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A Management Model for Sustainability
in the Financial Sector

The case of Banco Real

Christel Scholten

Abstract. Since 1998, Banco Real, the third largest private bank in Brazil, has
relentlessly worked to create a ‘new bank for a new society’, by integrating
social, environmental and economic aspects into the business. Its management
model was adopted in 2001, evolved in 2006 and is used to guide the organi-
sation towards achieving its ambitious vision and mission. The model focuses
the organisation on creating sustainable results by creating value for and con-
tributing to the total satisfaction of the organisation’s key stakeholders — em-
ployees, clients, suppliers, shareholders, society and the environment. The indi-
vidual is at the centre of the model because of a strong belief that each individ-
val plays a role as a change agent in contributing to the evolution of society.
The case of Banco Real demonstrates that the integration of sustainability into
its model is a win-win-win strategy for shareholders, clients, employees and
other stakeholders.

Key words: sustainable development, financial sector, governance, integration
into core business, stakeholders

1 Introduction and background of the company

Until 2007, Banco Real was part of the ABN AMRO Group which began its
operations in Brazil in 1917 as Banco Holandés da America do Sul. Banco
Real, a retail bank, has been active in Brazil since 1971 and was acquired by
the ABN AMRO Group in 1998. Since 1998, Banco Real has acquired two
other Brazilian banks, Bandepe and Sudameris and in addition to managing
operations in Brazil, gained the responsibility for the Latin American operations
of the ABN AMRO Group at the beginning of 2006. In Brazil, Banco Real has
33,000 employees, over 13 million clients, 2000 branches and banking service
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points, approximately 1,400 suppliers, many strategic partners and supports
approximately 60 local community organisations. Banco Real consists of
wholesale and retail banking operations, Asset Management, Private Banking,
micro credit and a consumer finance business. Brazil is a competitive financial
market with several national banks competing for market share including Itag,
Bradesco, Banco do Brasil, Caixa Econémica Federal and Unibanco. The other
major international banks operating in Brazil include Citigroup, HSBC and
Santander which acquired Banco Real in 2007.

While Banco Real was part of the ABN AMRO Group, it adopted the
Group“s values and Business Principles. Group wide, ABN AMRO’s values
were launched in 1997 and were adopted by the organisation in Brazil during
the integration. The corporate values are: integrity, respect, teamwork and pro-
fessionalism. To further clarify ABN AMRO’s values, business principles were
later introduced to serve as a compass for the organisation.

ABN AMRO business principles

Employees are the Heart of our Organisation

Employees Pursue Excellence

The Organisation Aims to Maximise Long-term Shareholder Value
The Organisation Manages Risk Prudently and Professionally

The Organisation Strives to Provide Excellent Service

The Organisation Builds its Business on Confidentiality

The Organisation Assesses Business Partners on their Standards

@ N ooy A =

The Organisation is a Responsible Institution and a Good Corporate
Citizen

9. The Organisation Respects Human Rights and the Environment

10. The Organisation is Accountable for its Actions and is Open About
Them

The values were introduced into the organisation in Brazil through a launch at
an annual meeting of managers in 1999. They were then cascaded throughout
the organisation through a communication campaign and sessions led by
managers using an interactive game and exercises. The Business Principles were
introduced in Brazil in 2005, when copies were distributed to all employees,
reinforcing Banco Real’s position in sustainable development.
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2 History of the management model

From the beginning, when Fabio C. Barbosa assumed leadership of the newly
acquired organisation as President in 1998, he declared that the organisation
needed to create a ‘new bank for a new sociely’, integrating social, environ-
mental and economic dimensions into all aspects of the business. “We need to
influence capitalism to become more humane and inclusive.” In a country with
glaring income disparity and rapidly depleting natural resources, the private
sector plays an extremely important role in creating a model that incorporates
wider societal concerns. Despite ranking 10" in 2006' in terms of GDP, Brazil,
a country with a population of 184 million?, ranks 70" 3 on the Human Devel-
opment Index (HDI) and 116™ * on the UN Gini Index, an income inequality
metric. In terms of the environment, Brazil loses significant amounts of its forests
to deforestation each year and air, soil and water pollution is on an increase.
The challenges are significant, and too great for the government to handle
alone, requiring the leadership of the private sector to set an example and cre-
ate innovative solutions.

The starting point of the management model was a conviction that the bank
should be based on relationships which set the tone for the future inclusion of a
wider group of stakeholders. In 2000, the vision for the organisation was cre-
ated: “The Brazilian market and society are evolving and require a new role for
banks. Banks should act as facilitators of a society that is economically efficient,
socially just, politically democratic and environmentally sustainable. We desire
this change and aim to be one of the leaders of this transition in the market and
in sociefy.”

