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Profile

This Sustainability Report relates to the operations and Partners of Co-operative Financial Services
(CFS), which is the holding company for CIS (Co-operative Insurance Society) and The Co-operative
Bank plc (which includes smile, the internet bank). Unless otherwise stated, performance relates
to the calendar year 2004. Where significant, material events have occurred in the early part of
2005, these are also noted and commented upon.

In nearly all instances, performance is presented in the context of CIS and/or the Bank. During 2004,
the balance sheets of the two businesses remained separate, and relationships with staff, suppliers
and customers continued to be distinct to either CIS or the Bank. As the Bank began reporting on
sustainability earlier than CIS, its performance is discernible for a longer period of time.

Previous reports relating to CFS’, CIS’ and the Bank’s sustainability activities can be found at
www.cfs.co.uk/sustainability2003, www.cis.co.uk/reporting and 
www.co-operativebank.co.uk/reporting respectively.

The data and commentary in this Report is assured by justassurance in accordance with the
AA1000 Assurance Standard. This requires the Report to be considered in relation to the
principles of completeness, materiality and responsiveness. 

Accessible reporting

Please call 0800 435906 if you would like to receive this Report in large print, Braille or on 
audio cassette. 

A summary of the Report is provided at www.cfs.co.uk/sustainability2004/accessiblereporting
in the following 13 languages: Arabic, Bengali, Cantonese, English, French, German, Gujarati,
Hindi, Italian, Punjabi, Spanish, Urdu and Welsh.

The Report is available at www.cfs.co.uk/sustainability2004 and meets Level AA of the W3C
Web Content Accessibility Guidelines 1.0.
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The CFS Sustainability Report
2003 was ranked as ‘world’s
best’ in the United Nations
Environment Programme’s
biennial global benchmark of
sustainability reporting
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David Anderson, Chief Executive

As a newcomer to Co-operative Financial
Services (CFS), I have been delighted to join a
business that places so much emphasis on the
pursuit of ethics and sustainability. I believe
that the future holds greater opportunity for
CFS than any of its competitors. If we get the
basics right, our passion to deliver an ethical,
co-operative approach to customers will be
hard for others to match. Looking back at 2004
and early 2005, it is evident that CFS has needed
to make some difficult decisions, but given the
challenges of fierce competition and fast
moving regulation, all of these were necessary.
Through all of this though, I believe that the 
co-operative values of openness and honesty
have been maintained, as evidenced by the
comments of our Sustainability Auditors and
Commentators, as described on pages 96-100. 

Award winning performance
In 2004, Co-operative Financial Services (CFS)
produced its first consolidated Sustainability
Report. Previously, The Co-operative Bank and
CIS (Co-operative Insurance Society) reported
on their ethical and sustainability performance
separately: the Bank as of 1998 and CIS as of
2000. I am delighted to say that, as in previous
years, our commitment to social, ethical and
environmental issues continues to earn

national and international recognition. Last
year’s Report was declared as winner of both
the UK and European Sustainability Reporting
Awards and ranked as the ‘world’s best’ in the
United Nations Environment Programme’s
biennial global benchmark of sustainability
reports. Also in 2004, CFS became the only
major financial services provider anywhere in
the world to secure total business ISO14001
certification for its environmental management
systems. This encompasses the complete
range of operations, products, services and
investments of CFS, CIS, The Co-operative
Bank and smile.

Vision and strategy
CIS and The Co-operative Bank were brought
together in 2002 to create CFS. The rationale
underpinning the vision for CFS was
straightforward. We have a customer base that
values enormously the co-operative difference.
Historically, there was surprisingly little
awareness amongst customers that CIS and
the Bank were sister organisations. There is
also little customer overlap, and this offers a
significant opportunity with a combined base
of seven million customers. In March 2004,
CFS’ vision was communicated to staff: “To
become the primary financial services provider

Chief Executive’s
overview:
looking forward

for a broad range of co-operative customers
accessed seamlessly through multiple
channels.” For this to happen, we need to see
in time:

• one set of customers offered one range of
products;

• one high level of service offered through all
channels;

• one employee community with one common
culture; and

• one set of values based on our co-operative
heritage.

However, in the second half of 2004, CIS began
a thorough modernisation programme that will
transform most of its business processes,
service channels and products – all with a view
to improving the CIS customer offer and reducing
our overall cost base. This programme will
continue throughout 2005 and needs to be
completed before developing the CFS offer
further. When the New Operating Model (NOM)
for our insurance business is established, we
will be able to resume our focus on integrating
Bank and CIS activities. Inevitably, this means
making some tough decisions, and they are all
necessary if CIS is to continue to prosper. We
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One way in which CIS has been developing its
customer offering, and one that has been highly
successful, is through the sale of Co-operative
Bank mortgages. These mortgages combine
value for money with a range of environmentally
friendly features. Every year that a customer
holds a mortgage, the Bank pays Climate Care
to offset a fifth of their household’s carbon
dioxide (CO2) emissions. In 2004, 50% of the
£225,000 offset monies were used to support
the reforestation of 53 hectares in Kibale
National Park, Uganda. Since 2001, mortgage
customers have funded the restoration of 93.5
hectares of rainforest in Kibale. Securing the
involvement of local communities is central to
the project’s success. The reforestation
programme in Kibale, and its sister programme
in Mount Elgon, provide work at times of the
year for up to a thousand people.

2005 and beyond
As we look ahead, how we develop and invest
in our businesses will be guided by our belief in
social, ethical and environmental responsibility
– and by our determination to provide the best
possible service for our customers. In terms of
reporting, changes connected with outsourcing
and the use of third party products will present
challenges to our accounting systems and
analysis of year-on-year performance; however,
we are committed to managing these in an
open and honest manner. We have developed
robust plans to ensure that our long-term
strategy of satisfying our customers’ wider
financial needs will be delivered. Once the
extensive CIS modernisation programme is
complete, we will continue to integrate our
businesses, and I am convinced that this will
lay the foundation for a successful future.

David Anderson, Chief Executive 

have announced that we expect around 2,500
job losses by the end of 2005; however, we
also plan to fill around 500 customer facing
positions. One of the most profound decisions
has been to close our district office network by
the end of 2005 and to move most of the work
centrally to CIS’ Chief Office in Manchester. This
centralisation will provide customers with a
much faster turnaround on many of our products
and services and also provide extended hours
of service through the Customer Contact
Centre. In addition, a number of our smaller
claims offices will close following a review of
the claims operation within CIS. It is essential
that, as a business, we develop efficient and
specialist ways of dealing with claims in order
to reduce costs without compromising our
level of customer service.

The positive effects of the modernisation will
be felt most strongly in the way we deal with
customers, as we invest to improve access to
our services to give customers more choice 
in how they deal with us. We will also be
simplifying CIS’ business processes in order to
ensure that customers’ needs are better met at
the initial point of contact. We are enhancing
the effectiveness of the Financial Adviser sales
force, and increasing our capabilities in CIS’
Customer Contact Centre, on the internet and
through affinity programmes. We are also
exploring the opportunities presented by the
FSA’s depolarisation rules, and looking at how
we might offer other companies’ products.

Financial performance
In 2004, the Bank produced a pre-tax profit of
£132.0 million, £1.9 million higher than 2003,
giving an eleventh consecutive year of record
profits. UK household borrowing is at record
levels, but I am pleased to say that our cautious
lending policy has meant that our asset growth
has been carefully targeted and, as a result,
there was a reduction in the charge for bad
debts again in 2004. CIS continues to trade
under difficult conditions and the total premium
income across CIS fell in 2004 to £1,454 million,
from £1,784 million at the end of 2003, principally
reflecting the actions taken by CIS which resulted
in customers contracting back into the State
second pension in early 2004, coupled with
customer nervousness towards lump sum
investment in certain long-term business
products. On a like for like basis, excluding
exceptional costs, short-term investment
fluctuations and premium discount reserve
adjustment, General Insurance contributed
operating profits of £13.1 million in 2004,
compared to £20.9 million in 2003. More
positively, CIS’ capital position remains
satisfactory for both our Life and General

Insurance businesses and provides a strong
base from which to deliver our modernisation
proposals. 

Socially responsible investment
I am pleased that, once again, our Sustainability
Auditors have confirmed that the Bank’s
Ethical Policy has been fully implemented, and
that in no instances has the Bank provided
financial services to organisations that conflict
with this customer-mandated policy. Moreover,
research continues to show that the Bank’s
ethical positioning has contributed to its
profitability. In 2004, 34% of Bank profits can be
attributed to customers who cite ethics as an
important factor in their relationship with the
Bank. A key element of the Bank’s successful
ethical positioning is the fact that it is customer-
led. With this in mind, in 2003, a project was
progressed that aimed to substantially
reconcile the historically different approaches
of CIS and the Bank to socially responsible
investment. Reconciliation focused on
establishing a clear customer mandate for CIS’
approach to matters of ethics and sustainability.
In total, some 44,000 customers responded 
to the CIS Ethical Policy poll, 98% of whom
were in favour of such an approach. The CIS
Ethical Engagement Policy, which can be
found at the back of this Report, was launched
in June 2005, and will guide CIS’ approach to
engagement with investees. 

Ecological sustainability
Climate change is arguably the greatest
challenge facing mankind, and CFS has
continued to play its part in helping to reduce
and mitigate emissions of greenhouse gases.
In September 2004, an innovative, eight-year
power purchase agreement was reached with
energy provider ecotricity. This ensures that
much-needed new renewables capacity is
created in the UK, and substantial cost savings
are produced in comparison to brown (fossil
fuel) alternatives. Six new wind turbines,
providing for a quarter of CFS’ current electricity
demand, have been purpose built at Bambers
Wind Park, Lincolnshire. In 2005, the
environmental and economic merits of such
long-term purchase agreements will be
promoted to CIS’ investees. With a view to 
on-site power generation, a £5.5 million solar
project is now underway at CIS’ Chief Office in
Manchester. The project will repair the Grade II
listed building using photovoltaic panels,
rather than the standard solutions of granite or
steel. Construction was initiated in December
2004, with the project due to ‘go live’ in
December 2005. The solar array will be the
largest of any kind in the UK, and the largest
vertical array in Europe.



Co-operative Financial Services (CFS)
recognises the need to develop its business in
a sustainable manner – i.e. business
development that meets the needs of the
present without compromising the ability of
future generations to meet their own needs. 

CFS has identified six classes of stakeholder,
or Partners, upon whom its continued success
is, to varying degrees, dependent (as shown
above). In managing our business we take into
account the interests of all Partners, not just
those of shareholders or customers, and we
seek to deliver value to all – importantly, as
defined by the Partner, not CFS – in a socially
responsible and ecologically sustainable
manner. Of course, ‘conflicts of interest’ will
arise; situations where enhancing the utility of
one Partner will mean diminishing that of
another. Therefore, alongside ‘profitability’,
which is absolutely vital to CFS’ continued
existence, ‘balance’ is a key component of our
pursuit of sustainability. 

We recognise that there are physical limits to
the resources of the Earth (both in terms of
generating materials and absorbing wastes),
and that any business activity that exceeds
these limits is, by definition, unsustainable in
the long-term and will need to be reconstituted.
Nature cannot withstand a progressive build-
up of waste derived from the Earth’s crust, nor
can it withstand a progressive build-up of
society’s waste, particularly substances that it
cannot degrade into harmless materials. In
addition, the productive area of Nature should
not be diminished in terms of quality (diversity)
or quantity (volume) and must be enabled to
grow. These we recognise as the minimum
conditions for ecological sustainability.

There are ethical components of sustainable
development for which business should be
accountable. These extend far beyond
legislative compliance. Unlike for ecological
sustainability, there exists much less
consensus as to what constitutes socially

responsible business practice. Therefore, when
considering such matters, CFS will undertake
extensive stakeholder dialogue and be guided
by the views arising. In particular, the views of
customers will be regularly sought in relation to
socially responsible investment, not only
because they are numerous (currently CIS and
the Bank have some seven million customers)
and represent a diverse cross-section of society,
but also because we believe that they should
have a real say in how their money is used. There
will, however, always be certain values that we
will be guided by. CFS supports the co-operative
values of self-help, self-responsibility,
democracy, equality, equity and solidarity. We
also recognise that diversity, be it amongst
staff, customers or suppliers, is a priority.

We will seek to be transparent and accountable
in our pursuit of sustainable development;
reporting on progress (or the lack of it); securing
independent verification; and setting clear
priorities and targets for all material activities. 

CFS

Sustainable Development Policy

Society Staff

CustomersShareholders

SuppliersCo-operative
movement

Co-operative Financial Services seeks to deliver value to its Partners in an
ecologically sustainable and socially responsible manner.
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In this, Co-operative Financial Services’ (CFS)
second Sustainability Report, a ‘warts and all’
account is provided of the degree to which
value has been delivered to a range of Partners
in a socially responsible and ecologically
sustainable manner. The structure is much the
same as last year’s Report (summarised on
page 16), which was declared winner of both
the UK and European Sustainability Reporting
Awards and ranked as the ‘world’s best’ in the
United Nations Environment Programme’s
biennial global benchmark of sustainability
reports (page 17). 

However, there is no room for complacency;
not least because changes to the regulatory
environment are ensuring that more and more
businesses engage in disclosure, and this is
sure to raise expectations. In 2005, the Freedom
of Information Act became operational in the
UK, as did the 2002 EU Directive on Information
and Consultation, which will ensure that UK
businesses with 150 or more employees will have
to inform employees (or their representatives)
about matters directly related to them, obtain their
opinion, and, later, provide them with a reasoned
response. Large charities in England and Wales
will now have to state their policy on socially
responsible investment when they file their
annual reports; and, in 2006, the 1,300 largest
quoted businesses in the UK will need to
produce an Operating and Financial Review.

Reporting: major
developments and context
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1844 18631771

The Rochdale
Pioneers - 28 working
men open a small
grocer’s shop in Toad
Lane, Rochdale.

Co-operative Wholesale
Society (CWS) formed to
meet the needs of the
fast-growing consumer
Co-operative movement.

Co-operative
Wholesale Society
opens a Loan and
Deposit Department.

The Loan and
Deposit Department
becomes CWS Bank.

The Bank is
registered as 
Co-operative Bank
Limited.

First UK bank to
offer free banking for
those in credit.

First bank in the
world to announce
a customer-derived
ethical stance.

1872 1876 1971 1974 1992

Co-operative Insurance
Company Limited established
to provide fire insurance for 
Co-operative Societies.

1867

Becomes an
Industrial and
Provident Society
and changes its
name to 
Co-operative
Insurance Society

1899

Miller Street Chief
Office building
opens as the tallest
building in Europe.

CIS launches
Environ, its first
ethically screened
unit trust.

1962 1990

Co-operative movement

The Co-operative Bank

CIS (Co-operative
Insurance Society)

Robert Owen,
‘father’ of the world’s
Co-operative 
movement, is born.

Co-operative heritage



Governance, policy and management
The processes underpinning CFS’ governance,
management and internal controls have been
given only a cursory reference in past reports
on the basis that, ultimately, Partners are
primarily concerned with matters of actual
performance (and the degree to which the
business is responsive to any shortfalls).
However, this year, a fuller description is provided
of these areas, as they are increasingly the
subjects of enquiry (pages 13-19). This includes
details of the development of a customer-
mandated Ethical Policy for CIS (pages 14-15)
and the certification of CFS’ total business
activities to the ISO14001 environmental
management standard (page 16).

Indicators
Ultimately, CFS’ most material impacts are
those associated with the finance, products
and services it provides. In this Report, added
weight is given to the disclosure and analysis
of such areas. A new section dedicated to
financial inclusion has been created (pages
54-55), whilst information previously described
under the indicators ‘tailored ethical products
and services’ and ‘tailored ecological products
and services’ is now reported in connection
with the most appropriate indicator set (e.g. the
Bank’s carbon offset mortgages are described
in the Energy section). Other developments
include: new qualitative research with CIS’
customers and suppliers that re-establishes

the priorities of these Partners (previously,
indicator selection had been influenced by
qualitative research undertaken amongst Bank
customers and suppliers only); for the first
time, an account is provided of CFS’ utilisation
of vegetable oil-based inks (page 91) and the
impact of utilities usage by CIS’ investment
property tenants (pages 78 and 81), together
with CIS’ experience of flood claims (pages 
80-81); and, in line with the guidance of 
Co-operativesUK, reporting now encompasses
‘Member education’ and ‘Member economic
involvement’ (pages 42-43). CIS’ overseas voting
that is aligned with investee management, 
but in opposition to independent shareholder
resolutions, is reported for the first time 
(pages 51-52).

Assurance 
Previously, CFS (and, before that, the Bank
and CIS) has utilised the AA1000 assurance
standard for the reporting and assurance of
sustainability performance, and associated
management and accounting systems. This
year, the Sustainability Auditors, justassurance,
have been asked to make additional reference
to the International Auditing and Assurance
Standards Board’s (IAASB) International
Standard on Assurance Engagements ISAE 3000
– a new standard that governs how professional
accountants conduct assignments and prepare
statements in relation to non-financial
information. In another development, expert

commentary has been reduced from three to
two pieces (with performance in the area of
delivering value rolled into the assessments 
of social responsibility and ecological
sustainability), as described on page 95.

