financlal Services Sector-Specific
Commentary:

Friamcial instibutsons showkd report their policies
and practes regarding threats and ssalence in

Bank robberses (e.g. Mdnagpang ete.k ard

s 2 result of legal reporing requirements
on craminal activities [e.q. money Lundering,
terarEm

Policies and practices indude education, trairing,
counselling, peevention, and nsk-conirol programs.

' Trairéng and Education; ard

Cwversity and Equal Dpporiunity.
GOALS AND PERFONMANCE

Croanizatan=wide goals regarding performance
redeant to the Labaor Aspects, indicating their linkage to
the intematicnally recognized urversal standands.

Use paganzation-specific Indicaton (as needed)
in addition ta the &8 Ferfarmance indscatars 1o

demaonstrate the results of performance agairst goals.

FOLICY

Brief, organization-wide policy for policies} that defines
the organzation’s overall commitmenit redated to the
Labor Aspects, or state where this can be found in the
public domain (e.q.. web link). Ao refererce their
linkage to the interrational standands indicated zbove.

ORGANIZATIONAL RESFONSIBILITY

The most senior position with operatgonal respansibily for
Labar Aspects or explain how operational responsbdlity is
devidier] at the sergor level for these Aspecis. Thes deffers

from Dsclosure 4.1, which focuses on structures at the
govemance level.

TRAIMING AND AWARERESS

Pracedures refated to training 2nd raising awareness in
redation to the Labor Aspects.

MO NI TORING AND FOLLOW-UF

Pracedires relaced 1o monitaring and corectie and pre-
venitive actions, including those relted to the supply chain.

List of certifications fior labor-refated pesfarmance or
certification spstems, or other approsches to auditing’
venifying the reporting ceganizathon of its sunply dhain
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ASFELT: OOMMUNTY

£ Mature, scope, and effectiveness of any
peograms and practces that assess and
manage the impacts of operations on
comsmuniises, including entenng, operabng,
and exiting.

~
| Fi18 Acoess points inSow-papulated ar
ecanomicaly disadvantaged aneas by type.

|

j Fi14 Initiathees to impeove scoess to financial
| services for dsadvantaged peophe.

.

—

ASFECT: COREUPTION

ASPECT: FUBLIC POLICY

504  Public palicy positsons and participation in
public policy development and lobbying.
406

Total vabue of fimancal and irckind

contnibutions to political parties, polxicans,

and related msttutions by country.
ASPELT: ANTHIOMPETITIVE BEHANIDR

5067  Total number of kegal actsons for anti-
camipetrtive bebavion ank-trust, and
maonapoly practoes and their outoomes.

ASPECT: COMPLIANCE

08 Monetary value aof significant fines and cotal
nuamber of non-monetzey sanctions for non-
compliance with lass and regulations.

=

| 502 Percentage and total number of busness
= uriiiz analyzed for risks related to comupticn,
I!H Peroenitage of employess trasned n

- orgardstion's ant-carnaprion polices and
il procedunes.

FH

| S0 Actions taken incresponse to incdents of

| 5] Cornunan.

Product Respansibility Performance indicators addmess

the aspects of a reporting crganization’s prodwcts and
services that directly affect nusiomers, namedy, health

ard safety, mformation and labeling, marketing, and
priwacy.

on intemal procedures and the exient to which these
procedures are not camalied with,

Drizclosure on Management Approach

Provide a concise disclasure on the followsng
Management Approach ibems with reference ta the

Product Responshility Aspects

" Customer Hoafth and Safety;

" Product and Service Labeling
" Marketing Commurscations;

" Customer Privcacy; and

" Compiance.

FOALS AND FERFORMANCE

Organizatiorewide goals regarding perfarmance:
relevant to the Product Resporsibility Aspects.

Liee organizatiorespecific Sndicators (2 needed)
imaddition to the GAl Performance Indicators o

demaonsrate the resutts of performanoe agasnst goals.