In 2001, the organisation’s mission and model were created. With the ac-
quisition of Banco Real by ABN AMRO Bank, Fabio Barbosa saw the opportu-
nity fo create a new type of model. Rather than hiring a consultancy to facilitate
the process, the president led brainstorming sessions with a group of executives
to discuss what a new bank for a new society meant in practice. From these
discussions the mission and model emerged. The mission: To satisfy the client,
creating value for shareholders, employees and the community, maintaining the
highest standards of ethics, and differentiating ourselves by the quality of our
products, services and, most importantly, exemplary client servicing, clearly

' World Bank 2006 GDP Ranking.

Source: hitp://siteresources.worldbank.org/DATASTATISTICS/Resources
2 In 04/01/2007, there were 183,989,711 inhabitants in Brazil, according to popula-
tion counting realized by IBGE (Brazilian Institute of Geography and Statistics).
Source: www.ibge.gov.br
Human Development Index 2005. Source: http://hdr.undp.org
United Nafions Development Program 2007/2008 Human Development Report.
Source: hitp://hdrstats.undp.org/indicators
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states the organisation’s commitment to creating value in an ethical way for
shareholders and a wider group of stakeholders.

The focus of the model is on creating totally satisfied clients achieving this
through four pillars: focus on the client’s focus, skilled and engaged staff, com-
petitive tools and corporate values. This focus contributes to creating results for
shareholders, employees and the community.

Our Model
Committed
Focus on the and Qualified Competitive Corporate
clients' Focus Staff Tolls Values

Totally Satisfied Client

Results

Shareholders Employees Community

Figure 1. Banco Real management model 2001-2006

The essence of the strategy of the organisation is to grow and to increase its
value through attracting and retaining clients, increasing employee engage-
ment and satisfaction and positioning itself as a leader in governance, ethics
and sustainability.

From the beginning, sustainable development was a core aspect of the or-
ganisation’s strategy. Three principles that are important for the organisation on
this journey are:

1. interdependency

2. change from within

3. the triple bottom line (considering people, planet and profit).
Interdependency: The organisation sees itself as part of a web of relationships

with other players including clients, suppliers, shareholders, the government,
the community, employees, the environment and the media, among others. By
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being aware of these relationships and engaging with these players, the organi-
sation can better understand their needs and aspirations, can develop better
strategies, products and processes and can work together to create a better
society.

Change from Within: The movement started as an organic process and each
inifiative begins by raising awareness among and engaging employees who
then influence practices within the organisation. The practices the organisation
adopts influence change in the market with clients, suppliers, partners and
competitors which then have a wider impact on society and the environment.

Triple Bottom Line: The organisation is committed to integrating the three Ps
or People, Planet and Profit dimensions info all aspects of the organisation and
into all business decisions.

During the same year that the mission and model had been defined, the Bank
of Value Committee was formed. This committee of senior leaders of the or-
ganisation discussed in more depth strategies for becoming a new bank for a
new society. A number of ideas were generated during these committee meet-
ings which were followed up on by groups of employees that were set up to
take responsibility for the further development and implementation of these
ideas. These groups include the environment, diversity and suppliers frentes
(fronts) while other groups were set up to create the ethical fund, micro credit
and risk policy. At the end of 2001, the Social Responsibility Department, re-
porting direcily fo the President, was set up to coordinate the integration of sus-
tainable development into the organisation with the clear intention from the
beginning to dissolve within the next few years to ensure this integration.

In 2002, three committees were set up, the Market, Management and Social
Action Committees, providing forums for participants to discuss and further de-
velop ideas for the different streams of sustainable development. Many of the
initiatives that exist today emerged from the discussions during the meetings
held by the committees and groups set up in 2001 and 2002. The Market
Committee discussed projects and ideas related to the core business such as
the ethical fund, micro credit, the social and environmental risk process, sus-
tainability products, and engagement of clients in sustainability. The Manage-
ment Committee discussed projects and ideas related to internal management
such as diversity, eco-efficiency and suppliers, and the Social Action Committee
discussed the social investment strategy and projects to focus on and invest in.

A key aspect that the organisation believes contributes to its gaining of
credibility in sustainability is that it integrates sustainability into its core business
such as the creation of a social and environmental risk filter for the extension of
credit to corporate: clients, the development of social and environmental finan-
cial products including lines of credit for social and environmental improve-
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ments, technologies and innovations, the ethical fund and the creation of new
businesses such as micro credit for low income populations. In addition to inte-
grating sustainability into its core business, the organisation has also developed
initiatives which other companies in other industries could also adopt such as a
diversity program, eco-efficiency initiatives, education and training on sustain-
ability, engagement of suppliers in sustainability issues, communications and
social investment.