Public policy disclosure
Time after time, proposals for progressive ethical
and sustainability legislation are blocked, or
delayed, by business resistance. Worse still,
some businesses are enthusiastic supporters
of sustainable development in public, but in
private they use their influence within the
‘corridors of power’ to lobby against the
development of the more robust regulations
needed to promote more sustainable business
practice. In this Report, under the banner of
‘Influence and action’, CFS continues to
provide details of instances where CFS has
sought to influence various legislative
proposals during 2004, either directly or
indirectly (e.g. via a trade body). Previously,
disclosure focused on lobbying enacted within
the stated calendar year; however, this year,
‘active’ public policy positions are disclosed
where they are connected to indicators. In this
way, CFS’ reporting should be both material
and complete. More broadly, in 2005, CFS will
contribute to an international project that is
seeking to identify best practice in relation to
lobbying and disclosure.1

1 www.accountability.org.uk/news/default.asp?id=146

Major developments
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Ecological
Mission
Statement
announced,
based on The
Natural Step.

First bank in
the world to
produce an
independently-
verified
sustainability
report.

The Bank
launches smile,
the UK’s first full
internet bank.

UNEP rates
Bank’s
sustainability
reporting as
world’s best.

1996 1998 1999

First CFS
Sustainability
Report is
published,
launching CFS’
approach to
Sustainable
Development.

CIS becomes 
first institutional
investor to put its
entire UK voting
record on the
internet.

CFS is formed to bring
The Co-operative
Bank, CIS and smile
under common
leadership.

Responsible
Shareholding
programme begins.

1999

CIS’ first Social
Accountability
report
published.

2000 2002

2002

Co-operative Financial
Services (CFS) 20042002



Economic
In 2004, growth in the UK economy was higher
than the long-term trend rate. This was fuelled
by high consumer spending supported by low
interest rates, high employment and low inflation.
The outlook for 2005 is generally weaker; with
slower growth rates in gross domestic product,
indications that the housing market is beginning
to cool and signs that consumers’ ability and
willingness to spend will be weakened by slower
growth in employment and rising interest
rates.1 In this uncertain climate, and in the face
of greater competition, the Bank maintains a
cautious lending policy with growth targeted at
both sides of the balance sheet. 

Against the background of strong global
economic growth, equity markets performed well
in 2004, notwithstanding the political situation
in the Middle East and the rise in commodity
prices. In the early part of the year, the UK equity
market traded within a relatively narrow range,
consolidating the gains of 2003. However, as it
became apparent that inflationary pressures
remained subdued and that UK interest rates
were near, or at, a peak for the current economic
cycle, the market recovered all its earlier losses.
It ended the year at its highest level since
November 2002, to give a total return of 12.8%.
Overseas equity markets also performed well,
with a total sterling return on FTSE World
(excluding UK) Index of 7.8%. The return on
long-dated UK government securities was
around 8.4%. Over the year, the difference in
yields between non-government and
government bonds rose slightly, with the
consequence, for example, that the return on
longer-dated, A-rated corporate bonds was
only 6.9%. The property market produced a
return of around 18%. 

Channels
The manner in which people access their bank
accounts continues to change significantly. In the
UK, over 14 million adults used internet banking
in 2004. Usage is still most popular amongst
those aged 25-44, who account for almost six
in ten users; however, recently, there has been
rapid growth in the proportion of internet users
aged 65 and over, which has increased from
21% in 2002 to 39% in 2004. Internet banking
users are also utilising higher functions more
frequently: for example, the proportion of users
initiating payments or transfers has risen from
38% in 2002 to 59% in 2004, some 8.4 million
customers. Telephone banking remains the most
popular remote banking channel, with 15 million
users in 2004, or just under one-third of the adult
population. Over half of internet banking users,
7.6 million, are also users of telephone banking.
Customers do not simply switch away from 

old channels when a new one is introduced;
many use whichever is the more convenient in
a given situation.2

Towards the end of 2004, it was announced that
debit and credit cards had overtaken cash as
the most popular method of payment in the UK:
APACS (the UK payment association) has
estimated that spending on debit and credit
cards will reach £269 billion in 2004, against
£268 billion of cash payments. Customers still
pay for most purchases with cash, but utilise
plastic cards for higher value items. Also during
2004, chip and PIN – arguably the world’s
leading anti-crime initiative – was rolled out
across the UK, as described on page 69.

Regulatory 
During 2004, the Financial Services Authority
(FSA) set out its key regulatory priorities for the
financial services market in the UK over the next
couple of years. In particular, it is placing great
emphasis on the need for firms to treat their
customers fairly, provide clear and simple
information, and have an awareness of
consumers’ financial capability when developing
products and services. The FSA continues to
impress upon senior managers that they must
understand fully the nature and extent of their
regulatory responsibilities, and be accountable
for creating a compliance culture across their
business in day-to-day operations.

• In line with the FSA’s rules, from the end of
April 2004, CIS customers have had access
to the Principles and Practices of Financial
Management (PPFM) (page 52). This
document details how with-profits funds are
managed and, in particular, how discretion is
exercised in such matters as determining
annual and final bonuses, investment policy
and the allocation of expenses. Further rules
will be finalised in 2005, relating particularly
to how firms determine the amounts payable
on surrender and at maturity.

• The FSA regime regulating mortgage
business was implemented in October 2004,
with FSA regulation of General Insurance
following in January 2005.

• In June 2004, the FSA’s new rules on
financial promotions came into force. While
there were some changes in detail, the
central theme remained that financial
promotions should be clear, fair, balanced
and not misleading.

• The FSA’s final rules on depolarisation were
published in November 2004, and came into
force on 1 December 2004, with a six-month
transitional period. These reforms will liberalise
the regime for selling investment products.

The FSA is removing the restrictions, operated
since 1988, which had meant that those who
advise on packaged products had either to be
independent and advise on products from
across the market, or represent one company
and be allowed to sell only its products.

Ethics and sustainability 
Business on both sides of the Atlantic has
undergone something of a crisis of confidence
in recent years. Even before Enron, WorldCom
and Tyco – and closer to home, Shell and
Equitable Life – the public’s trust in business
was already low across much of the developed
world. Research by MORI3 has found that 70%
of the UK public believe that industry and
commerce do not pay enough attention to their
social responsibilities, and that the proportion
of people able or willing to name any company
that is particularly environmentally or ethically
responsible is less than a third. Research
published by CFS, as part of the Ethical
Purchasing Index,4 shows that the total value of
ethical consumption in the UK is now worth
almost £25 billion, an increase of 16% during
2003. Over the same period, UK household
expenditure increased by just 4%.

More fundamentally, there is an increasingly
strong consensus that the human race is living
beyond its means. In 2005, a report5 – backed
by 1,360 scientists from 95 countries – warned
that almost two-thirds of the natural machinery
that supports life on Earth is being degraded
by human pressure. “Human activity is putting
such a strain on the natural functions of Earth
that the ability of the planet’s ecosystems to
sustain future generations can no longer be
taken for granted” it warns, and notes that: 

• because of human demand for food, fresh
water, timber, fibre and fuel, more land has
been claimed for agriculture in the last 60 years
than in the 18th and 19th centuries combined
(with 24% of the Earth’s land now cultivated);

• water withdrawal from lakes and rivers has
doubled in the last 40 years (with 40–50% of
all available freshwater running off the land
now being commandeered); and 

• since 1980, 35% of mangroves have been
lost and 20% of coral reefs destroyed.

1 With household borrowing at record levels, a significant increase
in interest rates could depress future economic growth and
increase credit risk. Household debt as a proportion of income
has climbed to a record 140% in the UK; up from 80% in 1998,
and 100% at the peak of the last ‘boom’ in the late 1980s. (Bank
warns on rise in household debt. Financial Times (13.12.04)).

2 Internet Monitor (September 2004). APACS.
3 CSR Attitudes of the British Public (Summer 2003). MORI.
4 www.co-operativebank.co.uk/epi
5 Millennium Ecosystem Assessment (MA) Synthesis Report

(March 2005). http://pdf.wri.org/ma_synthesis_final.pdf

Context
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Partners:
developing
relationships

CFS has identified six classes of stakeholder,
or Partners, upon whom its continued success
is, to varying degrees, dependent. Through
ongoing dialogue with Partners, CFS seeks to
identify and confirm their priorities, and put in
place measures to try and improve its
performance in the areas that matter most to
them. Overleaf is a summary that identifies
who CFS’ Partners are, what their stated
priorities are in their relationship with CFS, and
how performance is measured in these priority
areas. The summary also signposts areas of
the Report where information of primary
relevance to each Partner group can be found. 

Unlike some organisations, CFS does not
define ‘The Environment’ as a separate Partner.
The relationship between business and the
‘Natural World’ is essentially non-negotiable (in
contrast to the relationship with suppliers and
staff, for example). The activities of CFS and its
Partners are ultimately governed by Nature’s
limited capacity to generate resources and
assimilate waste. For this reason, CFS assesses
the degree to which value is delivered to each
Partner in an ecologically sustainable (and
socially responsible) manner.



Who? Co-operative Financial Services
(CFS) is an Industrial and Provident society
and the holding company for CIS (Co-
operative Insurance Society) and The Co-
operative Bank. Although the Bank has
approximately 2,500 preference
shareholders who receive a half-yearly fixed
dividend, CFS’ sole equity shareholder is the
Co-operative Group.1 The Group is the
largest consumer co-operative in the UK,
with sales of £7.8 billion in 2004. The Group
employs over 69,000 people and trades with
millions of customers across the UK every
day through shops, department stores,
travel agents, banking, insurance,
pharmacies, funeral homes and farms.

What? Issues of co-operation, ethics and sustainability are of real concern
to the Co-operative Group, as detailed in its Corporate Responsibility
Report 2004. The Group’s vision is to be the world’s most successful
consumer co-operative business. It has the following aims: 
- to strive for world class levels of business performance; 
- to be open, responsible and rewarding, putting co-operative values and

principles into everyday practice; 
- to enhance the lives of its people, members, customers and the

communities where it trades; and
- to work for the long-term success of the 

co-operative sector. 

Where? In line with the Co-operative Group’s aims, CFS
reports on the following:
Business performance – A summary of CIS’ and the
Bank’s financial performance is provided on pages 26-28. 
Open, honest and rewarding – External ratings of CIS’
and the Bank’s ‘warts and all’ sustainability reporting are
described on pages 16-17, whilst customer satisfaction
across a range of products and services is described on
pages 29-33.
Delivering value to Partners – The degree to which CFS
enhances the lives of staff and local communities is
described on pages 36-39 and pages 71-73 respectively.
Member ‘training’ and ‘economic involvement’ are
described on pages 42-43.
Co-operative support – Support for the 
Co-operative movement is detailed on pages 42-43.

CFS has identified six Partner groups upon whom its continued success is dependent. This section outlines:

Who? CIS and the Bank have more than
seven million customers. At the end of 2004,
CIS had approximately 4.77 million personal
and corporate customers (2003: 5.11
million) and the Bank had approximately
2.32 million personal and corporate
customers (2003: 2.31 million). At the end of
2004, CIS provided 7.27 million active
policies (2003: 7.94 million) whilst account
numbers at the Bank stood at 3.07 million
personal (2003: 3.08 million) and 95,000
corporate and business (2003: 93,000). For
further details of products and services, visit
the CIS and Bank websites.2

What?Six focusgroups, involving typically5participants,wereundertaken
with CIS customers in late 2004; two amongst motor and home customers;
two amongst unit trust/ISA customers; and two amongst life assurance and
pensions customers. These found that issues of ‘relationship’ are of primary
importance to customers in their dealings with CIS (Nunwood Consulting
2004). Focus groups undertaken with Bank personal customers found that the
issues of ‘service’, ‘relationship’ and ‘ethics’ issues are of primary
importance (Source: BDRC Customer Research 2000). Focus groups
undertaken with the Bank’s corporate and business customers, found that
‘service’ and ‘relationship’ emerge as priority issues (Source: Dataquest
Customer Research 2001). The aforementioned stakeholder engagement
has informed the development of indicators and annual customer surveys.
200 telephone interviews were undertaken with each of the following groups
of customers: (Bank personal) current account, Visa, affinity Visa, loan,
savings and mortgage customers (Nunwood Consulting November 2004);
(CIS) telephone interviews with (200 each of) motor, home, unit trust, life
assurance and pensions customers (Nunwood Consulting November 2004-
February 2005). 631 telephone interviews were undertaken with corporate
and business customers (Dataquest February 2005). Additionally,
Nunwood Consulting conducted an e-survey amongst 495 smile
customers in October 2004.

Where? Aspects of CFS’ performance of primary interest to
customers:
Satisfaction with relationship, service, and ethics and
sustainability – Described in relation to personal
customers on pages 29-33 and corporate and business
customers on pages 34-35.
Ethical finance – Information on socially responsible
investment is described throughout this Report, and
particularly on pages 46-53. 
Diversity – Information on the accessibility of CFS’
premises, products and services is described on pages 
66-70. 

Who? CIS and the Bank had 12,938
members of staff at the end of 2004 (2003:
13,901), of which 8,791 were contracted by
CIS (2003: 9,763) and 4,147 were
contracted by the Bank (2003: 4,138). These
figures include 338 temporary staff, but
exclude 171 staff on maternity leave, 154
staff on career break/leave of absence and
76 staff at Unity Trust Bank plc,3 in which The
Co-operative Bank has a 27% holding. 16%
of staff work part-time.

What? Qualitative research undertaken amongst Bank staff has indicated
the following to be priority issues: ‘salary package’, ‘personal development
and career opportunities’, ‘relationships and working environment’, ‘job
security’ and ‘co-operative culture and ethical conduct’ (Source: Keeling
Staff Research 2001). CFS has translated these priorities into indicators,
against which performance is measured and improvements sought. Given
that CIS operates in the same sector as the Bank (financial services) and
both have operations largely restricted to the UK and concentrated within
the North West of England, these indicators are considered to be generally
applicable across both businesses. In February 2005, an opinion survey
was undertaken across CFS. This ascertained staff satisfaction in the
priority areas, and also looked at aspects of well-being and discrimination.
45% of staff completed survey returns, with reported data collated by HI
Europe. 

Where? Aspects of CFS’ performance of primary interest to
staff:
Salary package/Personal development and career
opportunities/Working environment/Job security/ Co-
operative culture and ethical conduct – Information on
staff satisfaction in these priority areas is described on
pages 36-39.
Staff turnover/Trades union recognition/Work-life
balance – Details provided on pages 36-38. 
Diversity and equality – Details of the workforce profile
and considerations of gender, ethnicity, disability and age
are provided on pages 66-70.
Health, safety and welfare – Details of significant risks,
accidents/incidents, absence and well-being are described
on pages 64-65.
Community volunteering – Staff involvement in
community projects is detailed on page 72.
Ecological sustainability – Staff involvement in recycling
initiatives is described on pages 88-89, and their
involvement in energy conservation activities is detailed on
pages 76-77.

Partners

Customers

Staff
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Who? The International Co-operative
Alliance6 defines a co-operative as ‘an
autonomous association of persons united
voluntarily to meet their common economic,
social, and cultural needs and aspirations
through a jointly-owned and democratically-
controlled enterprise’ (Manchester, 1995).
Co-operatives can be traced back to 1844,
when harsh living conditions and
inadequate consumer protection inspired 28
working men to develop a new approach to
the supply of food and other goods, by
setting up the Rochdale Equitable Pioneers
Society. There are now more than 760
million individual co-operators worldwide.
Co-operatives are involved in everything
from food production and retailing, to
banking, insurance, travel, housing, health,
education and leisure. The values inherited
from previous generations of co-operators
are still highly applicable today; not least the
belief that business has a purpose beyond
profit. Like the rest of the Co-operative
Group, CIS and the Bank are conscious of
their responsibilities to past and future
generations of co-operators, and strive to
keep alive the values passed down.

Who? Around 800 different businesses
supplied CIS and the Bank with products
and services in 2004 (where expenditure
was more than £20,000). The type of
relationship between the supplier and CIS
and/or the Bank varies enormously, ranging
from infrequent purchases to ongoing
strategic partnerships.

Where? Aspects of CFS’ performance of primary interest to
suppliers:
Prompt payment/Relationship (quality and length)/ Fair
treatment/Communication – Supplier satisfaction in these
priority areas is described on pages 40-41.
Sustainable procurement – Details of how sustainability
considerations have been brought through to CFS’
procurement activities can be found on pages 60-63. 
Suppliers’ attitudes to ethics and sustainability –
Suppliers’ awareness of CFS’ ethical and sustainability
commitments (and the impacts these have on their
business), together with suppliers’ assessment of CFS’
commitment to, and knowledge of, ethics and sustainability,
are described on page 62.
Ecological sustainability – CFS’ pursuit of ecological
sustainability across its operations is described on pages 75-
93. This activity directly impacts on a range of suppliers.