FOLFCY

Brief, organization-wide policy (or palicies) thar defines
the organizatson’s overall commitmsent o the Product
Fesponsibility Asgects, or state where this can be found
i the public domain (eg.. web link

CRAGANIZATIONAL RESPORSIBILITY

The miost sersar position with cperational responsibdity
far Product Responsibility Aspects, or explan how
operaticnal resporsibility is divided at the senior kevel
far Froduct Responsibiity Aspects. This differs from
Cesclomurs 4.1, which focuses on stractures at the

govemance kevel.
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THAINING AND AWRRENELS Product Responsibility Performance Indicators
rﬁ'mm“m'ﬁﬂf:; M’me"“ i ASPECT: CUSTOMER HEALTH AND SAFETY
PA1  Life cycle stages inwhich health and safety
MOHITORING AND FOLLOW-UI impacts of products and services ane
Proceduses related ta monitanng and comective and m:’mm:fmm”
::@m;,nduﬂmﬂmrﬂuadmhmm&y it
Lt i it o rkact mespoasibil: P2 Total number of incdents of non-complance
refated pesformance o certeficateon syshems, or ek recgaletioes ] vl sy Coudes oreing
e tn audiing/verifying the . Feealth and safiefy impacts of proclcts and serdoes
Sppvamdu b e | during their e cycle, by type of autcomss,
orgunization o ks supply chain.
ASPECT: FRODUCT AND SERWICE LABELING
ADCMTHONAL CONTEXTUAL INFORMATION Type of product and service information
Adiricnal relevant indormation required o understand required by procedures, and percentage af
orgarazaional perfomance, such as: significant products and serdces subject to
such mformation requirsments.
Ky sucnesses and shortcomings;
P Total rumber of incidents of nom-complance
v Mizjor organirational risks and opportunities; with reguiations and voluntary codes
concerning product and servaoe information
v Major changes i the seportng period o sysemes and labeling, by type of ouicomes.
of stractures to improve pefarmance; and
MRS  Practices related 1o cusiomer satisfactsan,
v Ky strategies and procedures for smplemeniting ircliading resufits of surveys measuring
palices or achieving goats. ] Cusiomir satisfactan.

" Financial Services Sector-Specific Product s I"- P18 Initiatives to enhance financial Ineracy by
Respomsibility Disdosure on Management ] tyoe of beneficiany. L
Approach ]l._

ASPECT: FRODUCT AND SERYICE LEBELING @ ASPELCT: MARMETIMG COMBUNICATIONS
F15 Policies for chie fair design and sale of finandal PRE Programs for adherence to ks, stardards,
products and services. and volurrary codes related to marketing

L A commanications, mouding advertising,

pramatean, 2nd sporsorshi

FRT Total number of incidents of non-complance
with reguiatians and volurtary codes
concernirg marketng communications,
imciusding advertising, promotion, and
sponsorshep by type of outcomes.

Source: Global Report Initiative (2011)
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ANNEX 4: Institutions Subscribed to Equator Principles

A |
Adoption |, . Y el
Date - Submission
Deadline
ABN Amro 03-Aug-0% The Eurocpe 2013 31-Jul Y
Netherlands
Access Bank Plc 04-Jun-09 Migeria Africa 2013 21-Jul
Ahli United Bank 01-May-11 Kingdom of Middle 2013 31-Jul
Bahrain East
ANZ 15-Dec-06& Australia Ciceania To 30 Sept 3I0-Apr b
2013
Arab African 25-lan-09 Egypt Africa To 20 Sept 20-Apr ¥
International Bank 2013
ASN Bank MV 25-Nov-09 The Europe 2013 31-Jul ki
MNetherlands
Bance Bilbao 18-May-04 Spain Eurocpe 2013 I0-Apr ki
izcaya Argentaria
Banco Bradesco 0E8-Sep-04 Brazil Latin 2013 31-Jul Y
America
Banco de Crédite 22-Jan-13 Peru Latin 2013 31-Jul Y
America
Banco de Galicia y 18-Mar-07 Argentina Latin 2013 31-Jul ki
Buenos Aires America
Banceo de la 03-Jan-08 Uruguay Latin 2013 31-Jul ki
Repuiblica Oriental America
del Uruguay
Bance do Brasil 0E-Jul-08& Brazil Latin 2013 31-Jul ki
America
Banco Espirite 16-Aug-05 Portugal Eurocpe 2013 31-Jul Y
Santo
Banco Mercantil 12-Mar-12 Mexico Morth 2013 31-Jul Y
del Morte America
Banco PINE 07-Dec-12 Brazil Latin 2013 31-Jul A
America
Bance Popular 20-May-13 Spain Eurocpe 2013 31-Jul ki
Espaniol
Bance Sabadell 2%-Sep-11 Spain Eurocpe 2013 I0-Apr Y
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Banco Santander 30-Apr-09 Spain Eurcpe 2013 31-Jul Y

