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EXECUTIVE SUMMARY

1. This document was developed as part of the Institutional Governance and
Financial Inclusion Project (GIF Project), supported by Multilateral Investment
Fund (MIF) and Swiss Agency for Development and Cooperation (SDC), with
Bolivian Investment Management Ltd. (BIM Ltd.) as joint executing entity.

The GIF Project’s objective is to generate capacities in members of Governance
spheres of Microfinance Organizations, applying best practices for contributing
to the robustness and sustainability of their entities, particularly those
committed to developing Financial Inclusion activities.

Within the scope of the present document are the first two Components of the
GIF Project. Component | has the aim of generating a set of tools prepared so
that knowledge and application of the tools be internalized by the governing
bodies, to generate their own diagnoses and development plans. And
Component Il seeks to create a base group of consultants in charge of training
members of the Governing Bodies or other spheres of Organizations in the use
of the tools generated in Component I.

2. Regarding the theoretical basis, we begin with the concept of Governance itself,
a term that has been explained in different ways in the technical literature, but
that in our opinion constitutes a system of procedures and processes grouped
together around two core notions: management and control. Being a
comprehensive concept, it must be noted that Governance implies a series of
relationships between the management of an Organization, its board of
directors, its contributors, and other stakeholders, thus establishing the
structure through which the Organization’s objectives are determined, as are the
means for reaching them and for monitoring performance.

The topic of Governance has reached a protagonist role as a result of the
economic and financial crises of the last twenty years. In particular, the global
economic crisis which began in 2007-2008 made evident the impact that
deficiencies of this nature can have on the value of different organizations.

In response to this situation, potential solutions were prepared based on Good
Governance codes that establish the recommendable Standards that together
constitute the state that an Organization can aspire to reach. It is worth noting
that such Standards are voluntary in nature and it is essential that their
internalization be adapted to the characteristics, objectives and restrictions
particular to each Organization.
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Governance improvement must not be conceived as an end in itself, but rather
as a means for generating benefits. In this regard, it can facilitate obtaining
financial resources, at reasonable costs, better managing risk, and contributing
to the strengthening and sustainability of the Organization, among other effects.

Consideration must also be given to the fact that beyond the vocation that an
Organization may have for achieving its objectives —among which incorporating
persons financially excluded — there must be an adequate public policy
framework, appropriate regulations and a macroeconomic situation allowing the
entity to develop properly. Such factors make the evolution of Governance and
its possibilities for improvement vary from country to country.

3. With the focus of this work being Governance in Microfinance Organizations
committed to Financial Inclusion, it must be noted that the evolution of
Governance will have a considerable influence on the institutional success of the
MFI in the medium- and long-term, with this concept being critical in determining
risk.

The model of Governance of MFls should allow these entities to fully reach their
objectives. Particularly, and for the purposes of the present document, this
implies that they be self-sustainable (economic objectives) and that they
effectively promote Financial Inclusion (social impact objective).

MFls are diverse and heterogenous, besides which they face varying conditions
that have an impact on the Governance they possess. We thus have, for example,
that the fact of dealing with informal sectors of the economy affects the degree
of effectiveness and costs of their control and risk management systems. In some
cases, as a second example, the functions of the Chief Executive are performed
by more than a single person, thus also affecting management capacity. We may
also mention the presence of special supervisory bodies in some types of
Organization (for example, the Supervisory Councils at savings and credit unions,
not present in other types of MFls).

4. Regarding Financial Inclusion, it is worth underscoring that notwithstanding the
long track record of microcredit activity and the strong support received in
recent years by actions seeking Financial Inclusion, the levels of exclusion in the
sample countries remain high. This makes it necessary to be precise in defining
the performance indicators on this subject.

We thus have that the measurement of social performance management (SPM)
has its basis in the description of the behavior and results expected to be
observed at institutions that have among their objectives matters of a social

4
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nature. Regarding this, the Standards proposed clarify and standardize SPM
practices, grouping together best practices implemented successfully across the
industry.

5. As to the Governance Manual prepared, the following logical framework has
been established: While Governance reflects the present status of standards of
any Organization, the series of Good Governance Practices guide the direction
that should be taken to carry out a process of improvement. In turn, effective
Good Governance will be achieved if the measures necessary for making this
process sustainable are adopted.

So as to advance the process of change in Governance, it is necessary to order
the field of analysis into four levels:

e The main Governance themes for Microfinance Organizations are grouped
together in Pillars.

e Within each Pillar are the Standards or principles that correspond to the best
practices to be implemented.

e Each Standard is disaggregated into components, which correspond to the
different specific aspects that each Standard contains.

e In turn, each component is accompanied by the tool or mechanisms that
would make possible its specific implementation. A document to follow, GIF
Toolbox, contains the series of main mechanisms of this type; and for cases
in which the tool requires greater specificity, guides will be provided for the
Organization to address.

6. The following aspects were considered in the methodology employed for
preparing the Governance Manual:

e |dentifying and selecting, at the global and regional levels, the main reference
documents to be used for a comparative analysis of the corporate
Governance standards of MFls

e Systematically organizing the Standards based on the main themes (Pillars)
and comparatively analyzing the selected reference documents

7. The Governance Manual includes a user’s guide that highlights important
considerations:

e [tis intended for different types or Microfinance Organizations committed
to Financial Inclusion.

e |ts approach is one of general application for any type of Organization,
regardless of its legal or institutional nature.
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10.

e |ts adoption is voluntary in nature.

e Formal adoption of a Governance Standard can be shown with documents.
That is, the Organization has internal regulations that explicitly contain the
particular Standard.

e The practical adoption or implementation of a Standard is demonstrated
when the Organization has addressed its exercising or use.

e Institutionalization of a Standard consists of the Organization incorporating
the applicable mechanisms for formal and practical internalization of the
Standard to last over time.

The Manual presents a total of 46 Standards grouped together in seven sections,
as follows:

e General conditions

e Pillar I: Ownership rights

e Pillar ll: Governing Body

e Pilar lll: Management

e Pilar IV: Compliance and risk management
e Pilar V: Ethics and conflict of interest

e Pilar VI: Transparency and information

The theme of stakeholders is distributed throughout these six Pillars.

There are also Complementary Standards (eighteen in total) for three types of
MFIs: partnerships, savings and credit unions and State-owned enterprises
(SOEs), to allow dealing with the particular characteristics of these types of
entities.

In the presentation of every Standard, each one is divided into components and
each is related with the tool required for its internalization.

An essential notion of what we propose is fostering Effective Governance, which
has the as an essential condition the institutionalization of mechanisms and
procedures that give continuity and sustainability to the process of achieving
best practices, duly considering that not all Organization are the same and that
they have their particularities (personalization of the solution). Such
institutionalization leads to a cycle that encompasses the following steps:
involvement, diagnosis and plan of action; delimiting functions and
responsibilities; monitoring and learning.

Finally, the Governance Manual includes a proposal on crisis management.
Certainly, the functioning of an MFI can be seriously altered during a Governance

6
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crisis, making it necessary to establish guidelines and criteria that should be
followed in such a scenario.

Governance crisis management is performed starting with determining a formal
Governance crisis management plan. Managing Governance crises deals with
performing preventive and reactive activities, indicated as follows.

As to prevention, early identification of risks facilitates their management in
terms of effort and potential cost for the Organization. This activity is presented
in a risk map. The Organization must seek to instate a scheme for continuously
monitoring the internal and external sources of risk. It must also establish
controls that impede the occurrence of risk, lessening its impact and the
likelihood of occurrence.

For cases where the emergence of a Governance crisis is imminent, the sphere
in charge of risks designs reactive characteristics aimed at mitigating the effects.
The purpose of actions in this phase is for the Organization to reestablish the
normal manner of operating of its Governance system.

Organizations should also be led towards developing learning, even in crisis
situations, for which it is useful to keep an ordered record of events related to
the crisis. We also consider it important to keep in mind what is taught by the
experience of other organizations, where certain mistaken notions have
persisted that could lead to lack of diligence in developing an adequate process
for managing this type of situation.
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ACRONYMS AND ABBREVIATIONS

° Prevention of asset laundering and financing terrorism

° Savings and credit union

° Andean Development Corporation

° Consultative Group to Assist the Poor

° Comision Nacional de Microfinanzas (National Microfinance

Commission), Nicaragua.

° Consortium responsible for developing the GIF Tool, constituted
by MC&F Consultores and International Consulting Consortium (ICC)

° Consorcio de Organizaciones Privadas de Promocidn al Desarrollo de
la Micro y Pequeiia Empresa, Peru

° Swiss Agency for Development and Cooperation

° Deutscher Genossenschafts und Raiffeisenverband e. V. (German
Cooperative and Raiffeisen Confederation)

° Empresas de Desarrollo de la Pequena y Microempresa, Peru
° Enterprise in which the State is the largest owner
° Federacién Nacional de Cooperativas de Ahorro y Crédito (National

Federation of Savings and Credit Cooperatives), Peru

° International Fund for Agricultural Development

° Asociacion de Instituciones Financieras de Desarrollo (Development
Financial Institutions Association), Bolivia

° Multilateral Investment Fund
° Latin American and Caribbean Forum for Rural Financing
° Forum of the heads of State and central bank governors of the world’s 20

major economies
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° Financial Action Task Force

° Social performance management

° Microfinance institution

. Organisation for Economic Co-operation and Development

] Non-governmental organization

° Programa de Fomento de Servicios Financieros para Poblaciones de
Bajos Ingresos

° Social Performance Task Force
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INTRODUCTION

The present document was developed by my members of the Consortium, within the
Institutional Governance and Financial Inclusion Project — GIF Project, supported by the
Multilateral Investment Fund (MIF) and Swiss Agency for Development and Cooperation
(SDC), and with Bolivian Investment Management Ltd. (BIM Ltd.) as joint executing
entity. The document is intended for Microfinance Organizations formally committed to
Financial Inclusion.

The GIF Project’s objective is to generate the necessary capacities in members of
Governance spheres in applying best practices for contributing to the robustness and
sustainability of Microfinance Organizations, with particular emphasis on their formal
commitment to developing Financial Inclusion activities for people in segments not
served by traditional financial organizations; for example, vulnerable or low-income
population groups.

The scope of the present document includes the first two Components of the GIF
Project. Component | has the aim of generating a series of leading-edge tools that
address the specific characteristics and needs of the Organizations that the GIF Project
is intended for. These tools were prepared so that the knowledge they provide and their
application be taken up by the Governing Bodies, so that they are able to generate their
own diagnoses and development plans.

On its part, Component Il aims to create a base group of consultants in charge of training
members of the Governing Bodies or other spheres of Organizations in the use of the
tools generated in Component I. This allows for each Organization to be self-sufficient
afterwards in managing its Governance. This component involves Instituto
Centroamericano de Administracién de Empresas (INCAE) as an academic backer in
charge of developing the training activities.

The GIF Tool is made up of three interrelated documents?. Firstly, we have the present
document that contains the Theoretical Basis and Governance Manual, that develops
the conceptual logical framework and key definitions on which the structure and content
of the remaining documents is built. The document also contains a list of best practices
that constitute Effective Governance for institutions that foster Financial Inclusion.

Secondly, we have the Diagnosis and Evaluation Instrument, which deals with a tool
allowing to identify the areas for improvement relevant for the Organization, by means
of contrasting the best practices defined in the Theoretical Basis and Governance

11t is worth adding that the tool has as annexes introductory chapters to be considered for supporting
their effective application in each of the countries where pilot trials were realized.
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Manual with the present conditions of the entity. This document also considers two
spheres of analysis: institutionalization of a particular practice by including it in the
internal regulations of the Organization and its effective application.

Thirdly is the GIF Toolbox, a document that guides implementation in the areas of
improvement identified based on application of elements of the Diagnosis and
Evaluation Instrument that the Organization agrees to implement. For this, the
mentioned document provides a content structure and guides the generation of specific
content generated by each particular Organization.

The present document is made up of two volumes. Volume |, Theoretical Basis, develops
the conceptual framework of Governance and discusses the main aspects surrounding
the context in which the Organizations that the GIF Project is intended for operate. On
this basis, conceptualization is done of the aspects to be considered in the development
of a made-to-measure Governance model. It is recommended that this volume be read
in its entirety; however, as the user becomes familiarized with its terminology, he or she
may refer directly to volume II.

On its part, volume Il, the Governance Manual, presents the Governance Standards that
constitute the condition that the Organization aspires to reach. It is worth noting that
there are two sub-series of these Standards, with the first of them corresponding to
recommendations of a general nature; that is, intended to be applied in a transversal
manner between the different Organizations, while the second one presents
Complementary Standards in relation to each particular type of Organization.

Additionally, volume Il also develops the process recommended for each organization
to internalize and institutionalize the Standard, as well as the process for dealing with a
Governance crisis, both in a preventive and a reactive manner.

It is important to add that the terms presented in capital letters throughout this
document refer to concepts defined specifically for the document, and they are
presented in the Glossary.
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I. GOVERNANCE CONCEPTS AND SCOPE

There are many definitions of Governance. Among the most common are that the
Governance of an organization consists of a system of procedures and processes defined
in terms of two core ideas: management and control?, which should, to the extent
possible, operate in a balanced manner.

In the past two years, Governance has achieved greater prominence as a result of the
global economic crisis which began in 2007-2008, making evident the impact that
deficiencies of this type can have on the value of different Organizations. As stated by
the OECD:

“The financial crisis may be attributed to a great degree to flaws and weaknesses
in corporate governance.”?

Among these weaknesses we find mainly the following: problems of agents *
(understood as the possibility that differences in the interests of the various actors have
an effect on the Organization’s direction or performance), a Governing Body that lacks
in diligence or is made up in an inefficient manner, and deficiencies in communication
or the disclosure of relevant information to stakeholders, among others. In this regard,
a point particularly critical is that such weaknesses emerged without contravening
anything within the regulatory framework, as CAF recognizes in its Governance
Guidelines:

“Regulation has shown to be, in many cases, ineffective, by having allowed the
existence of business practices that have shown to be particularly harmful for the
sustainability of the entities and the creation of value in the long-term for
shareholders, having led in many cases to the revision of the applicable
regulations in several countries.”

In this context, Governance is based on compliance with regulations, but it also deals
with the activities performed effectively. It is particularly the latter which is the basis for
the relationship between Good Governance Practices and benefits such as
improvements in reputation, risk management, and access to capital and financial
markets, among others. And this applies to all types of organizations, not only to
financial entities.

2 ECB, 2004

3 Grant, 2009

4 Varottil, 2014
5 CAF, 2013
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Interest on the subject has encouraged both abundant literature and different
definitions of Governance, which in many cases have even inspired the development of
specific regulations and legislation on the topic, without this having led to the existence
of a single universal model.

For example, under the OECD’s definition®, Governance implies the set of relations
between the management, the board, and shareholders and other stakeholders of a
company, thus establishing the structure through which the company’s objectives are
established, together with the means for reaching them and monitoring performance.

Note that when addressing the interaction between the different stakeholders’ of an
Organization, it is impossible for the regulatory framework to include all the variables
that intervene (besides the particularities of each Organization). Thus, under our
approach, the regulatory framework defines a minimum standard that seeks to avoid
infringement of the rights of the stakeholders, while Governance itself aims to foster
relations that are sustainable and mutually beneficial.

Along these lines, trust and ethical behavior are essential for an Organization to establish
sustainable relations with its stakeholders. But besides this type of conduct, the
Governance of an Organization requires that its governing and management bodies
possess additional characteristics such as strategic vision and capacity to envisage their
future, as well as the capacity to recover from challenging periods.

Adding to this, CAF proposes that Governance not be understood as an end on its own,
but rather as a means for facilitating the acquisition of financial resources at reasonable
cost, better managing risk, and contributing to the entity’s strengthening and
sustainability. This leads us to consider that the internalization of Governance standards
is considerably furthered as the organization integrates them into its culture.

A clear example are the Standards related to risk management and control, which will
provide better results to the extent that they are integrated into the different processes
of an Organization. What is more, within this approach it is essential to instate
mechanisms allowing to supervise all of the events that could have an effect on the
Organization and its capacity to reach its strategic objectives.

It is important to keep in mind that based on the definitions of Governance, codes have
been established that determine the recommendable Standards, that as a whole make
up the condition that an Organization can seek to aspire to. It is worth indicating that
such Standards are of a voluntary nature and it is indispensable that their internalization

6 OECD, 2015
7 See Glossary.
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be adapted to the characteristics, objectives, and own restrictions of each particular
Organization.

A very important idea regarding these documents is that different references do not
necessarily exclude each other; instead, under our perception, there are points which
are complementary. It is therefore interesting to note that the inexistence of a
Governance model that is universally applicable does not imply that it is not possible to
establish a set of made-to-measure Standards that are objectively valid, and in their
general nature, applicable transversally to different Organizations in different countries
of the region that this document is intended for.

Given this, the approach that we employ is similar to the one proposed by Varottil
(2014), who argues that the use of conventional definitions of Governance does not
necessarily address in an adequate manner the own particularities of Microfinance
Organizations. Hence, our proposal is to unite the best standards included in leading
documents (such as for example those of the OECD and CAF) with studies of the contexts
in which financial organizations operate (particularly emphasizing the commitment to
Financial Inclusion) and what is indicated in the codes particular to Microfinance
Organizations.

Il. THE CONTEXT OF MICROFINANCE ORGANIZATIONS

The purpose of this section is to explore the general situation in which Microfinance
Organizations that promote Financial Inclusion operate, particularly concentrating on
the countries in which pilot trials will be realized.

In principle, it is necessary to keep in mind that the Microfinance Organizations that this
work is aimed at operate mainly in Latin America and the Caribbean, and in general they
have the aim of providing services to segments of the population that have mostly
limited or no access to financial services.

Typically, the target clients of these entities are independent or self-employed workers,
operating in the informal sector through microenterprises. In some countries, this form
of occupation constitutes up to 80% or more of the work force®. It is important to add
that the activities of Microfinance Organizations pertain not only to a series of credit
products, but also include other financial services, such as savings, money transfers,
remittances, and insurance?®, and even services of a social nature, such as health,
education or training services.

8 Di Benedetta, Liebermand and Ard, 2015
° Peck, et. al., 2012
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Among the aspects that make these types of Organizations unique are the
characteristics that the services that they offer are generally costly due mainly to high
operating costs that need to be incurred given that the clients are located in remote
rural areas of the country or in suburbs, the lack of collateral or guarantees, and the high
volume of information to be processed (which is often generated by primary sources).

For the scope of this document, our experience leads us to propose the following legal

structures that Microfinance Organizations have:

Table 1: Types of Microfinance Organizations

. 40 | State-owned | Savings and Civil X
Element/type | Partnership . L L. Foundation
enterprise credit union | association
. . Pubic (of the ) . Private (of | Private (of
. Private (of its Private (of its . .
Ownership State or i its its
shareholders) L associates) .
Municipality) associates) | founders)
Code of ) B
. Savings and Civil Code —
Basic Commerce or . . . .
. ] Specificlaw | Credit Unions | Civil Code tax
regulations Partnerships .
Law regulations
Law
Founder or
Board of Assembly of Board of
Highest body Varies . y . Board of
shareholders Associates Associates | Founders
Governing Board of Board of Administration Board of Board of
Body Directors Directors Council Directors Directors
Trustee, .
Internal Supervisory
Control body External ) ] n/a n/a
. Auditor Council
Auditors
Management General General Chief Chief
Manager ) .
body Manager Manager Executive Executive
To .
To Associates
. shareholders | To the State | . . To the To the
Distribution [ . inproportion | |
in proportion or institution’s | institution’s
of surplus ) L to the use of
to their Municipality ) reserve reserve
_ services
ownership

10 Can be expanded on for other forms of commercial corporations.
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. 1o | State-owned | Savings and Civil .
Element/type | Partnership . . _ Foundation
enterprise credit union | association
To
shareholders | To the State
Product of ) ) . . .
DT in proportion or Varies Varies Varies
liquidation . L
to their Municipality
ownership

Complementarily, we have sought to identify, for each country, the environment of
fostering Financial Inclusion, its present level and in general opportunities and
challenges that Microfinance Organizations face in realizing their activities.