Who? At the heart of CFS’ Sustainable
Development Policy lies a recognition of
interdependence: the understanding that an
organisation’s activities rely for their
success, and have an impact upon, the
natural world and the six billion people who
inhabit it. More specifically, with its main
offices and service centres in Manchester,
Skelmersdale, Stockport and Salford, CFS is
very much in the heartland of Greater
Manchester and the North West of England.
Additionally, CFS managed more than 200
other premises across England, Scotland,
Wales, Northern Ireland and the Channel
Islands during 2004. Visit the Bank’s
website4 for a list of Bank branches and
LINK cash machines.

What? Determining, for CFS, a common set of priorities directly with
society as a whole is next to impossible. Instead, the Bank has periodically
balloted customers on a series of Ethical Policy issues since 1992.
Customers are both numerous and represent a good cross-section of
society. As described on pages 47-48, the first ballot of CIS customers,
which sought to determine their social, ethical and environmental priorities,
and their overall support for a CIS Ethical Engagement Policy, took place in
2004. Over 44,000 customers responded to this consultation, which was
preceded by three rounds of focus groups (as described on page 47). The
most recent ballot of Bank customers (2001) saw 64,000 customers
respond. A detailed analysis of the 1998 Bank Ethical Policy Review is
provided in the Bank’s 1998 Partnership Report.5 In addition, CFS consults
with a variety of external expert organisations, such as charities and
campaigning groups, which enjoy a high level of public trust. CFS treats
these organisations as proxy representatives of society. 

Where? All of the information detailed in the section on
Social responsibility and the section on Ecological
sustainability has a significant impact on society. In
addition, the following are considered to be of particular
interest:
Reputation – CFS’ sustainability governance and
management systems are described on pages 13-19,
together with various external ratings.
Economic value added/distributed – is described on
page 28.

What? In response to the recommendations of the Co-operative
Commission,7 which concluded in 2001, a working group was established
by Co-operativesUK to devise and promote indicators of co-operative and
social performance. In May 2004, Co-operativesUK launched a basket of
ten indicators.8 This followed consultation during 2003 with the
membership of Co-operativesUK (some 900 co-operatives of all shapes
and sizes), of whom more than 50 responded to an Exposure Draft of 16
indicators. The indicators are considered to cover all seven of the 
Co-operative Principles, and are promoted as a robust starting point for
sustainability accounting and reporting amongst co-operatives of all sizes.
CFS’ reporting encompasses, in full, the seven social indicators and, in
part, the member indicators relating to education and economic
involvement. It does not encompass the indicator relating to member
democratic participation, as CFS is not under direct member control. CFS’
reference to the work of Co-operativesUK supersedes previous use of the
reporting framework of Euro Co-op (1999),9 which was also based around
the seven Co-operative Principles.

Where? Reporting against the Co-operativesUK basket of
indicators is as follows:
Member economic involvement – is described on pages
42-43. 
Participation of employees and members in training
and education – is described on page 43. 
Customer satisfaction – is described on pages 29-30 and 34.
Investment in the community and co-operative
initiatives – is described on pages 43 and 72. 
Staff injury and absentee rates – is described on pages
64-65.
Staff profile (gender and ethnicity) – is described on
pages 66-67.
Consideration of ethical issues in procurement and
investment decisions – is described on pages 60-63.
Net carbon dioxide emissions arising from operations
– is described on pages 76 and 85.
Proportion of waste recycled/reused – is described on
pages 88-89.
Member democratic participation – is not reported on.

1 www.co-op.co.uk 
2 www.cis.co.uk and www.co-operativebank.co.uk
3 www.unitygroup.co.uk
4 www.co-operativebank.co.uk/services/locator
5 www.co-operativebank.co.uk/partnership98
6 www.ica.coop/ica/ica/index.html
7 www.co-opcommission.org.uk
8 www.co-opunion.coop
9 www.eurocoop.org/publications/en/memos/bilansocial.asp

Society

Co-operative movement

• who CFS’ Partners are: • what matters most to them; and • where information of primary interest to
each Partner can be found 

What? Qualitative research undertaken amongst Bank and, for the first
time, CIS suppliers confirmed the following as priority issues: ‘prompt
payment’, ‘good relationships’, ‘fair treatment’, ‘effective communication’
and ‘long-term relationships’ (Source: Nunwood Consulting 2004). As a
consequence, these areas continue to be regarded as priority indicators for
suppliers. Qualitative research consisted of telephone interviews with 20
suppliers in December 2004, of whom eight supplied to CIS only, eight to
Bank only and four to both CIS and the Bank. Quantitative research
commenced in January 2005, when Nunwood Consulting conducted
telephone interviews with 35 CIS, 50 Bank and 48 suppliers who provided
goods or services to both CIS and the Bank (equivalent to 15% of
suppliers). These interviews sought to ascertain their satisfaction in the
priority areas, and their opinions in connection with various aspects of
ethics and sustainability. 
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Governance, management,
reporting and assurance systems
underpin CFS’ commitment 
to develop its business in a
sustainable manner



Commentary
Background and context In 1987, the Brundtland
Report, ‘Our Common Future’,1 defined
sustainable development as ‘development 
that meets the needs of the present without
compromising the ability of future generations
to meet their own needs.’ As detailed on page 5,
CFS recognises the need to develop its
business in a sustainable manner. Described in
this section are the governance, management,
reporting and assurance systems underpinning
this goal, together with a number of relevant
benchmarks.

Governance and internal control Like most
well-managed large businesses, CIS and the
Bank operate comprehensive social, ethical
and environmental (SEE) risk management
frameworks (which address SEE issues
considered to be material to the short and long
term value of the business). The Financial
Statements of CIS2 and the Bank3 each provide
a Statement on SEE Risks, and both of these
have been assessed as being fully compliant
with ABI guidelines (see pages 50-51 for details
of how CIS’ responsible shareholding
programme seeks to encourage uptake of
these guidelines amongst UK investees). In
addition, and perhaps more significantly, CIS
and the Bank seek to manage performance in

relation to a broader range of SEE issues, as
listed on pages 22-23. The governance and
internal controls underpinning both systems
are described below. 

Governance and internal control – bottom-
line impacts The Boards4 of CIS and the Bank
are responsible for approving the strategy,
principal markets and the level of risks
acceptable for each business. On appointment,
Directors take part in an induction programme.5

CFS Audit & Risk Committee,6 a Board sub-
committee chaired by a Non-Executive Director,
supports the CIS and Bank Boards in carrying
out their responsibilities for internal control and
risk assessment. The Committee monitors the
ongoing process of the identification, evaluation
and management of all significant risks across
CIS and the Bank and provides an independent
review of risk management and controls, which
are considered to comply with the Turnbull
Report guidance. The Committee is supported
by Group Internal Audit and Risk Management
functions. CFS operates a central risk register
detailing some 500 risks and associated
internal controls.7 In addition, CIS and the Bank
operate separate ‘significant risk’ registers,
and these cover the issues described in the
Statement on SEE Risks provided in the
Financial Statements of each business. A key
part of the work of the Committee is an annual

Sustainability
governance and
management 

Targets 2004
• Ensure that CFS’ sustainability management

systems continue to be recognised as being at
the leading edge of best practice. Target
Achieved

• Improve CFS’ rating in the ‘Opportunity Now’
gender equality benchmark to ‘Gold’ by 2005/6.
Acceptable progress

• Improve CFS’ rating in the ‘Race for Opportunity’
racial equality benchmark to ‘Bronze’ by 2006.
Acceptable progress

Targets 2005
• Ensure that CFS’ sustainability management and

reporting systems continue to be recognised as
being at the leading edge of best practice.
Ken Lewis, Resources Director, CFS/Paul
Monaghan, Head of Sustainable Development/
Jo Healy, Sustainability Reporting Manager

• Improve CFS’ rating in the ‘Opportunity Now’
gender equality benchmark to ‘Gold’ by 2005/6.
Ken Lewis, Resources Director, CFS/Donna
McGrath, Diversity Manager

• Improve CFS’ rating in the ‘Race for Opportunity’
racial equality benchmark to ‘Bronze’ by 2006.
Ken Lewis, Resources Director, CFS/ Donna
McGrath, Diversity Manager

Performance
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CFS’ last Sustainability Report was
declared to be the world’s best,
Europe’s best and UK’s best.

Biennial Ranking Survey of Corporate Sustainability Reporting
2002 2004 Global

1 (Bank) 1 Co-operative Financial Services
2 2 Novo Nordisk
7 3 BP

GlobalBenchmark

Reporting

Source: United Nations Environment Programme/SustainAbility (November
2004). The Global Reporters, 2004 Survey of Corporate Sustainability Reporting.

Annual Ranking Best Sustainability Report, Europe
2002 2003 2004

1 (Bank) not eligible 1 Co-operative Financial Services

EuropeBenchmark

Source: European Sustainability Reporting Awards (April 2005).

Annual Ranking Best Sustainability Report, UK
2002 2003 2004

1 (Bank) 1 (Bank) 1 Co-operative Financial Services

UKBenchmark

Source: ACCA Awards for Sustainability Reporting (February 2005).



development for the Bank in 2005. Basel II is
an internationally agreed framework for
banking regulation and capital management.
The FSA plans to introduce these new
standards and implementation requirements
over 2005 in preparation for parallel running
in 2006 and the introduction of the new
regulations in January 2007.

Governance and internal control –
sustainable development impacts Late in
2003, a CFS Sustainability Steering Committee
was established under the chairmanship of
CFS’ Resources Director.12 The Committee’s
remit encompasses matters of ethics,
sustainability and diversity in the areas of
procurement, property management, human
resources and products and services. The
Committee is tasked with establishing policy,
developing key performance indicators and
monitoring performance, and is supported by
the CFS Sustainable Development Team.13

The CFS Board receives quarterly progress
reports on ethics and sustainability matters,
and the degree to which these impact on the
business and Partners at large. In addition, the
Executive of CIS, the Bank and CFS each
receive monthly updates on progress, with an
emphasis on matters arising and developments
pending. The CFS Board receives the CFS
Sustainability Report, which describes the

degree to which CFS delivers value to its
Partners in an ecologically sustainable and
socially responsible manner. In addition,
designated members of the Co-operative
Group’s Values and Principles Committee
(who are Non-Executive Directors of CIS and
the Bank) receive a draft of the Report for
review and comment. Unless otherwise stated,
the Report is considered to be a complete
commentary on CFS’ material ethical and
sustainability impacts. 

Governance and internal control – other
developments Additionally, during 2004, a
central CFS Health and Safety Committee was
established (page 64), as was a Human
Resources Strategy Group (page 36). These
are chaired by Gary Thomas, Head of Property
and Facilities, and Ken Lewis, CFS Resources
Director, respectively. 

Policy and developments CFS’ approach to
ethics and sustainability is set out in its
Sustainable Development Policy (page 5).
During 2004 and early 2005, the following
policy developments took place:

• In June 2005, a customer-mandated Ethical
Policy was launched to guide CIS’ responsible
shareholding programme (pages 47-48);

‘letter of assurance’ process, by which
responsible managers confirm the adequacy
of their systems of internal controls (and any
improvements required) and their compliance
with policies (including those relating to safety,
health and the environment) and local
laws/regulations (including the industry’s
regulatory requirements). The Committee also
monitors whistleblowing procedures, ensuring
that appropriate arrangements are in place 
for employees to raise matters of possible
impropriety in confidence, with suitable
subsequent follow-up action. Key developments
in 2004 include:

• In July 2003, the Financial Reporting Council8

in the UK issued the revised Combined Code
(‘the Code’) on Corporate Governance,9

which applies to reporting years beginning
on, or after, 1 November 2003. The Financial
Statements (2003) of CIS and the Bank
noted that, during 2004, a full review would
be undertaken of the new provisions of the
Code, and a working party was set up. The
Corporate Governance Reports of CIS10 and
the Bank11 explain how each business has
applied the principles in the new Code and
the extent to which compliance has been
achieved.

• Basel II (Capital Requirements Directive)
represents a key risk management

Ranking BitC Corporate Responsibility Index
2003 2004

- 1 Westpac Banking Corp.
1 2 National Grid Transco
7 3 = The Co-operative Bank
11 3 = BT Group
40 22 CIS

Corporate responsibilityBenchmark

Ranking BitC Environment Index
2003 2004 (Financial Services)

1 1 = The Co-operative Bank
– 1 = Westpac Banking Corp.
7 3 = Barclays
4 3 = Lloyds TSB
14 5 = CIS

EnvironmentBenchmark

Management

Source: BitC (April 2005). The Corporate Responsibility Index is a voluntary self-
assessment survey that benchmarks CR strategy (and its integration), management, reporting and
performance in a range of social and environmental areas. It is open to the FTSE 100, FTSE 250,
sector leaders from the Dow Jones Sustainability Index and BitC’s members with a ‘significant’
economic presence. 132 businesses completed the Index in 2004 (2003: 139).

Source: Race for Opportunity (June 2004). Race for Opportunity (RfO) co-ordinates a
voluntary, self-assessment survey that examines how organisations are diversifying their
workforce, customer base and suppliers, in respect of ethnic minority representation. 113
organisations completed the benchmark (2003: 120), including 68 from the private sector (2003:
66). RfO benchmark reveals only the ‘Top 10’.

Source: BitC (April 2005). The Environment Index is a voluntary self-assessment survey that
benchmarks environmental strategy (and its integration), management, reporting and performance in a
range of areas. It is open to the FTSE 100, FTSE 250, sector leaders from the Dow Jones Sustainability
Index and BitC’s national members. 168 businesses completed the Index in 2004 (2003: 176).

Source: Opportunity Now (March 2004). Gender Equality in the Workplace is a voluntary,
self-assessment survey which benchmarks management, measurement and reporting in
connection with gender equality. 193 organisations completed the benchmark for 2003/2004.
Opportunity Now does not currently provide any ranking of participant organisations.

Ranking Race for Opportunity
2003 2004 ‘Top 100 Report’

3 1 BT Group
1 2 Lloyds TSB
2 3 West Bromwich Building Society
– 4 The Army
– 5 HSBC
Outside Outside CIS/The Co-operative Bank
Top 10 Top 10

Diversity – ethnicityBenchmark

Ranking Opportunity Now
2004 Gender Equality Benchmark

Platinum 14% of organisations
Gold 42% of organisations
Silver 34% of organisations (CIS/The Co-operative Bank)
Bronze 10% of organisations

Diversity – genderBenchmark
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• In June 2005, outsourcing of the management
of CIS’ investment property portfolio was
progressed, and as part of this, a set of
demanding sustainability requirements was
developed and made a condition of contract
(page 52);

• In February 2004, a CFS Health and Safety
Policy14 was launched (page 64), as was a
CFS Well-being Policy15 (page 64); and

• In relation to procurement, in 2004, new
Outsourcing (page 37), Sustainable
Procurement (pages 60 and 63) and
Supplier Acquisition and Management (page
40) policies were launched.

In addition, the following policies are available
via the Bank’s website:

• Ethical Policy (Bank), which stipulates who
the Bank will and will not finance, as directed
by customers (page 102); and

• In relation to diversity, policies relating to Equal
Opportunities,16 Work/life Balance17 and
Dignity at Work.18

Management and frameworks – overview
As outlined in CFS’ Sustainable Development
Policy: “In managing our business, we take into
account the interests of all Partners, not just
those of shareholders or customers, and we
seek to deliver value to all – importantly, as
defined by the Partner, not by CFS – in a socially
responsible and ecologically sustainable
manner.” An outline of management systems,
together with details of major developments, is
provided below.

Management and frameworks – social
responsibility Unlike for ecological
sustainability, there exists much less
consensus as to what constitutes socially
responsible business practice. Therefore,
when considering such matters, CFS
undertakes extensive stakeholder dialogue, as
summarised on pages 10-11. In particular, the
views of customers are sought in relation to
socially responsible investment. So, for
example, in 2004, CIS polled in excess of
500,000 customers on a new CIS Ethical
Engagement Policy, which was preceded by
three rounds of focus groups (as described on
page 47). The Ethical Engagement Policy
directs CIS’ responsible shareholding
activities, much as the Bank’s customer-led
Ethical Policy directs who it will and will not
finance (see the Bank’s 1998 Partnership
Report for a detailed description of a recent
Ethical Policy review process, pages 78-86). In
addition to the area of finance, CFS’ Ethical
Policies direct Partner selection. There will,
however, always be certain values that CFS will
be guided by: namely, the co-operative values
of self-help, self-responsibility, democracy,
equality, equity and solidarity; the Fundamental

International Labour Organisation
Conventions; and the principles of the
Universal Declaration of Human Rights.19 CFS
also recognises that diversity, be it amongst
staff, customers or suppliers, is a priority. The
AA1000 management framework20 underpins
CFS’ approach to social responsibility, much
as it previously did those of CIS and the Bank.21

This recognises that stakeholder engagement
must lie at the core of the accountability
processes of accounting, assurance and
reporting; moreover, that real accountability
must ultimately encompass an element of
responsiveness. With regard to diversity,
Opportunity Now,22 Race for Opportunity,23 the
Employers’ Forum on Disability24 and the
Employers’ Forum on Age25 each inform CFS’
approach to gender, ethnicity, disability and
age respectively.