Bancolombia 11-Dec-08 Colombia Latin 2013 31-Jul
America

Bank Muscat 18-Aug-07 Sultanate Middle 2013 31-Jul Y

of Oman East

Bank of America 28-Jul-06 us Morth 2013 31-Jul Y

Corporation America

Bank of Montreal 15-Sep-05 Canada MNorth To 31 Oct I0-Apr ¥
America 2013

Bank of Nova 25-Sep-06 Canada MNorth To 31 Oct I0-Apr Y

Scotia America 2013

Bank of Tokyo- 22-Dec-05 Japan Acia To 31 Mar 31-0Oct Y

Mitsubishi UF 2014

Barclays 04-Jun-03 Uk Europe 2013 31-Jul ¥

BMCE Bank 10-May-10 Morocco Africa 2013 31-Jul ¥

BMP Paribas 24-0Oct-08 France Eurcpe 2013 31-Jul ¥

CAIXA Economica 18-Now-09 Brazil Latin 2013 31-Jul Y

Federal America

CaixaBank 19-Mar-07 Spain Eurcpe 2013 31-Jul

Canadian Imperial 03-Dec-03 Canada Morth To 31 Oct 30-Apr ¥

Bank of Commerce America 2013

ClBanco 07-Mar-12 Mexico Morth 2013 31-Jul Y
America

CIFI 0Ee-Apr-07 Caosta Rica Latin 2013 31-Jul Y
America

Citigroup 04-Jun-03 us Morth 2013 31-Jul Y
America

Commenwealth 26-May-14 Australia Oceania First Year TBC Y

Bank of Australia Grace

CORPBAMCA 259-Jul-07 Chile Latin To 30 Jun 31-Jul Y
America 2014

Credit Suisse 04-Jun-03 Switzerland Eurcpe 2013 31-Jul ¥

Group

Credit Agricole 04-Jun-03 France Eurcpe 2013 31-Jul Y

Corporate and

Investment Bank

DekaBank 01-Mar-11 Germany Europe 2013 31-Jul

CMB 28-May-08 MNorway Eurcpe 2013 31-Jul

CORPORATE SOCIAL RESPONSIBILITY AND THE FINANCIAL REGULATORY REFORM: THE CASE
STUDY OF COBANK, ACB



Annex 4: Institutions Subscribed to Equator Principles 226

DZ Bank 01-Jan-13 Germany Eurcpe 2013 31-Jul ki
Ecobank 01-Jan-12 Togo Africa 2013 21-Jul
Transnaticnal
Incorporated
Efic 03-Mar-0% Australia Oceania To 30 Jun 31-Jan ¥
2014
Eksport Kredit 14-May-04 Denmark Europe 2013 I0-Apr ki
Fanden
Eksportkreditt 27-Jun-14 Norway Eurocpe First Year TBC Y
Moruay Grace
Ex-Im Bank 31-Mar-11 us MNorth To 30 Apr 31-0ct A
America 2014
Export 25-0ct-07 Canada Morth 2013 31-Jul A
Development America
Canada
Fidelity Bank 01-Mow-12 Migeria Africa 2013 31-Jul
FirstRand 13-Jul-09 South Africa To 30 June 31-Jan
Africa 2014
FMO 19-0ct-03 The Eurcpe 2013 31-Jul A
MNetherlands
HSBC 04-Sep-02 (1.4 Eurcpe 2013 31-Jul
IDFC 03-Jun-13 India Asia To 31 Mar 31-0Oct
2014
Industrial Bank 31-Oct-08 China Asia 2013 31-Jul
ING Bank 23-Jun-03 The Eurocpe 2013 31-Jul
Netherlands
Intesa Sanpaole 04-Aug-06 Ttaly Europe 2013 31-Jul
Itau Unibanco 12-Aug-04 Brazil Latin 2013 31-Jul A
America
JPMaorgan 04-Diec-0& us Morth 2013 31-Jul A
America
KBC Group 27-lan-04 Belgium Eurcpe 2013 31-Jul
KfW IPEX-Bank 03-Mar-08 Germany Eurocpe 2013 31-Jul
Llayds Banking 31-Jan-08 UK Eurocpe 2013 31-Jul
Group
Manulife Financial 11-May-05 Canada MNorth 2013 31-Jul A
M e ——
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Mizuho Bank 27-0ct-03 Japan Asia To 21 Mar 31-Oct Y
2014