2.1. Environment for fostering Financial Inclusion

The first thing we must know is the nature of the economic and regulatory environment
in which the Microfinance Organizations operate. In this regard, it is understood that
beyond the vocation that an Organization may have for achieving its objectives,
including that of incorporating persons financially excluded, there must be an adequate
framework of public policies and a general macroeconomic situation allowing them to
develop properly. Specifically, the Global Microscope 2015 of The Economist Intelligence
Unit, provides an analysis of the environment for Financial Inclusion at the world level,
by regions and countries, presenting a score for each country that reflects the degree to
which there is an adequate environment for Financial Inclusion.

The first thing that stands out from the results presented by the Global Microscope is
the relatively high score obtained by the Latin American and Caribbean region,
particularly by the countries on which our analysis centers. The region obtained 51 out
of the possible 100 points, which is the highest score??.

The Microscope states, “Presently the capacity for financial inclusion for empowering
populations with low incomes has placed the topic almost in first place on the agenda
of global sustainable development. Financial inclusion, in its broadest sense, requires
greater access to a series of financial products for populations that have traditionally
lacked attention or have been excluded.”

In this regard, among the factors that contribute to such effects in different countries,
we have for example the existence of a mature regulatory framework for Microfinance

11If the Organization is liquidated
121t is noteworthy that at the country level, among the 55 countries evaluated, Peru obtained the highest
score: 90 points.
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Organizations in Peru, the functioning of Comisién Nacional de Microfinanzas (National
Microfinance Commission — CONAMI) in Nicaragua and specialized public supervision of
savings and credit unions in Ecuador, and examples in other countries, which
contributed to high scores.

Another important element to consider as regards the environment, taken in part from
the Global Microscope, is the existence of national strategies for Financial Inclusion. The
government of Peru recently published Estrategia Nacional de Inclusién Financiera'?,
while in Ecuador, SEPS has been entrusted with developing the social and financial
inclusion strategy. Similarly, in Nicaragua, a process is finalizing for defining a national
strategy on the subject under the coordination of CONAMI, and it is expected that this
strategy be approved by the Financial Services Commission in 2016.

Why is the existence of this support from the public sector relevant for the
Organizations?

These strategies are normally developed in a coordinated manner between the official
sector and the providers of private services, providing an “...opportunity for presenting
a comprehensive approach based on the data, that is prioritized, and with sufficient
resources for expanding access to and use of financial services.” (Pearce, Douglas.
National Financial Inclusion and Financial Development Strategies. World Bank, 2014)

It is expected that this will provide not only access to the authorities that most
Organizations do not generally have, but also greater coordination between the
authorities themselves. The process of preparing these strategies also constitutes an
invaluable opportunity for identifying and removing obstacles for the activities of the
Organizations, which exist due to opposing or contradictory regulations.

2.2. Regulations against asset laundering

A clear example of the type of situation mentioned at the end of the previous box are
AML/CFT regulations. Until relatively recently, financial authorities used to adopt strict
positions in applying guides on AML/CFT published by Financial Action Task Force (FATF),
an intergovernmental forum for coordinating on policies on the subject. These
regulations aim to reduce the risk of use of financial services with criminal ends were

13 Supreme Decree no. 191-2015-EF
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often conceived in a context of traditional financial services, with particular emphasis on
international transactions.

However, rigidity in assessing compliance with FATF recommendations, with the
resulting fear of being rated as a country that does not cooperate with AML/CFT led
many authorities to choose a generalized application in their respective countries, with
the result that Organizations that sought to incorporate excluded persons as clients
faced regulatory barriers for this activity. Added to this is the complexity of information
requirements, both in terms of managing technology of the data and availability of staff
dedicated to the matter, and increased operating costs for many financial organizations,
creating an additional barrier to incorporating those excluded, who are generally highly
sensitive to the transaction costs of financial services.

In 2013, due to the insistence of G20, FATF recognized the harmful effect of rigid
application of its guidelines, and proceeded to issue a series of recommendations
adapted to financial institutions that contribute towards Financial Inclusion. This
adjusted guide reinforces the approach based on risk that regulations must include, as
well as AML/CFT supervision, thus allowing authorities to specify the circumstances
under which the requirements for opening up accounts and in general to operate with
persons and companies for small amounts — the natural circumstances for Financial
Inclusion — could be less strict than the ordinary requirements.

2.3. Opportunities on the subject of Financial Inclusion

In contrast to the relatively favorable environment for Financial Inclusion presented in
section 2.1, the region still has considerable opportunities for improvement in this
sphere.

In the tri-annual evaluation done by the World Bank on Financial Inclusion in 2014, Latin
America and the Caribbean is in third place in the proportion of persons aged 15 or more
who have access to financial services'®. In both 2011 and 2014, the region was in this
regard behind Southeast and Central Asia, and the developing countries of Europe. It is
worth noting that the proportion indicated in 2014, 51%, constituted an increase of 12
percentage points as compared to 2011, the second highest of the five regions that
include developing countries.

1 This includes accounts in all types of financial institutions, and by 2014, also electronic wallets and
mobile telephones.
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The perspective thus still indicates a large share of excluded persons, as may be
observed in the following table®s:

Table 8: Proportion of persons aged 15 and over having accounts

2014 2011 Change

51.4 39.3 12.1

61.5 50.6 10.9
Source: World Bank

These levels of Financial Inclusion provide an excellent opportunity for financial
organizations in general and Microfinance Organizations in particular to obtain clients
among persons excluded.

However, it must be noted that these proportions correspond entirely to accounts at
financial institutions, as opposed to other regions where non-financial institutions,
mainly mobile telephone operators, are increasingly representing the route to financial
formalization for those excluded.

This represents a challenge for organizations, even those concentrated exclusively on
credits, as experiences in other countries, such as Kenya, show how telephone operators
may enter the credit market of the excluded — generally together with large banks —
making use of information on repayment capacity that they have collected from the
mobile telephone users.

Of even greater interest for the Organizations eligible for the GIF Project is to examine
the response provided by those surveyed regarding the origin of loans obtained in the
last year, which indicates, in agreement with the same research done by the World Bank,
that close to one quarter of those who obtained loans employed them in productive
activities (for initiating, operating or expanding a farm or business).

Unfortunately, the database does not indicate what proportion of these loans were
made by formal financial institutions. Notwithstanding, the use of informal lenders for
financing productive activities provides Microfinance Organizations with the ideal
opportunity to compete with better services and expand their activities to new clients,
thus reducing Financial Inclusion.

I11. INDICATORS FOR ASSESSING SOCIAL PERFORMANCE MANAGEMENT

15 Most recent information available
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This section seeks to identify indicators that indicate attention given to the social
objectives of Microfinance Organizations (particularly regarding Financial Inclusion). The
measurement of social performance management (SPM) is based on the description of
behaviors and results expected to be observed by Organizations that include in their
objectives matters of a social nature.

For this purpose, the Social Performance Task Force (SPTF) was created in 2005 at the
initiative of CGAP, the Ford Foundation and the Agridius Foundation. It is presently a
global non-profit organization made up of over 1,700 members worldwide, including all
stakeholders in the microfinance sphere: professionals, donors and investors
(multilateral, bilateral and private), national, regional and global associations and
networks, technical assistance suppliers, rating agencies, and academics, among others.
The SPTF’s mission is to interact with the microfinance stakeholders for developing,
disseminating and promoting standards and best practices related to SPM and reports
on the topic.

This section describes the standards and practices developed by SPTF, making use of the
documents included in the manual titled Universal Standards for Social Performance
Management?®. Following this, a set of indicators for generalized use are presented.

3.1. Social performance Standards

SPTF focuses on promoting universal standards for SPM (the “Universal Standards”),
with the vision that this be a usual business practice and be considered fundamental for
achieving the social promise of microfinance. SPTF receives funding from the Ford
Foundation and SDC. Oikocredit, CGAP and Luxembourg Development Cooperation
made technical and financial contributions.

What are the Universal Standards for Social Performance Management?

The Universal Standards clarify and standardize SPM practices and bring together the
best practices implemented successfully throughout the industry in a single complete
manual. They were created by and for microfinance people as a resource for helping
financial organizations to reach their social objectives.

The Universal Standards respond to demand from the sector, as stakeholders around
the world identified the need for bringing together all the learning of various social
performance initiatives under a single document. Creating these Universal Standards

16 SPTF, 2014
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has thus been a global collaborative effort. SPTF received contributions from
representatives of each of the main stakeholders: suppliers of financial services,
networks, investors, entities performing risk assessment and ranking, auditors,
support organizations, and others.

While the suppliers of financial services take measures for implementing the Universal
Standards, and other stakeholders align their work with them, the industry shows its
commitment for improving its performance management. This increases the credibility
of the organizations and the industry’s reputation.

— MICROFINANCE INFORMATION EXCHANGE, INC. (MIX), 2015

3.2. Social performance for financial organizations

Nineteen standards grouped together into six categories, with their respective
practices'’ are defined for financial organizations.

3.2.1. Defining and monitoring social objectives
3.2.1.a. The Organization has a strategy for reaching its social objectives

Practices

1. The Organization’s strategy has a formal declaration of its mission, which
includes increasing access to financial services by the target groups, or
vulnerable or excluded persons, and generating benefits for these clients.

2. The Organization’s strategy defines the specific characteristics of its target
clients.

3. The Organization’s strategy defines social objectives.
The Organization’s strategy defines social goals that are measurable as to
results and changes achieved at the client level.

5. The Organization’s strategy defines social indicators for measuring progress
in achieving the social objectives.

6. The Organization’s strategy states how its products, services, models, and
channels of distribution will comply with its social objectives.

7Some practices also constitute norms for protecting clients: those in parenthesis. These norms are
grouped into seven categories: 1. Operations and services, 2. Preventing over-indebtedness, 3.
Transparency, 4. Prices, 5. Fair treatment, 6. Privacy of information, and 7. Complaint resolution.
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3.2.1.b. The Organization compiles data, drafts reports and ensures the accuracy of
the data at the client level which is specific for the social objectives of the Organization

Practices

1. The Organization compiles data for each of its social objectives and the MIX
data regarding social performance.

2. The Organization has protocols for compiling data, quality control, analysis,
and communication of the data pertaining to social performance.

3. The Organization guarantees the quality of data compiled through the
validation of information and the training of its employees on matters of
data compilation and entry.

4. The Organization’s information management system disaggregates the data
by gender and other client characteristics.

5. When poverty reduction is one of the social objectives of the Organization,
it monitors the level of poverty of its clients by means of a poverty evaluation
tool.

6. The Organization disseminates data pertaining to social performance,

including the MIX social performance indicators

3.2.2. Ensuring the commitment of the Board of Directors, management and staff to
the social objectives

3.2.2.a. The members of the Governing Body make the Organization accountable for
its mission and social objectives

Practices

1.

2.

3.

4.

The Organization provides guidance to members of the Governing Body on
the mission and social objectives, and on its responsibilities in managing the
Organization’s social performance.

The Governing Body reviews that social performance data, including: degree
of compliance with the mission, results in terms of performance, human
resources policy, risks related to social performance, client protection
practices, growth, and distribution of profits.

The Governing Body employs data on social performance for providing
strategic direction, taking into consideration the social and financial
objectives.

The Governing Body incorporates criteria on social performance
management in its evaluation of performance done by the Executive
President/General Manager/Chief Executive.
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5. The Governing Body has a documented strategy for avoiding deviating from
the institutional mission when changes occur in the ownership structure
and/or the legal condition of the Organization.

3.2.2.b. The Chief Executive supervises implementation of the Organization’s strategy
for achieving its social objectives

Practices

1. The Chief Executive integrates the social performance objectives into the
Organization’s strategic planning.

2. The institutional culture creates awareness and interest on fair and
responsible treatment of clients (Client Protection Norm 5.1).

3. The Chief Executive analyzes the data on social performance for comparing
the Organization’s actual performance with the social goals established.

4. Senior Management analyzes and responds to risks relating to social
performance.

5. The Chief Executive makes Senior Management accountable for the
Organization’s progress towards attaining its social objectives.

3.2.2.c. Staff is contracted, evaluated and recognized based on social performance and
financial criteria

Practices

1. Candidates to positions in the Organization are examined as to their
commitment to the entity’s social objectives and their capacity for exercising
their professional obligations regarding social performance.

2. The Organization provides training courses and evaluates staff compliance
with the obligations relating to social and financial performance associated
to their positions.

3. The Organization applies policies that promote ethics and fraud prevention
(Client Protection Norm 5.4).

4. The Organization provides incentives for quality loans (Client Protection
Norm 2.2).

3.2.3. Designing products, services, models and distribution channels that respond to
client needs and preferences

3.2.3.a. The Organization is aware of the needs and preferences of different types of
clients

Practices
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1. The Organization requests feedback from clients for improving the design and
distribution of its products (Client Protection Norm 1.2).

2. The Organization analyzes client satisfaction based on their characteristics.

3. The Organization monitors the client retention rate based on the characteristics of
clients and understands why they leave.

3.2.3.b. The products, services, models, and distribution channels of the Organization
are designed to benefit clients and agree with the entity’s social objectives

Practices
1. The Organization designs products that adapt to the
client needs and do not cause harm (Client Protection Norm 1.1).

2. The Organization employs its knowledge of client needs and preferences to
reduce the barriers that impede Financial Inclusion of target clients.

3. The Organization offers timely access to products and services that allow
clients to reduce their risk and face common emergencies.

4. The Organization generates benefits for clients by allowing them to invest in
economic opportunities and address the foreseeable household needs.

5. The Organization does not employ aggressive sales tactics (Client Protection
Norm 1.3).

3.2.4. Treating clients responsibly
3.2.4.a. Preventing over-indebtedness

Practices

1. The Organization performs adequate analyses of the repayment capacity of
clients prior to disbursing a loan (Client Protection Norm 2.1).

2. The Organization employs information from the credit bureau or competitors
whenever feasible in the local context (Client Protection Norm 2.3).

3. Senior Management and the Governing Body of the Organization show
concern for the risk of client over-indebtedness (Client Protection Norm 2.4).

4. The auditing department monitors the application of policies for preventing
over-indebtedness (Client Protection Norm 2.5).

5. The Organization avoids employing dangerous commercial practices (Client

Protection Norm 2.6).

3.2.4.b. Transparency

Practices
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3.24.c.

3.24.d.

3.24.e.

1. The Organization communicates all information on direct costs with the
entity as well as transaction costs (Client Protection Norm 3.1).

2. The Organization communicates proactively with its clients for them to
understand the information without difficulty (Client Protection Norm 3.2).

3. The Organization employs various dissemination mechanisms (Client
Protection Norm 3.3).

4. The Organization gives clients sufficient time to review the information and
provides this information at different points in time (Client Protection Norm
3.4).

5. The Organization provides accurate and timely information on accounts
(Client Protection Norm 3.5).

Fair and respectful treatment of clients

Practices

1. The Organization has defined in detail what it considers to be appropriate
collection practices (Client Protection Norm 5.2).

2. The Organization’s human resources policies pertaining to contracting and
training adhere to fair and responsible treatment of clients (Client Protection
Norm 5.3).

3. When selecting and dealing with clients, the Organization does not
discriminate whatsoever (Client Protection Norm 5.5).

4. ltis expected that internal and external (third party) collections agents adopt
the same practices as Organization staff (Client Protection Norm 5.6).

5. The Organization informs its clients on their rights (Client Protection Norm
5.7).

Privacy of client data

Practices

1. The Organization has an appropriate privacy policy and IT systems (Client
Protection Norm 6.1).

2. The Organization informs its clients on how and when their information is
shared and obtains their written consent (Client Protection Norm 6.2).

Mechanisms for resolving complaints

Practices

1. The Organization’s clients are aware of the procedure that exists for

presenting complaints (Client Protection Norm 7.1).
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The Organization’s staff are trained for managing complaints (Client
Protection Norm 7.2).

The Organization’s complaints solution system is operational and effective
(Client Protection Norm 7.3).

The Organization employs client feedback for improving practices and
products (Client Protection Norm 7.4).

3.2.5. Treating employees responsibly

3.2.5.a. The Organization applies written human resources regulations that look out
for the employees and help create a positive work environment

Practices

1.

There are written human resources regulations available to all staff. These
regulations adhere to what is stipulated in national legislation and list
employee rights.

The remuneration levels ensure decent staff wages.

The Organization accepts and responds to staff complaints by means of a
formal and confidential complaints system.

The Organization does not make use of, nor does it benefit from obligatory,
forced or illegal child labor.

The Organization evaluates staff health and safety risks and adopts the
measures needed to mitigate them.

The Organization documents, reports on and investigates all work accidents,
injuries or illnesses.

3.2.5.b. The Organization communicates to all staff the terms of their employment and
provides them with training for the essential functions of their positions

Practices

1. Staff receive written descriptions of their positions and an employment
contract.

2. Staff receive specific training for their positions and/or the development of
the skills necessary for the position’s functions.

3. Staff employed understand the method used by the Organization for

evaluating and recognizing their performance.

3.2.5.c. The Organization monitors staff satisfaction and turnover

Practices

1.

The Organization analyzes staff satisfaction.
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2. The Organization monitors the staff turnover rate and understands the
causes for their withdrawal.
3. The Organization takes measures for correcting institutional problems that
contribute to staff turnover and dissatisfaction.

3.2.6. Balancing financial and social performance

3.2.6.a. The Organization determines and monitors growth rates that promote both
financial sustainability and client welfare

Practices

1. The Organization establishes a policy on sustainable growth rates, approved
by the Board of Directors, for all branches/regions and types of products,
considering the Organization’s growth capacity and the target markets.

2. The Organization analyzes market growth rates and saturation for evaluating
whether the growth policies guarantee both financial sustainability and
client welfare.

3. The Organization monitors whether its internal capacity is in line with the
institutional rate of growth in terms of number of clients and volume of loans
and deposits, increasing this capacity as needed.

3.2.6.b. Capital investors, lenders, the Governing Body, and the Chief Executive act
according to the principle of “minimum double parameter” of the Organization and
adopt appropriate financial infrastructure in terms of the combination of the desired
sources, terms and return

Practices

1. The Organization has available policies that are clear and coherent with their
social objectives on the desired level of their returns and the manner in
which profits are to be employed.

2. The Organization works with fund-providers that have expectations in terms
of financial return, planned maturity dates and exit strategies that are
compatible with the social objectives and the development phase of the
Organization.

3. For making decisions on the financing sources, the Organization takes into
account the degree to which the cost of capital affects clients.

4. The Organization reduces financial risk to a minimum as pertains to to
obligations to clients in terms of savings and cash guarantees.

5. The Organization has a transparent financing structure that is reflected in
the financial statements published annually, which attach all sources of
financing outside the general balance sheet to the hedging ratio.
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3.2.6.c. Profit-seeking does not weaken the Organization’s long-term sustainability or
client welfare

Practices

1. The prices of products and services offer value to clients.

2. The Organization offers a market-based non-discriminatory price policy
(Client Protection Norm 4.1).

3. The Organization has efficiency ratios aligned with those of similar
organizations (Client Protection Norm 4.2).

4. The Organization does not charge excessive commissions (Client Protection
Norm 4.3).

5. The Board of Directors monitors that the Organization’s levels of prices are
consistent with the policies on the Organization’s return.