Management Business in the
Community (BitC)26 operates a series of
benchmarks that assess and rate the
management of companies in areas such as
corporate responsibility, diversity and the
environment. These indices do, to varying
degrees, take account of actual performance;
however, matters of policy and management
tend to form the main focus. During 2004/5, CFS
participated in four benchmarking exercises,
submitting data separately for CIS and the Bank.

Benchmark

• Corporate responsibility BitC’s third
Corporate Responsibility Index was released
in April 2005.27 The Bank was ranked third
(2003: 7) with a score of 97% (2003: 95%),
and was found to be ‘outstanding’ in its
strategy, integration and management of all
four areas of assessment (community,
environment, marketplace and workplace),
as well as in its reduction of environmental
impact. CIS was ranked 22nd (2003: 40) with
a score of 92% (2003: 88%), and was found
to demonstrate ‘outstanding’ strategy and
management of all four areas of assessment.

• Ethnicity The latest Race for Opportunity
‘Top 100 Report’ was released in June 2004.
CIS and the Bank were, once again, both
awarded a ‘certificate of participation’, but
expect to realise the aim of attaining Bronze
in 2006. The Bank’s score increased from 46%
to 48%, primarily because of improvements
to recruitment practices and the use of
demographics in the annual staff survey;
however, CIS’ score decreased from 55% to
45% as a result of decreased planning on
race issues, engagement with line managers
and measurement of impacts. Given the
significant improvements in workforce profile
(page 67), progress is considered to be
acceptable across CFS in 2004.

Ranking
2002 2003 2005

2 (15%) 3 (10%) 1 (9%) BT Group
3 (15%) 4 (8%) 2 (8%) BP
1 (21%) 1 (22%) 3 = (7%) The Co-operative Bank
– (5%) 2 (12%) 3 = (7%) the Co-operative Group

UK Members of ParliamentBenchmark

Source: BPRI (May 2005). Survey of the Political Opinion Panel’s unprompted awareness of
CSR. Survey conducted amongst 135 Members of Parliament (MPs) March 2005. Data has been
weighted to ensure that the panel reflects the political composition of the House of Commons.

Poll of UK Members of Parliament (MPs)
‘Which companies are best at demonstrating the
principles of Corporate Social Responsibility?’

Ranking
2004 2005

1 (11%) 1 (12%) The Co-operative Bank
2 = (2%) 2 (3%) HSBC 
2 = (2%) 3 (2%) CIS

UK general publicBenchmark

Source: NOP World (February 2005). Survey of UK general public’s unprompted
awareness of CSR. Representative sample, all adults aged 18+.

Poll of UK General Public
‘Name a financial provider who takes ethical and
environmental issues into account’

Reputation
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• Gender The latest Opportunity Now Gender
Equality Benchmark was released in March
2004, and both CIS and the Bank realised a
rating of Silver (as reported last year).
Production of the 2004/5 Benchmark is now
expected in the autumn of 2005, when CFS
will assess progress against its aim of
achieving ‘Gold’ in 2006. Given the small, but
significant improvements in workforce profile
(pages 66-67), progress in 2004 is
considered to be acceptable.

Management and frameworks – ecological
sustainability CFS’ Sustainable Development
Policy recognises that there are physical limits
to the resources of the Earth, both in terms of
generating materials and absorbing wastes, and
is heavily influenced by an approach referred
to as The Natural Step.29 CIS’ environmental
management systems were certified to the
ISO1400130 standard in May 2003. In December
2004, CFS followed with certification of its total
business activities: the scope of which extends
to the ‘complete range of operations, activities,
products and services (personal and corporate
banking, insurance, investments and pensions)
of Co-operative Financial Services, CIS, The
Co-operative Bank and smile the internet
bank.’31 Historically, the Bank has placed
limited value on ISO14001 certification, given
its lack of focus on performance and reporting;

however, confirmation of certification is
increasingly sought by Partners and so this has
been pursued for the whole of CFS as the path
of least resistance. It is considered noteworthy
that the Bank’s management systems secured
certification with little refinement. In their
certification report, BSI noted that environmental
awareness amongst employees was very
good; a site tour of the Balloon Street branch
and refurbishment programme was viewed
positively; the centralisation provided by the
Sustainable procurement and supplier Policy
(pages 60 and 63) had improved systems
considerably (purchasing decisions were
previously devolved within CIS); and, that the
adoption of a clean, simple systems approach
across CFS had improved both accounting
and access to evidence. One non-conformity
was raised: CFS’ Sustainable Development
Policy does not explicitly contain a statement of
legislative compliance. Nonetheless, it was
noted that the commitment to continual
improvement and prevention of pollution is
inherent to CFS’ principles. Going forward, CFS
has agreed that BSI will undertake an annual
two-day assessment for the maintenance of
certification. The next Strategic Review is
scheduled for May 2006.

Management In 2003, there were
almost 3,000 ISO14001 certified organisations
Benchmark

in the UK, and about 23,000 in Europe.32

However, CFS is the first financial services
organisation in the world to secure certification
for all of its business activities.

Management Business in the
Environment’s (BiE) ninth Environment Index
was released in April 2005.33 The Bank
continued to rank in the Premier League of
companies who score more than 95% (along
with 20 others), with a score of 99% (2003: 99%),
whilst CIS saw its ranking rise substantially to 26
(2003:76), and is now just outside the Premier
League with a score of 93%. The Bank was
once again rated first of 15 banks, whilst CIS
was rated first of the five participating insurance
providers (2003:3). Amongst the 39 financial
services providers, the Bank was once again
ranked first, and CIS rose to fifth (2003:14).

Reporting In 2004, CFS produced its first
consolidated Sustainability Report. Previously,
the Bank and CIS reported on their ethical and
sustainability performance separately: since
1998 and 2000 respectively. CIS’ reporting had
previously been recognised as being amongst
the best in the UK;34 however, the Bank’s
Partnership Reports had been considered to
be amongst the best in the world.35 As a result,
many of the accounting systems utilised in
CFS’ consolidated reporting are derived from
those previously in place at the Bank.36 Ethical
and sustainability performance is attributed, in
most instances, to either CIS or The Co-operative
Bank. In 2004, the vast majority of staff, supplier
and customer relationships, for example,
continued to be distinct to CIS or the Bank. To
this end, year-on-year comparison of
performance is still valid in most instances. As
described on page 21, indicators are derived
from a combination of stakeholder dialogue,
business strategy and emerging standards
(with a particular emphasis on the work of the
Global Reporting Initiative,37 Co-operativesUK,38

the UK Government’s Environmental Reporting
guidelines39 and the London Benchmarking
Group40). The scope of this Report is detailed on
the inside front cover, with major developments
in sustainability reporting described on page 7.
Major developments in financial reporting are
described below:

• CIS and the Bank have continued to prepare
for the introduction of International Financial
Reporting Standards (IFRS) across all areas
of the business to ensure that IFRS compliant
Financial Statements for the year ending 14
January 2006 can be produced (including
results for the half year ending 23 July 2005,
which will be published in the third quarter of
2005). All IFRS and their impacts have been
reviewed and the most significant are
described in the Financial Statements of
CIS41 and the Bank.42

Benchmark

Reputation

Ranking
2003 2004
– 1 (145) Toyota

1 (61) 2 (86) The Co-operative Bank

5 (38) 3 (61) Vodafone Group

UK MediaBenchmark

Source: PressWatch. Rankings evaluate the reputation of the 1,500 most talked about
‘companies’ in the UK’s national press. Articles are selected where a definite piece of opinion has been
given. Ranking is based on the total number of points (in brackets) received. Points may be positive or
negative depending on opinion or judgment expressed. A weighting is made to the score depending on
the paper and article positioning. Rankings for 2004 cover both ‘social’ and ‘ethical’ records. Rankings
for 2003 cover ‘ethics’ alone.

Media analysis
Comment on a company’s CSR record



• The Financial Services Authority (FSA)
introduced new rules governing the calculation
of the solvency position of life insurers during
2004. They include a requirement to calculate
the liabilities for with-profits business on a
realistic basis as well as the existing statutory
basis. The initial expectation of the FSA, the
Accounting Standards Board (ASB) and the
Association of British Insurers (ABI) was that
a requirement to include the realistic basis of
valuation in the statutory accounts would be
introduced in 2004, but as the complexities
of the new basis of calculating liabilities
became apparent, it was agreed to defer
requiring the introduction of this change until
2005, on the understanding that insurers will
disclose much of the information required by
what is now FRS 27 ‘Life Assurance’ in the
operating and financial review or in an annex
to the Financial Statements. To this end, CIS’
Financial Statements (2004) provide a
summary of realistic liability results and
capital position as at 8 January 2005.43

Global reporting Since 1994, the
United Nations Environment Programme has
commissioned a biennial benchmark of the
world’s best sustainability reports. In 2002,
the Bank’s Partnership Report was ranked
number one (with CIS’ Social Accountability
Report, 14th). In November 2004, CFS’ first
Sustainability Report was ranked number one
in the 2004 Survey of Corporate Sustainability
Reporting.44 There has been an upsurge in the
take-up of corporate non-financial reporting
around the world in recent years. Over the
period 1983-2003, the number of reports
produced worldwide increased from less than
100 to more than 1,500.45 In 2004, 123 of 
FTSE 250 companies reported on environmental
and social performance, up from 98 in 2003.
Although, as before, there remain some real
problems with quality; just 60 had independent
verification, 54 covered supply chain issues
and 44 were rated as “producing no
information of substance”.46

European reporting In April 2003,
the Bank was declared winner of the European
Sustainability Reporting Awards 2002 (which
prohibited it from entering the 2003 awards). In
April 2005, CFS’ Sustainability Report 2003
was declared winner of the ninth European
Sustainability Reporting Awards (2004).47

UK reporting In 2004, the Bank’s
Partnership Report was declared winner of the
UK Sustainability Reporting Awards for the third
consecutive year. It also received an Electronic
Media Commendation for online reporting. In
parallel, CIS was declared joint winner of the UK
Social Reporting Awards for the second time in
three years. In February 2005, CFS’ 2004

Benchmark

Benchmark

Benchmark

Sustainability Report was declared winner of the
UK Sustainability Reporting Awards, and it also
received an Electronic Media Commendation
for online reporting.48

Audit and assurance CFS subjects its
sustainability reporting and underlying
accounting and management systems to the
highest levels of audit and assurance. 

• Independent audit During 2003,
justassurance was appointed as auditor to
CFS’ first Sustainability Report, primarily on
the basis of the high standing in which the
principal auditors are held. Given the generally
low levels of trust in business (page 8), CFS
considers it vital that those providing
sustainability audit and assurance are viewed
as being not just professional, but also
challenging and sensitive to the aims of
sustainable development. KPMG Audit plc49

audit the Financial Statements of CIS50 and
the Bank.51 In addition, KPMG reviews the
corporate governance statements as if the
companies were required to comply with the
Listing Rules of the Financial Services
Authority in relation to these matters. KPMG
is not required to consider whether the
Board’s statement on internal control covers
all risks and controls, or form an opinion on
the effectiveness of the Group’s corporate
governance procedures or its risk and control
procedures. Audit work is carried out in
accordance with Auditing Standards issued
by the Auditing Practices Board.

• Independent commentary In addition to the
auditors, justassurance, CFS commissions
commentary from independent experts on its
actual performance. These experts receive a
pre-publication draft of the Report and
consider the business’ performance on the
basis of the data and commentary contained
therein. Previously, three experts have been
commissioned, one for each of the following
areas: delivering value, social responsibility
and ecological sustainability. In this Report, as
part of a drive to establish a more connected
and sustainable view of business activities,
two pieces have been commissioned (with
the area of delivering value rolled into the
assessments of social responsibility and
ecological sustainability), as described on
page 95.

• Internal Audit CFS’ Sustainability Auditors
liaise closely with CFS’ Internal Audit
functions.52 In particular, Internal Audit are
charged with a rigorous 20-day annual
assessment of the systems underpinning the
Bank’s Ethical Policy compliance (page 49);
and as part of ISO14001 certification, seven
days were discharged in preparation for
ISO14001 certification.

• AA1000AS CFS and its Sustainability
Auditors utilise the AA1000 Assurance
Standard for the reporting and assurance of
sustainability performance, and associated
management and accounting systems.53

AA1000AS describes the core elements of
the public assurance statement, and the
requirements of the assurance provider in
relation to their independence and
competencies. The standard is based
around the three principles of materiality,
completeness and responsiveness. These
guide the assurance provider to assess the
degree to which:
– reporting contains the information that is

important to stakeholders, as well as the
reporting organisation; 

– the reporting organisation knows its
performance and stakeholders’ views of
this performance; and 

– the reporting organisation has coherently
responded to stakeholder concerns.

Global In November 2004, the
accessibility and assurance of CFS’ first
Sustainability Report was ranked number one
in the 2004 Survey of Corporate Sustainability
Reporting, with a score of 83%.35

In 2004, 44, 21 and two of the 
FTSE 100, US top 50 and Europe top 50
companies pursued independent verification of
their environmental and/or social performance.

Legislative compliance During 2004, CFS was
not subject to prosecution for environmental
offences, and had no reportable incidents.
There were no prosecutions for health and
safety offences in 2004, and just 546 incidents
(2003: 646), the vast majority of which were
associated with trips and falls (see pages 64-65).

Perception and reputation Described on
page 15 are the conclusions of research
conducted amongst UK Members of
Parliament (MPs) and the UK general public,
and the results of an analysis of UK media
coverage. Taken together, these indicate that
the Bank is held in high esteem by different
sections of society. Perception of the Bank as a
leader in corporate responsibility amongst MPs
has fallen; however, the authors of the study
note that between 2002 and 2005 this trend is
visible in respect of all leading businesses and
suggest that this can be explained by generally
higher expectations. It is anticipated that the
development of an Ethical Policy for CIS
(pages 47-48) will significantly enhance CIS’
future ratings. The degree to which CIS’ and
the Bank’s customers are aware of, and
satisfied with, the ethical and sustainability
performance of each business is described on
pages 30-32. The degree to which staff

Benchmark

Benchmark
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understand CFS’ core values is described on
pages 37-39, and the degree to which co-
operators and suppliers are aware of, and rate,
CIS’ and the Bank’s ethical and sustainability
policies is described on page 42.

Sustainability value
analysis
• Internal annual overhead associated with the

maintenance and development of the
Sustainable Development Team, £349,060.

• Annual costs relating to ethical and
sustainability external research, audit and
commentary, £755,000.

Influence and action
Mandatory sustainability reporting, UK
Since 2000, The Co-operative Bank has
advocated that all large UK businesses should
have to produce a sustainability report, and
that a small basket of indicators underpin this
in order that Partners can compare and contrast
performance. This position was adopted
across the business in 2003. In August 2004,
CFS responded to further Government
consultation54 on the matter and reiterated its
position in relation to the proposed Operating
and Financial Review (OFR), which the 1,300
largest quoted businesses in the UK will need
to produce with their annual results in 2006. In
particular, CFS expressed its concern that the
OFR proposals rely on Directors’ assessments
of what is material, and suggested that this
would ensure that the vast majority of reporting
would continue to focus on areas where
corporate performance is favourable, but not
necessarily material. It was also suggested
that if the stated proposals were to be carried
forward, then ‘due and careful enquiry’ would
be a reasonable and practicable standard to
require of directors. Related to the above, early
in 2004, CFS supported calls by a coalition of
UK NGOs (the CORE Campaign55) for time to
be given to a Private Members’ Bill that
advocated mandatory sustainability reporting.
To date, CFS’ views have not won through, 
and it is considered that there will be limited
opportunities to effect change until such a time
as the current proposals are seen to be lacking
(probably some three years hence).

Sustainable development strategy, UK
In August 2004, CFS responded to the UK
Government’s sustainable development
strategy consultation.56 The response
advocated that:

• the explanation of Sustainable Development
go further and explicitly recognise that all
societal/human activity is ultimately subject
to ecological limitations;

• the Government consider the merits of The
Natural Step57 approach to sustainability,
which has done so much to help all levels of
society in Sweden to accept, understand
and respond to sustainability considerations;

• persistent and bio-accumulative chemicals
be considered as a priority for UK action;

• the Government use its voice within
multilateral lending institutions such as the
World Bank to support renewable energy
development (i.e. via support for the
conclusions of the Extractive Industries
Review); and

• the ‘Renewables Obligation’ never fall below
a twelve-year commitment, as this effectively
becomes the repayment term for many
renewable energy projects (and below this
threshold private finance provision becomes
unviable in many cases).

