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I is a new reality that requires

managing constant changes

in an environment of continuous cri-
ses. Russia is a unique arena for elab-

orating and testing new management
methods in times of transformation.

he transformational economy

Unlike speculative banking, which is
concerned with buying and selling
risks, ESG banking manages risks.

In a crisis, a speculative bank buys
more expensive funding and passes
the risks on to customers by increas-
ing loan interest rates. In contrast,
an ESG bank will work with custom-
ers to find ways to reduce risks in a
crisis. This means that an ESG bank
can reduce loan interest rates, while
its customers gain competitive ad-
vantages and can repay their loans
on time and in full.

ESG banking implements Environ-
mental, Social and Governance prin-
ciples. In effect, it combines many
complementary ideas about “green”,
“ethical”, “responsible”, “sustainable”
and “transformational” banking that
have been developed as alternatives
to speculative banking. Center-invest
Bank has successfully implemented
an ESG banking business model in
the south of Russia.

The ESG banking business model con-
siders a wider range of risks:

= environmental risks (physical — ac-
cidents, natural disasters, climate
change; and transformational -
changes in legislation and stand-
ards);

= social risks (inequalities based on
income, gender, age and other char-
acteristics, the accessibility of new
technologies and resources);

= governance risks (transparency, ef-
ficiency, monitoring and reporting on
the processes of reproduction of all
types of capital: productive, finan-
cial, human, social, informational,
intellectual and natural).

Each component of ESG risk manage-
ment is important, and all the compo-
nents are interconnected.

ESG banking finances real processes of
transformation in its customers’ lives
and businesses. Center-invest Bank
has obtained 82% of its income from
lending to the real economy and has
allocated its income to: the population
(interest paid on deposits) — 36%; part-
ners and suppliers — 23%; employees
and the state — 19%; and shareholders
(dividends and development) — 22%.

Agribusiness

Agribusiness is considered a risky sec-
tor to lend to. It is true that if we focus
on volatile weather, the risks of agri-
business lending are considerable. But
if we consider more stable climates,
productive soil and water resources,
then the risks diminish. If you lend
to agribusiness for a period of three
years, two of those years might have
poor harvests. But over a five-year pe-
riod, there will be two good harvests —
meaning that all loans can be repaid.

SME lending

Small business is also considered a
risky sector for lending. SMEs account
for one third of Center-invest Bank’s
total loan portfolio. To reduce risks,
the bank has provided entrepreneurs
with non-financial services in addition
to loans since 1997. These include
consulting, auditing, outsourced book-
keeping, legal support and tax advice.
Even modest expenditure on this sup-
port reduces the risks from lending to
small businesses that operate legally.
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Women in business

Lending to female entrepreneurs pro-
motes gender equality and benefits from
a generally lower risk profile. As women
entrepreneurs tend to manage risks
more carefully, we can lend to them at
lower rates. At the same time, we can
focus more on the quality of bank ser-
vices and on establishing trusting rela-
tionships between the bank and its cus-
tomers. There has not been one single
default in the whole time we have been
lending to female entrepreneurs.

Youth enterprise is expected to imple-
ment the creative ideas of the younger
generation despite the constraints of
existing rules and barriers to entre-
preneurial activity. To support this, the
bank offers new entrepreneurs train-
ing, preferential terms for business
bank accounts and loans, and free ad-
vice and mentoring. The bank actively
participates in sociological research
into the challenges faced by young en-
trepreneurs and implements projects
with university students.

Social enterprise

It addresses community needs in a
given market on the basis of more ef-
fective approaches, cost-recovery and
financial sustainability; is scalable (“a
good programme works even when
the developer is absent”); effectively
manages risks.