In 2003, the Social Responsibility Department temporarily merged with the
training academy to form the Education and Sustainable Development (ESD)

Table 1. Location and transfer of sustainability initiatives in Banco Real

Initiative Location Year |Transferred to/Set |Year
up in department
Ethical Fund Asset Management 2001 | Asset Management | 2001
Engagement with Social Responsibility/ |2001 | Group Finance/ 2004
Suppliers ESD Procurement
Social and Environ- | Working Group 2002 |[Risk Department 2002
ment Risk Policy
Microcredit Social Responsibility/ [2002 | Risk Department 2005
ESD (temporarily until
transferred to a
business line)
Social and Environ- Products Department | 2003
mental Products
Social and Environ- | Products Department [2003 | Product Sales 2005
mental Product Sales
Eco-efficiency Working Group 2001 |Infrastructure and 2006
Logistics
Diversity Working Group 2001 |Human Resources 2003
Sustainability Report | Social Responsibility/ [2002 | Brand Strategy and | 2006
- content ESD Corporate Commu-
nications Department
Sustainability Social Responsibility/ |2002 | Group Finance 2006
Indicators ESD
Education and Social Responsibility/ | 2003 |Human Resources 2006
Training ESD
Sustainable Engineering 2006
Construction Department
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Department. This strategic decision was made based on the belief that educa-
tion is one of the best ways to integrate sustainable development in the organi-
sation. After a period of three years, the training and education department
returned to Human Resources — with sustainable development now permeating
the education model and the majority of the courses the organisation offers.

From the beginning, it was very clear that the Social Responsibility/Education
and Sustainable Development Department would not be a fixed structure in the
organisation. It would be a flexible structure that would change and evolve
based on the needs of the organisation and trends in society. Many inifiatives
were initially housed in the department, which served as an incubator, and then
later were transferred to another department. Other initiatives were incorpo-
rated by the department for a temporary period, such as the training academy,
until it was felt that sustainability was reasonably integrated to be able to return
to its original owner. It is very important for the department not be become at-
tached to a particular initiative or project as when the time is right, it will be
returned fo or transferred to an appropriate department in the organisation. At
the same time, units of sustainability were set up in existing departments such as
a social and environmental risk unit in the risk department, a social and envi-
ronmental products unit in the products department, and a social and environ-
mental product sales unit in the sales department. Examples of this process are
described in table 1.

In addition to incubating new initiatives and temporarily housing initiatives or
projects from other departments, one of the core activities of the department is
to oversee the strategy for and governance of sustainable development in the
organisation and fo support departments in the integration of sustainable de-
velopment into their respective strategies, businesses, processes, policies, train-
ing programs and relationships with stakeholders.

3 Governance of and strategy for sustainable
development

Banco Real’s overall strategic objective for sustainable development is to inte-
grate sustainability into all strategies, products, processes, policies and relation-
ships of the organisation. This objective is facilitated primarily by two things, the
evolution of the governance model for sustainability and through supporting
each department in integrating sustainability into their respective core busi-
nesses.

In 2005, the leaders of the sustainability movement in the organisation rec-
ognized that it was no longer necessary to maintain separate committees to
discuss the integration of sustainable development. The Management and Market
Committees ceased fo exist while the Social Investment Committee was main-
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tained as the function it held was still relevant. A formal governance model was
set up having as its primary objective the development and management of the
organisation’s sustainability strategy and accountability for its sustainability per-
formance.

In May 2006, as part of the evolution of the governance model, Banco Real
set up a Sustainability Council. The Council meets once a month and its mem-
bership includes 30 senior leaders from the majority of the organisation’s de-
partments. The Council is chaired by the President and several executive direc-
tors are members, demonstrating a very high level of commitment from the
leadership of the organisation. The objectives of the Sustainability Council in-
clude:

¢ Ensuring the management of and accountability for sustainability includ-
ing the development and management of the sustainability strategy;

e Ensuring the transition of responsibility accountability for the integration of
sustainability to the individual departments of the organisation; and

e Guaranteeing and monitoring the sustainability performance of the or-
ganisation.