6. The Organization determines an official proportion of credit per client that
promotes high quality service for clients.

3.2.6.d. The Organization offers Senior Management remuneration that is appropriate
for an organization with a “minimum double parameter”.

Practices

1. The Governing Body makes sure that Senior Management remuneration is
compatible with the Organization’s social objectives.

2. If Senior Management remuneration is partly related to incentives, such
incentives take into consideration an evaluation of the managers’ social and
financial performance.

3. When asked to do so, the Organization communicates in a transparent
manner the remunerations to regulators, evaluators, donors, and investors.

4. The Organization calculates the difference between the average
remuneration of its high-level executives and its field employees, and
evaluates whether this range is consistent with the Organization’s mission,
its social objectives and the commitment of treating staff responsibly.

3.3. Measurement: the indicators

The manner in which the different dimensions of the performance of an entity are
measured, in contrast to what is observed in the Standards, takes on various modes
based on the evaluator’s objectives. Thus, rating agencies that offer this service,
centered on financial organizations, such as Planet Rating and MicroRate, have
developed methodologies that partially cover the Standards previously mentioned,
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seeking to identify the practices that may be measured in quantitative terms and also
observing the presence or absence of the practices with the Organization.

For example, Planet Rating developed its own methodology, which considers

following aspects:

Table 10: Planet Rating methodology

the

Area

Indicators

SPM (qualitative): the intention of attaining the social mission, its institutionalization,
the commitment of the Organization, quality in measuring, and monitoring social
performance and the risk of deviating from the social mission

Financial Inclusion: the Organization’s capacity to reach the population that is not
served and offer them a range of services adapted in an efficient manner

Geographic Clients outside cities

Gender Women clients

Rural Rural clients

Vocation Clients with social guarantees
Inclusion Excluded clients

Penetration Client households per thousand
Retention rate Clients retained at the end of the year

Client protection and financial ethics: the Organization’s level of compliance with the
six principles of client protection (defined by the industry), whether there is a
responsible policy for setting prices and how financial ethics are ensured

Transparency Credits at the central credit bureau
Protection activities Borrowers with disencumbrance
insurance

Exchange rate risk Borrowers with exposure

Cost Annual percentage rate (APR)

Efficiency Portfolio return

Internal control Clients visited by non-operational staff

Human resources policy: evaluation of labor conditions through professional
management and compliance with local labor regulations and the WLO standards, the
remuneration policy, compensations provided by the MFI, and whether staff enjoys
equal treatment

Training % of staff that receives two ore more days

of training

Real remuneration Annual salary increase / inflation

Permanence Staff turnover

Safety Traffic accidents
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Area Indicators

Social changes (qualitative): evaluation of whether the financial and non-financial
services offered by the Organization may contribute to social change according to the
reference framework of the United Nations Universal Declaration of Human Rights and
the UN Millennium Development Goals

Education, health and basic public services

Gender equality and women’s empowerment

Combatting unemployment

Democracy and human rights

Poverty reduction

Environmental sustainability

In a more general manner, MIX, through its website, MixMarket, has been the pioneer
entity in translating the Universal Standards into a series of indicators allowing to
compare between different Microfinance Organizations.

For this, MIX compiles information sent voluntarily, by which it obtains 22 indicators
grouped into 11 areas'®, which in turn are grouped into two general categories:

e Process indicators, of a qualitative nature, on the Organization’s policies and
processes. The do not refer to a particular reporting period.

e Results indicators, of a quantitative nature, that center on the Organization’s results
and products. They relate to a specific reporting period.

Table 11: MIX social performance indicators?!®

Indicator category What the indicator measures

BN\ G IET BT EEIN The explicit commitment of the Organization with its social
targets mission, its target market and its development objectives

Whether members of the Governing Body have been trained in
2. Governability social performance management and the presence of a formal
board committee that monitors social performance

ERGEN NS CLIGSEREM Financial and non-financial products and services offered by the
services Organization

AT A EI NS JISA Number of principles of Smart Campaign Client Protection applied

towards clients by the Organization

8 MIX, 2015

1% There are categories of complementary indicators, such as: projection of clients by loan methodology,
organizations financed, job creation, client retention rate, social environmental responsibility, outreach
to the poor.
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Indicator category What the indicator measures

5. Transparency in cost
(o] IRV TR CINET [ How the Organization presents its interest rates

clients

The institution’s policy regarding social responsibility towards
staff; this includes: existing human resources policies, make-up of
staff incentives Board of Directors and staff, staff turnover rate and staff incentives

related to social performance goals

7. Social Whether the institution has policies and incentives for mitigating

environmental the environmental impact of companies financed

responsibility

Levels of poverty of clients when they take on the entity’s services
8. Outreach to the poor

6. Human resources and

for the first time and their abandoning poverty in time

9. Outreach NG [T Type of loan methodology(ies) employed by the institution
loan methodology

(NG T ERTIRTENLCM Number of companies financed by the institution and job
and job creation opportunities created by the companies financed

o E TG NG [TV The institution’s rate of client retention
retention

The indicators that refer to processes are the following:

Table 12: Process indicators

PROCESS INDICATORS
1. Mission and social goals

Which of the following clients represent your objective market? Please classify them in order

of importance. Only classify groups that are explicit targets of your Organization.

What development objectives does your Organization specifically seek through its provision
of financial and non-financial products and services? Please classify them in order of
importance. Only classify groups that are explicit targets of your Organization.

What is the level of poverty of the clients that your Organization seeks to contact?
2. Governability

Have the members of the Governing Body received training on social performance?

Does your Governing Body have a formal committee that monitors social performance?
3. Range of products and services
Pleas indicate what credit products your Organization offers:

Does your Organization take deposits?

Does your Organization demand obligatory insurance?

Does your Organization offer voluntary insurance?
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PROCESS INDICATORS

Please indicate any other financial service that your Organization offers:

Does your Organization offer business services?

Does your Organization offer educational services?

Does your Organization offer health services?

Does your Organization offer women’s empowerment services?
The loan approval process requires evaluating the repayment capacity of borrowers and their
capacity to take on loans. Credit approval is not based solely on guarantees (be they group or
solidarity guarantees, guarantors or collateral guarantees) as a substitute for proper capacity
analysis.

Internal audits verify the exposure of households to debt, loan practices that breach
procedures, including unauthorized refinancing, multiple borrowers or guarantors per
household and other practices that could increase indebtedness.

The objectives of productivity and the incentives systems provide to portfolio quality at least
the same value as other factors such as client disbursements or growth. Growth is
compensated only if portfolio quality is high.

The prices, terms and conditions of all financial products are clearly explained to clients prior
to the sale, including charges for interest, insurance premiums, minimal balances, all
commissions, fines, related products, commissions to third parties, and the fact that these
may change in time.

Employees are trained to effectively communicate with clients, guaranteeing that they
understand the product, the contract terms and their rights and obligations. Communication
techniques overcome educational limitations (for example, reading contracts aloud and
material in local languages).

Acceptable and unacceptable practices for collecting debts are clearly specified in a Code of
Ethics, a staff rules manual or a debt collection manual.

The Organization’s corporate culture values and rewards high standards of ethical conduct
and client service.

There is a mechanism for handling client complaints, and there is staff dedicated to this
function and they are actively employed (suggestions boxes on their own are generally
inadequate).

Clients know how their information will be used. Staff explains how the data will be used and
asks permission to use it.

5. Transparency of cost of services to clients

How does your Organization present the interest rate of your most emblematic microcredit

product?

6. Human resources and staff incentives

Please indicate which of the following factors, if any, are included in your human resources

policy: transparency, benefits, protection, and equality.
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PROCESS INDICATORS
Please indicate if your Organization has incentives for staff related to any of the following

areas: skill in attracting new clients, outreach to remote areas, outreach to women, portfolio

quality, client retention.
7. Social responsibility towards the environment

Please indicate what type of environmental policies, if any, your Organization has.

8. Outreach to the poor

Does your Organization measure the level of poverty of its clients?

If so, what methods does it employ?

Please indicate any product or service (financial or not) offered by your Organization that is

specifically designed for the poor.

Finally, the quantitative indicators of results are presented. The indicator’'s number
shows which of the 11 areas shown in Table 11 it is related to.

Table 13: Results indicators
RESULTS INDICATORS

1. Mission and social targets: Number of active borrowers in the following groups:

Women

Rural

Persons less than 18 years of age

2. Governability

Number of members of the Governing Body: total and women

3. Range of products and services: Clients that participated in:

Training microenterprises

Education courses

Women’s empowerment

4a. Human resources and staff incentives

Number of staff

Number of loan officers

Number of managers
Number of staff at the end of the period
Staff that withdrew during the period

Staff working for more than one year

Staff turnover rate = withdrawals during the period / average (number of staff at the end of

the period + staff working for more than one year)

5. Outreach by loan methodology: Number of loans in portfolio

Individual credit

Solidarity group
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RESULTS INDICATORS
Village banking

Number of microenterprises financed

Number of new microenterprises financed

Number of persons employed by the enterprises financed

Sample used for microenterprise data

Sample used for employment data

7. Client retention

Number of borrowers at the end of the period

Number of borrowers at the beginning of the period

New borrowers during the period

Client retention rate = Number of borrowers at the end of the period / (number of borrowers

at the beginning of the period + new borrowers during the period)

Given the geographic scope, history and public availability, the MixMarket indicators are
considered to be the most appropriate for evaluating the social performance of the type
of Organizations that will participate in the pilot trials. In this way, an adapted version
of the indicators for the purposes of the project is presented in the Diagnosis and
Evaluation Instrument (second component of the Generic GIF Tool).

IV. GOVERNANCE IN MICROFINANCE ORGANIZATIONS

In this section we present a summary of the main arguments by which it is understood
that Governance in Microfinance Organizations is an essential component for
institutional success in the medium- and long-term, and it is a concept that is absolutely
critical for determining the Organization’s risk and evolution. This section is a key
component, given that based on this concept the specific Governance Model is
developed, in which the specific Standards for the entities are established.

Firstly, as we saw in the first section, as a result of the financial crisis that began in 2007-
2008, the generalized concept that adopting Good Governance Practices was essential
for an organization to endure in time was introduced (particularly those providing
financial services). However, we also saw that this concept has evolved beyond
managing risks, positioning itself as a means for Organizations to attend to their
objectives.

This point is fundamental, as Microfinance Organizations attend to a duality of
objectives, with these being of an economic nature (being self-sustainable, and,
according to the case, generating and distributing profits for their contributors) and of a
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social nature (they are in many cases the sole source of financial services such as credit
and the sole means for saving)?°. It is thus recognized that when analyzing the
Governance of an Organization of this type, it is not only necessary to consider economic
or operational criteria, but also regarding the social impact in alleviating poverty and
creating employment opportunities that the Organization may have.

Relevant aspects in the context of Microfinance Organizations:

e There is a broad range of organizations in the Latin American region, which
makes the starting point for analyzing and proposing Governance be diverse
and for it to have very particular conditions. This makes the challenge of
generating standardized practices more complex.

e Although one of the basic stakeholders of the Organization are micro and small
enterprises, lack of uniform criteria for classifying this type of enterprises,
particularly when international comparisons are made, also has an effect on
the intention to standardize.

® In many cases the clients of these Organizations operate in the informal sector,
which makes the information that they generate not be fully dependable, in
turn making the control and risk administration systems more onerous.

e Heterogeneity is also expressed in the degree of institutional maturity; some
Organizations do not fully apply international accounting regulations, thus
allowing only relative progress on matters of transparency when the
homologation of some practices relating to this theme is sought.

Notwithstanding what has been mentioned above, good or best practices exist and
may be identified, and it is in relation to them that the Governance improvement
process should aim.

Secondly, it must be noted that Good Governance Practices contribute towards a better
reputation and trust by the clients and providers of financing (persons who save,
depositors, partners, or investors)?!. This is an aspect that is extremely important for
Microfinance Organizations in a context of the emergence of institutional investors.
Thus, in the last 10 years or more, 70 debt-based investment funds and 30 capital-based
investment funds have emerged, mainly a mix of public development financial entities
and private investors, and they are demanding that more attention be paid to
Governance quality??.

2 varottil, 2014 “.. from a Governance perspective, the Organizations and their respective Governance
Bodies face the main challenge of reducing poverty; hence, attending to the interests of clients becomes
essential. However, an economic dimension is also recognized, characterized by the need for the
Organization to be self-sufficient, and in some cases, to distribute profits.”

21 Fundacidn BBVA Microfinanzas, 2011

22 Dj Benedetta, Liebermand and Ard, 2015
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Thirdly, and in line with the previous paragraph, Good Governance Practices seek to
guide Organizations towards more effective management, taking into consideration the
needs and objectives of their different stakeholders (contributors, board members,
management, regulators, clients, and suppliers, among others). Thus, the diversity of
legal structures, license regimes, organizational structures, legal and regulatory gaps,
and the different dimensions for evaluating their performance (financial and social,
among others), make it indispensable for the delimitation of stakeholders to be an
exercise of self-inspection for every Microfinance Organization.

Therefore, consideration is given to the criterion of materiality, understood as the
aspects that reflect the Organization’s social, environmental and economic impact, or
those that may exercise a considerable influence on the assessments and decisions of
the stakeholders.

Fourthly, an analysis of the environment leads us to consider that if the sector’s
development is accompanied by changes in the environment (regulatory modifications
or the entry of competitors for example), studying Governance will continue to be more
and more important. In this way, for example, a review of the regulatory conditions
shows that although there are some points in common between some countries, the
main differences are those of the simultaneous presence of Microfinance Organizations
subject to a regulatory or supervisory framework and other entities (usually smaller)
that are not subject to this framework. This introduces the challenge of generating a
Governance model that is sufficiently flexible as to be applicable in different contexts,
giving rise to additional recommendations allowing to attend to the potential that exists
for Financial Inclusion in Latin America and the Caribbean.

In relation to what is mentioned above, the need is recognized for generating a specific
model of Governance for Microfinance Organizations that promote Financial Inclusion.
This idea is taken up by some studies that precede the present document, such as for
example a publication of PROFIMIN recognizes that in the last decade several important
works have been published of analysis and reflection on the governability of
Microfinance Organizations, identifying general orientations and efficient practices?3.
Notwithstanding, there are elements that have not yet been dealt with that may be
determining factors in the results to be obtained.

Firstly, the recent evolution of the internalization of Good Practices in Microfinance
Organizations has been oriented more towards formal aspects (that is, included in
internal regulations), rather than being effectively applied.

23 Vita and Vega, 2011
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As a result of the last crisis, a revision occurred of the regulation and legislation in
different countries, due to which various documents compiling Best Governance
Practices were published and updated. These documents tend to a great degree to be
internalized formally, for example through the adaptation of internal regulations.
However, it does not suffice for a practice to be included in internal regulations, but
rather its application must be monitored regularly so as to endorse its execution and
results. This in turn implies enabling a commitment from the Governing Body leading to
assigning resources for such ends.

Only when an Organization internalizes the benign effect of a better standard is it
possible that it be raised to better standards; otherwise, the implementation of
improvements ends up being unproductive.

A second element to consider related to the previous point is the need to deal with
Microfinance Organizations that have governing bodies that likely do not give the
necessary importance to promoting Good Governance Practices. It is thus essential to
establish awareness-building activities as to the impact that Good Practices have on
Organizations and the manner in which they promote more efficient performance of
their Governing Bodies and Senior Management in terms of decision-making and the
exercising of their functions.

It must be noted that at some entities there may be the perception that Governance is
a “fashion”, in the sense that these Practices take on a formality lacking an effective
impact on the Organization, beyond the reputational impact that would create a lag in
relation to other comparable Organizations. Unfortunately, this perception is based on
the fact that there are many cases of Organizations with “Good Practices” or recognized
prestige that suffer from turbulence or have even been the protagonists of some of the
greatest scandals of the past decades.

Finally, it is necessary to generate a model that develops the operational aspects for
integrating the Governance of a Microfinance Organization and promoting Financial
Inclusion.

In this sense it is recommendable to promote the linking of the processes of decision-
making in Organizations and the promotion of Financial Inclusion. This may be taken on,
for example, through the formal and explicit inclusion of the objective of promoting
Financial Inclusion, understood as increasing the base of persons foreign to financial
services among the strategic objectives of the Organization, and the formal recognition
of “excluded persons” among their stakeholders.
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For this reason, for the purposes of promoting Financial Inclusion effectively, the
members of the Consortium consider it essential to include in the delimitation of
stakeholders, persons excluded from financial services, who with few exceptions do not
have an adequate channel for expressing their interests.

The ideas presented in this section will serve to provide the basis for development, both
of the key definitions for the project, for the whole of Good Practices aimed at
Microfinance Organizations (Governance Manual), and the processes for their
internalization and institutionalization, as well as Governance crisis management. All of
this is developed in detail in volume II.
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I. GOVERNANCE MANUAL METHODOLOGY

1.1. Conceptual approach

Given that the main purpose of this Governance Manual is to serve as an aid for
MFIs to analyze their Governance Standards, and to allow them to identify
opportunities for improvement, it is imperative to pinpoint the key concepts that
will guide a better understanding and use of the Governance Manual.

Our logical framework applies the following line of reasoning: We begin by defining
a concept of Governance that best expresses the notion, based both on current
developments and accumulated experience on the subject. While Governance
reflects the current stage of standards of any organization, it does not indicate the
direction that these standards may take if the decision is made to undertake a
process for improvement. Thus, it is also necessary to identify the set of Good
Governance Practices that could guide such a process for organizations seeking to
perform it. Lastly, the adoption of Best Practices may end up being faulty,
incomplete or reversible if the measures needed for making the process sustainable
are not adopted; hence the need for incorporating elements for Good Governance
that is effective.

Accordingly, the following are the concepts to be employed in the present
document and in the Governance Manual in general:

e Governance:

The system by which organizations are run and controlled. In this sense, it groups
together all practices and actions of guidance, management and control (both
planned and unplanned, and those formally documented as well as those not), in
addition to the structure and rules (or legislation) by means of which decisions are
made in relation to establishing the objectives, the means for reaching them and
the way in which follow-up is done on their performance. Given this, under our
approach, Governance is a comprehensive concept, present throughout the
organization, that evolves in time in response to changes in both the internal and
external environments of the Organization.

In essence, all organizations have a Governance scheme, regardless of whether it is
explicit or not.

e Good Governance Practices:
Refers to the Best Standards of Governance identified for the particular

Organization and which it should aspire to reach. These standards are identified in
both the international and local spheres, and are generally organized as codes of
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Good Governance and as per the particular case of the entity. Good Governance
Practices comprise the different areas of Governance.

e Effective (Good) Governance:

Understood as Governance of an Organization that has realistically included in its
objectives and action plans the achievement of Best Practices. This plausibility
relates to the commitment taken on by the main decision-making bodies, to
integrating spheres that are duly empowered (in execution and supervision), and to
appropriate mechanisms aiming to ensure a planned implementation of the Best
Practices and the monitoring of the mentioned process.

1.2 Classification for corporate Governance analysis and improvement

Essential for the purpose of the present project is the possibility that the concepts
mentioned above be taken to the practical or implementation level. To achieve this,
we must transpose or translate the concepts into tools or instruments that may be
implemented by the Microfinance Entities. We thus determine four levels of
classification of Governance:

e Qur starting point is the formal delineation of the main themes of
Governance for Microfinance Entities. On this basis, Pillars are proposed,
with each of these corresponding to a core theme that allows integrating
aspects revolving around this theme; and each category excludes all other
themes. Joint analysis of the Pillars allows a comprehensive analysis of the
standard of Governance of an organization.

e |dentified within each Pillar are the Standards or Principles that apply to the
Best Practices to be implemented. As such, they define the stage to which
the Organization should aspire, and at the same time they determine the
organization’s main spheres for improvement and respective working areas.