Loans for business
transformation

In response to COVID-19, government
support for small business has been
scaled up. Center-invest Bank is actively
participating in government programmes
and the post-crisis development pro-
gramme. In a distance economy, the
future of business will depend not on
government support, but on the digital
transformation of business.
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Energy efficiency

Modern energy-efficient technologies
reduce energy consumption and cut
CO, emissions. The comprehensive
introduction of new technologies gen-
erates labour, creates other resource
savings in addition to energy savings,
and reduces losses. This results in a
2-3-year payback period for the cost
of replacing equipment. When the
bank conducts this analysis with the
customer, the customer chooses the
energy-efficient option. When they
learn how their project will reduce CO,
emissions, they become a proponent
of ESG principles.

Financing the renovation
of apartment buildings

To fund the renovation of apartment
buildings, the government proposes
that residents save up money by making
monthly contributions to a communal
fund. But the best way to keep money
for renovations is to take out a loan, do
the renovations, and use the monthly
contributions to pay back the loan.

Retail lending comprises 62% of the
bank’s loan portfolio. Center-invest Bank’s
ESG retail lending focuses on traditional
secured consumer loans, mortgages and
car loans. ESG banking finances the hap-
piness of ordinary people.

Mortgage loans, which are the most
popular and least risky loan product,
account for two thirds of the bank’s
retail loan portfolio. The bank helps
customers to find the best option for
purchasing a property and helps them
to consider incentives under govern-
ment programmes, the environmental
conditions of different locations, and
energy-efficiency solutions for their
new homes. In particular, the bank
actively participates in a government
programme for rural mortgages.

ESG banking risk
management

ESG risks (grouped by customers,
products, transactions, and decision-
making processes) and their impact
on regulatory compliance and finan-
cial indicators can be assessed.

Unlike a business plan, the ESG
strategy views the constraints of a
mathematical model not as prede-
termined, but as variables. This al-
lows for a range of growth trajec-
tories that are balanced in terms
of assets and liabilities. Taking into
account geopolitical, environmental
and social factors, as well as over-
sight and supervisory practice, we
select the balanced solutions that
are feasible.

ESG banking risk management entails:

balancing long-term profitability, or-
ganic growth and risk;

knowing the target markets, regional
risks and a detailed analysis of bor-
rowers’ businesses in lending to the
real economy;

regularly re-assessing risks and cov-
ering risks with sufficient provisions
and capital;

minimizing risks by diversifying fund-
ing sources and prioritizing lending
to local clients;

= a risk-management system com-
bining formal and substantive risk-
assessment procedures;
transparency of deals and transac-
tions;

improving financial literacy among
the population and providing free
business advice;

reducing the level of defaults (whe-
ther fraudulent or resulting from so-
cial or economic factors);
continuous innovation to tackle new
challenges.
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The implementation of the ESG risk-
management strategy is underpinned
by Bank of Russia recommendations
and requirements, Basel Committee
recommendations, best international
practice, shareholders’ recommenda-
tions, the bank’s 28 years’ experience
in managing regional risks, and the
lessons drawn from the crises of 1998,
2008, 2014 and 2020.

ESG banking risk management is not
a “product”, but a continuous process.
It takes into account changes in the
operating environment, innovations in
products and services, and regulatory
requirements which are continually
being updated.

ESG reporting
Thanks to its transparent reporting un-
der Russian and international standards,

Center-invest Bank avoids the risks of
unreliable reporting and is able to pro-
duce timely information about its partici-
pation in international programmes and
national projects. The bank records the
impact of its products on the implemen-
tation of the United Nations Sustainable
Development Goals and Russia’s Na-
tional Projects. It can readily inform its
depositors of how the money they have
entrusted to the bank is being used to
achieve global and national goals.

By using integrated reporting rather
than just financial reporting, the
bank has been able to assess in a
new light:

= the impact of the bank’s income on the
interests of other stakeholders: the lo-
cal population, employees, sharehold-
ers, customers and partners;

P ESG-investments 2019 - 9M2020 (for every P100 of deposit)

In Sustainable Development Goals

RUB 168.5 bin

12.8%
14.3%

= the bank’s development as a process
of reproducing operational, financial,
informational, intellectual, human
and social capital.