The Sustainability Council monitors the sustainability action plans for each de-
partment, overall sustainability indicators for the organisation, performance of
the competition in sustainability and debates and approves strategic projects.
Below is a list of the key sustainability performance indicators that are moni-
tored:

¢ Business generated through Social and Environmental Products

e Business generated through operations that address sustainability issues
(social, environmental, economic)

e Business generated from clients that were positively screened through the
social and environmental risk questionnaire

¢ Business generated through the Ethical Fund

» Business generated through Micro credit

» Business generated through Carbon Credit financing
¢ Client loyalty

e Ranking of the sustainable development brand attribute (comparison with
peers)

* Number of times mentioned in the media on sustainability

e Number of awards received in sustainability
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e Number of clients that received training or participated in forums on sus-
tainability organized by Banco Real

e Number of suppliers that received training or participated in forums on
sustainability organized by Banco Real

e Number of social and environmental risk analyses conducted
e Number of branches and administrative buildings with recycling facilities
e CO, emissions

e Water consumption

e Energy consumption

e Paper consumption

e Toner consumption

e Employee Engagement Index

e Employee turnover

e Employee lawsuits against Banco Real

e Number of employees trained in sustainable development

e Employee participation in social investiment projects sponsored by Banco
Real

All of the departments of the organisation have a sustainability action plan.
These departments include: Wholesale (large companies), Middle (medium-
sized companies), Treasury, Products, Segments, Channels, Private Banking,
Retail (Consumer and Corporate Clients), Real Estate, Micro credit, Shared Ser-
vices and Operations, Consumer Finance, Asset Management, Finance, Risk,
Human Resources, Legal, Marketing, Security, Audit and Compliance. During a
Council meeting in March 2007, 25 plans were presented. Each plan included
how the department aims to maintain competitiveness through integrating sus-
tainability into its core business, processes and policies, through the education
and engagement of employees, and the engagement of clients, suppliers and
other stakeholders. Plans for new products and innovations in processes were
also presented. In 2007 o team of individuals in the Sustainable Development
Department was trained and uses a methodology developed by the organisa-
tion to support departments in further integrating sustainability.

The governance model for sustainability and the strategy for integrating sus-
tainability into the core business of each department partly address the difficul-
ties faced in engaging senior leaders, including the more sceptical ones, and
integrating sustainability into all strategies, processes, products and relation-
ships of the organisation. By working closely with and raising awareness of sus-
tainability among leaders in each department, and linking the integration of
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sustainability with the strategy and core business of the department, leaders are
increasingly coming on board. During the meetings of the Sustainability Coun-
cil it became apparent which departments were more engaged and which were
not as engaged, creating internal pressure on those not yet engaged. Whereas
early on it was more difficult to engage senior leaders, today the tables have
turned and some senior leaders are even requesting to be part of the Council.
The Council has created accountability for sustainability, decentralized respon-
sibilities to the departments and created more transparency and awareness
within the organisation.

One of the key challenges is to continue to further align and integrate the
sustainability plans and fargets of each depariment into its regular business
plans and targets. Another is to ensure further alignment between the overall
sustainability targets and indicators and the corporate strategy. Sustainability
strategies, targets and indicators should not be parallel to those of the organi-
sation but should be completely integrated. One of the ways these challenges
are being addressed is through the integration of sustainability into the strategic
planning process of the organisation which was developed and implemented in
2007. Guidelines including sustainability criteria along four dimensions (core
business, policies and processes, training and engagement of staff and stake-
holder relationships) were developed and integrated into the overall strategic
planning process of the organisation and into the specific planning processes of
the departments.

4 Evolution of the management model

At the end of 2006, at an annual gathering of 600 managers, the organisa-
tion’s revised vision, mission and model were launched. These were updated to
better reflect the organisation’s beliefs — that everything is interconnected and
that we are part of a web of diverse stakeholders, that we need to incorporate
social, environmental and economic aspects into all business decisions, and
that we should aim for the satisfaction of the individual, regardless of the rela-
tionship that a person has with the organisation — whether he or she is a client,
supplier, part of the community, shareholder or employee.

The revised vision is: A new bank for a new society. A society in evolution, in-
creasingly better informed and aware, strives to integrate human, environmental
and economic aspects in all of its decisions. We, as an organisation and as in-
dividuals are change agents in this evolution. As an organisation and as indi-
viduals we believe that we are change agents and have a role to play in con-
tributing to the evolution of society. We are aware of the shift in consciousness
of society and strive to be leaders of the movement particularly in Brazil.

The revised mission is: To be an organisation renowned for providing out-
standing financial services to our clients, achieving sustainable results and the
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satisfaction of individuals and organisations, who together with us contribute to
the evolution of society. We aim to provide high quality services and make a
profit but not at all costs. We aim to generate results sustainably, by integrating
the social, environmental and economic aspects into all that we do. We strive
for the satisfaction of individuals and organisations and invite them to join us
on our journey fo create a sounder society.

Our Model

Gt LIEN Uy,
*> 5 G r ¢

-
7 Shareholder
i m

Employee /.2 Supplier

|
Society | ('l | Environment
11

Fatas

A /
TOTAL SATISFACTION &

e ¥ NG 1
Focus on the Engaged Shared Improved Pdl'n:esses
Cliant's Focos People Values e

Discipling in Execution

Figure 2. Banco Real management model 2006

In the evolution of the model, the individual is the focus in the centre. We aim
to show that each individual can play more than one role. At the same time that
one is a client, one could also be a mother or father, be involved in an envi-
ronmental organisation and be on a council of the municipal government, a
citizen of society.