® Subsequently, with the aim of specifically guiding the internalization of these
Standards, each of these is disaggregated into components, which
correspond to the different specific aspects included in each Good
Governance Practice.

e Lastly, each component is accompanied by the tool or mechanisms allowing
its specific implementation. This whole is the basis for the GIF Toolbox,
which contains the formats and other instruments which are the operational
route for instating each component. In cases in which the tool requires a
development requiring detailed attention to the specific nature of an
organization, guides will be provided for its development. Also, when

2
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applicable, at this level, differentiated mechanisms will be proposed based

on the type of organization.

The complete diagram of this classification, together with an example indicating it,

is shown in the following graph:

Graph 1: Classification for Governance analysis and improvement (example)

eEthics and
Pillar conflict of
interest
Standards eFostering ethical behavior in the
company
Components eTraining and guiding all staff levels

regarding the ethical standards
that the company has adhered to

eContent
structure or
training
program

Toolbox

1.3. Criteria applied for determining Pillars and selecting Standards

In what fields is
work required?

What  specific
actions? Who
do they pertain
to?

How to do it? By
what means?

In general terms, the methodology employed considers the following aspects:

To identify and select reference documents to be used for a comparative
analysis of the Governance Standards; As much information as possible
relating to the Governance of Microfinance Organizations was obtained
in different countries, where it was possible to verify Good Corporate
Governance codes, Good Corporate Governance reports, manuals,
Governance guides, and documents of Governance cases.

To systematically organize the Standards based on the main themes
(Pillars) and to comparatively analyze the selected reference documents

Once the documents were compiled, a reference selection of them was made taking
into consideration the following: date of issuance, recurrence rate, entities that
developed such documents, general nature of principles. Six main reference points
were considered based on the review.
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® Principios y Practices de Buen Gobierno Corporativo y Control Interno en las
Cooperativas de Ahorro y Crédito, VILLAVICENCIO, Ricardo y POU, Guillermo
e Corporate Governance in Microfinance Institutions, DI BENEDETTA,
Pasquale, LIEBERMAN, Ira W. and ARD, Laura
Guidelines for a Latin American Code of Corporate Governance, CAF
Cédigo  Universal de Gobierno Corporativo para Instituciones
Microfinancieras, Fundacion BBVA Microfinanzas
OECD, Principles of Corporate Governance, OECD
Guia das Melhores Prdticas de Governanga para Cooperativas, IBGC

In addition to the documents indicated, six consultation documents were
considered, which are the following:

e Consideraciones hacia un Buen Gobierno Corporativo en Cooperativas de
Ahorro y Crédito, PABST, Helmut

® Furopean Code of Good Conduct for Microcredit Provision, European
Commission

® Guia Operacional de la Gobernabilidad de una Institucion Microfinanciera,
CERISE

® Guia prdctica de Buen Gobierno para las ONG, Instituto de Consejeros-
Administradores

® The Practice of Corporate Governance in Microfinance institutions, Council
of Microfinance Equity Funds

Although these documents do not deal with all the general principles of
Governance, they do concentrate on principles related to specific aspects, such as
the following:

a) Highest management body

b) Code of conduct

c) Relations with clients and investors
d) Administration Council

e) Risk management

Annex 2 summarizes the scope of the main reference documents.

Once having determined the reference points (of main and special reference),
Guidelines for a Latin American Code of Corporate Governance of the Andean
Development Corporation (CAF) was employed as a basis document, as it develops
the general principles applicable to all types of companies and contains the greatest

4
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number of principles also mentioned in the other reference points. Based on this
document, a comparative matrix was generated in which every principle was
disaggregated and a contrast was done with the selected reference points so as to
determine which principles are applicable to all entities subject to the project’s
evaluation and which are applicable solely to a particular type of Organization, due
to its nature.

Also, the development of Standards was put in line with the social performance
indicators presented in Volume |, so as to incorporate references into them when
applicable.

It is worth noting that the selection of Standards is based on two main criteria:

Representativity: In performing the referencing exercise, it is possible to
identify practices that are proposed repeatedly by different sources of
recognized prestige. There is thus an endorsement of their importance. In
such cases it is worth noting that their inclusion in the Governance Manual
also depends on an expert judgement regarding their agreement with the
own particularities of microfinance Organizations committed to Financial
Inclusion.

Effect on sustainability: There are particular practices commonly related to
promoting sustainability within Organizations; for example: fostering the
inclusion of Independent Board Members (supervision of management),
incentives for integral risk management schemes with staff dedicated
exclusively to it (risk management). These practices are generally recognized
by supervising or regulating entities and by international standards such as
those proposed by the Basel Committee on Banking Supervision.

Based on the dynamics described, general considerations were determined, as well
as six Pillars, which are:

General considerations: Organization’s objectives

Pillar I: Ownership rights

Pillar Il: Governing Body

Pillar lll: Management

Pillar IV: Compliance and risk management

Pillar V: Ethics and conflict of interest

Pillar VI: Communication and information transparency
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This list is complemented by an additional analysis sphere which is the stakeholders.
We consider that this dimension of analysis is transversal to the other Pillars in
nature, and we have thus included it in a segmented manner in each of the Pillars.



Il. GOVERNANCE MANUAL USER’S GUIDE

This section develops the guidelines and considerations to keep in mind for a better
understanding and use of the present Governance Manual for Microfinance
Organizations.

2.1. General considerations

The elements developed in the Governance Manual have been configured based on the
conceptual approach (differentiating Governance, Good Governance and Effective
Governance), as well as the classification for analysis and improvement of corporate
Governance (establishing levels by Pillars, Standards, components, and the GIF Toolbox).
All of these are presented in the methodology section.

As a central axis of the ordering, Standards or principles have been identified, and they
have been grouped together in Pillars. The whole of Standards organized in this manner
constitute a Good Governance Code model (hereinafter “the Code”), which aims at
providing an updated version of the Good Governance Practices identified at the global
and regional levels, which in turn are relevant for the development vision of Latin
American Microfinance Organizations. This vision recognizes Governance as an essential
condition for reaching sustainability, thus presenting the Microfinance Organizations
with new challenges and in some cases motivating the necessary adjustments in the
legal framework in force.

So as to provide the most efficient and productive use of the present manual, it is
essential to underscore certain prior considerations:

a) Although some Standards may be partially or totally applied by different types of
Organizations, the group of Standards identified, or the Code, is intended for
Microfinance Organizations, paying particular consideration to the reality
presently existing in Latin America.

b) The Standards or principles selected are for general application for any type of
Microfinance Organization, regardless of its legal or institutional nature.

c) It is worth noting that the application of the Standards by the Organizations is
voluntary in nature®. It is also necessary to recall that the Standards presented
represent practices established, beyond legal compliance.

24 This consideration does not disregard the fact that some legislation has established the mandatory
nature of certain Governance Standards. However, as will be shown throughout the project, it does not
suffice to formally adopt the Standards; instead, it will also be important to ensure that they are fully and
effectively applied.
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d)

f)

g)

In order to consider that and Organization has formally adopted a particular
Standard, the entity must be able to demonstrate with documents that it is
adhering to the Standard, by means of the mechanisms, policies or internal
regulations that it has in force.

In order for a practice to be considered implemented, it must be possible to
provide evidence of its exercising or use in the operations of the Organization.
In order to establish that a practice (or a series of practices) has been
institutionalized, the applicable mechanisms stated in the phases of the process
that make the practice have a permanent vocation and be sustainable must be
have been incorporated, as presented in the respective section of this manual.
Institutionalization has its own Governance in the sense that it defines the
conditions sought, the sphere responsible and the mechanisms or instruments
to be applied.

Some concepts have been identified, that being very relevant, require a common
understanding for the best possible application of the Code; they are found in
the Glossary section.

2.2. Regarding the Standards

The Standards or principles are presented grouped together into six Pillars, which are:

Pillar I: Ownership rights

Pillar Il: Governing Body

Pillar lll: Management

Pillar IV: Compliance and risk management

Pillar V: Ethics and conflict of interest

Pillar VI: Communication and information transparency

Each Standard is presented stating the different characteristics that it contains.
Regarding this, the following is worth noting:

The Standards are drafted in the present tense and in an assertive manner. This
is so because the best practice used as a reference does not change (until it is
replaced by another one). What evolves is rather the status of application that
the Organization has regarding the Standard; that is, its present situation and the
process of change that it may be implementing.

Typically, each Standard stipulates the condition sought, the sphere within the
Organization that is in charge, and the type of instrument that would be required
for its implementation.
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Standards generally contain several components; that is, several conditions or
characteristics to be satisfied.

Each component may be associated with the mechanisms or instruments that
allow its application or use (Toolbox).

As an example, a determined Standard is presented and its statement indicates its
disaggregation into components and the reference to the tools that correspond to its
implementation?®:

Standard (hypothetical: The Governing Body is made up mainly of professional Board
Members, many of which are independent, and they also chair the committees that this

body has.
Component Tool
Governing Body made up mainly of | Document of establishment, Governing
professional Board Members Body regulations, profiles of positions,

others

Made up of several Independent Board | Document of establishment, Governing
Members Body regulations, profiles of positions,

others

Independent Board Members chair the | Document of establishment, Governing
committees Body regulations, profiles of positions,

others

Thus, the reviewing of any Standard allows the Organization to be able to respond to
the following type of questionnaire related to Governance quality:

How does our present practice compare with the Standard? (gap diagnosis)

Is the Standard pertinent for our Organization? (priority and strategic sense)
Are we willing to adopt this Standard? (commitment)

What components or segments does the Standard have? (segmentation)

What mechanisms or instruments do we need for implementing each
component? (Toolbox)

What sphere or internal person in charge within the Organization will be
responsible for implementing the Standard? (planning)

2.3. Special aspects

% See the GIF Toolbox.
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The presentation of the Standard has been formulated in a generic manner; that is, it is
applicable to all Microfinance Organizations and in their day-to-day or normal operating
conditions. However, there are two special situations or exceptions that must be
considered:

2.3.1. Complementary Standards

According to the classification of Microfinance Organizations presented, based on its
relevance for Latin America and in relation to specific elements that emerge in their
Governance, Complementary Standards have been included for three types of
Microfinance Organizations: partnerships, savings and credit unions and State-owned
entities. These principles are considered for the cases in which the Microfinance
Organization also has the previously mentioned condition (adding the Standards of the
Code to these specific principles). Thus, they are not specialized and integral codes for
these types of Organizations.

2.3.2. Managing a Governance crisis

Given that the normal operations of a Microfinance Organization may be seriously
altered during a Governance crisis, it is necessary to establish guidelines and criteria that
must be followed in such a situation so as to conserve operationality and aim to recover
stability in the Organization’s operations.

These guidelines and criteria are presented separately in this manual and constitute
Standards or Best Practices for these situations. They include both preventive activities
that may be adopted, and reactive activities for accommodating if there is a situation
that arises for which the Organization is not prepared. In the same format as the
Standard included in the Code, the guidelines also include the condition sought, the
sphere responsible, and the mechanism or instrument for its implementation, as well as
the mechanisms and procedures for monitoring and learning.

10
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I1l. GOVERNANCE STANDARDS
3.1. Index of Standards
General Standards

General conditions
0. Organization’s objectives

Pillar 1: Ownership rights

1. Equality in treatment
Controversy solution mechanisms
Right to information and communication
Information on proposals affecting the rights of Partners or Associates
General Assembly
General Assembly regulations
Mechanisms for calls to convene
Member voting and registration rules
. Inclusion of points on agenda
10. Right to vote

© KONV S WN

Pillar 2: Governing Body
11. Functions and competences
12. Governing Body regulations
13. Governing Body make-up
14. Appointment and reappointment of Board Members
15. Termination of Board Members
16. Governing Body remuneration
17. Governing Body evaluation
18. Governing Body duties and rights
19. Governing Body Meetings
20. Delegation of powers policy
21. Governing Body committees

Pillar 3: Management
22. Roles of Chief Executive and Senior Management
23. Relations with stakeholders
24. Commitment to clients and Financial Inclusion
25. Responsible treatment of staff
26. Succession plan
27. Remuneration policy
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28
29

. Performance evaluation
. Appointment and remuneration committee

Pillar 4: Compliance and risk management

30
31
32
33
34
35
36

. Control system

. Auditing committee

. Internal auditing

. External auditing

. Comprehensive risk management

. Risk committee

. Compliance with obligations and commitments

Pillar 5: Ethics and conflict of interest

37
38
39
40

. Code of Ethics

. Conflict of interest

. Operations with related parties
. Complaints channels

Pillar 6: Communication and information transparency

41
42
43

. Information and communication policy
. Publicly accessible information
. Transactions between related parties

44, Contractual transparency

45

. Annual Governance report

Complementary Standards applicable to partnerships (P)

e wnN PR

Disclosing shareholder structure
Parity in treatment

Shareholder participation
Change in or taking on control
Right to representation

Complementary Standards applicable to savings and credit unions (U)

© Nk WDNR

General Assembly
Right to nomination to different bodies of the Organization
Right to resignation of Partner or Associate
Distribution of surplus
Supervisory Council
Relationship between the Supervisory Council and Governing Body committees
Supervisory Council make-up
Supervisory Council functioning
12
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9. Supervisory Council remuneration
10. Supervisory Council annual report

Complementary Standards applicable to State-owned entities (S)
1. Disclosing shareholder structure
2. Transfer of shares
3. Profit allocation policy

3.2. General Standards
General conditions

Organization’s objectives

The Organization has objectives, which may be social or economic, and that are clearly
defined and allow operating as a successful business, achieving the greatest outreach
possible in the excluded sectors, according to the nature of its activity, providing
efficient performance and financial viability.

The objectives are presented in writing in the document of establishment in an ordered
and clear manner, and they are disseminated. The Governing Body monitors and does
follow-up of the management and performance indicators related to the objectives. The
achievement of the objectives allows defining measurable goals in time.

Component Tool

Objectives for sustainability and financial | Document of establishment
viability

Objectives for preparing management and | Governing Body workplan
performance indicators

Objectives for establishing goals Governing Body workplan

Pillar I: Ownership rights

Standard 1: Parity in treatment
The Organization recognizes, in its actions, equal treatment for Partners or Associates,
with these having the same conditions as to their political and economic rights.

The matter of recognition of equal treatment and differentiated rights as a result of the
different conditions of the Partners or Associates is explicitly specified in the

Organization’s document of establishment.
13
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Component Tool

Equality in calls to convene Document of establishment
Equality in receiving information for | Document of establishment
Meetings

Equality in conditions in voting and | Document of establishment
decision-making

Standard 2: Controversy solution mechanisms

The Organization’s document of establishment specifies extrajudicial mechanisms for
solving controversies relating to conflicts that may emerge between Partners or
Associates and the Governing Body, or between Governing Bodies and the
Organization’s management.

Component Tool

Extrajudicial solution mechanisms Document of establishment

Standard 3: Right to information and communication

The Partners or Associates of the Organization have the right to request and have timely
access to information that is accurate, dependable and that allows them to adequately
ensure fulfilment of their objectives, institutional management, results in the
operational, financial, social impact, economic, and environmental fields, as well as
decisions pertaining to fundamental changes.

The Organization establishes the mechanisms, persons in charge and means for the
Partners or Associates to be able state their opinions on the development, results and/or
compliance with its objectives, and also to know with adequate prior notice the agendas
of General Assemblies and the place at which they will be held, and to satisfy the
additional information requirements regarding the Assemblies.

Component Tool
Right of Partners or Associates to | Document of establishment
request and receive information

Mechanisms, persons in charge and
means for stating opinions on the
development, results and fulfillment of
objectives

Mechanisms, persons in charge and | Document of establishment and/or
means for the functioning of the | General Assembly regulations

General Assembly

14
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Component Tool

Mechanisms, persons in charge and | Document of establishment, General
means for satisfying the information | Assembly regulations and/or information
requirements and communication policy

Standard 4: Information on proposals affecting the rights of Partners or Associates
Proposals regarding mergers, disintegrations, integrations, dilutions, changes of
objectives, or any other operation affecting the rights of the members are previously
explained by the Governing Body to the Partners or Associates. The explanation includes
a detailed report with an independent opinion of an external advisor. This report is made
available to the members for review.

Component Tool
Information on matters affecting the | Document approved by Senior
rights of Partners or Associates Management

Standard 5: General Assembly
The Organization’s document of establishment recognizes and clearly designates the
functions and competences of the General Assembly in the Organization’s management,
as well as control of managers.

An Ordinary General Assembly is held at least once per year. The functions of the
General Assembly that are exclusive to it and cannot be delegated are approval of the
Governing Body’s remuneration, approval of the Organization’s social management,
approval of the financial statements of the previous financial year, distribution of profit,
appointment of external auditors, and appointment and termination of the Members of
the Board of Directors.

The Ordinary General Assembly is held when a representative number of Partners or
Associates indicated for this purpose in internal and external regulations requests it.

Component Tool

Approval of Governing Body
remuneration

Approval of the Organization’s social
management

Approval of the financial statements and
distribution of profit

Document of establishment

Appointment of external auditors

Appointment and termination of

15
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Component Tool
Governing Body Members

Standard 6: General Assembly regulations

The Organization must have an internal document establishing the rules, procedures
and mechanisms for the functioning of the General Assembly, with the aim of facilitating
the participation and exercising of the corresponding rights.

Component Tool
Rules, procedures and mechanisms for | Document of establishment or General
the functioning of General Assemblies Assembly regulations

Standard 7: Mechanisms for calls to convene

The Organization establishes mechanisms for calls to convene, seeking the participation
of all its Partners or Associates. Among the mechanisms for calls are communiqués or
public announcements, mail (electronic or postal), website of the Organization and
individualized communication.

The call to convene must contain everything required by external legislation and the
document of establishment and shall indicate the location, day and time of the Meeting
and all matters to be dealt with separately, facilitating their analysis and avoiding joint
resolutions pertaining to matters on which there may be different decisions.

Component Tool

Mechanisms for calls to convene that
seek the participation of Partners or | Document of establishment and/or
Associates General Assembly regulations

Call content

Standard 8: Member voting and registration rules

The Organization has mechanisms allowing ordered voting of its Partners or Associates
during General Assemblies. The Organization has an updated record of its Partners or
Associates and has clear and objective rules for voting established before the calls, and
these rules are disseminated.

Component Tool

Voting mechanisms Document of establishment and/or
General Assembly regulations

Standard 9: Introduction of points on agenda
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The Partners or Associates may introduce topics or points on the agenda, to be debated
on, before the call to the General Assembly. The topics or points must be of general
interest and be within the competences of the General Assembly.

The Organization establishes the mechanisms through which the inclusion of topics or
points on the agenda may be requested, as well as the procedures for accepting or
denying proposals. The Governing Body shall formally communicate the reasons for
denying including the requested topics or points.

Component Tool
Mechanisms for introducing points in the
agenda

Document of establishment and/or

Procedures for accepting or denyin
ptng ying General Assembly regulations

proposals for including points on the
agenda

Standard 10: Right to vote

All Partners or Associates have the right to participate in the General Assembly by means
of exercising their right to vote. The vote’s value is the same when the vote is made
directly or by delegation.

The exercising of this right is done directly or indirectly when the document of
establishment or the Organization explicitly states this power.

The Organization has instated mechanisms allowing the Partners or Associates to vote
separately on agenda matters in such a way that they may separately exercise their
voting preferences.