Global reporting initiative (GRI) Over
2001/2, CIS and the Bank acted as
sponsors/contributors to an initiative that
sought to augment the GRI Guidelines (2002)
with sector specific guidance for financial
services in the area of social performance
indicators.58 A pilot version of the Sector
Supplement was released in November 2002,59

the first of any sector. Early in 2004, a similar
project was initiated in collaboration with UNEP
Finance Initiative;60 however, this time the focus
was environmental performance indicators.
CFS was invited, and agreed, to act as an
Expert Observer to the project. Initially, CFS
was concerned that the proposed indicators
were too focused on matters of policy and
process, with far too little emphasis on
disclosure of the degree to which financial
products, services, assets and liabilities were
actually subject to verifiable analysis and
screening. To a degree, such feedback was
incorporated and draft guidance was issued
for consultation in March 2005.61 CFS has now
agreed to participate in a pilot of the
Supplement through 2005/6. The extent to
which CFS’ reporting is in accordance with the
existing GRI indicators is available and detailed
at www.cfs.co.uk/sustainability2004/gri

SIGMA and related management standards
The SIGMA Project (Sustainability-Integrated
Guidelines for Management) was initiated in
1999 with the support of the UK Department of
Trade and Industry.62 The Co-operative Bank
acted as a sponsor/contributor to the
development of the Guidelines, which were
launched in September 2003. The Bank sought
to ensure that AA1000, AA1000AS and The
Natural Step were central to considerations of
accountability, assurance and ecological
sustainability respectively. All three elements
became central to the Guidelines; however,
they were placed within the framework of

Forum for the Future’s Five Capitals model.
CFS has expressed a level of discomfort at
this, given the lack of practical application of
the model over time. Notwithstanding this
development, CFS was happy to remain a
supporter, and in 2004 joined a BSI technical
committee tasked with considering the merits
of developing a formal sustainability
management standard based on the SIGMA
Guidelines. Progress to date has been limited
due to disputes around the proprietary status
of any outputs and the International Standards
Organisation’s (ISO) announcement63 in March
2005 that it would also be seeking to develop a
guidance standard on social responsibility. In
either case, it is unlikely that an externally
verifiable standard will emerge (another
‘guidelines’ approach being the preferred
route) and CFS intends to review its involvement
going forward.

BitC indices In 2004, CFS continued lobbying
for increased audit and transparency to be
built into the BitC indices. Just 5% of the
businesses completing the 2003 CR Index
agreed to share their submissions with third
parties. Significant improvements were made
to the 2004 indices: businesses were asked to
indicate their willingness to share submissions
– indeed, doing so accounted for 5% of the
overall score; the Environment Index focused
more on evidence for performance
improvement; and more resources were
allocated to the verification of submissions. As
a result of these changes, the number of
businesses in the Environment Index’s Premier
League fell from 28 in 2003 to 20 in 2004, and a
majority of the indices participants have
indicated that they would be willing to share
their submissions. 

1 UNWCED (1987). Our Common Future (The Brundtland
Report). Oxford University Press.

2 CIS Financial Statements (2004). Statement on SEE Risks.
Pages 22-25. See www.cis.co.uk/see 

3 The Co-operative Bank Financial Statements (2004). Statement
on SEE Risks. Pages 28-30. See www.co-operativebank.co.uk/
see

4 The Financial Statements (2004) of CIS and the Bank report
that: the Board of CIS comprises ten non-executive Directors
(NEDs) and six executive directors (including Stephan Pater,
appointed to the Board on 6 April 2005), and the Board of the
Bank comprises eight NEDs and seven executive Directors.
In both cases, Paul Hewitt held a position of NED in his
capacity as Chief Financial Officer of the Co-operative Group
until the retirement of Sir Mervyn Pedelty, the former Chief
Executive with effect from 15 December 2004, whereupon
Paul Hewitt was appointed Acting Chief Executive. The Chair
of the Bank, Graham Bennett, is a NED. The Chair of CIS,
Simon Butler, is a NED. In both cases, the Board has
appointed three independent professional NEDs (as defined
under the Combined Code): David Davies, Tony Lancaster
and Graham Stow. As at 23 February 2005, David Davies has
been nominated as the Senior Independent Director.

5 This covers the role of the Board and the matters reserved for
its decision, the terms of reference and membership of the
principal Board and management Committees, and the
powers delegated to those Committees, corporate
governance practices and procedures, including the powers
reserved to the most senior executives, and the latest
financial information about CIS and the Bank. Training
programmes have been provided to address specific
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business areas e.g. regulation under the Financial Services
Authority. In 2004, training was introduced for Audit & Risk
Committee members using an external consultant.
Throughout their period in office, the Directors are continually
updated on the business, the competitive and regulatory
environments in which it operates, corporate social
responsibility matters and other changes affecting CIS and
the Bank and the industries in which they operate. Directors
are also advised on appointment of their legal and other
duties and obligations as a Director both in writing and in
face-to-face meetings with the Secretary.

6 CIS and Bank Audit & Risk Committees stood separate until
November 2004, when the respective Boards delegated
responsibility to the CFS Audit & Risk Committee. There were
five meetings of the Committee during the financial year, with
the fifth meeting being the first occasion that the Committee
held the delegated responsibility for CIS and Bank audit and
risk as referred to above. 

7 Once a quarter, a Control Assessor (CA) – a senior member
of staff with responsibility for a risk(s) and associated controls
– must access an on-line Internal Controls Database (ICD).
Here, they review each risk and associated controls and
confirm that details are correct and up to date. Subsequently,
a Head of Department role ‘signs off’ the ICD quarterly return.

8 www.asb.org.uk
9 This superseded and replaced the Combined Code published

by the Hampel Committee on Corporate Governance in 1998.
10 CIS Financial Statements (2004). Statement of Corporate

Governance. Pages 33-41. See www.cis.co.uk/scg
11 The Co-operative Bank Financial Statements (2004).

Statement of Corporate Governance. Pages 35-41. See
www.co-operativebank.co.uk/scg

12 Ken Lewis, Resources Director, has responsibility for the
following areas: environment, human rights, procurement
and workplace issues such as health, safety and welfare and
diversity. The Director of Corporate Affairs has responsibility
for Community issues and the Executive Director, Marketing,
CFS has responsibility for marketplace issues such as
product design & development, campaign management and
web content & design.

13 In 2003, CIS’ and the Bank’s ecology, ethical finance,
diversity, social accountability and sustainability reporting
units were combined to form a new CFS Sustainable
Development Team (12 staff). In parallel, Community
Investment functions were brought together (5.5), and the
merger of Public Affairs units has allowed for expansion of
the Customers Who Care campaigning team (2.5). A
responsibility matrix is detailed on CFS’ website at
www.cfs.co.uk/sustainability2004/resources

14 www.cfs.co.uk/sustainability2003/hsw
15 www.cfs.co.uk/sustainability2004/wellbeing
16 www.co-operativebank.co.uk/equalopportunities
17 www.co-operativebank.co.uk/lifebalance
18 www.co-operativebank.co.uk/dignity
19 CFS has reviewed its policies, procedures and practices

against the International Labour Organisation’s Tripartite
Declaration of Principles concerning Multinational
Enterprises and Social Policy, the Organisation for Economic
Co-operation and Development’s Guidelines for
Multinational Enterprises and the Global Compact’s Nine
Principles, and considers that it complies with all policies,
guidelines and principles.

20 Launched in 1999, the AA1000 framework helps users to
establish a systematic stakeholder engagement process that
generates the indicators, targets and reporting systems
needed to ensure its effectiveness in overall organisational
performance. The principle of inclusivity underpins AA1000.
See www.accountability.org.uk

21 The Bank was the first business in the world to prepare a
sustainability report based on the framework with its 1998/9
Report.

22 www.opportunitynow.org.uk
23 www.raceforopportunity.org.uk
24 www.employers-forum.co.uk
25 www.efa.org.uk
26 www.bitc.org.uk/programmes
27 www.bitc.org.uk/programmes/key_initiatives/corporate_

responsibility_index/index.html
28 BitC classes ‘outstanding’ as a score of 95% and over. The

only area in which the Bank fell short was ‘Social Impact’,
where a score of 87% was realised.

29The Co-operative Bank was the first UK-based business to
incorporate The Natural Step methodology in 1996, and it is
considered to have been vital to the substantive
improvements in performance realised to date. See

www.naturalstep.org.uk
30 www.bsi-global.com/environment
31 Certificate reference EMS 67431
32 Quality of Life Counts – 2004 update (March 2004).

Department for Environment, Food and Rural Affairs. 
33 www.bitc.org.uk/programmes/programme_directory/business

_in_the_environment/bie_index/index.html
34 In 2004, CIS’ Social Accountability Report was declared to 

be the Best Social Report in the UK for the second time in
three years.

35 In 2004, the Bank’s Partnership Report was declared to be
the Best Sustainability Report in the UK for the third consecutive
year. In 2003, it was declared winner of the European
Sustainability Reporting Awards, and in 2002 it was ranked
world number one in the United Nations Environment
Programme’s biennial global benchmarking survey. 

36 Where change resulted in a restatement of previously declared
performance, this was highlighted and the restatement
clarified on CFS’ sustainability website at
www.cfs.co.uk/sustainability2004/restatements

37 www.cfs.co.uk/sustainability2004/gri
38 In May 2004, Co-operativesUK launched a basket of ten Key

Social and Co-operative Performance Indicators, as
described on page 11. CFS’ reporting encompasses in full
the seven social indicators, and in part the Member
indicators relating to education and economic involvement. It
does not encompass the indicator relating to Member
democratic participation, as CFS is not under direct Member
control. See www.co-opunion.coop/live/welcome.asp?id=211

39 In 2001, the UK Department for Environment, Food & Rural
Affairs (DEFRA) produced general guidelines that set out
how to produce a good quality environmental report. CFS’
reporting is consistent with the proposed ‘reporting process’,
and covers both those indicators suggested as being
‘relevant to all organisations’ and those indicators
considered to be additional extras. The guidance cites The
Co-operative Bank as one of seven examples of good
practice. DEFRA has also published separate guidelines on
how to measure and report on the three key impacts
common to all companies: greenhouse gas emissions,
waste and water use. Again, CFS’ reporting is considered to
be consistent with these guidelines, with the following
exceptions: CFS does not yet account completely for the
emissions of third party haulage; and, does not treat CO2

emissions from Combined Heat and Power generation as
zero, given the technology’s reliance on fossil fuels. See
www.defra.gov.uk/environment/business/envrp/guidelines.htm

40 The London Benchmarking Group (LBG) consists of over 90
organisations that have come together to manage, measure
and disclose their involvement in the community. The LBG
model considers community investment in terms of inputs,
outputs and impacts, with inputs analysed on the basis of
their underpinning motivation (charitable, investment or
commercial). See www.Ibg–online.net

41 CIS Financial Statements (2004). Pages 31-32. See
www.cis.co.uk/financialreports2004

42 The Co-operative Bank Financial Statements (2004).
Statement of Corporate Governance. Page 34. 
See www.co-operativebank.co.uk/scg

43 CIS Financial Statements (2004). Pages 20-21. See
www.cis.co.uk/financialreports2004

44 www.sustainability.com/insight/research-article.asp?id=128
45 www.accaglobal.com/pdfs/environment/towards_trans_2004
46 Directions #4 - Trends in CSR Reporting 2003-2004. Context

and SalterBaxter.
47 www.accaglobal.com/sustainability/awards/esra
48 www.accaglobal.com/sustainability/awards
49 Audit includes examination, on a test basis, of evidence

relevant to the amounts and disclosures in the Financial
Statements. It also includes an assessment of the significant
estimates and judgements made by the Directors in the
preparation of the financial statements, and of whether the
accounting policies are appropriate to the Group’s
circumstances, consistently applied and adequately
disclosed.

50 CIS Financial Statements (2004). Auditor’s Report. Page 48.
See www.cis.co.uk/financialreports2004

51 The Co-operative Bank Financial Statements (2004).
Auditor’s Report. Page 46. See www.co-operativebank.co.uk/
financialreports2004

52 The Internal Audit function is an independent appraisal
function, which derives its authority from the Board through
the CFS Audit & Risk Committee. Its primary role is to provide
reasonable and objective assurance about the adequacy
and effectiveness of the business’ financial control

framework and risk management.
53 AA1000AS was launched in March 2003 by the public

interest, non-commercial professional institute, AccountAbility,
and is available on a non-proprietary basis. CFS’ Head of
Sustainable Development has been an elected Council
Member of AccountAbility since 2000, and has co-chaired
the Technical Committee that advises on standards
development since 2002. See www.accountability.org.uk

54 Draft Regulations on the Operating and Financial Review and
Directors’Report(2004).See
www.dti.gov.uk/cld/pdfs/ofr_condoc.pdf

55 www.foe.co.uk/campaigns/corporates/core/index.html
56 www.sustainable-development.gov.uk/publications/

publications.htm
57 The development of The Natural Step is described at

www.context.org/ICLIB/IC28/Robert.htm
58 CFS’ Head of Sustainable Development acted as co-chair of

the GRI-SPI Reporting Committee. See www.spifinance.com
59 www.globalreporting.org/guidelines/sectors/spi2001.asp
60 www.unepfi.org
61 www.globalreporting.org/news/updates/article.asp?ArticleID

=395
62 Formed as a partnership between the British Standards

Institution, Forum for the Future and AccountAbility. See
www.projectsigma.com

63 www.iso.org/iso/en/commcentre/pressreleases/2005/Ref95
3.html
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In pursuit of sustainable
development, CFS uses
indicators to chart its
progress against the triple
bottom lines of value,
ethics and ecology



X

Indicators: 
informing both
Partners and strategic
decision making

Indicators can be derived from a variety of
sources. To aid understanding and navigation,
next to each of the 83 indicators described
overleaf is a ‘derivation tag’, which refers to the
following classifications:

• Partner – indicators derived from specific
consultation with Partners, and based on
their stated priorities;

• Strategy – ‘leadership’ indicators derived
from CFS’ business strategy;

• Standard – indicators derived from various
emerging ethical, sustainability and 
co-operative standards and guidelines.

Targets
During 2004, CFS has been working towards a
series of targets set in last year’s Sustainability
Report and in the previous reports of both CIS
and the Bank. 

• Of the 70 targets set last year, CFS has fully
achieved 33, made acceptable progress
against 22, and not yet achieved 15. 

• Despite progress in many areas, there still
remains considerable scope for improvement,
which is why, in this Report, 62 new targets
have been set for attainment in 2005 
and beyond. 

Informing Partners
Sustainable development objectives are broad,
and, in order to deliver them, organisations need
to focus on specific issues. One way to do this
is through indicators, which illustrate important
performance issues. Profit before tax and
income are widely recognised as key financial
indicators of business performance. They are
broad-brush, highly-aggregated statistics that
summarise the overall picture. 

Indicators can be either quantitative or
qualitative. Quantitative (numerical measures)
offer many obvious advantages, especially in
terms of gauging ecological impacts. However,
when dealing with highly complex economic or
social systems, a textual (qualitative) response
is sometimes appropriate. In such
circumstances, CFS endeavours to express
performance against a scale, as opposed to a
general descriptive statement.

Organisations use indicators to inform
business strategy, and stakeholders can use
them to judge how well a business is
performing. CFS intends that the indicators
contained within this Report should be used in
the same way; that is, to inform strategic
decisions within the business and to help
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Partners assess whether, when judged against
the benchmarks presented in this Report, CFS is
achieving the broader objectives of sustainable
development. Of course, conflicts of interest
will arise; for example, situations where
progressing one indicator will mean hindering
development of another. Judgements, therefore,
need to be made by the business, and Partners,
about how best to reconcile the benefits of
delivering value, social responsibility and
ecological sustainability.

Indicators
According to conventional wisdom, indicators
should meet a number of criteria referred to as
SMART: Specific, Measurable, Achievable,
Realistic and Timely. Whilst endorsing these
general characteristics, CFS also believes that: 

• delivering value indicators should be
based on focused consultation with those
Partners most affected (pages 25-43);

• social responsibility indicators should be
informed by the widest possible dialogue
(pages 45-73); and

• ecological sustainability indicators
should be based on sound scientific
principles (pages 75-93).