Mational Australia 25-0ct-07 Australia Oceania To 30 Se 31-Jan Y
Bank 2013
Matixzis 30-Dec-10 France Eurcpe 2013 31-Jul A
Medbank 10-Mow-05 South Africa 2013 31-Jul

Africa
MIBC Bank 09-Mow-10 The Eurocpe 2013 31-Jul A

Netherlands
Mordea Bank 21-Feb-07 Sweden Eurcpe 2013 30-Apr
Rabobank Group 04-Jun-03 The Europe 2013 31-Jul

Netherlands
Foyal Bank of 21-Jul-03 Canada MNorth 2013 30-Apr A
Canada America
Royal Bank of 04-Jun-03 Scotland Europe 2013 31-Jul Y
Scotland
Skandinaviska 03-Apr-07 Sweden Eurcpe 2013 31-lul b
Enskilda Banken
Sociéte Generale 03-Sep-07 France Europe 2013 31-Jul
Standard Bank 02-Feb-09 South Africa 2013 31-Jul

Africa
Standard 08-Oct-03 1.4 Eurocpe 2013 31-Jul b
Chartered
Sumitomo Mitsui 03-Sep-07 Japan Asia 2013 31-Jul A
Banking
Corporation
TD Bank Financial 12-Apr-07 Canada MNorth To 31 Oct 30-Apr Y
Group America 2013
UK Green 02-Dec-13 UK Eurcpe To 31 Mar 31-0Oct A
Investment Bank 2014
UniCredit Bank 04-Jun-03 Germany Eurocpe 2013 31-Jul
Wells Farge Bank 12-Jul-05 us MNeorth 2013 31-Jul

America

Westpac Banking 04-Jun-03 Australia Oceania To 30 Se 30-Apr Y
Corporation 2014

Source: Equator Principles (2014)
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ANNEX 5: COBANK's Code of Ethics

CoBank, ACB
Code of Ethics for CoBank Chief Executive Officer, President,
Chief Operating Officer, Chief Financial Officer, Chief Credit Officer, Chief Risk
Officer and Other Senior Financial Professionals

This Code of Ethics applies to the Chief Executive Officer, President, Chief Operating
Odficer, Chief Financial Officer, Chief Credit Officer, Chief Risk Officer, and all other senior
financial professionals. CoBank and its directors, officers and employees will conduct
business in accordance with the highest ethical standards as set forth in the Director
Standards of Conduct Policy and the Associate Responsibilities and Conduct Policy,
relating to ethical conduct, conflicts of interest, and compliance with the law.

It is the obligation of every senior financial professional to know and comply with this Code
of Ethics, which supplements CoBank's Associate Responsibilities and Conduct Policy.
CoBank is responsible for the preparation and distribution of its financial statements and
related disclosures and for providing relevant information that is true, accurate and
complete to the Federal Farm Credit Banks Funding Corporation for use in preparing the
Farm Credit System financial statements and related disclosures. CoBank expects all of its
employees to act in accordance with the highest standards of personal and professional
integrity in all aspects of their activities, to comply with all applicable laws, rules and
regulations, to deter wrongdoing and abide by its Associate Responsibilities and Conduct
Policy and other policies and procedures approved by the Board of Directors and employed
by CoBank that govern the conduct of its employees.