With this model we aim to create value for our key stakeholders — employ-
ees, clients, suppliers, shareholders, society and the environment, contributing
to their total satisfaction. We want to engage with our stakeholders as we be-
lieve that together we can work towards the sustainability of our society. The
four pillars have evolved slightly, now based on: shared values, focus on the
client’s focus, engagement, and processes and discipline. We believe that this
together contributes to the achievement of sustainable results.

The choice to include sustainable development in our overall management
model is due to a deep belief that this will enable us to live our mission and
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achieve our vision. We believe that we are a successful organisation because
we have adopted practices that infegrate the social, environmental and eco-
nomic dimensions into our day-to-day operations, aspects that society is in-
creasingly valuing. The integration of sustainable development contributes to
the realization of the strategic objectives of the organisation by improving re-
sults, attracting and retaining clients, increasing employee engagement and
satisfaction and putting the organisation in a leadership position in governance,
ethics and sustainability. “The whole sustainability strategy is a win-win-win
proposition, where shareholders, clients, employees and other stakeholders get
good results,” President Fabio Barbosa remarks.

In practice the integration of sustainable development into our model means
that social, environmental and economic aspecis are integrated info the overall
strategy of the organisation and the strategies and plans of each area of the
organisation, whether it be a business unit such as retail banking or a support
function such as human resources. It is a new way of looking at the business.

In the business functions, the focus is more on engaging clients, under-
standing not only their financial needs but also their environmental and social
needs. For example a client may want fo reduce the amount of contaminated
water that enters the river from the company s factory. Banco Real can offer a
line of credit to install a water treatment and recycling system. In addition to
reducing negative environmental impacts, the installation of new technology
can also reduce the client’s costs by reducing water consumption contributing
to greater profitability of the client’s operations. For the business functions, the
focus is also on developing and offering new and innovative products which
provide environmental and social solutions for our clients. For the support and
back office functions, the focus is more on integrating social and environ-
mental aspects into core processes such as the remuneration and incentive sys-
tems, internal and external communications and processes dealing with the use
of environmental resources such as energy, water, paper and building materi-
als. For employees overall, sustainability can be applied in their day-to day-
activities such as use of energy, water, paper, proper recycling and destination
of waste, embracing diversity, engaging with suppliers, clients and the wider
community around the topic, getting involved in volunteer activities and being
proactive by questioning practices, policies and processes that are not consis-
tent with sustainable development. Many employees also bring these concepts
into their personal lives by reducing the use of natural resources, implementing
recycling systems in their houses or apartment buildings, getting involved in
volunteer activities and in general creating awareness around sustainability.

Along this journey to become a new bank for a new society, a number of re-
sults have been achieved. This next section will describe these in more detail.
We believe that the efforts in sustainable development all contribute to creating
sustainable results. These results include increased revenues, increased number
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of clients that bank with us because of our commitment to sustainable devel-
opment, new products that meet the environmental and social needs of our
clients, increased brand attractiveness, integration of sustainable development
into our processes reducing risks and costs for the organisation, attraction of
foreign capital, increased employee satisfaction and engagement, increased
diversity in the organisation, reduction of the use of natural resources therefore
reducing costs, and increased engagement with our stakeholders which attracts
more people fo the organisation and contributes to an improved positioning in
the market.

While difficult to directly attribute results to one of the four pillars of the
model: focus orn the client’s focus, shared values, engaged employees, and
improved processes and discipline, the results will be framed around one or
two of the pillars.

Focus on the client’s focus and sustainable results. Through its results,
Banco Real is demonstrating that sustainability contributes to financial perform-
ance. Since the year 2000, Banco Real’s net profit has grown from USD 159
million to USD 1.7 billion in 2007 and revenues have also increased, from USD
5.6 billion in 2002 to 7.2 billion in 2007. The number of clients that bank with
the organisation increased from 4.8 million in 2000 to 13.1 million in 2006.
Results from Client Satisfaction Surveys by The Gallup Organization show that
the number of clients that recommend the bank has grown from 34% in 2002
to 44% in 2006 and that client satisfaction has also increased during the same
period from 68% to 74%. In a ranking of Brazilian brands by the Magazine Isto
E Dinheiro in parinership with BrandAnalytics, Banco Real s brand ranked 9",
valued at USD 384 million. The 119% increase of Banco Real’s brand from
2005 to 2006 was the largest yearly increase among the 18 most valuable brand
names listed. The magazine stated that the increased value of Banco Real’s
brand reflects the organization’s consistent positioning in sustainability. “Business
clients, both small and large companies, are now taking our stance info consid-
eration and have either intensified their business or started doing business with us.
Many have stated explicitly that they did this because of what we stand for. Our
brand has moved up from fifth to second place and has maintained this position
since 2005 in terms of brand aifractiveness and recognition (among other
banks). This means that when individuals are asked in a survey which bank they
would open an account with, we rank second,” says Fabio Barbosa.