Indicators

Delivering value
No. Section Indicator Derivation Partners impacted Page

1 Financial performance Profit (Bank/CIS) Partner | Strategy Shareholders | Staff | Society | 26
Co-operative movement2 Income (Bank/CIS) Partner | Strategy

3 Cost/Income ratio (Bank) Partner | Strategy

4 Average retail balances (Bank) Partner | Strategy

5 Return on equity (Bank) Partner | Strategy

6 Insurance funds under management (CIS) Partner | Strategy

7 Sustainability value analysis (Bank) Strategy

8 Wealth creation (Bank/CIS) Standard

9 Personal customers Satisfaction with service Partner Customers | Society 29

10 Satisfaction with relationship Partner

11 Satisfaction with Financial Adviser (CIS) [NEW] Partner

12 Satisfaction with ethics and sustainability Partner | Strategy

13 Complaints Standard

14 Network developments Standard

15 Corporate and business Satisfaction with service Partner Customers | Society 34
customers

16 Satisfaction with relationship Partner

17 Satisfaction with ethics and sustainability Partner | Strategy

18 Complaints Strategy | Standard

19 Network developments Strategy | Standard

20 Staff Salary package Standard Staff | Society | Co-operative movement 36

21 Staff turnover Standard

22 Trades union recognition Standard

23 Personal development and career opportunities Partner

24 Working environment Partner

25 Job security Partner

26 Work/life balance Standard

27 Communication Standard

28 Co-operative culture and ethical conduct Partner | Strategy

29 Suppliers Prompt payment Partner Suppliers 40

30 Satisfaction with relationship Partner

31 Fair treatment Partner

32 Effective communication Partner

33 Long-term relationship Strategy

34 Co-operative movement Member economic involvement [NEW] Standard Shareholders | Customers | 42
Co-operative movement35 Member training [NEW] Standard

36 Co-operative involvement [NEW] Standard

37 Satisfaction with ethics and sustainability [NEW] Partner | Strategy
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No. Section Indicator Derivation Partners impacted Page

38 Ethical finance Socially responsible investment (Bank) Partner | Strategy Customers | Society | 46
Co-operative movement39 Socially responsible investment (CIS) Partner | Strategy

40 Anti-money laundering and financial crime prevention Standard

41 Financial inclusion [NEW] Financial inclusion Strategy Customers | Staff | Society | 54
Co-operative movement42 Small business support in deprived areas Strategy

43 Human rights Oppression Partner Customers | Society | 56
Co-operative movement44 Armaments Partner

45 Labour standards Partner

46 Trade and development Partner

47 Animal welfare Animal testing Partner Customers | Society | 59
Co-operative movement48 Intensive farming Partner

49 Blood sports Partner

50 Fur trade Partner

51 Sustainable procurement Supplier screening and engagement Partner | Strategy Suppliers | Society 60

52 Suppliers’ attitudes toward ethics and sustainability Partner

53 Health, safety and welfare Accidents/incidents Standard Customers | Staff | Society 64

54 Absence Standard

55 Well-being Standard

56 Diversity and equality Workforce composition Standard Customers | Staff | Society 66

57 Accessibility of products and services Standard

58 Community involvement Impact on society Standard Customers | Staff | Suppliers | Society | 71
Co-operative movement59 Financial support Standard

60 Customer involvement Standard

61 Staff involvement Partner | Standard

No. Section Indicator Derivation Partners impacted Page

62 Energy Carbon dioxide emissions Standard Customers | Staff | Suppliers | Society 76

63 Sulphur dioxide emissions Standard

64 Nitrogen oxide emissions Standard

65 Particulate emissions Standard

66 Volatile organic compound emissions Standard

67 Energy usage Standard

68 Water Water consumption and discharge Standard Customers | Suppliers | Society 80

69 Chemicals Toxics Standard Customers | Suppliers | Society 82

70 PVC Standard

71 CFCs/HCFCs/HFCs Standard

72 Transport Business mileage Standard Customers | Staff | Suppliers | Society 85

73 Carbon dioxide emissions Standard

74 Sulphur dioxide emissions Standard

75 Nitrogen oxide emissions Standard

76 Particulate emissions Standard

77 Volatile organic compound emissions Standard

78 Reduce, reuse, Waste minimisation Standard Staff |Suppliers | Society 88
repair and recycle79 Reuse and recycling Standard

80 Paper and printing Paper, by type Standard Customers | Suppliers | Staff | Society 90

81 Print, by type Standard

82 Biodiversity Biodiversity enhancement Standard Customers | Society 92

83 Land occupied Standard

Social responsibility

Ecological sustainability
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A major modernisation
programme commenced
in 2004, which aims to
build a new, more
sustainable, operating
model for CIS
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Performance over time 
In this Report, ethical and sustainability
performance is attributed, in most instances, to
either CIS or The Co-operative Bank. One
exception to this is the area of staff satisfaction,
as measured by the staff survey process; where
the inclusion of CIS Insurance Sales staff for
the first time in 2003, and the advent of CFS
central functions, has rendered year-on-year
comparison very difficult. As a consequence,
CFS staff responses in 2003 and 2004 are
compared with an amalgamation of data for CIS
(excluding Insurance Sales) and Bank staff in
2002 (pages 36-39). Where a review of historic
data has identified inaccuracies, information
has been restated; the symbol appears next
to such datasets; and an explanation of the
change is provided on CFS’ website.4

Developments
Qualitative research has been undertaken with
CIS customers and suppliers in order to
establish/confirm the priorities of these
Partners (previously, indicator selection had
been influenced by qualitative research
undertaken amongst Bank customers and
suppliers only). This has led to the formation of
a new indicator for CIS: ‘Satisfaction with
Financial Adviser’ (page 29). In addition, in line
with the guidance of Co-operativesUK, reporting
now encompasses ‘Member education’ and
‘Member economic involvement’ (pages 42-43).

CIS and the Bank have continued to prepare for
the introduction of IFRS, as described on page
16. All IFRS and their impacts have been
reviewed and the most significant are described
in the Financial Statements of CIS5 and the
Bank.6 In addition, the FSA introduced new 
rules governing the calculation of the solvency

R

position of life insurers during 2004. CIS’
Financial Statements provide a summary of
realistic liability results and capital position as 
at 8 January 2005.7

Assurance 
An assessment of the degree to which CFS
succeeds in delivering value to its Partners in a
socially responsible manner is provided by
David Grayson, Director of Business in the
Community (page 98). An assessment of the
degree to which CFS succeeds in delivering
value to its Partners in an ecologically
sustainable manner is provided by Jonathon
Porritt, Programme Director, Forum for the
Future, and Chairman, The Natural Step UK
(pages 99-100). For further details, please
contact Jo Healy, Sustainability Reporting
Manager (jo.healy@cfs.co.uk).

1 www.accountability.org.uk
2 www.co-opunion.coop/live/images/cme_resources/Users/

siobhan/KSCPI/Guidance%20Document.pdf
3 www.ica.coop/ica/info/enprinciples.html
4 www.cfs.co.uk/sustainability2004/restatements
5 CIS Financial Statements (2004). Pages 31-32. See

www.cis.co.uk/financialreports2004
6 The Co-operative Bank Financial Statements (2004).

Statement of Corporate Governance. Page 34. 
See www.co-operativebank.co.uk/scg

7 CIS Financial Statements (2004). Pages 20-21. See
www.cis.co.uk/financialreports2004

CFS aims to deliver value to all its Partners in a
balanced fashion over time, where ‘value’ is
defined by the Partner, not CFS. Essentially,
CFS is seeking to enhance the utility enjoyed
by those groups on which its business is, to
varying degrees, dependent. This is what makes
CFS’ approach to sustainable development a
genuine triple bottom line sustainability strategy
(ethics, ecology and value). True corporate
sustainability relies not only on delivering social
responsibility and ecological sustainability, but
also on satisfying the desires and needs of a
range of Partners.

Ascertaining priorities 
Determining the views of Partners, such as
shareholders, suppliers, customers and staff,
is relatively straightforward; research is carried
out via a combination of focus groups, postal
questionnaires, telephone and internet surveys.
The AA1000 management framework1 underpins
CFS’ approach to such engagement exercises;
ensuring that organisational responsiveness
ultimately flows from the masses of data
generated by social accounting programmes. 

However, for other Partners, such as Society
and the Co-operative movement, it is more
difficult to ascertain a set of coherent priorities.
In such instances, CFS works via trusted proxy
representatives. In the case of the Co-operative
movement this is Co-operativesUK,2 and their
Key Social and Co-operative Performance
Indicators, which are based on the Co-operative
Principles.3 In relation to Society, CFS
considers charities and campaigning
organisations to be credible independent
reference points, together with the views
expressed by customers during Ethical Policy
consultations (page 11).

Delivering value



Financial
performance

1. Profit (Bank/CIS)
2. Income (Bank/CIS)
3. Cost/Income ratio (Bank)
4. Average retail balances (Bank)
5. Return on equity (Bank)
6. Insurance funds under management

(CIS)
7. Sustainability value analysis (Bank)
8. Wealth creation (Bank/CIS)

Target 2005 
• Ensure that IFRS–compliant Financial Statements

for the year ending January 2006 can be produced.

Commentary
Context The Co-operative Bank is a public
limited company, whose sole equity shareholder
is the Co-operative Group. The Bank also has
approximately 2,500 preference shareholders
who receive a half-yearly fixed dividend. CIS is
a co-operative society registered under the
Industrial and Provident Societies Act. CIS and
the Bank are now held by Co-operative Financial
Services (CFS), an Industrial and Provident
Society formed in April 2002 to bring the two
businesses together under common leadership.
Whilst the financial accounts of the Bank and
CIS remain discrete, both contain central costs
associated with the creation of CFS, which are
apportioned between the two businesses on
an agreed basis.

Financial results – Bank In 2004, The 
Co-operative Bank achieved a profit before tax
of £132.0 million, £1.9 million higher than 2003,
and a return on opening equity after tax of 15.2%.
Earnings attributable to the equity shareholder,
after tax and before a dividend of £20 million,
were £84.7 million, an increase of 1.6%
compared to 2003. The eleventh year of record
profits arose from a 1.2% growth in operating
income and a stable bad debt charge, partially
offset by a 1.5% increase in operating costs.
Although the credit climate was benign in

2004, the Bank has continued to adopt a
cautious lending policy while expanding both
lending and deposit balances. In particular,
strong growth in lower risk, first mortgage
advances combined with tight credit criteria for
other new business has enhanced credit
quality. This has delivered a 0.21 percentage
point improvement in the charge for bad debts
as a percentage of year-end balances to only
0.82% for 2004. Growth in operating income,
on the back of this balance sheet growth, was
offset by lower wholesale market income and
tighter lending margins.

Balance sheet – Bank Average retail customer
deposits of £6,566 million grew by £408 million
(7%) over the year. Average customer retail
lending balances increased at a faster rate,
reaching £6,974 million, an increase of £2,024
million (41%), principally due to growth in
residential mortgages. The personal sector
dominated the growth in retail lending
balances, with an increase of £1,948 million
(61%) compared to 2003. The corporate sector
achieved growth of 4% in an intensely
competitive market.1

Financial results – CIS During 2004, CIS
continued to trade under difficult conditions.
Total premium income across CIS fell in 2004
to £1,454 million, from £1,784 million at the end

Performance
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of 2003, principally reflecting the actions taken
by CIS which resulted in customers contracting
back into the State second pension in early 2004,
coupled with customer nervousness towards
lump sum investment in certain long-term
business products. Total premium and unit trust
income decreased to £1,789 million, a fall of
9%. New business was marginally better than
recorded in 2003 with a 7% increase in life,
pension and unit trust new business more than
offsetting a modest reduction in new general
business. Although operating costs of £508
million were £39 million higher than 2003, this
included expenditure of almost £50 million in
connection with the programme to modernise
and restructure CIS. General business made an
operating profit before exceptionals of £32.2
million compared with £61.7 million in 2003. In
addition, exceptional expenditure of £25.1 million
reflects the General Insurance contribution
towards the cost of the restructuring programme.
On a like for like basis, excluding exceptional
costs, short-term investment fluctuations and a
premium discount reserve adjustment of £19.1
million (2003: £40.8 million), General Insurance
operating profit was £13.1 million compared
with £20.9 million in 2003.

Financial strength – CIS CIS’ capital position
remains satisfactory for both Life and General
Insurance businesses and provides a strong

base for the business to deliver its modernisation
proposals. CIS welcomes the FSA’s new basis
of solvency reporting and a report of CIS’
financial position on this new basis is included
within the realistic liabilities and capital position
statement in the CIS Financial Statements.2

Investments – CIS The principal change in
asset allocation in the long-term fund during
the year was an £870 million switch from gilt-
edged securities into non-gilt fixed-interest
securities. CIS sold £430 million of UK equities
and reinvested in the sterling fixed-interest
markets. During the year, the residential
mortgage book was sold to The Co-operative
Bank and there was a further investment in
swaptions to match contingent liabilities on
guaranteed annuity policies. Corporate activity
in the equity markets was at a similar level to
that in 2003, with the fund receiving around £60
million from a combination of takeovers and
capital reconstructions. For the general funds,
a programme of reducing exposure to UK
equities, totalling around £530 million, was
undertaken, with a corresponding increase in
exposure to the sterling fixed-interest markets.
The investment income for the long-term
business fund, excluding investment gains and
losses and net of investment expenses, was
£798 million, with the corresponding figure for
the general funds being £103 million. 

Sustainability value analysis For some time,
The Co-operative Bank has been recognised
as a leading proponent of the sustainable
development business model. MORI Financial
Services conducts research, published
biannually, into the influence of various factors
on the opening of personal current accounts.
This research strongly indicates that, whilst
‘ethics’ is a major determining factor for
customers of The Co-operative Bank (24% cite
ethics as being influential in opening an account),
it is only rarely specified by customers of other
banks (fewer than 1% of customers cite ethics
as being influential in opening an account).3

This is the fourth year in which a sustainability
value analysis has been undertaken in relation
to the Bank, and the second year for CIS. The
analysis contains two elements: 

• Estimate of the total contribution to
profit made by the Bank’s ethical and
sustainability positioning Currently, this
analysis is restricted to the Bank, as CIS
does not have a significant core of customers
for whom ‘ethics’ is a major driver. It is
anticipated that the launch in 2005 of a
customer-mandated CIS Ethical Policy will
result in increases from 2005 and beyond.
Until 2003, the total profitability contribution
was determined by aggregating the
profitability contribution derived from
ethically and environmentally motivated
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7 2004 figure excludes Abbey National due to the volatile nature of its results in recent years.
8 Profit before tax as reported in the Bank’s interim results to 28th July 2001: £60.2 million.
9 Profit before tax as reported in the Bank’s full year results: £122.5 million.
10 Profit before tax as reported in the Bank’s full year results: £130.1 million.
11 Profit before tax as reported in the Bank’s full year results: £132.0 million.

Profitability contribution Profitability contribution
made by customers who made by customers who 
state that ethics is the state that ethics is an
most important factor important factor
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20029 13% 24%
200310 17% 29%
200411 20% 34%
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customers for each product. In 2003, the
Bank refined its research process and added
an additional ‘motivational’ category – 
co-operative movement/heritage – which
enables the Bank to capture information on
those customers who are attracted by the
co-operative aspects of the Bank’s brand
positioning (as opposed to ‘ethics’ and
‘environment’). Analysis, undertaken in 2004,
reveals that the Bank’s co-operative, ethical
and sustainability positioning continues to
contribute to the Bank’s profitability. In 2004,
34% of Bank profits can be attributed to
customers who cite these as important factors
(2003: 29%), and 20% to customers who cite
these as the most important factors (2003:
17%) in their relationship with The Co-operative
Bank. Of the profitability attributed to
customers who cite this positioning as the
most important factor, 68% is attributable to
personal banking customers (2003: 72%)
and 32% to corporate and business banking
customers (2003: 28%). Of the profitability
attributed to customers who cite it as an
important factor, 65% is attributable to
personal banking customers (2003: 70%)
and 35% to corporate and business banking
customers (2003: 30%). 

• Costs/benefits to CIS and the Bank of
particular sustainability initiatives. The
impact of ethical factors on specific CFS

decisions is calculated and disclosed (e.g.
the additional costs associated with the
purchase of green electricity), together with
any ethical overheads (e.g. the costs
associated with maintenance of the
Sustainable Development Team). Individual
findings are presented throughout the Report
and a summary is available on the website.4 No
attempt is made to integrate or ‘net off’ these
two elements. The first part of the analysis
relates to ‘real’ profitability calculations, whilst
the second part includes ‘hypothetical’ 
costs (e.g. the opportunity cost of declining
corporate business as a result of the Bank’s
Ethical Policy) and savings (e.g. the cost
savings arising from the switch to
remanufactured toner cartridges across
CFS). The two elements are considered to
present different aspects of the costs and
benefits of pursuing sustainable development.
For further details of how the Bank determines
the total profitability contribution made by 
its ethical and sustainability positioning, visit
the website.4

Wealth creation – CFS ‘Economic Value
Added’ expresses the contribution to national
wealth made by a commercial organisation,5

and seeks to recognise that a variety of
Partners can benefit from such wealth creation.
For example, economic value can be

disbursed to staff in the form of salaries and
other benefits, to the State in the form of taxes,
to charitable causes in the form of donations,
and to owners in the form of profit, dividend
and reserves. Of the £289.3 million Economic
Value Added created by The Co-operative
Bank in 2004, £115.1 million (39.8%) was
distributed to the Bank’s owners, £39.6 million
(13.7%) to the State and £134.6 million (46.5%)
to staff. Of the £345.8 million Economic Value
Added created by CIS in 2004, £28.6 million
(8.3%) was distributed to CIS’ owners, £5
million (1.4%) to the State and £312.2 million
(90.2%) to staff. Further analysis of CIS’ and
the Bank’s Economic Value Added is provided
on CFS’ website.6

1 In 2004, the Bank continued with its strategy of carefully
targeting growth at the residential mortgage market to
increase the proportion of secured lending and to reduce the
Bank’s unsecured credit exposure whilst maintaining the
balance between personal and corporate business in the
portfolio. The Bank acquired £360 million of mortgage assets
from CIS in May 2004 increasing average balances by £195
million. Including this acquisition, total average mortgage
balances increased by £1,809 million reaching £3,292 million
by the end of the year.