The Organization establishes mechanisms allowing its Partners or Associates to vote
remotely through secure means that guarantee that the person that votes is truly the
one having the right to do so.

Component Tool

Right to vote Document of establishment

Document of establishment and/or
General Assembly regulations

Procedures for exercising the right to vote

Pillar Il: Governing Body

17
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Standard 11: Functions and competences

The Organization establishes in its internal regulations the functions and competences
of the Governing Body, with the functions particular to this body in relation to the
Organization being those of approving and reviewing the corporate strategy, the
objectives and plan of action, supervising the management and operation, identifying
and establishing policies for risk management, and establishing the measures necessary
for complying with the Best Governance Standards.

Thus, the Governing Body minimally has the following functions:

a) To approve and monitor the corporate strategy, the annual budgets and the
Organization’s action plan, considering its corporate purpose and with the aim of
being financially sustainable in carrying out its operations

b) To propose the policy for appointment, remuneration, evaluation, and termination
of the Members of the Governing Body

c) To propose and approve the policy for appointment, remuneration, evaluation, and
termination of the Chief Executive

d) To identify the Organization’s main risks and to approve the risk management policy

e) To be the means of communication between the Highest Body and the Organization

f) To establish and supervise compliance with the measures needed for complying
with the Governance practices implemented

g) To supervise compliance with the ethical and conduct norms adopted by the
Organization

h) To manage conflicts of interest that emerge between the Highest Body and the
Organization

i) To ensure compliance with internal and external regulations

j) To supervise the internal control systems relating to financial reports

k) To periodically approve and review the succession plan for critical positions

Component Tool
Approval and monitoring the corporate strategy

Proposal of the policy or other document that deals
with the rules for appointment, remuneration,
evaluation, and termination of Governing Body
Members

Proposal and approval of the policy for
appointment, remuneration, evaluation, and
termination of the Chief Executive

Document of establishment
and/or Governing Body
regulations
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Identification of the main

policy

risks within the
Organization and approval of the risk management

Highest Body and the Organization

Being the means of communication between the

Governance practices implemented

Establishment and supervision of compliance with
the measures necessary for fulfillment of the

Supervision of compliance with the ethics and
conduct norms adopted by the Organization

Management of conflicts of interest that may arise
between the Highest Body and the Organization

regulations

Ensuring compliance with the internal and external

financial reports

Supervising the internal control systems related to

plan for critical positions

Approval and periodical review of the succession

Standard 12: Governing Body regulations

The Organization has Governing Body regulations that are binding, containing the
internal regulations guiding the procedures for organization and operation, which are:
establishment, calls, process of appointment and termination of Board Members,
profiles of Board Members, frequency of Meetings and their agenda, procedure for
exercising the right to information, and responsibilities before the Organization and the
General Assembly, among other matters. Also, the regulations specifically state the
functions of the Board Members who have specific responsibilities, as is the case of the
Chairperson, the Secretary, or other positions established.

Component

Tool

Rules for Governing Body make-up

Rules for the calls process

Rules for appointing and terminating
Board Members

Establishing profiles of Board Members

Rules for the frequency of Meetings

Rules for preparing the agenda

Rules for the
information

exercising right to

Regulations approved by the Governing
Body

19




G I F GOBERNANZA
E INCLUSION FINANCIERA.

Responsibilities before the Organization
and the General Assembly

Functions of the President, Secretary or
any other position

Standard 13: Governing Body make-up

The Governing Body is made up of an uneven number of Members who are appointed
by the General Assembly, on the basis of profiles prepared beforehand that determine
the criteria that reflect the fields of specialization, competences and other qualities
pertinent for the Organization.

The document of establishment determines the minimum and maximum number of
Members. The Governing Body has a size that is symmetrical with the size of the
Organization, fosters the active participation of all its members and is sufficient for
adequate representativity.

The Organization seeks that the Governing Body be made up in its majority by
Independent Members?® and avoids, to the degree possible, the appointment of
alternate or substitute Board Members.

Component Tool

Uneven number and minimum and
maximum number of Members,
considering the Organization’s size

Uneven number and minimum and
maximum number of Governing Body
Members considering the Organization’s | Document of establishment
size

Obligation for most Board Members to be
independent

Prohibition to appoint alternate or
substitute Board Members

26 |n an Organization, it is recommended that they be independent of management and of the controlling
shareholders. Thus, the notion of independence is not necessarily tied to the fact that the shareholder be
a non-controlling shareholder. In Unions, the concept is similar, it being possible to understand
independent as being persons that may well be Partners, but have not been in the Governing Bodies or in
management for a certain period of time.

In this regard, it may happen that the regulatory framework restricts some of the criteria defining the
independence of a Member, but does not necessarily exclude per se seeking the independence of some
Members of the Governing Body.
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Profiles of Members of the Governing
Body to reflect the fields of specialization | Governing Body regulations
and competences

Standard 14: Appointment and reappointment of Board Members

The appointment and possible reelection of Board Members is a power of the
Organization’s General Assembly. The Governing Body, on its own or through its
appointment and remuneration committee or the sphere realizing its functions within
the Organization, is responsible for the process of identifying, evaluating and proposing
candidates.

The appointment and remuneration committee, or the sphere realizing its functions,
determines the requisites, profiles and competences of candidates for Board Members,
taking into consideration compliance with the corporate aim of the Organization.

Component Tool
Power of the General Assembly to | Document of establishment and/or
appoint and reelect Board Members Governing Body regulations

Responsibility of the Governing Body or
of the appointment and remuneration
committee, or of the sphere acting as
such, to participate in the process of
identifying, evaluating and proposing
candidates for Members of the
Governing Body

Governing Body regulations

Responsibility of the appointment and
remuneration committee, or of the | Governing Body regulations or
sphere acting as such, to determine the | appointment and remuneration
requisites, profiles and competences of | committee regulations

candidates for Board Members

Standard 15: Termination of Board Members

The Board Members withdraw from their positions when the period for which they were
appointed ends (unless they are reelected) or if they incur in causes for termination
determined in the document of establishment.

The Governing Body has the power to suggest, at any time, to the General Assembly, the
termination of one of its Members for the causes determined in the document of
establishment, following a report on the matter.
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Regardless of what is indicated above, Board Members place at disposal their positions
when they cease to comply with the conditions that gave rise to their appointments or
when there are causes that limit or impede their performance as Board Members,
particularly due to causes that damage or affect the Organization’s prestige.

Component Tool

Causes for termination of Members of | Document of  establishment and
the Governing Body; These causes must | Governing Body regulations

include as a minimum matters pertaining

to causing damage or affecting the
Organization’s prestige.

Responsibility of the Governing Body to
suggest the termination of one of its | Document of establishment and/or
Members, following a report on the | Governing Body regulations

matter

Responsibility of Board Members to place
at disposal their positions when they
cease to comply with the conditions that | Document of establishment and/or
gave rise to their appointments or when | Governing Body regulations

there are causes that limit or impede
their performance as Board Members

Standard 16: Governing Body remuneration

The Board Members receive a remuneration and the General Assembly approves the
applicable remuneration based on a Governing Body remuneration policy approved by
the General Assembly and proposed by the appointment and remuneration committee.

The Governing Body remuneration policy takes into consideration a relevant
combination of fixed and variable components based on the performance of its
Members and of the Organization, which correspond to the achievement of the
economic or social objectives.

The policy for the remuneration of Members of the Governing Body and their actual
remuneration is transparent. Thus, the global remuneration of the Governing Body for
the applicable financial year and the components of this remuneration are included in
the Organization’s annual report and in the annual Governance report, if applicable.
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Component Tool

To have a remuneration policy for the | Remuneration policy approved by the
Governing Body or another document | General Assembly

approved by the General Assembly and
proposed by the appointment and
remuneration committee

Remuneration that includes a fixed and a | Remuneration policy approved by the
variable component based on | General Assembly

performance and achievement of the
economic or social goals of the
Organization

Publication of the remuneration policy and
of the global remuneration of the
Governing Body

Annual report of the Organization,
website

Standard 17: Governing Body evaluation

The Governing Body shall perform, at least once per year, a self-assessment as a body
and an evaluation of each of its Members and committees regarding the effectiveness
of their work, dedication and performance, according to objective criteria determined
by the Organization and approved by the Governing Body. These evaluations alternate
with the evaluations done by external advisors.

The Governing Body adopts the necessary measures, when applicable, to propose
modifications to its organization and functioning.

Component Tool
Global and individual self-assessment of
the Governing Body

Governing Body regulations

Self-assessments of the external advisor Governing Body regulations

Standard 18: Governing Body duties and rights

The Governing Body has rights and duties determined in the document of establishment.
Rights of the Governing Body include: accessing to and receiving all information needed
for exercising its functions, having external advising in cases where it is needed, receiving
remuneration for the exercising of positions and having access to induction when one
becomes a Member of the Governing Body for the first time, particularly on matters
pertaining to the Organization, including in relation to responsibilities as to the
achievement of the economic or social objectives.
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Among the duties of the Governing Body are: complying with the internal and external
regulations that govern the Organization, the duty of diligence; acting in good faith and
in the interests of the Organization, the duty of loyalty; not carrying out activities that
imply competition for the Organization; not disclosing confidential information during
and after the termination of positions; and not employing Organization assets for
personal ends. The Governing Body is accountable to the Organization, the Highest Body
and each of its Members and other stakeholders for harm caused by not fulfilling duties.

Component Tool

Accessing and receiving all information

Having external advising

Receiving a remuneration for the
exercising of positions

Accessing induction

Complying with the internal and external
regulations that govern the Organization

Acting in good faith and in the interests of
the Organization Document of establishment and
Not carrying out activities that imply | Governing Body regulations

competition for the Organization

Not disclosing confidential information
during and after the termination of
positions

Not employing Organization assets for
personal ends.

Accountability of the Governing Body to
the Organization

Standard 19: Governing Body Meetings

The Governing Body approves an annual workplan and prepares a schedule for Ordinary
Meetings. The Organization provides the means necessary for each of the Board
Members to participate at the applicable Meetings, including in a remote manner, and
for them to access the information necessary for the realization of the Meetings.

The Governing Body may convene guests to its Meetings, having a voice but not a vote,
such as the Chief Executive, members of Senior Management, or other executives or
external advisors, preserving the right to request these guests to leave during the
realization of the Meeting.

Component Tool
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Document of establishment and

Approval of the annual workplan
PP P Governing Body regulations

Making available to the Governing Body | Document of establishment and
the means for realizing remote Meetings Governing Body regulations

Document of establishment and

Inviting guests to the Meetings . .
Governing Body regulations

Standard 20: Delegation of powers policy

The Governing Body determines the policy for the delegation of powers in favor of the
committees it establishes, the Chief Executive and Senior Management, and this policy
defines the guidelines and criteria for this purpose.

This policy formally establishes, based on who is being delegated a power, the procedure
for the delegation which is intended: analysis of a specialized topic, educated execution
of an action, decision-making on a topic or proposal and/or supervision of the
development or execution of an activity.

Component Tool

Delegation of powers in favor of Governing

Body support committees Policy or other document for delegating
Delegation of powers to the Chief | powers approved by the Governing
Executive Body

Delegation of powers to members of

Senior Management

Standard 21: Governing Body committees

The Governing Body establishes specialized committees, presided by Independent
Board Members, who aid the Governing Body on matters of their competence,
particularly those related to the functions of auditing, risks, appointments, and
remuneration. The make-up of these committee does not imply delegation of
responsibilities of the Governing Body.

Giving due consideration to the size, functioning and complexity of the Organization, the
Governing Body designates the committees and the members that make them up and
regulates their functioning considering the minimum necessary attendance, the manner
of adopting agreements, functions and/or powers, and frequency of Meetings, among
others.

Component ‘ Tool
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Document of establishment and
Governing Body regulations
Chairmanship of the committee by an | Governing Body regulations and/or
Independent Board Member committee regulations

Designating specialized committees

Pillar lll: Management

Standard 22: Roles of Chief Executive and Senior Management

The Organization states in its internal regulations that the Chief Executive is the person
in charge of leading the execution of the strategy defined by the Governing Body, to
ensure the provision of complete information in a timely manner to this sphere and to
execute the actions of control and follow-up of the Organization’s operations.

The Chief Executive leads the process of execution of internalization of Governance
Standards and, when applicable, of social performance management, ensuring
communication of the activities and linking the efforts of the different spheres involved.

The functions of the Chief Executive are clearly defined in the Organization’s internal
regulations. The functions of the Chief Executive and Senior Management are those of
the ordinary management of the Organization within the sphere of policies, procedures,
processes, and other agreements determined by the Governing Body.

In determining the functions, the Governing Body and Senior Management have
sufficient autonomy in relation to the Governing Body and other spheres, in such a way
as to perform their functions efficiently and effectively.

The Organization’s document of establishment clearly states that the duty and loyalty
of the Chief Executive and Senior Management are towards the Organization, not
towards those responsible for their appointments or other parties involved. The same
document also states that these spheres act under the principles of diligence and
confidentiality that are also demanded of the Governing Body.

The positions of Chairman of the Governing Body and of Chief Executive are to be held
by different persons.

Component Tool

Responsibilities and functions of the Chief | Document of establishment,
Executive and Senior Management organization and functions regulations
Chief Executive leadership in the process of | Document of establishment,
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internalizing Governance Standards organization and functions regulations
and organization and functions manual
Autonomy of the Chief Executive and | Document of establishment,

Senior Management in relation to the | organization and functions regulations
Governing Body and organization and functions manual
Principles of loyalty, diligence and
confidentiality that guide the actions of the
Chief Executive and Senior Management
Separation of positions of the Governing | Document of establishment and
Body and the Chief Executive internal regulations

Document of establishment and
internal regulations

Standard 23: Relations with stakeholders

The Chief Executive and Senior Management are responsible for ensuring a transparent
relationship in the long-term with the Organization’s stakeholders. The Organization
establishes as a direct responsibility of the Chief Executive to ensure the provision of
complete information in a timely manner to the stakeholders.

The Organization has a policy of relations with stakeholders that is approved by the
Governing Body, which determines the internal guidelines for identifying the
stakeholders, their expectations in relation to the Organization and the potential effect
on the development of its operations. On this basis, the Organization prepares a map
and the strategies of relations, contained in plans or programs, for each stakeholder.

As part of these relations, when the Organization incorporates activities of social
responsibility, they include legal compliance and have the objective of generating joint
value for the Organization and its stakeholders.

At least once per year, the Governing Body supervises the execution of these activities,
and particularly the efforts of communication with the stakeholders.

Component Tool
Responsibility of the Chief Executive and
Senior Management to ensure sustainable | Organization and functions regulations

long-term relations with the stakeholders | or policy of relations with stakeholders

Responsibility of the Chief Executive of
identifying the  stakeholders, their
expectations and the potential for having
an effect on the Organization

Policy of relations with stakeholders

Defining social responsibility activities Policy of relations with stakeholders
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Responsibility for supervising the practices

Policy of relations with stakeholders
of relations with stakeholders Y

Standard 24: Commitment to clients and Financial Inclusion

Regarding clients, policies of responsible treatment have been adopted that establish
the guidelines for preventing over-indebtedness, ensuring fair treatment (based on
explicit communication of client rights), transparency, and solving complaints. These
guidelines are evaluated and updated based on the feedback provided by the clients.

With the aim of fostering Financial Inclusion, the Organization considers among its
stakeholders persons excluded from the provision of financial services, with this group
being one of the groups that is of most interest for the Organization’s management.

Component Tool

Guidelines for preventing over-

indebtedness

Guidelines for fair treatment of clients Governing  Body regulations or
Guidelines for transparency document approved by the Governing
Guidelines for solving complaints Body

Recognition of excluded persons among its

stakeholders

Standard 25: Responsible treatment of staff

The Organization has established in its internal regulations a human resources policy
that recognizes the duties and rights applicable to the different types of staff that work
for the Organization. These regulations minimally consider the following: specific
training based on the functions to be performed, being able to demand remuneration in
agreement with the functions and responsibilities taken on and the economic and social
performance of the Organization, monitoring staff satisfaction, and the guidelines for
the management of occupational health and safety risks.

Senior Management, lead by the Chief Executive, fosters active staff involvement in the
process of improving Governance. For such involvement, the means are provided for
staff to provide feedback in the process.

Component Tool
Internal human resources policy Governing Body agreement

Specific training giving consideration to the . .
. Induction and training programs
functions to be performed

being able to demand remuneration in | Criteria for determining remuneration
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Procedure for monitoring staff satisfaction
(work environment)

Component Tool
agreement with the functions and
responsibilities taken on and the economic
and social performance of the Organization
Measurements of the work

environment, analysis of staff turnover
and retention

Obligation of Senior Management to foster
active staff involvement in the process of
improving Governance

Information sessions and dissemination
of the annual Governance plan

Mechanisms for staff to provide feedback
in the Governance process

mechanisms of
communication with the executive
spheres responsible

Dissemination of

Standard 26: Succession plan

The Organization has implemented a succession plan for its critical positions?. This plan
includes defining the Organization’s critical positions, the respective profiles and the
procedures for selecting, forming and periodically evaluating potential successors. The
selection of candidates includes among its criteria professional experience and
suitability, among which are ethical considerations and interpersonal relations skills.

In formulating the plan, procedures are differentiated for planned succession and
contingent succession (in response to an abrupt vacancy in a critical position).

Component

Tool

Implementation of a succession plan for
critical positions

Criteria for identifying critical positions,
critical position profiles, and evaluation
formats specific for the purpose

The selection of candidates includes
among its criteria professional experience
and suitability

Profiles of critical positions

Differentiation between planned

succession and contingent succession

Profiles for long-term succession and
criteria for selecting contingent interim
successors

Standard 27: Remuneration policy

27 Understood as the management or board positions that if inexistent may have an impact on or seriously

condition the company’s operations.
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The Organization has a policy that defines the criteria for determining the remuneration
of Senior Management, in such a way as to recognize professional experience, effective
dedication, market standards, and performance.

It is recommendable for this policy to determine an adequate combination of fixed and
variable components, sufficiently significant so as to constitute an incentive for
economic and social performance, aimed at generating value in the long-term and
compensating for results based on taking on risks in a prudent and responsible manner.

Component Tool

Criteria defined for determining the
remuneration of the Chief Executive
and Senior Management

Establishment of a remuneration policy

Combination of fixed and variable
components providing an incentive for
sustainably generating value

Criteria for determining variable
remuneration

Standard 28: Performance evaluation

The Organization, through its Governing Body or an independent third part, annually
performs an evaluation of Senior Management’s performance based on criteria defined
and made known in advance.

The evaluation process ends with individual feedback for each person evaluated,
including the presentation of results.