In terms of innovation in products and offerings to clients, contributing to in-
creased results, Banco Real was the first bank in Latin America to launch an
Ethical Fund. This fund was the world’s best performer in Socially Responsible
Investing (SRI) in 2004 and its portfolio grew from USD 25.1 million in 2004 to
USD 434 million in 2007. Accumulated growth since its inception in 2001 to
the end of 2007 was 504.5% while the accumulated growth of the Sao Paulo
Stock Exchange Index (lbovespa) during this same period was 418.2%. The
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organisation also created new business and closed new deals with the new line
of social and environmental products. Credit that was extended for social and
environmental projects for both consumer and corporate clients reached USD
466 million in 2007. An example of a social and environmental operation is
the deal with Votorantim Celulose e Papel (VCP), a pulp and paper company.
In an innovative partnership between VCP and Banco Real, the Poupanga Flo-
restral Programme was created, in which agricultural producers, members of
the landless movement, received credit from Banco Real at lower rates to sus-
tainably grow eucalyptus trees on a reserved part of their land. This partnership
protects the forests, guarantees production for VCP and income for the mem-
bers of the landless movement. In another innovative partnership between
Banco Real, Tetrapak, Klabin (a pulp and paper company) and Alcoa, the or-
ganisation extended financing for the implementation of a new technology that
separates the aluminium, paper and plastic from Tetrapak containers. The
separated material is used as raw material for the production processes of the
pariner companies. The organisation is a pioneer in Brazil in investing in re-
newable technology and arranging carbon credit deals bringing business and
value to the organisation. Up to 2006, the organisation financed 20 small hy-
droelectric planis with a total generation capacity of 423 MW, four wind farms
with a fotal generation capacity of 199 MW and two bio diesel plants. This
contributed to the direct and indirect generation of 70,000 jobs, is a significant
investment in infrastructure for the country and generates profit in fees for the
bank. In 2006, Banco Real conducted EUR 9.7 million in carbon credit trades.

Banco Real was also a pioneer in micro credit. The number of clients grew
from 579 in 2003 to 53,421 in 2007 with a total disbursed value of USD 32
million in 26 communities. The break-even point was reached in November
2007. Because of its credibility and diligence with social and environmental
issues, Banco Real gained long-term international capital, receiving a total of
USD 324 million from the International Finance Corporation (IFC) since 2004
for a social and environmental and corporate governance credit line. A signifi-
cant confributor to the results of the organisation is positive media exposure
which aftracts clients and other stakeholders to the organisation.

Improved processes and discipline. Banco Real was the first bank in the re-
gion to create a social and environmental risk process, reducing the organisa-
tion’s financial and reputational risk. 3,177 social and environmental risk
analyses were conducted in 2006. Since the adoption of the Equator Principles,
24 analyses have been conducted, of which three were rejected. Initiatives on
the eco-efficiency front contribute to reducing costs and use of natural re-
sources. 1027 branches have set up recycling facilities whereby the waste is
collected by cooperatives. In addition, the organisation was a pioneer in the
mass use of recycled paper internally and was the first bank to produce cheque
books with recycled paper. Efforts have been made to reduce paper usage,
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which currently is at approximately 75 kg per employee per year. The car fleet
has been renewed, 1659 of which are now dual fuel systems (gasoline and
ethanol). In terms of reduction in resource use, the organisation reduced its
energy consumption by 4% in 2004 with an additional reduction of 7% in 2005
and a further reduction of 4% in 2006 and 2007. The organisation reduced
water consumption by 9% in 2004 with an additional reduction of 3.4% in
2005 and a further reduction of 11% in 2006 and 2007. Up to 2005, this
amounts to savings of USD 183,000 in energy and USD 56,000 in water. In
2006, Banco Real received 1ISO14000 certification for its administrative build-
ing in S@o Paulo and received a silver status certification by the Leadership in
Energy and Environmental Design (LEED) Green Building Rating System for its
first sustainably built branch.