Our independent financial ratings from
Moody’s (Ba3, stable) and ACRA (A
(ru) stable), and our Vigeo Eiris rank-
ing (17/76, Europe) have shown that
ESGs bank can remain consistent in
any frame of reference.

Internal audit and
compliance

Internal audit in ESG banking must
assess current operations for compli-
ance with internal rules and regula-
tions and national laws, as well as
consider global trends in regulation.
Regulators are paying increasing at-
tention to ESG banking. The bank’s
experience clearly shows that having
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a more advanced knowledge of best
international practice is becoming a
competitive advantage when working
with customers, employees, partners,
the regulator and shareholders.

ESG banking and
personnel policy

Speculative banking uses headhunt-
ing. In contrast, Center-invest Bank
nurtures potential employees. Every
year, over 400 students are trained at
the Financial Literacy Centres opened
by the bank in partnership with uni-
versities in Rostov-on-Don, Krasnod-
ar, Taganrog, Volgodonsk and Volgo-
grad. The top students are invited to
work placements at the bank, and
the top interns are offered jobs with
the bank. We also maintain contact
with students who go on to work for
other companies. A speculative bank
trains young employees solely for its
own needs.

ESG banking and gender
policy

In accordance with Russian legislation,
national traditions and established
practice, all of the bank’s employees
have equal rights, equal conditions and
equal opportunities for career growth.
Our support and respect for mother-
hood is reflected in the fact that the
birth rate among our employees’ fami-
lies is four (!) times higher than the
national average for Russia.

ESG banking and
communications policy

ESG banking requires regular commu-
nication with all stakeholders (regula-
tors, shareholders, employees, custom-
ers and partners) not only about official
reporting and positive events, but also
about risks. There are more positives in
the work of an ESG bank, but even this
information must be presented to every
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stakeholder in an accessible and clear
format that uses specific messaging, slo-
gans and catchphrases for each group.

ESG digitalization

This is first of all a moral choice between
risks and efficiency when using mod-
ern financial and digital technologies
to support the long-term development
of the bank and its customers through
the creative use of quantitative assess-
ments and continuous innovations.

ESG banking
requires regular
communication
with all
stakeholders not
only about official
reporting, but also
about risks.

ESG banking ensures data protection
and safe payments when introducing
any new technology. In order to rap-
idly introduce new digital technologies,
an ESG bank will actively collaborate
with market leaders as a co-innovation
partner. Big data integration and pro-
cessing is used to create electronic
customer profiles and automate prod-
uct and service management.

Center-invest Bank is: a member of
the Global Alliance for Banking on
Values (GABV), which unites over 50
banks from around the world whose
aim is to use finance to deliver sus-
tainable economic, social and envi-
ronmental development; a signatory
to the Principles of Responsible Bank-
ing of the United Nations Environment

Programme Finance Initiative (UNEP
FI), which unites more than 290 fi-
nancial market participants.

The bank maintains relationships with
participants of the ESG investment
market and regularly informs them of
its work.

ESG banking against
COVID-19

The COVID-19 pandemic is a typical
“black swan” event — an unexpected
phenomenon of large magnitude and
catastrophic consequences. These are
exactly the kind of risks that banks ap-
plying ESG principles should consider.

Analysis of the various alternatives al-
lowed us to plan, prioritize and imple-
ment appropriate measures, including:

= for retail customers: enhanced con-
tact centre service, 24/7 response
on social networks, remote services,
abolition of fees, free delivery of
bank cards to customers aged over
65, preferential mortgage rates;

= for businesses: loan repayment holi-
days, interest-free loans to pay sala-
ries, loans for business recovery and
transformation (the bank’s own loan
programmes and government-subsi-
dized programmes);

= for staff and customers: hygiene and
infection control measures, transi-
tion to remote working for two thirds
of employees;

= for shareholders: regular updates on
the financial situation, monitoring of
measures taken by government au-
thorities.

Banks are the mirrors of the economy.
In times of transformation, banks must
not only reflect, but also focus their ef-
forts on managing transformational
risks. 1