You agres to:

a. Engage in and promote honest and ethical conduct, including the ethical
handling of actual or apparent conflicts of interest between personal and
professional relationships.

b. Avoid conflicts of interest and disclose to the Ethics, Compliance and
Standards of Conduct Officer or the Confidential Complaint Hotline any
material transaction or relationship that reasonably could be expected to
give rise to a conflict.

c. Take all reasonable measures to protect the confidentiality of non-public
information about CoBank and its customers obtained or created in
connection with its activities and to prevent the unauthonzed discliosure of
this information unless required by applicable law or regulation or legal or
regulstory process.

d. Froduce full, fair, accurate, tmely and understandable disclosure in
CoBank's and the Disfricts financial statements and melated financial
reports or communications, as well as CoBank's and the District's reports
and documents filed with, or submitted to, the Funding Corporation and the
Fammn Credit Administration.
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e. Comply with applicable laws, rules and regulations, as well as the terms and
conditions of self-regulatory agreements to which CoBank is a party.

f. Promptly report any possible violation of this Code of Ethics to the Ethics,
Compliance and Standards of Conduct Officer or the Confidential Complaint
Hotline and, if potentially material to the Sysiem financial statements, to the
Funding Corporation General Counsel or Chief Executive Officer or System
Audit Committee.

g.- Promptly report any actual violation of this Code of Ethics to the Funding
Corporation General Counsel or Chief Executive Officer or Systemn Audit
Committee, and the comective action plan with respect to the actual violation.

You are prohibited from directly or indirectly taking any action to fraudulently influence,
coerce, manipulate or mislead CoBank's independent public accountant for the purpose of
rendering the financial statements of CoBank misleading.

You understand that you will be held accountable for adherence to this Code of Ethics.
Your failure to observe the terms of this Code of Ethics may result in disciplinary action, up
to and including termination of employment. Viclations of the Code of Ethics may also
constitute violations of law and may result in civil and criminal penalties for you, your
supervisors or CoBank.

if you have any guestions regarding the best course of action in a particular situation,
CoBank’s Ethics, Compliance and Standards of Conduct Officer, Andrew Jacob should be
promptly contacted by phone (303)793-2196 or email at ajacob@cobank.com. I you would
prefer to remain anonymous in reporting any possible violation of this Code of Ethics you
can use the Whistleblower Hotline toll free at 1-888-525-53891 or complete a web report at
whwa. reportlineweb. com/cobank,

Source: CoBank (2013)
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ANNEX 6: World’'s Safest Banks List in 2014

WORLD'S SAFEST BANKS 2014

Standard Bearers
EMBER 13, 2004 | Author: ANDREW CUNNINGHAM
WORLD'S SAFEST BANKS 2014 | TOP 50
Total Statement
Rank Bank Fitch Moody's S&P Score Assets Smn Date Country
1 i) AAA Aza AdA 30 640,953 12/3113 Germany

2 Zircher Kantonalbank AAA Aza Aka 30 167,927 12/31113  Switzerland

Landwirtschaftliche

21/
3 S AMA Al AMA 30 112,995 123113 Germany
4 L-Bank MMM Aaa  AMA 30 96733 123113 Germany
Bank Nederland
5 MENECEMaNtSe  aaa  Aza  AA+ 20 180,917 123113 Netherlands
Gemesnten
Nederlands
6 | |coorandse N/R  Asa  AA+ 275 100,500 123113  Netherlands
Waterschapsbank**
7 NRW.BANK AMA AZl  AA- 26 197425 123113 Germany

Caisse des Dépots et

o Ad+  Asl A 26 187337 12/31713 France
Consignations
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Banque et Caisse

9 M/R Azl AA+ 26 56102 12/31/13 Luxembo
d'Epargne de I'Etat ) ’ ! HHEmBEUT
Société de
10 Financement Local AR Aaz AR 24 115,195 12/3113 France
(5FILY
1 TDBankGroup  AA-  Aal  AA- 23 824916 10/31/13  Canada
12 DBS Bank AA- Azl AA- 23 317,729 123113 Singapore
Oversea-Chi
13 SRR INESS AA- ARl AA- 23 267485 123113 Singapore