2 www.cis.co.uk/financialreports2004
3 MORI Financial Services Survey, twelve months ending

December 2004.
4 www.cfs.co.uk/sustainability2004/costbenefit
5 Where ‘Economic Value Added’ equals the sum of operating

profit, employee costs, depreciation and amortisation.
6 www.cfs.co.uk/sustainability2004/valueadded
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Personal
customers

9. Satisfaction with service
10. Satisfaction with relationship
11. Satisfaction with Financial Adviser (CIS)

[NEW]
12. Satisfaction with ethics and

sustainability
13. Complaints 
14. Network developments 

Targets 2004 
• Seek to improve customer service in the Pensions

Protection Investments Accreditation Board-
defined areas required for CIS to maintain Raising
Standards accreditation. Target achieved

• Research, develop and launch an Income
Protection product in 2004. Target achieved

• Develop a direct sales and servicing capability for
motor and home insurances, to further enhance
CIS’ multi-channel distribution and servicing
capabilities. Acceptable progress

• Ensure that at least 90% of customers say that
their relationship with smile is ‘excellent’ or
‘good’. Target not achieved

Targets 2005
• Seek to improve customer service based upon the

independently assessed targets required for CIS
to maintain Raising Standards accreditation.
Dorothy Carley, Service Delivery Manager 

• Develop a direct sales and servicing capability for
motor and home insurances. Carl Woolfenden,
Project Manager, NOM – General Insurance

• Seek to increase to 85% the percentage of
customers who describe their relationship with
smile as ‘excellent’ or ‘good’. Christine Petyt,
Director of Operations, smile

Commentary
Context CIS and The Co-operative Bank provide
a range of banking, insurance and investment
products to seven million customers. Whilst
insurance products continue to be marketed to
banking customers and vice versa, during
2004, the customer bases and the majority of
service channels remained largely distinct to
each organisation. For a number of years, the
Bank has reported the satisfaction of its current
account customers, based upon their rating of
service, relationship and ethics, which they
have deemed to be priority issues (page 10).
Although the current account is considered to
be the Bank’s key relationship product, the
Bank also reports on customer satisfaction in
these priority areas for other high volume
products – credit cards, smile, savings and
loans. In addition, the Bank uses MORI
Financial Services data1 to provide industry-
wide comparative satisfaction data. In 2004,
focus groups were undertaken amongst CIS
customers to identify their principal drivers of
satisfaction. This dialogue informed the
development of more extensive customer
satisfaction research, which was undertaken
amongst holders of CIS’ major products (motor
insurance, home insurance, life assurance, unit
trusts and pensions). Additionally, MORI
Financial Services’ satisfaction data is provided

for CIS’ motor, home, life assurance and pension
customers. Taken together, the products for
which MORI Financial Services data is
available account for 57% of all CIS/Bank
policies/accounts held by customers, by number. 

Satisfaction – qualitative – CIS A selection
of in-depth interviews undertaken amongst CIS
customers in 2004 indicated that the relationship
with Financial Advisers is customers’ number
one priority issue. Advisers are considered to
play a key role in customers’ decisions to take
out new financial products, but are not regarded
as being ‘pushy’. The reputation of CIS as an
established and trustworthy business is also
considered to be important in customers’
decisions to take out additional CIS policies. 

Satisfaction – quantitative – CIS Feedback
from the in-depth interviews fed into the
construction of a telephone-based survey,
which was conducted amongst a sample of
CIS customers in early 2005. Overall, there has
been an increase, to 82%, in the number of
customers who describe their relationship with
their Financial Adviser to be either ‘excellent’ or
‘good’ (2003: 70%). This increase masks the
decline that has been seen in some areas,
such as unit trusts, in the number of customers
who state that their relationship with Advisers is
‘excellent’ (down 14 percentage points to
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82% of CIS customers describe 
the relationship with their Financial
Adviser as ‘excellent’ or ‘good’. 
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37%). 80% of CIS customers described their
relationship with CIS as ‘excellent or good’
(2003: 78%), and 82% say that they are either
satisfied or very satisfied with the service they
receive. 86% of customers said that they would
be likely to recommend CIS to a friend (2003:
87%), of whom 59% say that they would be
very likely to make such a recommendation
(2003: 62%). 2004 saw a nine percentage point
increase, to 39%, in customer awareness of
CIS’ ethical and sustainability commitments,
which is likely to result from the concerted
campaign of customer communication that
has accompanied the development of a CIS
Ethical Engagement Policy (pages 47-48). 85%
of those aware said they were satisfied with
performance in these areas (2003: 85%).

MORI’s surveys show that CIS’ motor
insurance, home insurance, life assurance and
pensions customers (which represent 75% of all
CIS customers) are more likely to be satisfied
than the market average. CIS received external
recognition for its products and services at 
the Mirror Money Personal Finance Awards,
where it was voted Britain’s Best Insurer and
commended in the categories for Best Life
Insurer and Best Pensions. CIS also collected
the award for Best Motor Insurance Provider 
at the Guardian/Observer Consumer Finance
Awards 2004.

Satisfaction – Bank 88% of current account
customers rate their relationship with the Bank
as ‘excellent’ or ‘good’ (2003: 88%). 95% say
that they are either satisfied or very satisfied
with the service they receive (2003: 95%). The
percentage of current account customers who
say that they would be likely or very likely to
recommend the Bank to a friend remains
unchanged at 87%. 77% of current account
customers are aware of the Bank’s
ethical/sustainability positioning, and 88% of
those aware are satisfied with the Bank’s
performance in these areas (2003: 91%).

MORI’s surveys show that Co-operative
Bank current account, savings, credit card and
loan customers (which represent 96% of all Bank
accounts) are more likely to be satisfied than
the market average. According to MORI, 50%
of The Co-operative Bank’s current account
customers are very likely to recommend the
Bank (2003: 43%), compared with the market
average of 30% (2003: 32%). Co-operative
Bank Financial Advisers (CBFA), the Bank’s 
IFA subsidiary, came runner up in the Best
Independent Financial Adviser category of 
the Guardian/Observer Consumer Finance
Awards 2004.

Satisfaction – smile Competitive interest rates,
internet banking, and ethical and ecological
reasons are cited as the three main drivers for
smile account opening. There has been a 13

Benchmark

Benchmark

percentage point increase – from 5% in 2003 to
18% – in the number of smile customers who
consider ethical and ecological reasons to be
the main factor in their decision to open an
account with smile. This is believed to result
from a change in research methodology,2 and
a shift in prioritisation, away from factors such
as convenience (down 13 percentage points to
9%). This may reveal that customers now
consider such factors as a given in internet
banking. There has been a nine percentage
point decrease to 27% in the number of
customers who agree that the smile banking
experience is ‘excellent’; although 83% of
customers rate their smile banking experience
as ‘excellent’ or ‘good’ (2003: 90%). The
propensity of smile customers to recommend
smile to a friend remains unchanged at 94% – of
whom 72% would be ‘very likely’ to recommend
(2003: 72%). smile continues to be
the only UK-based internet bank accredited by
the British Standards Institution to BS7799 for
Information Security Management Systems.
smile continued to receive extensive external
recognition in 2004, including; Best Bank
Website (Online Finance Awards 2004); Best
Overall Customer Service, Best Credit Card
and Best ISA Provider (Guardian/Observer
Consumer Finance Awards 2004); Best Internet
Banking Provider 2004 (Your Money Direct
Awards 2004); Best Online Bank (Personal

Benchmark

Finance Magazine – May 2004); and Best current
account in Britain (Moneywise March 2004). 

Complaints – CIS In 2004, CIS received a
total of 51,909 complaints (2003: 48,268), of
which 36,083 were ‘regulated’ complaints – i.e.
those relating to the sale of life assurance,
pensions and investment products (2003:
30,397). The increase in regulated complaints
can be primarily attributed to an increase in the
number of complaints relating to mortgage
endowments. 2004 saw a three percentage
point improvement (to 98%) in the number of
regulated complaints being provided with a
response within 5 days. 99% of non-regulated
complaints were acknowledged within 5 days.
During 2004, CIS undertook research with
customers to gain a better understanding of
their expectations of, and satisfaction with, the
CIS complaints service. Whilst, overall, 57% of
customers were broadly satisfied with the
complaints service, 19% indicated that they
were extremely dissatisfied. The research
revealed a strong correlation between positive
perceptions of the complaints process and
positive complaint outcomes. 

Complaints – Bank The Co-operative Bank was
the first High Street bank to provide customers
with service level guarantees covering certain
routine banking facilities. Where the Bank falls

30

2000 

2001

2002

2003

2004

Savings
56% 37%
47% 44%
67% 27%
50% 41%
59% 38%
50%
56%

42%
37%

53% 39%

2003 
2004

2003 
2004

2003 
2004

2003 
2004

2003 
2004

Motor

Home

Life
assurance
Unit trusts

Pensions

My relationship with CIS is...

26% 54% 15%

27% 57%

21% 60% 15%

27% 53% 15%

100%

Excellent Good Average Below average/seriously 
below average

Excellent Good Average Below average/seriously 
below average

67% 28%
50% 41%

0% 50% 100%

24% 54% 17%

Satisfaction with relationship 

2000
2001
2002
2003
2004

2001
2002
2003
2004

2001
2002
2003
2004

2001
2002
2003
2004

2000
2001
2002
2003
2004

Current
accounts

Savings

Loans

Credit
cards

smile

My relationship with the Bank is...

31%
20%
26%

23%
14%

51%
52%

51%

51%
47%

15%
22%

20%

21%
35%

19% 48%

39% 51%

44% 46%

36% 52%

22%

42% 49%

33%
30%

2000 

2001

2002

2003

2004 

Current accounts
65% 31%
47% 42%
71%
49%
69%

24%
41%

29%
51% 41%

33%
52% 39%

MFS

Very
satisfied

Neither satisfied 
nor dissatisfied

Neither satisfied
nor dissatisfied

Dissatisfied/
very dissatisfied

Dissatisfied/
very dissatisfied

Fairly
satisfied

Very
satisfied

Fairly
satisfied

Bank

Satisfaction with service – Bank
Benchmark

Benchmark

62%

29%
49% 41%
66%

Performance

34% 54%

35% 45% 16%

34%

44%32% 22%
54%21%

50% 13%

22%53%23%

15% 50%

14%27% 56%

25%
36%
34%
36%

49%
50%

53%
54%

20%
12%
10%

0% 50% 100%

32% 47% 14%

34% 45% 17%

33% 46% 16%

36% 50%

25% 46% 18% 11%

0% 50%

0% 50% 100%

Sources: Nunwood Consulting 2004
smile Customer Satisfaction Tracker 2004



short, it rectifies the error, apologises to
customers and makes a payment of £15 to the
customer. In 2004, £127,300 was paid to
customers in fulfillment of this promise (2003:
£111,900). The Bank received a total of 14,758
written complaints in 2004 (2003: 12,172).
1,267 were referred on to the Bank’s Customer
Care team (2003: 1,222), of which 118 were
issued with Final Responses (2003: 160),
enabling the customer to refer the complaint
on to the Financial Ombudsman Service.

6% of the Bank’s current account
customers surveyed by MORI in December
2004 had complained during the year (2003:
9%). By comparison, 9% of all other banks’
current account customers surveyed by MORI
in December 2004 had complained (2003: 9%). 

Network developments As part of the
‘Building the new CIS’ programme (pages 3-4),
it was announced in 2004 that CIS’ network of
106 district offices would close by the end of
2005, with most of the work relocating to
Manchester (page 37). District offices primarily
provide administrative support to, and an office
base for, Financial Advisers. These developments
are both cost and customer driven – with the
relocation of activities to Manchester seeking
to ensure that modern technology and working
practices underpin the level of customer
service CIS is able to offer going forward. In
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2004, CIS also announced proposals to close
the seven smallest claims offices (Belfast,
Plymouth, Cardiff, Sutton, Maidstone, Edinburgh
and Newcastle). In early 2005, proposals to
close a further seven offices were announced
(Watford, Chorley, Leeds, Bristol, Southampton,
Middleton and Glasgow). The work undertaken
at these offices will be transferred to the four
remaining claims offices. Relatively few CIS
customers visit either claims or district offices,
with telephone and home visits being the
preferred way of contacting CIS. During 2004,
the Bank closed Blackburn branch. In
accordance with the Banking Code, all
affected customers received a minimum of
eight weeks notification of closures. The Bank
received six written complaints regarding these
closures and 55 customer accounts were
closed. Ealing and Islington branches were
refurbished in 2004/5, and refurbishments were
undertaken at a number of other branches as
part of wider Disability Discrimination Act
improvement works (page 69).

Channel developments A new Customer
Contact Centre was opened by CIS in
Manchester in January 2005. As part of this
investment, CIS also enhanced its servicing
capability to enable customers to make mid-
term adjustments to their motor and home
policies and pay for policies over the phone. 

It is anticipated that, by the end of 2005, the
Centre will deal with the majority of incoming
customer calls to CIS, and that approximately
80% of all actions and activities arising from
customer phone calls will be dealt with at the
first point of contact. CIS remains committed 
to the retention of its home sales force, which
increasingly provides CIS with a point of
difference in the insurance industry. In 2004,
CIS announced plans to modernise this
channel, to enable a more efficient and higher
quality service to be offered to customers.
Proposals are presently the subject of
consultation and, where appropriate, negotiation
with trades unions. Throughout 2004, the Bank
continued the phased roll out of chip and PIN
credit and debit cards, and supporting
communication (page 69). 

Industry issues Amongst the key corporate
responsibility and customer issues facing the
financial services industry, and on which CFS
reports, are: socially responsible investment
(detailed throughout the Report, but particularly
on pages 46-53); money laundering (page 47);
and financial inclusion (pages 54-55). CIS has
also reported on pensions reviews and on the
categorisation of customers’ mortgage
endowment policies since 2002. Following
serious concerns about the quality of pensions
advice in the late 1980s and early 1990s, the
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FSA3 placed a requirement on all providers to
review their pension sales and make
corrections where customers were losing out
because of poor advice. Following Phase 2 of
the Pension Transfer and Opt-out review and
the completion of the Free-Standing Additional
Voluntary Contributions review in December
2002, at the end of 2004 there remained 15
outstanding acceptances (2003: 254) and 32
acceptances to be implemented (2003: 241).
CIS has approximately 134,000 premium-
paying mortgage endowment customers,
although selling of this product ceased in
January 2000. As a result of changes made to
the mix of assets backing these policies, in
early 2004 CIS revised its projection rates from
4%, 6% and 8% to 4%, 5.75% and 7.5%
respectively. In accordance with the ABI’s
categorisation of policies, the revised
assumptions have resulted in 50% of premium-
paying mortgage endowments being classified
as ‘red’ (defined as more than 7.5% annual
future investment return to repay the
mortgage) (2003: 53%), 31% as amber (5.75-
7.5% needed) (2003: 31%) and 19% as green
(less than 5.75% needed) (2003: 16%). Over
8,000 complaints were received in 2004 in
relation to the mis-selling of mortgage
endowments (2003: 2,800), of which 87.8%
were dealt with within eight weeks, and a
further 10.6% within four weeks of receiving the

required information from the customer.
The increase in the volume of

complaints is consistent with that seen across
the industry. It is thought to reflect a greater
awareness of the issues surrounding these
products amongst the general public. 

Industry codes and initiatives – CIS CIS is
regulated by the FSA and during the year
subscribed to the General Insurance
Standards Council and the Mortgage Code
(until 31 October 2004, when the FSA took over
the regulation of mortgages). CIS also
subscribes to the Codes of the Association of
British Insurers.4 During the year, CIS revised its
processes and procedures to meet the
requirements of FSA regulation of mortgages
and General Insurance that took effect in
October 2004 and January 2005 respectively.
The Banking Code5 applies to the CIS ISA
Deposit Account and the CIS Instant Access
Savings Account, both of which are
administered by CIS Policyholder Services
Limited (CISPS) as agent of The Co-operative
Bank. CISPS does not subscribe to the Banking
Code, but does take some responsibility for
ensuring, on behalf of the Bank, that these
products meet the Code’s requirements. In
December 2004, CIS was re-accredited with
the Raising Standards Quality Mark by the
Pensions Protection Investments Accreditation
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Board.6 The scheme aims to improve public
confidence in the products and services offered
by UK pensions, protection and investment
businesses. Accredited businesses commit to
three ‘promises’, the first of which relates to the
communication of products and services – which
must be done clearly, regularly and using plain
language; the second to the provision of a 30
day cooling-off period to customers following
the purchase of an investment product; and
the third to customer service issues. 
As at March 2005, 12 providers, representing
58% of the market as measured by the sales of
new shares, have gained accreditation under
the Raising Standards scheme.  

Industry codes and initiatives – Bank The
Bank is authorised and regulated by the FSA
and subscribes to the Banking Code and
Business Banking Code. The Bank subscribed
to the Mortgage Code and the General
Insurance Standards Council Code prior to the
statutory regulation of mortgages and general
insurance, as previously described. In 2004,
the Banking Code Standards Board and the
Mortgage Code Compliance Board carried out
reviews of compliance against their Codes
within the Bank. The BCSB decided during
2004 that the Bank had materially breached
paragraph 4.1(e) of the Banking Code Rules,
by giving an incorrect answer in its Annual
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investors who prefer to avoid the full risk
exposure of equity investment. 