Engagement. Engaged and satisfied employees contribute to sustainable re-
sults. In 2001 the employee satisfaction rate was 68% increasing to 77% in
2003. In 2006, the employee engagement rate was 91% and employee pride
in working at Banco Real grew from 92% in 2001 to 98% in 2006. In terms of
diversity in the organisation, it witnessed an increase in the number of employ-
ees with disabilities from 272 in 2004 to 1369 in 2007 and in the same pe-
riod, the employees of African descent grew from 9.87% to 14%. The organisa-
tion has a target to increase the percentage of women in managerial positions
which currently is at 25%.

Banco Real also invests significantly in employee training and since 2002,
programs on sustainability have been provided for all levels of the organisation.
The first large scale program was run in 2002 in partnership with Friends of the
Earth training 1500 retail branch and relationship managers on social and en-
vironmental risk. Since then, the number of staff trained has increased and in
2007 alone 12,590 employees were trained on the topic of sustainability. One
of the flagship programs in 2007 was the Development of Leaders in Sustain-
ability Program, a program designed to develop leaders in sustainability in the
retail branch network across Brazil. Participants in the program become a ref-
erence in sustainability in their region, not only for their teams but also for cli-
ents, suppliers and the wider community. The program consists of 3 modules
for a total of 52 hours in-class training and the 200 participants upon comple-
tion of each module cascade the content to a further 2000 managers.

Since 2001, the organisation has increased engagement with its suppliers.
Starting with a small group of 15 in 2001, this number has grown to 164 in
2007. 458 have signed the organisation’s Value Partnership which includes a
set of guidelines for the inclusion of social and environmental considerations
into the suppliers’ businesses. In 2006, the legal department engaged 100 law
firms in sustainable development issues reducing risks and costs for the organi-
sation. The treasury department also began to engage brokerage firms in 2006
to align values and raise awareness about the topic. The organisation also en-
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gages clients in sustainable development, raising awareness about the topic
and exploring ways in which clients can adopt sustainability practices in their
companies. This indirectly leads to increased business and increased client loy-
alty. With respect to social investment, 4,614 clients and 17,472 employees
participated in and donated to the Real Friend Program in 2007, where part of
an individuals’ taxes can be destined to social projects. Also in 2007, the or-
ganisation had 1959 volunteers working on the Brazil School Project, a project
focused on education.

Banco Real is beginning fo receive recognition for its efforts in sustainability,
contributing to the brand value and attractiveness of the organisation. In 2007
alone, ABN AMRO received 35 awards for its performance in sustainable de-
velopment. A few of the awards and recognition that the organisation has re-
ceived include:

¢ Harvard Business School Case — ABN AMRO Real: Banking on Sustain-
ability (2005)

e World Business Awards (2006 — one of 10 companies awarded by the In-
ternational Chamber of Commerce, UNEP and the Prince of Wales Busi-
ness Leaders’ Forum)

e Emerging Bank of the Year (2006 — Financial Times Sustainable Banking
Awards)

e 100 Best Companies to Work For in Brazil (2006 and 2007 — Great
Place to Work Institute and Epoca Magazine)

e 100 Best Companies to Work For in Latin America (2004 to 2007 -
Creat Place to Work Institute and Epoca Magazine)

e 150 Best Companies to Work For in Brazil (2002-2007 — Exame and
Vocé S.A. Magazines)

¢ One of 20 role model companies in sustainability in Brazil (Guia Exame
de Sustentabilidade 2007)

e Prémio ECO 2007 — awarded the Grand Prize for Management of Sus-
tainability and in 4 other categories: Values, Transparency and Govern-
ance; Employees; Suppliers; and Government and Society

¢ 8th place among the Most Admired Companies in Brazil and 2nd place
within the banking sector (2007 — Carta Capital magazine and the TNS
InterScience Institute)

Increasingly, Banco Real is being seen as a leader in Brazil and internationally
in integrating sustainability into its core business model. Indicators demonstrate
that the model is working as the business is growing, resulis are increasing,
more clients are being aftracted to the bank, employees are satisfied and en-
gaged and brand and reputation ratings are increasing. The integration of sus-
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tainability into the core business is proving to be a competitive advantage for
the organisation. It is also a strategy for continuous innovation, adapting the
organisation, its strategies, products and process to the changing needs of so-
ciety. These innovations are then replicated by other players in the market, con-

tributing fo the engagement of more stakeholders in this journey.

5 Some dos and don’ts

Dos

Don’ts

Think big, start small, move fast. With
sustainability it is important to take bold
steps as the challenges are significant.
Take things one step at a time and move
quickly to remain ahead of competitors as
they will catch on quickly.

Try to do everything at once. Sustainability
is complex and will require a systems view
to understand all the issues and begin fo
address them.

Lead from the top. Much of the success of
Banco Real's integration of sustainable
development info the organisation has
come from visionary leadership ot the top
of the organisation.