Component Tool
Annual Senior Management performance . L
. Evaluation criteria
evaluation
Evaluation criteria Governing Body agreement

Individual feedback in relation to the
evaluation results

Individual meetings

Standard 29: Appointment and remuneration committee
The Organization has implemented an appointment and remuneration committee that
is operating; its functions are:

e To propose to the Governing Body the policy for selecting members of Senior

Management and the Governing Body and to ensure its compliance and
transparency
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e To submit for consideration of the Governing Body a remuneration policy of the
Organization that considers all remuneration criteria of members of Senior
Management and the Governing Body, and to ensure transparency and compliance
with such policy

® To inform the Governing Body regarding cases of Governing Body Members that
incur in causes for termination of their positions or that may negatively affect the
operation of the Governing Body or the Organization’s reputation

e To formulate the Organization’s succession plan, establishing the strategy for
selecting a new Chief Executive and other members of Senior Management

Component Tool
Proposing to the Governing Body the policy
for selecting members of Senior
Management and the Governing Body

Ensuring compliance with and
transparency of the policy for selecting
Senior Management and Governing Body
Members

Submitting for consideration of the
Governing Body a remuneration policy of
the Organization for members of Senior

Governing Body agreement
Management and the Governing Body g yag

Ensuring compliance with and
transparency of the policy for
remuneration of members of Senior
Management and the Governing Body

Informing the Governing Body of cases in
which a Member incurs in a cause for
termination of his or her position

Formulating a succession plan for the Chief
Executive and Senior Management

Pillar IV: Compliance and risk management

Standard 30: Control system

The Chief Executive, assisted by Senior Management, is responsible for structuring and
proposing the control system, which has the objective of monitoring compliance with
the operational and financial processes, the administration of the Organization’s assets
and the risks of non-compliance (which also include legal compliance and self-imposed
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obligations of the Organization). The system fosters the internalization of a preventive
and proactive approach to preventing and mitigating risks.

The Governing Body approves the system and ensures the implementation of the
mechanisms that make it up. The system is developed on the basis of an information
system that is efficient for the spheres and stakeholders involved.

The following are aspects that merit special attention within the Organization: fraud
prevention, and corruption and the use of services or infrastructure for illegal activities.
Given this, for such cases, specific mechanisms and procedures have been implemented
within the control system to guarantee immediate detection, prevention and
elimination of such actions.

The Governing Body is responsible for ensuring that the effectiveness and adequacy of
the control system be evaluated at least annually, and it is recommended to have an
external advisor for this purpose.

Component Tool
Among the functions of the Chief Executive
and the other members of Senior
Management is that of structuring the
control system.

Organization and functions regulations,
organization and functions manual of
the Chief Executive

Responsibility of the Governing Body to
ensure the existence of an internal and | Governing Body agreement
external control system

The internal control system explicitly states
that it seeks to internalize a preventive and | Internal dissemination and training
proactive approach to risk management.
The internal control system states that the
Organization must have a fully functional
information system.

Information system specific for the
purpose

The control system defines warning
sighals and action mechanisms
(protocols).

There are specific mechanisms and
procedures for preventing illegal activities.

Responsibility of the Governing Body to
monitor the internal and external control | Governing Body agreement
system

Standard 31: Auditing committee
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The Organization has established an auditing committee made up in a majority or
exclusively by Board Members with experience in subjects relating to accounting,
auditing and risk management.

The functions of the committee are:

e To propose to the Governing Body the candidate(s) for internal and external
auditing, as well their revocation or reelection, determining the criteria for their
remuneration
To supervise the external auditing services
To receive and explain, in cases of observations, the external auditing report
To supervise compliance with internal and external regulations of the Organization,
particularly compliance with the Code of Ethics and the efficacy of the complaints
system established by the Organization
To know of and evaluate the financial information process
To review the annual workplan for internal auditing and the annual activities report
To ensure the independence and efficiency of the internal auditing function and
receive periodical information on its activities

e To monitor compliance with the Code of Ethics and the efficiency of the anonymous
complaints system of the Organization

Component Tool

Having an auditing committee made up of
Board Members with experience in
accounting, auditing and risk management

Proposing to the Governing Body the
candidate(s) for internal auditing, as well
as their revocation or reelection,
determining the criteria for their
remuneration

Proposing to the Governing Body the
candidate(s) for external auditors, as well
as their revocation or reelection,
determining the criteria for their
remuneration

Supervising the external auditing services

Receiving and explaining, in cases of
observations, the external auditing report

Supervising compliance with internal and
external regulations of the Organization,
particularly regarding compliance with the

Governing Body agreement or auditing
committee regulations

33



G I F GOBERNANZA
E INCLUSION FINANCIERA.

Component Tool
Code of Ethics and the efficiency of the
complaints system

Knowing of and evaluating the financial
information process

Reviewing the annual workplan for internal
auditing and the annual activities report

Ensuring the independence and efficiency
of the internal auditing function

Receiving periodical information on the
activities of the internal auditing function

Monitoring compliance with the Code of
Ethics and the efficiency of the
Organization’s anonymous complaints
system

Standard 32: Internal auditing

The Organization has a person in charge of auditing determined based on the size of the
Organization and the complexity of its operations. This person performs his or her
functions under conditions of autonomy and independence, with the obligation to
observe the principles of diligence and confidentiality that apply to the Chief Executive
and the Governing Body. The person in charge of internal auditing has an annual
workplan and budget approved by the Governing Body.

The responsibilities of internal auditing are clearly defined in the internal regulations
and deal with an analysis of the dependability of financial and operational information,
verifying the application of internal regulations, and verifying regulatory compliance.

The person in charge of internal auditing reports directly to the Governing Body and has
hierarchical dependence on it. The appointment and termination of this person depends
directly on the mentioned body.

Component Tool

Existence of a person in charge of internal
auditing, defined based on the size of the
Organization and the complexity of its
operations Organization and functions regulations

The person in charge of internal auditing
performs his or her functions under
conditions of autonomy and
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Component Tool
independence, and adheres to the
principles of diligence and confidentiality.

Responsibility of internal auditing to
analyze the dependability of financial and
operational information

Responsibility of internal auditing to verify
the application of internal regulations

Responsibility of internal auditing to verify
regulatory compliance

Responsibility of internal auditing to report
directly to the Governing Body

Responsibility of the Governing Body to
appoint and/or terminate the internal
auditor

Standard 33: External auditing

The Organization has financial statements audited annually by an independent external
auditor, with it being explicitly determined that her or his main task is to verify whether
the financial statements and their notes reasonably present, to the degree relevant, the
reality of the economic and financial situation of the Organization. This external audit
must be accompanied by an auditor’s opinion. External auditing also deals with
reviewing and evaluating the Organization’s internal controls.

An indispensable requisite defined is that the external auditor and the members of his
team are clearly independent of the Organization. As a mechanism to ensure this
independence, the Organization has adopted rotation policies for the auditing firm
and/or its teams.

The Governing Body or the auditing committee determine, together with the external
auditor, the workplan and agreement of fees. The auditing committee must recommend
to the General Assembly the contracting, compensation, retention, and substitution of
the external auditor.

The Organization does not contract other services to be provided by the external
auditing firm not related to the auditing of accounts. If such services are provided, the
Organization discloses the percentage that they represent in relation to the total
remuneration that the external auditor receives from the Organization.

The auditors must inform directly to the Governing Body or to the auditing committee.
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Component Tool
Having financial statements audited by an
independent external auditor

Responsibilities of the external auditing
firm

Independence of the external auditor and
his team

External auditing policy

Policies for rotation of the external auditor

Process defined for the selection,
remuneration and substitution of the
external auditor

Disclosing services other than auditing | Contracting plan or advising of the
performed by the external auditor Organization

Duty of the external auditors to inform

Specific reports
directly to the Governing Body pecitic rep

Standard 34: Comprehensive risk management

The Governing Body approves the comprehensive risk management policy, a document
that establishes the processes and procedures of identification, evaluation and
management of risks, also defining the roles, responsibilities and reporting lines within
the Organization, taking due consideration of the Organization’s size and complexity.

Regarding the policy approved, it is the responsibility of the Chief Executive to ensure
the implementation of a system allowing to identify, measure, manage, and do follow-
up of the risks.

The Governing Body receives reports of follow-up on comprehensive risk management
at least quarterly. Periodically, the Governing Body, on its own or by means of a third
party, develops the evaluation of the comprehensive risk management system.

Component Tool
Approval of the comprehensive risk | Governing Body agreements, risk
management policy policy

Implementation of the comprehensive risk | Risk policy, processes, procedures,
management system roles, and responsibilities for
comprehensive risk management

Follow-up of comprehensive risk
management Risk policy and specific reports
Periodical evaluation of the comprehensive
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‘ risk management system

Standard 35: Risk committee

The Organization has implemented a functional risk committee made up mostly or
exclusively by Board Members with experience in risk management, the functions of
which are:

e To propose, evaluate and review the comprehensive risk management policy of the
Organization, approved by the Governing Body

e To propose, evaluate, review, and approve the methodology and models for
identifying, measuring, monitoring, controlling, informing on, and revealing the
different types of risks facing the Organization

e To inform the Governing Body on the risks to which the Organization is exposed and
the measures adopted for managing them, as well as realizing the applicable
recommendations

Component Tool
Appointment of the risk committee

Responsibility of the committee to
propose, evaluate and review the
Organization’s risk management policy

Responsibility of the committee to
propose, evaluate, review, and approve
the methodology and models to identify,
measure, monitor, control, inform on, and | Governing Body agreement or risk
reveal the different types of risks facing the | committee regulations

Organization

Responsibility of the committee to inform
the Governing Body on the risks to which
the Organization is exposed and the
measures adopted for managing them, as
well as realizing the applicable
recommendations

Standard 36: Compliance with obligations and commitments

The Organization has a map of its obligations, established in both the external and
internal spheres?®, and the persons in charge of complying with them. Also, this map is
complemented by the additional commitments established with the stakeholders,

28 Also considered are the most significant contractual commitments.
37



G I F GOBERNANZA
E INCLUSION FINANCIERA.

taking into consideration matters not regulated but that if not attended to could have
an impact on the Organization’s performance or reputation.

The Governing Body defines the sphere in charge of doing follow-up and monitoring of
compliance with the obligations and commitments, and this sphere issues reports at
least quarterly.

Component Tool

Having a map of regulatory obligations
Establishing commitments with | Map of obligations and commitments

stakeholders

Establishing the sphere responsible for
doing follow-up and monitoring of | Governing Body agreement
obligations and commitments

Pillar V: Ethics and conflict of interest

Standard 37: Code of Ethics

The Organization has a Code of Ethics that determines the values and ethical principles
that govern the General Assembly, the Governing Body, the Chief Executive, Senior
Management, and in general all of the Organization’s members. The Code of Ethics is
approved by the Governing Body and the principles it establishes relate to managing
conflicts of interest, preventing asset laundering, information management, and social
and environmental responsibility.

The Chief Executive approves the training mechanisms related to the Code of Ethics,
which allows all members to understand and apply it, with the Governing Body being in
charge of supervising compliance with it.

Component Tool
Having a binding Code of Ethics for all
members, that regulates ethics and conflict
of interest in the Organization, approval of
ethical values and principles, as well as

Code of Ethics approved by the

principles related to preventing asset )
Governing Body

laundering, handling information, and
social and environmental responsibility.

Approving training programs related to the
Code of Ethics or that deal with matters of
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Component Tool
ethics and conflict of interest by Chief
Executive

Obligation of the Governing Body to
supervise compliance with the Code of
Ethics

Standard 38: Conflict of interest

The Governing Body approves the policies to prevent, detect, manage, and reveal
conflict of interest within the Organization. It also establishes the obligation of the Board
Members to communicate and abstain from being present at deliberations and voting
in cases that associate them with conflicts of interest. The Governing Body manages the
conflicts of interest that arise within it.

The policy for managing conflict of interest is prepared considering the highest ethical
standards and the Organization’s interests, with the Governing Body being in charge of
supervising its compliance.

Component Tool
Approval of policies for preventing,
detecting, managing, and revealing conflict
of interest (policy for managing conflict of
interest)

Document of establishment, Governing
Body regulations and/or Code of Ethics

Communication and abstention of Board
Members in cases of conflict of interest

Supervision of the conflict of interest policy
Obligation of the Governing Body to | Governing Body or auditing committee
manage the cases of conflict of interest | regulations, Code of Ethics and/or
that emerge within it conflict of interest policy

Standard 39: Operations with stakeholders

The Governing Body determines policies for assessing, approving and revealing
operations between associated or related parties, ensuring that they are performed
within the parameters established by external legislation and the market. The Board
Members, members of supervision or regulating spheres, the Chief Executive and Senior
Management communicate to the Organization all direct and indirect relations that they
have between them, with the Organization, Partners or Associates, the Chief Executive,
Senior Management, suppliers, clients, or any other stakeholder.
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Component Tool
Approval of policies between related | Document of establishment and/or
parties Governing Body regulations

Obligation of Board Members, members of
supervision and regulation spheres, the
Chief Executive, and Senior Management
to communicate to the Organization
regarding the direct and indirect relations
that they have between them and the
Organization, Partners or Associates, the
Chief Executive, Senior Management,
suppliers, clients, or any other stakeholder

Document of establishment, Governing
Body regulations and/or policy of
operations with related parties

Standard 40: Complaints channels

The Organization makes available to the members of the Organization the mechanisms
appropriate for receiving complaints related to illegal or unethical behavior,
safeguarding confidentiality of the person placing the complaint. The sphere in charge
of receiving and managing the complaints is that designated by the Governing Body,
which considers the independence of this body for exercising its functions.

Component Tool
Mechanisms by which complaints are
received

Code of Ethics

Establishing an independent person in
charge of receiving and managing | Code of Ethics
complaints

Pillar VI: Communication and information transparency

Standard 41: Information and communication policy

The Organization has an information and communication policy approved by the
Governing Body that defines in a formal, ordered and comprehensive manner the
guidelines and criteria for the classification, management and dissemination of
information that the Organization generates or receives.

Thus, this document must minimally contain the following:

e Criteria for classifying the confidential or reserved nature of the information
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e Delimitation and designation of responsibilities

e Guides for handling confidential or reserved information

e Procedure for providing information to stakeholders (defining the means and
procedures for the differentiated dissemination of information to stakeholders)

® Procedure for supervising and complying with the information and communication

policy

Adding to this, the Organization has defined the person in charge and the means for
attending to the stakeholders’ information requests, a sphere that is clearly known by

all parties.

Component

Tool

Establishing criteria for classifying the
confidential or reserved nature of
information

Defining the person in charge of attending
to the information requests of
stakeholders

Guides for handling confidential or
reserved information

Means and procedures for differentiated
dissemination of information to
stakeholders

Procedure for supervising compliance with
the information and communication policy

Information and communication policy
or any internal document approved by
the Governing Body

Standard 42: Publicly accessible information

The Organization disseminates, through its website and other publicly accessible means,

the following elements:

e Organization’s objectives

e Document of establishment

e Ownership and organization structure

® CVs, profiles and criteria for remuneration of members of the Governing Body, the
Chief Executive and Senior Management

o Regulations of the Highest Body or Governing Body

e Governing Body membership in other organizations

e Annual report or management report and annual Governance report

e Risk factors that may affect the Organization’s operations
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e Information needed for contracting products or services (cost of product and period

of duration, among others)

Component

Tool

Revealing the Organization’s objectives

Revealing the document of establishment

Revealing the Organization’s ownership
structure

Revealing the CVs, profiles and criteria for
remuneration of the members of the
Governing Body, the Chief Executive and
Senior Management

Revealing the General Assembly’s
regulations

Revealing the Governing Body’s
regulations

Revealing the fact that Governing Body
Members belong to governing bodies of
other organizations

Revealing the annual report or
management report

Revealing the Governance report

Revealing the risk factors that affect the
Organization’s operations

Revealing the information necessary for
contracting products or services (cost of
product and period of duration, among
others)

The information and communication
policy or any other internal document
approved by the Governing Body

Standard 43: Transactions between related parties

The Organization presents reports on transactions between related or associated
parties, specifying the parameters agreed on in terms of rates, terms and collateral. The
operations are approved by the Governing Body.

Component

Tool

Presentation of reports on operations
agreements between related parties

Reports on agreements on operations
between related parties

Standard 44: Contractual transparency

The Organization has as a policy that the conditions under which products or services
are contracted be explained to the clients as clearly as possible. This implies informing
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in a simple but rigorous manner all aspects related to contracting that may have
implications in the client’s relationship with the entity, paying particular attention to not
presenting complicated explanations or technicalities that may make understanding
difficult.

Particular care is given to drafting financial contracts, which apply international best
standards on the matter, and particularly do not have clauses or conditions that are
inequitable or that have unpredictable charges and/or powers for unilateral decisions
and interpretation.

Component Tool
Obligation to explain the conditions under
which products or services are contracted

Obligation for the financial contracts to not | Information and communication policy
have clauses or conditions that are | approved by the Governing Body or
inequitable or that have unpredictable | internal regulations

charges and/or powers for unilateral
decisions and interpretation.

Standard 45: Annual Governance and social performance report

The Organization prepares an annual report on compliance with Good Governance
Practices, allowing a significant evaluation of the Organization’s management. The
document’s content is the responsibility of the Governing Body, which may establish as
a prior level an analysis by one of its committees.

This report summarizes, besides the compliance status of Governance standards and the
realization of activities related to the adoption of Best Governance Practices, a specific
section summarizing social performance management and results, as well as
complementary dimensions related to promoting the entity’s sustainability.

Component Tool

Policy or internal regulations approved
Annual Governance and social | by the Governing Body determining the
performance report adoption of Good Governance Practices

3.3. Complementary Standards

3.3.1. Applicable to partnerships (P)
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Standard P1: Revealing shareholder structure
The partnership makes available to any shareholder his or her registry, which includes
the respective number of shares and other securities issued by the Partnership.

Component Tool
Obligation to publish the shareholder | Document of establishment and/or
registry General Assembly regulations

Standard P2: Parity in treatment
Every share provides the right to one vote. The Partnership fosters the existence of
classes of shares with the right to a vote.

If the Partnership has shares without the right to vote, it fosters and executes a policy
for redeeming or voluntarily exchanging shares.

Component Tool
Shares with a right to vote Document of establishment and/or
One share, one vote General Assembly regulations

Policy for redeeming or exchanging

Redemption or exchange of shares
shares

Standard P3: Shareholder participation
The Partnership determines the manner of representation of the shares and the person
in charge of registering the shares. All shares are freely negotiable.

The share registry is kept continuously updated.

Component Tool
Form of representation of shares Document of establishment
Share registry Internal regulations

Standard P4: Change in or taking on control
The Partnership has policies or agreements for not adopting anti-takeover mechanisms.

Component Tool
Not adopting anti-takeover mechanisms | Policy for not adopting anti-takeover
mechanisms

Standard P5: Profit distribution
The Partnership has a policy for profit distribution that explicitly states the criteria for
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profit distribution among shareholder Partners or Associates. This policy is subject to
evaluations with a defined periodicity that verify compliance.

The profit distribution policy is made known to the Partners or Associates of the
Partnership through its website.

Component Tool

Shareholders’ right to receive profits
Evaluations of the profit distribution
policy

Profit distribution policy publicity

Profit distribution policy

Standard P6: Right to representation

The Partnership does not restrain the shareholder’s right to delegate his or her vote. All
shareholders may be represented at a Shareholders Meeting by a proxy that is not a
shareholder.

Representation must be conferred specifically for each Assembly, and it shall always be
revocable if the person represented is present at the Assembly. The representation or
delegation document for the General Assembly shall include instructions regarding how
to vote, and the order of the day.

Those acting as proxies for several shareholders may issue differentiated votes for each
shareholder, so as to comply with the instructions of every shareholder represented.

The Partnership determines the conditions, means and formalities to be complied with
in delegating votes. The partnership makes available to the shareholders a model proxy
letter which includes the proxy information, the matters for which the shareholder
delegates his vote, and if applicable, how to vote.

The Partnership determines limits for delegating votes to members of the Board of
Directors and Senior Management, or, when it allows it, it determines that the
shareholders must specify how to vote.

Component Tool
Right to representation Document of establishment and/or
Conditions, means and formalities General Assembly regulations
Proxy letters Approved model
L . Document of establishment and/or
Limits to delegating votes .
General Assembly regulations
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3.3.2. Applicable to savings and credit unions (U)

Standard U1: General Assembly of Associates

The exclusive functions of the General Assembly include that of approving the
mechanisms for solving controversies within the Organization, the approval of the policy
for retaining and distributing surplus, the designation of members of the Administration
and Supervisory Councils and determining the remuneration of the members of these
councils.