Banking Corp

14 United Overseas Bank  AA- Al Afd- 23 2HB34 0 12/3113 Singapare

15 Rabobank AA- Aa2 AA- 22 929719 1231113  Metherlands

16 Royal Bankof Canada AA Aad AfM- 22 B23278 10/31713 Canada

17 Nat":'";:::wa“a AA-  Aa2  AA- 22 752585 9/30/13  Australia

Commonwealth Bank

18 of Australia Ah- A2 Af- 23 B93T45 630013 Australia
19 AMZ Group Ah- Aa2 Af- 23 654432 9/30M13 Australia
20 Westpac Ah- AaZ Af- 22 848485 9/30/13 Australia
21 Mordea A4 Aad AA- 21 369444 12/3113 Sweden

22 Bank of Mova Scotia  AA- Aa2 A 21 711,350 10/31/13 Canada
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Svenska )
23 Handelsbanken AA- Aad AA- 21 387,591 12/3113 Sweden

24 Hang Seng Bank A+ Ag2 Ab- 21 147,511 12/31/13  Hong Kang

25 Nat'c'”alljﬁ:?imfm” MA-  Aa3  AA- 21 BBSI2Z 123113 UAE

Caisse centrale

26 . AA- AaZ A 21 32,691 12/31/13 Canada
Desjardins

27 HSBC AA- Aa3 A+ 20 2671318 1231713 I_'ImtEd

Kingdom
Sparkassen-

28 Finanzgruppe A+ AgZ MR 20 1455045 12/31712 Germany
(Sparkasse)

China Development

29
Bank

A+ A3 Af- 20 134642 1231113 China

30 Bank of Montreal Ah- Aa3 A+ 20 513,867 10/3113 Canada

3 CIBC AA- Aa3 A+ 20 381,015 1043113 Canada

Agricultural
32 Development A Aa3 AA- 20 364,583 123112 China
Bank of China

Export-lmport Bank of

3 ) A+ A3 AA- 20 308,873 123113 China
China

34 HSEC France MBA- A1 AA- 20 288,089 123113  France

35 KoreaFinance 0. as3 A+ 20 24527 123113  SouthKores

Corporation
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36

37

35

39

41

42

43

45

46

47

49

50

Industrial Bank of

Ab- 433 A+ 20 201424 12/31/13  Sowth Korea
Karea

lorea Development
orea LEVEIDPMENL  aa-  Aa3 A+ 20 158921 1273103 SouthKorea

Bank
Pohjola Bank A+ Az3 AA- 20 139,265 12/313 Fintand
CoBank Ad- MR AA- 20 97 644 12/3113  United States
AgriBank Ad- MN/R AA- 20 87726 12/31/13  United States
NatcnalBankof: .\ .z Ar 20 65958 1MHA3  Kuwait
Kuwait

Export-import Bank of

AA- A3 A+ 20 58181  1/31/13  Southk
Korea (KEXIN) Z ! South Korea

BancoEstado A+ Aaz Af- 20 48,802 12/31113 Chile

Banque Cantonale

Vaudoise® MY Al A4 20 45,349 12/31113  Switzerland
AgFirst A4~ M/R AA- 20 28,844  12/31/13  United States
DZ Bank A+ Al MR- 19 533680 127313 Germanmy
BHY Metion A Al A+ 15 374310 123113 United 5tates
1.5 Bancorp Ah- Al A+ 19 384,021 1273113 United States
Qatar National Bank = A+ Aa3 A+ 19 121,837 1213113 Qatar
sambafinandal . A A+ 19 54676 12313 SaudiArabia

farmiin

+ Source for ratings: Fitch Ratings, Standard & Poor's, Moody's Investors Service.
+ Source for Reporting Assets: Fitch Solutions, except for * Moody's Investors Service, and **

bank's financial reports.

+ Ratings current as of August 14, 2014

Source: Global Finance Magazine (2014)
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