Underestimate the need for gaining
commitment by the leadership of the or-
ganisation. If senior leaders are not
committed, it will be very difficult to make
real progress in sustainable development.

Be bold and take risks even if the rest of
the market isn’t with you yet. When Banco
Real introduced the social and environ-
mental risk policy in 2001, the rest of the
financial sector thought this was beyond
the scope of a bank. Today, most banks
in Brozil have implemented some form of
social and environmental risk policy. It is
imporfant to challenge paradigms in or-
der fo shift the system.

Hide from the issues. If you think that the
organisation holds responsibilities beyond
traditional ones, put processes in place fo
address these.

Infegrate social, economic and environ-
mental dimensions into strategies, prod-
ucts, processes and policies of the organi-
sation. It is important that sustainability is
integrated into the core business to give
credibility to the movement and demon-
strate that the organisation is addressing
the tough issues.

Focus enly on programs that do not have
a direct impact on the core business. It is
much more difficult to focus on changing
or integrating sustainability into the core
business, but don't allow this to deter you.

Integrate sustainability into the strategic
planning process and set up a govern-
ance model to manage the overall proc-
ess of integrating sustainability.

Create parallel planning processes as this
will always compete with the mainstream
strategies and objectives of the organisa-
tion.
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Dos

Don’ts

Engage stakeholders in the journey. By
engaging with clients, employees, suppliers
and the community, much can be learned
that can be used to sirengthen and en-
hance strategies, products and processes.
Results in sustainability cannot be achieved
alone. It requires partnerships and syner-
gies with other stakeholders in society.

Try to do everything on your own. Resolv-
ing social and environmental issues is
complex and requires the collaborative
efforts of diverse stakeholders.

Invite in and debate dilemmas seeking
opportunities for win-win solutions. It is
important to be fransparent and share di-
lemmas and difficulties. Through being
open in this way, the organisation can
work fogether with others fo address fough
issues.

Think the organisation knows all the an-
swers. The journey will be more difficult if
the tough issues are not addressed and
they will surely surface again if not ad-
dressed.

Invest in the education and engagement
of employees at all levels of the organisa-
tion from senior management fo more
junior employees. Sustainability is a topic
that requires the personal engagement of
staff. If employees don't understand the
importance of sustainability and have not
embodied the concept, it will be difficult for
them to integrate it into their day-fo-day
interactions with clients and other stake-
holders. Sustainable development is about
changing the culture of an organisation,
impacting and influencing employees and
other stakeholders, one by one.

Simply communicate. Communication is
important but more depth and engage-
ment is required for employees to come
on board. This process takes much longer
but is much more transformative for the
individual, the organisation and society.

Adapt your approach for different de-
partments and business lines. Sustainabil-
ity doesn’t work with a one-size-fits-all
approach. Each business line and support
function has a unique contribution to the
sustainability movement.

Take a one-size-fits-all approach. This will
cause frustration on both sizes as the is-
sues and roles of the different functions
are so diverse.

Adapt and evolve with the changing
needs of society. Sustainability requires a
continual scanning of the external envi-
ronment to understand the changing
needs of and new developments in soci-
ety. Management models and corporate
strategies will need to continually evolve.

Remain stagnant. This will not enable
your organisation to remain competitive
and on top of the most relevant issues.
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6 Future challenges

The challenges society faces with climate change, social inequality and natural
resource degradation are immense. The private sector has a critical role to play
in contributing to the reversal of these trends. The financial sector in particular
can play a leading role in influencing other sectors to integrate social and envi-
ronment dimensions info their businesses through the policies and practices that
are put into place. As new forms of measuring success become more main-
stream, existing models will need to adapt to this new reality. Organisations
that are aware of the changing trends and needs of society and that are more
flexible, will be much befter able to adapt and will be more successful in this
new landscape. Banco Real is committed to continuously contribute to the evo-
lution of society by continuously adapting its sirategies and models and inno-
vate its products, services and processes.

Over the last eight years, Banco Real has gained significant experience in in-
tegrating sustainability into its business. In December 2007, in response fo grow-
ing demand by clients, suppliers and opinion leaders, Banco Real launched the
“Espaco Real de Pratficas em Sustentabildade” or “Real Space for Sustainability
Practices” to share the organisation’s experience in integrating sustainability with
clients, suppliers and the wider public. Through online courses and forums, and
in-class training programs, the “Real Space for Sustainability Practices” aims to
support clients and suppliers in integrating sustainability into their business and
raise awareness among individuals and organisations to “shorten the distance
towards a sustainable world”. This is yet another step in Banco Real’s sustain-
ability journey. “Banco Real has passed the point of no return,” Fabio Barbosa
says, “There is no turning back and this drive will continue regardless of the ac-
tions of any individual. Every one of us can make a difference.”
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