Component Tool
Approving the policy for retaining and
distributing surplus

Approving mechanisms for  solving
controversies within the Union Document of establishment and/or
Designating members of the | Assembly regulations

Administration and Supervisory Councils

Determining the remuneration of
members of the Administration and
Supervisory Councils

Standard U2: Right to nomination to different bodies of the Organization

Associates have the right to seek nomination and be nominated to the Governing Bodies,
and the administration and control bodies of the Organization. The Organization clearly
determines the requisites for being a member of the bodies of the Organization, as well
as continuous training regarding the organizational principles and values, and internal
documents in force.

Component Tool
Right to nomination Document of establishment

Requisites for being a member of the bodies
of the Organization

Document of establishment and/or

Continuous training on the organizational )
General Assembly regulations

principles and values, and on the internal
documents in force

Standard U3: Right to resignation of Associate
Voluntary resignation of Associates is a right. The Organization clearly determines the
procedure for exercising this right, including the requisites, the time period for accepting

the resignation, the cancellation of registration as an Associate, the liquidation of the
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Associate’s account and the manner of payment of the net balance following the
liquidation.

Component Tool
Right to resignation of Associates Document of establishment

Standard U4: Distribution of surplus

The Organization must disseminate its policy for retaining and distributing surplus, as
well as the frequency for revising the policy. The policy for retaining and distributing
surplusisin line with the strategy, objectives and sustainability of the Organization. Also,
the disbursement or distribution of surplus is disseminated by the Organization.

Component Tool

Document of establishment, General
Assembly regulations and/or policy for
retaining and distributing surplus

Right of Associates to receive surplus

Document of establishment, General
Assembly regulations and/or policy for
retaining and distributing surplus

Dissemination of distribution or payout of
surplus

Standard U5: Supervisory Council

The Supervisory Council is the supervising body of the Union, designated by the
Associates, and its function is to supervise the Union’s activities, including the actions of
the Administration Council, as well as evaluating and overseeing the Union’s risk
management and management quality. Its make-up must take into consideration the
requisites of quality in line with those determined for members of the Administration
Council.

The main functions of the Supervisory Council are the following:

e To verify that the operations of the Union are guided according to the internal and
external regulations that govern it

e To ensure that the actions of the Administration Council, the Chief Executive, the
management team, and the committees established within the Union are in line with
the internal and external regulations that govern them

e To perform the minimal auditing work or such work that is closely related with the
internal auditing unit

e To inform the Administration Council on the level of compliance with internal policies
and procedures, internal control and administration problems identified, and to
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follow-up on the corrective measures implemented, based on the evaluations

performed

To continuously evaluate that the performance of the external auditors and the

Supervisory Council itself, correspond to the needs of the Union, having an effect on
matters relating to the effectiveness and efficiency of the internal control system

recommending actions for improvement

To periodically review the quality of the services provided to the Union’s Associates,

To receive complaints from the Associates and to perform the corresponding

investigation, making its results and the solutions for solving the complaint known

Component

Tool

Verifying that the operations are guided in
accordance with the internal and external
regulations that govern them

Ensuring that the actions of the
Administration Council, the  Chief
Executive, the management team, and the
committees are in line with the internal
and external regulations that regulate
them

Performing the minimal auditing work or
such work that is related with the internal
auditing unit

Informing the Administration Council
regarding the level of compliance with the
internal policies and procedures, and
internal control and administration
problems identified

Reporting to the Administration Council
follow-up done on the corrective measures
implemented, based on the evaluations
performed

Continuously assessing the performance of
the Supervisory Council itself and of the
external auditors in relation to the
Organization’s needs

Periodical review of the quality of services
provided to the Union’s Associates

Document of establishment of the
Union
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Component Tool
Recommending improvements in the
quality of the services provided to the
Associates

Receiving complaints from the Associates
Performing investigations of the Associate
complaints

Making known the results of the
investigations of Associate complaints

Providing solutions for solving Associate
complaints

Standard U6: Relationship between the Supervisory Council and Administration
Council committees

The Supervisory Council does not substitute the functions of the Administration Council
committees, as the latter have functions delegated by the Administration Council, while
the Supervisory Council has functions defined directly by the Union’s Associates or by
external legislation. Thus, the Supervisory Council is not subordinated to the
Administration Council.

In cases of overlapping functions between the Supervisory Council and Administration
Council committees, the two bodies coordinate their activities for the most
advantageous manner of work possible.

Component Tool

Coordinating in cases of overlapping | Document of establishment of the
functions between the Supervisory Council | Union or  Supervisory  Council
and the Administration Council committees | regulations

Standard U7: Supervisory Council make-up

The Union’s document of establishment determines the procedure for designating
members of the Supervisory Council, as well as the minimum and maximum number of
its members, who are Associates of the Union.

Component Tool
Appointment of Supervisory Council | Document of establishment of the
members Union

Standard U8: Supervisory Council functioning
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The Supervisory Council determines the work agenda, as well as the procedure for its
Meetings, appointing a Chairperson and Secretary from among its members, for work
as effective as possible based on the expectations of the Associates and in accordance
with external and internal legislation applicable.

Component Tool
Procedures and mechanisms for the | Document approved by the Supervisory
functioning of the Supervisory Council Council or the General Assembly

Standard U9: Supervisory Council remuneration

The members of the Supervisory Council receive a remuneration. Such remuneration is
approved by the General Assembly, taking into consideration the necessary experience
and qualifications. The global remuneration of the Supervisory Council is published,
separately from that of the Administration Council and the Chief Executive.

Component Tool
Setting remuneration for members of the

Supervisory Council

. . ) ——1 Document of establishment
Dissemination of the Supervisory Council’s

global remuneration

Standard U10: Supervisory Council annual report

The annual report or management report published by the Organization includes a
section that presents a report prepared by the Supervisory Council which includes a
summary of its activities and results in exercising its functions during the year.

Component Tool
Publication of report of activities and | Document approved by the Council or
results of the Supervisory Council the General Assembly

3.3.3. Applicable to State-owned entities (S)

Standard S1: Dissemination of shareholder structure

The State-owned entity makes available to any shareholder the registry of all
shareholders, indicating the respective number of shares and other securities issued by
the Organization.

Component Tool
Obligation to make known the | Document of establishment and/or
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‘ shareholder registry General Assembly regulations

Standard S2: Transfer of shares

The regime for the transfer of shares of the State-owned entity is clearly determined
and includes the mechanism for the sale of shares and its rules for determining their
value, and constitutes public information.

In any process for the transfer of shares, the State-owned entity ensures transparent
execution of the operation, ensuring on an equal basis the rights of all shareholders.

When the transaction may lead the State to cease being a contributing partner of the
State-owned entity, the market is provided with sufficient information on the basis for
this and its consequences, as well as the conditions and characteristics of the operation
to be performed.

Component Tool
Transfer of shares

Transparent execution of transfer of
shares

Making known to the market sufficient
information on the basis and
consequences, as well as the operating
conditions leading the State to cease
being a contributing partner

Transfer of shares policy

Standard S3: Profit allocation policy

The General Assembly defines and disseminates the policy of profit allocation that the
State-owned entity will follow, mentioning the goal of percentage of profits to be
distributed, the timeframes to be applied for the allocation, and the criteria for
reinvestment or capitalization.

Component Tool
Profit allocation

Dissemination of the profit allocation | Profit allocation policy
policy

IV. INSTITUTIONALIZATION OF THE GOVERNANCE PROCESS

Fostering Effective Governance in an Organization requires as an indispensable

condition the Institutionalization of the mechanisms and procedures providing
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continuity and sustainability for the process of achieving Best Practices, duly considering
that Organizations are not all the same and have their particularities (personalize
solution).

For these purposes, our starting point is to propose as a premise that the Governance
process is dynamic and continuous, obtains feedback from the knowledge generated in
each of the steps that make it up, and evolves in relation to changes in the environment
in which the Organization operates.

The Organization also recognizes that the improvement process needs to be managed
and supervised in a consistent and effective manner, as it is conditioned by the
willingness of the different actors that make up the Organization, who may be
influenced by interests foreign to those of the Organization. This is why the proposed
starting point is to facilitate the Governing Body’s involvement and commitment.

It is also necessary to recognize that this process is fostered to the degree that the
Organization itself takes on a formal commitment and provides resources for its
execution. Thus, even though an external advisor may be available (for example, the GIF
Project consultant), the Organization does not cease to be involved in identifying
improvements, internalization of knowledge and self-inspection of progress. Graph 2
shows the phases proposed for this process, which are developed below.

Graph 2: Process for institutionalizing Governance

1. Governing Body 2. Situation 3. Delimiting 4. Regular
involvement and |:> diagnosis and |:> functions and monitoring and
commitment improvements responsibilities adapting of the
action plan action plan
5. Learning

4.1. Governing Body involvement and commitment

Responsibilities

Preparation Governing Body or committee established made up of the members
and updating | of the former
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Approval Governing Body

Supervision Governing Body or committee established made up of the members
of the former

Development
The process decisively involves the Governing Body and its members.

The Governing Body is typically called to lead the process for improving Governance,
additionally taking on the role of supervisory sphere (be it directly or through a
committee specifically established for this purpose). It is thus essential to adopt a real
and formal commitment to promoting Best Governance Standards.

Being aware of the skills required for this, developing the GIF Toolbox involves guides
for forming or training the Governing Body at different times of the process; that is:
induction, Governance concepts and standards, methodology for developing a
Governance diagnosis, developing a plan for Governance improvement, guidelines for
contracting specialized external advising that may be required, evaluation of the
Governing Body, and access to networks for the exchange of experiences, among others.

4.2, Situation diagnosis and plan for implementing improvements

Responsibilities

Preparation Person in charge appointed by the Board of Directors

and updating

Approval Governing Body

Supervision Governing Body or committee established made up of the members
of the former

Development

Starting with the Governing Body’s involvement and commitment, a diagnosis is
developed, and based on its results, the planning process is initiated, which is aimed at
establishing an annual Governance strengthening plan. This plan starts out by defining
what spheres of improvement are to be taken on and their respective priorities based
on relevance and immediacy. For this, consideration should be given to the following:

Relevant examples:

o Perception of the Chief Executive: The Main Executive Body is in the best
position to determine whether a particular activity may have a direct or indirect
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effect on the other Organization processes. The greater the impact, the greater
the priority attributed to it.

e Strategic value: The alignment existing between a particular activity and the
achievement of one of the Organization’s objectives is evaluated. As with the
previous variable, there is a direct relationship between strategic value and the
level of priority.

Examples of immediacy:

® Prior requisites: On occasions, the implementation of a particular sphere of
improvement may be conditioned by the need to previously implement internal
regulations, staff or other resources.

e Magnitude of resources required: In line with the prior requisites, consideration
must be given to the investment (considering time and economic resources)
related to the implementation of a particular sphere of improvement.

This list of activities is shared with the different spheres involved in the development,
approval and execution of each sphere of improvement. The plan for implementing
improvements is presented to the Governing Body for approval.

Following this, regarding the improvement implementation plan execution process, it
must be understood that such process includes various spheres of the Organization,
which interact in the development, approval and execution of the activities defined in
the planning process. Thus, lack of coordination between the Organization’s spheres not
only hinders the efficiency of the process, but may also condition the established
timeframes.

Hence, it is recommendable that the sphere in charge of preparing the improvement
implementation plan link these activities and verify their progress in relation to what
was established. It is also necessary for all spheres involved to receive a detailed
description of the activities under their sphere, the timeframes for execution and the
effect of their activities on the following steps.

A catalyst of the performance of this process is the development of activities that foster
involvement and communication in promoting Best Governance Standards, specifically
emphasizing the close relationship between staff, the Organization and the
stakeholders.

4.3. Delimiting functions and responsibilities
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Responsibilities

Preparation and

Governing Body or committee established made up of the

updating members of the former
Approval Governing Body
Supervision Governing Body or committee established made up of the

members of the former

Development

Although in principle the process of Institutionalization of Governance is a topic that is
transversal and integral throughout the Organization, its success is closely related to
identifying and formally constituting the key sphere(s), which is/are understood as the
one/those that are indispensable for linking the process of planning, execution and

monitoring.

Under the approach of the Governance Manual, there are criteria to be considered in
identifying the persons in charge of Institutionalization of the process for improving
Governance, which are:

Leadership: It is a transformation process demanding a defined leader that is
fully committed to the process.

Representativity: The person leading, as well as the persons managing and
supervising the improvement process must have sufficient representativity and
authority for ensuring its sustained execution.

Separation of functions: The designation of functions and responsibilities for the
process must ensure that they are clearly delimited, and that they at the same
time ensure for each, objectivity and independence of their performance
(isolating conflict of interest; for example, the person supervising must not
manage, and vice versa).

Efficiency: As stated by the concept itself of doing as much possible with the least
amount of resources, the same applies to implementing improvements. These
criteria lead, for example, to centralizing coordination of the process, due to its
complexity and the many actors involved, which demands not only a broad
exchange of information, but also presents the need for conserving harmony and
consistency in developing the activities.

Dissemination: The Organization, in its different levels, as well as the main
external stakeholders, must be strategically exposed to the process of change
that is being realized. This will contribute in a transcendental manner to the
effectiveness of the process and includes information and guidance on the
process, though written or electronic communication, workshops, and training,
among others.
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The Governing Body designates the person in charge of developing the diagnosis. There
is no sole person in charge determined beforehand; instead, the person may vary based
on the particular characteristics of the Organization (dimension and complexity, among
others). In selecting such a person, it is recommended that he or she satisfy the following
characteristics, so as to be able to adequately perform his or her functions:

e To have formal authority, so as to have access to information and other relevant
inputs for the ends

e To have the hierarchy necessary within the Organization allowing to exercise
authority on other staff
To have clearly delimited functions and knowledge of the entire Organization
To have the time necessary for diligent performance
To periodically present reports to the Governing Body
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GIF

Graph 3: Sub-process for identifying and guiding the spheres responsible

~

Supervision must involve the Governing Body Members (as an associated group, committee or through
a leading Board Member)

_J

~

The person in charge of these activities must have among his or her powers the capacity to link actions
between the different spheres of the Organization.

He must have the power to request information from the units involved.

Exclusive dedication of this person will depend on the Organization (size or complexity of operations).

_J

~

Profiles are established that are in line with the minimum capacities required for efficient performance.
This implies determining the experience needed (based on the Organization’s complexity and size) and
the skills related to dealing with staff, and activities of management, coordination and supervision.

The selection is made for the person who shows the greatest alignment between capacities and what is
indicated in the profile.

The evaluation considers the time that may be required for correct exercising of these functions, as well
as the pertinence of an applicable incentives scheme. J

~

The persons in charge selected must participate in a guidance process so as to become familiarized with
the process and to acquire the tools needed for exercising the function.

These activities begin with guiding the Governing Body as to its role and the need for its involvement,
given that on the basis of a real and formal commitment to the matter it will be feasible for the other
spheres to have been duly empowered and have available the necessary resources.

~

It is essential to apply the performance evaluation tools to the spheres in charge designated by the
Governing Body, as they will help to continue improving (provide feedback on) the process itself of
Institutionalization of Governance. Such an evaluation must also consider compliance with the plan for
implementing improvements and effects such as delays in providing information.

_J
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As to identifying the persons in charge of managing and supervising the process, some
recommended or preferred characteristics of this selection are also employed. For this
purpose, it is indispensable to review, within the Organization, what spheres may help
satisfy the criteria mentioned previously in the most efficient way possible, seeking to
not alter the normal functioning of the Organization. For this purpose, the preceding
graph summarizes the specific steps and activities for identifying and guiding those
responsible.

4.4. Monitoring
Responsibilities

Preparation Governing Body or committee established made up of the members
and updating | of the former

Approval Governing Body
Supervision Governing Body or committee established made up of the members
of the former

Development

Lastly, a monitoring process must be implemented which considers a comparison
between the state of progress of particular activities in relation to what is established in
the improvement implementation plan. The process thus has the aim of identifying
problems, guiding efficiency in the execution of the mentioned plan through
accountability, and compiling lessons and learning that reinforce the dynamic approach
of Institutionalization of Governance.

In this sense, it is considered that it is an exclusive power of the Governing Body to
establish a committee as a support body for more diligent analysis, notwithstanding the
fact that with the purpose of having an efficient flow of information, there must be a
sphere that compiles, processes and delivers information related to executing the
annual plan for strengthening Governance. In principle, it is recommendable that the
person in charge of the planning process be designated for this purpose, as this allows
generating operating synergy.

It is recommended that the Organization prepare an annual report specific for this

purpose that exclusively publishes the main progress made in terms of adopting Good
Governance Practices.
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4.5. Learning

Responsibilities
Preparation Person in charge designated by the Governing Body
and updating
Approval Governing Body
Supervision Governing Body or committee established made up of the members
of the former

Development

Finally, consideration must be given to the fact that the dynamic approach
recommended for internalizing Governance requires as an essential condition that a
compilation be done of all information related to the development of the activities for
promoting Best Standards. The aim of this is to incorporate empirical and the own
knowledge of each Organization in preparing upcoming plans and activities of this sort.
The Governing Body must have full powers to structure this log, based on the
information provided by the Chief Executive and the person in charge of diagnosis,
management and coordination.

The results of the process allow feedback into the system itself and thus constitute a
valuable source of knowledge that is then employed for identifying the spheres for
improvement and the development of an action plan (step 2).

Graph 4: Learning sub-process

The person designated by the Governing Body verifies all impacts on the development of
the process, with the aim of identifying aspects that have affected the normal or timely

Impactson o\ 0|opment of what was determined.
execution
A record is kept of the impacts, persons in charge and supporting elements.
Registry
The content of the record is communicated to the Governing Body, and this body evaluates
Communica- it and agrees on the measures considered desirable.
tion

The Governing Body incorporates the feedback in the diagnosis and action plan.
Internalization
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V. MANAGING A GOVERNANCE CRISIS
5.1. Definition of a Governance crisis

It applies to all contexts in which the Organization’s Governance is subjected to an
abrupt change, generally in an untimely manner, impeding or severely limiting the
capacity to develop its activities of guidance, management or control in a regular or
normal manner. Additionally, the entity is exposed to a significant distancing from the
achievement of its objectives. In this sense, such a crisis implies a Governance risk.

5.2. Sources of Governance crises

A Governance crisis is generated by all factors that can have an effect on the normal
functioning of the governing, management and supervising bodies. It is important to
note that deficiencies in Governance do not in themselves constitute a crisis. However,
following the emergence of a crisis, such deficiencies may materialize and increase the
impact of the crisis.

A Governance crisis can emerge due to internal or external factors controlled by the
Organization. Below is a summary of some of these factors.

Graph 5: Governance crisis factors

Changes in internal regulations
Vacancies in the Governing Body or of the Chief

Internal fes in the Governing Body
Executive (resignations, terminations, and deaths,

h among others)
S p e re Disclosure of deep-rooted or generalized corruption
Disclosure of an unstable financial situation

Modifications in the regulatory framework

Exte r.n a I gfr\ggﬁiezztiirg;he ownership or control structure of the

Incidents conditioning the continuity of the
Organization’s activities (strikes, social conflicts,
S p h ere terrorism, severe scarcity of inputs)
Negative reputational exposure (negative coverage in
the media or in public opinion)
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5.3. Managing a Governance crisis

5.3.1. Crisis management plan

The management of a Governance crisis is developed based on the formal establishment
of a Governance crisis management plan. This document contains the linking of the steps
of a process for managing this type of occurrence and is based on the premise that the
capacity to manage a crisis is inversely proportional to its intensity. Thus, a process is
structured that considers both a preventive dimension (aimed at attenuating the impact
or likelihood of occurrence) and a reactive dimension (aimed at restituting the
Governance system’s functionality).

It is also important to consider that the different stakeholders of the Organization may
play a fundamental role in managing this type of crisis, be it as accelerators or brakes of
the speed of evolution, escalation or buffering of the crisis’ impact and even as modifiers
of the course taken. Thus, the behavior of the clients (borrowers and depositors),
workers, regulators, competitors, authorities, media, financial consumer defense
groups, political activists, and communities, is a determining factor?°.

This plan and the Governance system itself, is a dynamic document the usefulness and
applicability of which becomes strengthened with the incorporation of prior results and
experience, as well as other sources of empirical knowledge. Also critical for its correct
functioning is for the Governing Body to delimit the responsibilities of the different
parties involved, providing the layout of a work space linking all of these. The reach of
this process is described in the following sub-section.

5.3.2. Process steps

Crises generally do not occur in an isolated and sudden manner, but rather they are most
commonly the correlation of a series of incidents and characteristics that detonate their
emergence. Thus, managing Governance crises deals with the development of
preventive and reactive activities, which are integrated within the Organization with a
comprehensive perspective of its different governing, management and control bodies.

The scheme proposed below provides a reference spectrum of the essential activities
that an Organization should take on with the aim to adopting an efficient Governance
crisis management scheme.

2% Remy, no date
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Graph 6: Governance crisis management process
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5.3.3. Risk map

Responsibilities
Preparation The sphere responsible for risk management, if there is no sphere
and updating | formally established for this purpose, is the Chief Executive.

Approval Governing Body

Supervision Governing Body

Development

Early detection of risks eases their management in terms of effort and potential cost for
the Organization. This activity is embodied in a risk map that consolidates and
summarizes the main vulnerabilities that the Organization faces in matters of
Governance, thus also establishing a list of the applicable opportunities of prevention
and preparation.

As regards the establishment of a risk map, it is necessary to observe that every
Organization must have a particular version that captures its particularities. It is thus
recommended that its development be based on the results of the diagnosis of the
Governance system that the Organization performs beforehand.

Tied to this, it is important to facilitate involvement of the Organization’s main
governing, managing and supervising bodies, in such a way as to incorporate all
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additional factors (both internal and external) which from their perspective could have
a positive effect on Governance®°.

It is important for each of the risks identified to go together with a reference regarding
its potential level of impact (low, medium, high), according to the conditioning effect
that they may imply for the Organization, and its likelihood of occurrence (low, medium,
high). The combination of these two criteria allows determining the priority of attention
to be paid to each risk.

Lastly, it is important to consider that some risks may be strengthened by other factors,
such as untimely or unsatisfactory communication. Thus, an incident with an initially low
impact, may cause a crisis. Such factors must be considered in the risk map. Conversely,
it is possible that an event classified as highly potential could have a low impact on the
Organization if specific mitigation measures are in place and have been implemented in
a timely manner.

lllustrative format of listing of elements to be included in the risk map (events
related to crises)

Element Description of the element

Risk Specification of risk

Description or risk and its potential impact on

Definition
efinitio the Organization

Estimate of frequency of materialization of

Likelihood of occurrence .
risk

Estimate of the effect of materialization of

Impact the risk on the Organization
Mechanisms, processes and indicators
Control measures established for preventing and dealing with
the risk
Sphere responsible Sphere responsible within the entity

5.3.4. Early warning indicators

30 This participation may be developed through a brainstorming scheme.
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Responsibilities

Preparation The sphere responsible for risk management, if there is no sphere
and updating | formally established for this purpose, is the Chief Executive.
Approval Governing Body

Supervision Governing Body or committee established made up of the members
of the former

Development

The Organization ensures establishing a scheme to continuously monitor the internal
and external sources of risk. With this aim, each risk on the map has one or more
indicators allowing to judge their evolution and whether it is necessary to undertake
preventive or corrective action. Also, at the suggestion of the person in charge of risks,
the Governing Body approves the criteria based on which it is considered that the
Governance risk has materialized.

In cases in which it is considered that the potential impact or likelihood of occurrence of
a risk is undergoing changes, the Governing Body evaluates the proposal of response

mechanisms for safeguarding the Organization’s interests.

Monitoring of these indicators is done at least on a quarterly basis.

5.3.5. Prevention

Responsibilities

Preparation The sphere responsible for risk management, if there is no sphere
and updating | formally established for this purpose, is the Chief Executive.

The participation of spheres involved in the design and execution of
the control mechanisms proposed is facilitated.

Approval Governing Body

Supervision Governing Body or committee established made up of the members
of the former

Development

This process allows identifying and acting on priorities, establishing the control
mechanisms that help avoid the occurrence of risks by reducing their impact and/or
likelihood of occurrence. These control mechanisms are designed for each particular
case and must be monitored regularly, in such a way that they are updated or spheres
of improvement are incorporated.
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This is the phase in which the need is expressed for the active involvement of the
decision-making, managing and supervising bodies of the Organization, given that the
control mechanisms are concerned with specific activities to be executed by the
different parties involved. Thus, the need for the participation of these spheres in
formulating the control mechanisms becomes evident, as well as the timely
dissemination of the risks determined, their control mechanisms, and the generation of
a regular monitoring scheme.

It is indispensable for the control mechanisms to be reviewed or updated at least once
per year.

5.3.6. Preparation to mitigate damage

Responsibilities
Preparation The sphere responsible for risk management, if there is no sphere
and updating | formally established for this purpose, is the Chief Executive.
The participation of spheres involved in the design and execution of
the control mechanisms proposed is facilitated.

Approval Governing Body

Supervision Governing Body or committee established made up of the members
of the former

Development

For cases in which a Governance crisis is imminent, the sphere in charge of risks designs
reactive mechanisms aimed at reducing the effects of the crisis on the Organization, and
also seeks to mitigate the event’s expansion.

This active involvement by the Governing Body is made explicit by the timely provision
of the necessary resources. The execution of such mechanisms is performed jointly with
the spheres whose involvement has been determined.

5.3.7. Damage control

Responsibilities
Preparation The sphere responsible for risk management, if there is no sphere
and updating | formally established for this purpose, is the Chief Executive.
The participation of spheres involved in the design and execution of
the control mechanisms proposed is facilitated.
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Approval Governing Body

Supervision Governing Body or committee established made up of the members
of the former

Development

If the efforts for mitigating a particular risk do not prosper and a considerable crisis
arises, damage control must be initiated, which is understood as all of the activities
aiming to reduce the effects of the crisis on the Organization.

The following becomes apparent in this phase: the need for the Organization to have a
prior internalized definition of Governance crisis, a formal map and indicators of this
type of risk, and the criteria based on which it may be considered that such a risk has
materialized within the Organization. The person in charge of risks must be sure —if an
event of this sort materializes — to communicate immediately with the Governing Body,
which is responsible for approving the execution of response mechanisms.

This phase begins with providing, in a timely manner, information to the stakeholders
involved (particularly the regulator/overseer, if applicable), in such a way that they have
the information necessary for concocting their own idea regarding the Organization, its
context, and how it may evolve. This requires having protocols determining the persons
responsible for issuing such statements, the means applicable and the guidelines
allowing for effective communication.

The design of additional contingent actions is a power attributed to the person in charge
of risk management in the Organization, with this person having to present the actions
to the Governing Body for approval.

5.3.8. Recovery

Responsibilities
Preparation The sphere responsible for risk management, if there is no sphere
and updating | formally established for this purpose, is the Chief Executive.
Approval Governing Body
Supervision Governing Body or committee established made up of the members
of the former

Development
The actions of this phase aim for the Organization to reestablish the normal functioning
of its Governance system.
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For some circumstances it is possible to have mechanisms defined beforehand that
directly deal with the crisis and allow managing it in such a way that the Organization’s
Governance is not affected. However, notwithstanding what has been stated in the
previous steps, there is always the possibility of materialization of a risk not previously
considered.

If this is the case, the person in charge of risk management (or if no such designation has
been made, then the Chief Executive) presents to the Governing Body a response
strategy which includes the design of the mechanism allowing to deal with the situation.
It is essential to also enable at this point the presentation of the spheres involved in the
development, approval or execution of the possible response mechanisms.

5.3.9. Learning
Responsibilities

Preparation The sphere responsible for risk management, if there is no sphere
and updating | formally established for this purpose, is the Chief Executive.

Approval Governing Body

Supervision Governing Body or committee established made up of the members
of the former

Development

The aim of this last step is for the entity to be able to internalize the empirical knowledge
generated during the management of the entire Governance crisis. It is therefore
recommendable for the person in charge of risk management to establish a record in
which information pertaining to the following is registered:

e The aspects that gave rise to generating the crisis: background, and effect factors in
the internal and external spheres

Effectiveness of the warning indicators

Effectiveness of the preventive actions

Results of the control and response mechanisms

Proposal for modifying or adding elements to the crisis management plan

If the Governing Body considers that the evidence provided by the person in charge of
risks indicates the end of the crisis event (understood as a return to the normal operating
of the Governance system), it shall review the record and the content mentioned above,
ensuring to include it afterwards in the Governance crisis management process.
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The following is an example of the execution of the steps that make up the Governance
crisis management process.

Table 14: Governance crisis management process - first illustration

Risk map

Vacancy in the position of the Chief Executive: The Chief Executive will retire
in the next 10 years.

Early
warning

Availability of successors for the position of Chief Executive; the Organization
seeks to have three candidates for succession.

Prevention

The three possible successors are determined and their training process begins
in the capacities required, including adequate staff management skills.

Damage
control

The Chief Executive suddenly suffers deterioration in his or her health which
prevents him from continuing to work.

Following the termination of the Chief Executive, the market is informed of the
availability of the successor chosen internally. However, none of the
successors has the full capacities required, which raises issues regarding
sustainability.

Recovery

The Organization contracts external advisors for the Chief Executive. Also,
specific profiles are prepared for the different critical positions and the
training processes are structured based on the gaps between potential
successors and the profiles established.

Learning

Not having a defined profile for the Chief Executive complicated the selection
of candidates with the necessary capacities.

The Organization must instate a contingency plan for critical positions (not
only for the Chief Executive), in such a way that there be interim candidates
available for cases of an unforeseen termination. This leads to a decision
between successors (medium- to long-term) and interim managers (short

term).

Table 15: Governance crisis management process — second illustration

Risk map Negative reputational exposure: The Organization has its reputation harmed
due to a deterioration in its level of solvency.

Early Solvency indicators are below the limits established internally (which should

warning be above the existing legal requirements in force).

Preparation | A press piece is prepared specifying the actions to be taken for safeguarding
the entity’s solvency. Given the urgency for issuing an official communiqusé, it
is prepared and published by the head of the commercial area.

Damage The press piece ended up being weak in terms of its content, which caused

control nervousness in the Associates. In response to this, a new piece is issued which
has a clear declaration by the Chief Executive and/or Chairperson of the
Governing Body.

68



GIF

GOBERNANZA

E INCLUSION FINANCIERA

providing financing.

Simultaneously, differentiated communiqués are structured for the main
stakeholders and on-site meetings are held with the main institutions

Recovery

to the General Assembly.

Through the risk management system, strategies are designed for mitigating
the effect of less availability or scarcity of financing sources. Also, an
evaluation is done with the Chief Executive of the mechanisms of equity
reinforcement to be proposed to the Governing Body for it to present them

Learning

The procedure for responses to incidents of reputational risk is incorporated
into the information and communication policy, and it explicitly states the
process for generating official communiqués, which must be issued by the

Chief Executive and/or the Chairperson of the Governing Body.

Finally, we consider it important to keep in mind some of the main erroneous notions
that may give rise to lack of diligence in developing an adequate process for managing

this type of incident3.

Table 16: Erroneous notions related to adequate risk management

Errors related to
the characteristics
of the Organization

Errors related to
the characteristics
of the environment

Errors related to the
characteristics of the
crisis

Errors related to the
prior characteristics
of crisis management

Our size will protect
us.

Well-managed
companies do not
face crises.

Our market position
will protect us.

Certain crises only

happen to other
entities (having
different

characteristics).

Crisis management
or prevention is a
luxury.

The bearers of bad
news must be
punished.

If a serious crisis
occurs, someone
will rescue us.

The environment is
benign.

No

changes
occurred in
environment.

significant
have
the

Crisis management
is the responsibility
of another sphere
or entity.

It is not a crisis if it
does not happen or
does not harm us.

Most crises turn out

not being  very
important.

Every crisis is so
unique that it s
impossible to
prepare for one.
Crises are isolated
events.

Most  crises  are

solved, so time is our
best ally.

Most crises, if not all
of them, have
technical solutions.

It suffices to react
before a crisis once it
has occurred.

Only the executives
must be aware of our

crisis  plans.  Why
frighten our
employees or
members  of  the
community?

We are sufficiently
prepared to react

before any crisis in an
objective and rational
way.

We know how to
manipulate the media.

The most
thing in crisis
management is to
protect the positive
image of the
Organization through

important

31 Mitroff and Pearson, 1993
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Errors related to
the characteristics
of the Organization

Errors related to
the characteristics
of the environment

Errors related to the
characteristics of the
crisis

Errors related to the
prior characteristics
of crisis management

Our employees are
so dedicated to the
Organization  that
we can trust them
without doubt.

The end justifies the
means: the business
results justify taking
on high levels of
risk.

Accidents are simply
the cost of doing
business.

Crises do not demand
special procedures.

Most crises are the
fault of one bad
person, so we do not
need to examine and
reinvent our
structure and
management culture.

public relations and
publicity campaigns.

The only important
thing in risk
management is to
ensure that our
internal operations
remain intact.
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ANNEX 2: SUMMARY OF DOCUMENTARY REFERENCES

Main references
Document

Principios y Practices
de buen gobierno
corporativo y control
interno en las
cooperativas de

ahorro y crédito

‘ Scope

FINRURAL is an organization specialized in microfinance that
groups  together  Bolivian development  financial
organizations. And FOROLACREF is a regional organization that
groups together financial and development organization
networks, and is present in Ecuador, Mexico, Peru,
Guatemala, and other countries of Latin America and the
Caribbean. With the support of World Council of Credit
Unions (WOCCU), an entity that has over 200 million partners
worldwide, it developed the document titled Principios y
Practices de Buen Gobierno Corporativo y Control Interno en
las Cooperativas de Ahorro y Crédito, which encompasses all
the recurring topics of corporate Governance, such as: board
of directors and management, transparency, ethics,
information, and risk. Also, as it focuses on savings and credit
unions, it particularly takes into consideration their organic
structures and the peculiar condition of triple identity that
their actors have, being at the same time contributing
partners, clients and providers of capital. For this reason, this
analysis is done of Governance for this type of entity,
developing the topics relating to supervisory councils and
their relationship with internal control. It also expands on
aspects related to social responsibility, and goes into detail on
topics dealing with internal and external stakeholders of
savings and credit unions.

Corporate
Governance
Microfinance
Institutions

in

In May 2015, the World Bank prepared a Governance report
for Microfinance Organizations in which it explained the way
in which the different Pillars of corporate Governance evolve
as the structure and ownership of MFls changes, having an
effect on social responsibility, the role of the board of
directors and management, succession plans, and risk
management.
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Main references
Document
Guidelines for a Latin
American Code of
Corporate
Governance

‘ Scope

In 2004, CAF, with the cooperation of IAAG Consultoria,
published the first version of an Andean Code for Corporate
Governance, which was then revised in 2006 and 2010.
Compiling their background and experience, they published a
Latin American code, which includes the usual Pillars of
corporate Governance, but adding as a topic the architecture
of control, more clearly specifying matters related to the
board of directors, such as topics of conflict of interest, topics
pertaining to transparency, the concept of parity in
treatment, and others matters dealing with taking on control,

among others.

Cdédigo Universal de
Gobierno Corporativo

Cddigo Universal de Gobierno Corporativo para Instituciones
Microfinancieras develops the recurring topics of corporate
Governance, such as: shareholder meetings, board of
directors and management, transparency of information, and
risks. The code is intended for any type of microfinance entity,
not only entities established as corporations, but also
associations, foundations, NGOs, and savings and credit
unions. A point to consider regarding this code is that it
encompasses matters relating to sustainability, measuring
performance, and the impact of microfinance entities.

para Instituciones
Microfinancieras
Principles of
Corporate
Governance

The OECD issued its first declaration of principles in 1999,
encompassing the typical topics of boards of directors and
ownership rights, transparency, stakeholders, and functions
of the boards of directors, among others. These principles, as
indicated by the OECD, are of an evolving nature and must be
reviewed taking into consideration changes that occur in the
business environment to preserve market competitiveness.
This declaration of principles was reviewed and updated in
2004. Finally, the OECD once again edited these principles in
2015, so as to incorporate matters such as risk identification,
the role of institutional investors, improvements in
transparency, and relations with stakeholders, among others.
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Main references
Document

Guia das Melhores
Prdticas
Governanga

para Cooperativas

de

‘ Scope

This document was prepared by Instituto Brasilero de
Gobierno Corporativo (IBGC), a non-profit entity which has
the aim of seeking excellence in Governance. Since 1999, the
guide centers on corporate Governance for savings and credit
unions, considering particular matters that govern this type
of entity.

Other references consulted

Document
“Considerations  for
Achieving Good
Corporate
Governance in

Savings and Credit
Unions”

‘ Scope

DGRV — Deutscher Genossenschafts- und Raiffeisenverband e.
V., is the confederation, and according to the Savings and
Credit Union Law, the federation which audits the German
savings and credit union sector. In the framework of the
organization, approximately 5,670 grassroots unions work in
Germany under the umbrella of DGRV in the sectors of
agriculture, banking and small industry/commerce and
services. Thus, the document titled “Considerations for
Achieving Good Corporate Governance in Savings and Credit
Unions” was prepared in 2015 and deals with matters relating
to governability and corporate Governance, based on an
analysis of their importance for savings and credit unions.

European Code of
Good Conduct for
Microcredit Provision

European Code of Good Conduct for Microcredit Provision, of
2013, was developed to foster Best Practices in the
microcredit field through the preparation of guidelines for
Best Practices, establishing expectations and common
regulations, improving the quality of services and progressing
towards sustainability. In this way, the code develops aspects
relating to information transparency, risk management and
ethics of the microfinance entities of the European Union.
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Other references consulted

Document

Guia Operacional de

la Gobernabilidad de
una Institucion
Microfinanciera

‘ Scope
This document was developed by FIDA, GTZ, CERISE, and
IRAM, and encompasses the main topics of governability in
microfinance, focusing on impact and social performance,
financing of agricultural activities, intervention
microfinance and MFIs that work in rural and remote areas.
It thus develops topics relating to strategic decisions, crisis
management and communication, and the management of
main risks. It also develops matrix charts of criteria to be
considered for evaluating the governability of microfinance
entities, as well as a chart of advantages and disadvantages
of the different actors that participate in microfinance

entities.

in

Guia prdctica de Buen
Gobierno para las
ONG

This document develops guidelines and tools for associations
serving the public, as well as foundations, to reflect on and
evaluate their Governance practices. It encompasses topics
such as the responsibility of corporate Governance bodies,
elements to be considered by the highest bodies of
Governance, and the duties, rights and responsibilities of
these bodies, as well as guides for employing the practices
mentioned.

The  practice
Corporate
Governance
Microfinance
institutions

of

in

This document analyzes the particular implications of MFI
Governance and emphasizes the role played by the governing
bodies of such entities.
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