• Limited offer bonds A further six issues of
the Bank’s Guaranteed Stock Market Bond
were released in 2004. The bonds provide a
low risk investment – with initial capital being
guaranteed – and have the potential to yield
returns based on stock market rise. Whilst
customers’ money is not invested in the
stock market, their return is based on 100%
of the rise of the FTSE 100 Index. In June
2004, the Bank launched a limited offer Fixed
Rate Deposit Bond, which offered market-
leading interest rates. 

• Expenditure Protection Plan10 Launched
in June 2004, the Expenditure Protection
Plan offers cover for individuals in case they
suffer illness or injury. The plan will pay a tax-
free monthly benefit to help a customer meet
a specific financial commitment, such as
mortgage repayments, if they do encounter
a loss of earnings as a result of illness or
injury. Customers select the features of the
plan to ensure appropriate cover for them. 

• Earnings Protection Plan11 Launched in
June 2004, the Earnings Protection Plan
offers to pay a tax-free monthly benefit if a
policyholder suffers illness or injury that limits
their ability to work and leads to a loss of
earnings. Customers can tailor the features
of the plan to make suitable provisions. 

• Additionally, the following new products and
services, which have a distinct ethical or
sustainability dimension, were launched 
in 2004. 
– Sustainable Leaders Trust (page 52)
– Child Trust Fund – (page 52)
– Bonus account – (page 93)

Sustainability value
analysis
For a number of years, the Bank has researched
its customer base to gain a better understanding
of the importance of its ethical and sustainability
policies in attracting and retaining customers.
Results indicate, for example, that for 36% of
current account customers (2003: 36%), the
Bank’s ethical and sustainability policies and
co-operative identity are the most important
reason for opening and maintaining an
account. The research also indicates that
ethically motivated customers are more likely
to have more than one product with the Bank
and are more likely to recommend than the
Bank’s average customers. MORI’s
surveys13 indicate that fewer than 1% of all
other banks’ customers open their current
accounts for ethical reasons.
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1 www.mori.com/mfs
2 Shift in methodology, from telephone to online interviews,

and from spontaneous responses in 2003, to prompted
responses in 2004.

3 www.fsa.gov.uk
4 www.abi.org.uk
5 www.bankingcode.org.uk
6 www.ppiab.com 
7 www.co-operativebank.co.uk/mortgages
8 www.co-operativebank.co.uk/balancedsavings
9 www.cis.co.uk/corporatebond
10 www.cis.co.uk/expenditureprotect
11 www.cis.co.uk/incomeprotect
12 www.co-operativebank.co.uk/cwc
13 www.mori.com/mfs
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Statement of Compliance questionnaire for the
year ended 31 December 2003. The Bank had
failed to give an affirmative answer to the
question “have you had reason to issue a
notification in accordance with section 4.8?”.
Section 4.8 of the Code sets out the
requirement to contact customers in the event
of a significant downgrading of the interest rate
on a savings account, relative to the Bank of
England base rate. The Bank’s Compliance
Officer subsequently notified the BCSB that the
rate of its smile non-relationship mini cash ISA
had been downgraded during 2003, contrary
to the response on its Annual Statement of
Compliance. The Board regards these actions
as testament to the strength of self-regulation,
insofar as the Bank, as subscriber, detected
the error promptly. The material breach should
be seen in this context and the BCSB has no
doubt that the incorrect answer was given in
good faith.

Products and services 
A number of new products and services were
launched in 2004, as detailed below. 

• Mortgages7 Over 70 different mortgage
product offerings were launched during
2004. All mortgages incorporate carbon
offset features (page 78). The most
significant areas of product development
were seen with the launch of first time buyer
products, a range of ‘retention’ mortgages
(designed to offer existing mortgage
customers who are coming to the end of
their introductory period a fee-free new
mortgage deal); and a mortgage product for
the Guernsey market. 

• Balanced savings plan8 Launched in 2004
as two limited issues, the balanced savings
plan offers a low-risk investment for
customers who wish to invest between
£3,000 and £1 million. The plan splits a
customer’s investment into two capital-
protected products. Half the investment is
held in a Fixed Term Deposit Account that
pays a guaranteed interest rate, and which
matures after twelve months. The other half
is held in a Guaranteed Stock Market Bond,
which is protected against a loss in the Stock
Market but is not directly invested in it. At the
end of a five-year term, the interest paid on
this half of the investment will represent a
percentage (set at 50% and 75% for the first
two issues respectively) of any rise in the
FTSE100, with no upper limit. 

• Corporate Bond Income Trust9 In May,
CIS relaunched its Corporate Bond Income
Trust, with a ‘regular savings’ version being
launched in September. The product is
designed for medium-term savers and
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Targets 2004 
• Seek to maintain, and where possible improve,

satisfaction amongst corporate and business
banking customers. Target achieved

• Through the use of new technology, reduce
business account opening timeframes by 25%.
Target achieved

• Promote to Local Authorities, ABCUL credit
unions, housing associations and charities the
use of the Post Office bill payment system and
PayPoint. Target achieved

• Research, develop and launch a new current
account for charities with a turnover of around £1
million. Target not achieved

Targets 2005
• Seek to maintain, and where possible improve,

satisfaction amongst corporate banking customers.
Keith Alderson, Director of Corporate Banking

• Seek to maintain, and where possible improve,
satisfaction amongst business banking customers.
Ian Hodges, Director of Retail Network

• Address the decline in the number of customers
agreeing that they are kept informed of progress
when queries are raised. Alan Brown, Head of
Operations/Andrew Cleverley, Head of New
Business Centre

• Develop and implement a monthly report of
ethical and environmental corporate and business
banking customers, in order to better facilitate
analysis and consideration of business
development matters. James Morgan,
Business Information Manager

Commentary
Context The Co-operative Bank has 45,000
corporate and business banking customers
and 95,000 corporate and business banking
accounts. The Bank has its main Corporate
Banking Centre in Manchester, and a network of
ten regional Corporate Banking Centres covering
England, Scotland and Wales. The Bank has
reported satisfaction amongst corporate and
business customers since 2000 and, since
2003, has provided a sustainability analysis of
its corporate and business banking lending
and deposits balance sheet. Details of the
Bank’s support for small businesses in
deprived areas are reported on pages 54-55. 

and improved processes, and was achieved
despite developments that placed additional
regulatory requirements on the Bank. Awareness
of the Bank’s ethical and sustainability
performance remains high at 89% (2003: 85%).
Amongst those aware, satisfaction with
performance in this area also remains high at
88% (2003: 89%). At the Moneyfacts
Business Banking Awards 2004, the Bank was
named Best Computer Banking Provider for
the availability and functionality of its Financial
Director system1 – a software package that
enables businesses to manage its finances
electronically, via a direct link to the Bank. 

Complaints The Bank was the first UK High
Street bank to provide all business banking
customers with service level guarantees across
a range of routine banking activities; where the
Bank fails, it corrects the error, apologises to
the customer and makes a payment of £25. In
2004, £8,700 was paid to customers in fulfillment
of this promise (2003: £14,220). The Bank’s
Corporate Customer Service Centre received a
total of 784 written complaints in 2004 (2003:
735). 88 written complaints, that could not be
resolved by the relevant business unit, were
referred to the Customer Care team (2003: 71).
Of these, seven were issued with Final
Responses, enabling the customer to refer the
complaint to the Financial Ombudsman Service. 
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Satisfaction The Bank undertakes annual
satisfaction research amongst a sample of
corporate and business customers. Overall
customer satisfaction increased during 2004,
with 73% of customers rating the Bank as
‘excellent’ or ‘good’ (2003: 68%). 90% of
customers say that their expectations of
service have been totally or partially met (2003:
93%). 76% of customers would recommend
the Bank (2003: 74%) and 92% of customers
would consider the Bank for an additional
business account (2003: 92%), of which 42%
say the Bank would be the ‘only bank they
would consider’ (2003: 39%). There has been a
twelve percentage point increase (to 72%) in
business customers who agree that the Bank’s
performance should be viewed favourably in
relation to service. A substantial increase in the
number of customers who agree that the Bank
offers value for money accounts with
acceptable charges (up 19 percentage points)
has contributed most significantly to this
increase. A nine percentage point decline was
seen in the number of customers agreeing that
they were kept informed of progress when
queries were raised, and the Bank will seek to
address this in 2005. The Bank achieved its
target to reduce account opening times. At the
end of 2004, account opening timescales had
reduced by 27%; this was made possible
through the introduction of new technology
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Network developments There were no
changes to the Bank’s Business Centre
network in 2004.

Industry codes The Bank subscribes to the
Business Banking Code. In 2004, the Banking
Code Standards Board carried out a monitoring
review, which confirmed satisfactory
compliance with the Business Banking Code’s
requirements. 

Investments, products
and services
Corporate and business banking analysis
The Bank’s Ethical Policy stipulates which
organisations the Bank will and will not finance,
as directed by customers. It covers all of the
Bank’s assets (e.g. retail and syndicated loans
and corporate leasing) and liabilities (e.g. retail
deposits and savings and treasury dealings),
and the investment of all retained balances.
The Bank provides a detailed annual breakdown
of all instances where business has been
declined as a result of its Ethical Policy (pages
46-49). This year, for the second time, an
ethical and sustainability analysis is also
provided of the Bank’s Corporate and
Business Banking assets (e.g. loans and
overdrafts) and liabilities (e.g. deposits). This is

designed to assess the extent to which the
Bank’s products and services support
organisations that, in the Bank’s view, make a
particularly positive contribution to society.
Analysis shows that 56% (2003: 51%) of the
liabilities and 27% (2003: 24%) of assets are now
derived from business activities that have a
distinct co-operative, ethical or social purpose.
Liabilities increased by 18% (£150.9 million) 
in 2004, with growth primarily attributable to
‘Community/Charitable Sectors’ (£67.9 million)
and ‘Co-operatives/Mutuals’ (£55.3 million).
Assets have also increased (by 17%, or £72.5
million), with growth primarily attributable to
‘Public Services’ (£51.9 million) and
‘Environmental organisations’ (£21.1 million). 

Clarity A new business banking current
account, ‘Clarity’,2 was launched in March
2004. This seeks to cater for the needs of
business customers who have complex
banking requirements, but who do not require
the degree of individual support offered by the
Bank’s Relationship Banking service. Clarity
offers a telephone-based dedicated relationship
management team, a fixed-fee pricing structure
and a range of added value services. 

FSB Business Banking March also saw the
launch of FSB Business Banking3 – a tailored
business banking package for members of the

Federation of Small Businesses. The product
provides a package of benefits, including a
current account offering 18 months’ free banking
and a £25 loyalty bonus; a business Visa charge
card offering up to 38 days’ interest free credit
and no charges; discounted fixed-rate business
loans of up to £25,000; and direct personal
loans for FSB members and their employees.

Details of the full range of business banking
products and services offered are provided on
the Bank’s website.4 Additionally, information is
provided on the following products elsewhere
in the Report: 

• Co-operatives Directplus (page 43)

• Community Directplus (page 73)

Community
involvement
Throughout 2004, members of staff continued
to contribute their time and expertise to assist a
number of cross-sector initiatives that exist to
promote business development. Amongst
those bodies to which the Bank provided
representation during 2004 were:

• North West Business Leadership Team

• Manchester Enterprises

• Stockport Economic Alliance

Sustainability value
analysis 
The Bank has conducted detailed research
with business customers to gain a better
understanding of the importance of its ethical
and sustainability policies in attracting and
retaining their custom. The results indicate that
for 25% of customers, the Bank’s ethical and
sustainability policies are the most important
reason for opening and maintaining an
account (2003: 22%). 45% of all customers
indicate that ethical and sustainability policies
were one of a number of factors that influenced
them to open and maintain an account with the
Bank (2003: 40%). The research also indicated
that ethically motivated customers are more
likely to recommend the Bank and are more
likely to consider the Bank for additional
business accounts. 

1 www.co-operativebank/financialdirector
2 www.co-operativebank.co.uk/clarity
3 www.co-operativebank.co.uk/fsb
4 www.co-operativebank.co.uk/business
5 Includes Local Authorities, Education, Heath and Public

Services.
6 Includes Charities, Trades Unions, Voluntary Organisations

and Sub Post Offices.
7 Includes Co-operative Retail Societies, Building Societies

and Housing Co-operatives.
8 Includes Energy Conservation, Recycling, Renewables and

Public Transport.
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Staff

20. Salary package
21. Staff turnover
22. Trades union recognition
23. Personal development and career

opportunities
24. Working environment
25. Job security
26. Work/life balance
27. Communication
28. Co-operative culture and ethical

conduct

Targets 2004 
• Establish appropriate processes to maximise the

redeployment of staff during periods of
organisational change. Target achieved

• Establish a CFS Organisation Change Policy to
support the business and staff through periods of
change. Target achieved

• Introduce a CFS Change Management
programme for all managers. Target achieved

• Commence a project to develop a human capital
accounting methodology for CFS. Target not
achieved

Targets 2005
• Introduce new CFS performance management

systems for all staff. Cath O’Donnell, Human
Resources Learning and Development
Relationship Manager

• Develop and launch a CFS Work/life balance
Policy. Chris Batty, Employee Relations and
Policy Manager

on staff, with total staff numbers at CIS reducing
by an expected 2,500 (and the results of this are
already discernible in the results of the most
recent staff survey, as detailed on pages 37-39).
A number of initiatives are in place to support
staff through this period of change, as detailed
below. At the end of 2004, there were 8,791 CIS
contracted staff (2003: 9,763) and 4,147 Bank
contracted staff (2003: 4,138): this excludes 171
staff on maternity leave and 154 staff on career
break or leave of absence. 12.4% of CFS staff
work part time. This ranges from 7.3% (2003:
6%) of CIS contracted staff to 23.1% (2003:
22%) of Bank staff.1

Governance and policy development 
A Human Resources Strategy Group, with
senior representation from across CFS, was
established in 2004. The group meets on a
regular basis to review and agree changes to
people policies and processes. When policy is
developed, consultation is undertaken as
appropriate with the four recognised trades
unions (see later). A CFS Well-being Policy2

was launched and communicated to staff in
September 2004 (page 64). A CFS Health and
Safety Policy was launched in April 2004 (page
64). CFS policies addressing disciplinary,
grievance and sickness absence management
issues are scheduled for development and
launch in 2005, as are policies for Work/life

Commentary
Context The Co-operative Bank and CIS have
reported on priority staff issues since 1997 and
1999 respectively. During 2004, all staff continued
to be employed by either CIS or the Bank through
distinct contractual arrangements, including
those staff operating in CFS central functions.
Therefore, workforce statistics continue to be
reported discretely for each organisation. The
Bank and CIS have undertaken a staff survey
since 1997 and 2000 respectively; although
prior to 2004, CIS’ survey had not encompassed
Insurance Sales staff (c. 4,400). Attitudinal data
is reported for CFS as a whole, as questionnaire
changes made in 2003 (and the introduction of
a consolidated CFS survey) render CIS/Bank
historical analysis redundant. In the second half
of 2004, CIS initiated a far-reaching
modernisation programme, which will transform
most of its business processes, service channels
and products – all with a view to improving the
CIS customer offer and reducing the overall
cost base. Going forward, there will be more
choice in how customers deal with CIS, simplified
business processes and a better meeting of
customers’ needs at the initial point of contact.
When the New Operating Model for CIS is
established, CFS will be able to resume the
focus on integrating CIS and Bank activities.
The programme will have a considerable impact
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balance and Diversity and Dignity at Work.

Trades unions CIS and the Bank recognise that
trades unions make an important contribution
to business and society as a whole. A National
Joint Integration Committee was established 
in September 2003 to bring together
representatives of the five recognised trades
unions, CFS Human Resources and line
management, in order that organisational
change and integration of the businesses
could be managed optimally. 

• Trades unions – CIS Four trades unions are
recognised (representing over 69% of CIS
staff): ACTS (Administrative, Clerical, Technical
and Supervisory Group), which represents
field staff management, administration and
support staff and employees in Regional
Selling Practice Centres; Amicus-UNIFI, which
primarily represents Chief Office and claims
office staff; NACO (National Association of
Co-operative Officials), which represents
managers; and USDAW (Union of Shop,
Distributive and Allied Workers), which
represents Financial Advisers.

• Trades union – Bank The Bank continues
to have a partnership agreement with UNIFI,
which merged with Amicus in 2004 (around
60% of staff are members). This partnership
was first established in 1997, and aims to

ensure that any change is managed to the
benefit of both parties. As part of the 2004
pay negotiations, the Bank and Amicus-UNIFI
agreed a further twelve month partnership
agreement.

CIS New Operating Model In July 2004, CFS
announced the development of the CIS New
Operating Model (NOM), which seeks to
ensure that the business is more cost efficient,
customer-focused and flexible to consumer and
market needs. Regrettably, the modernisation
programme is expected to have a significant
impact on staff, and result in a reduction in total
staff numbers of around 2,500. To this end, in
September 2004, a CFS organisation change
and redundancy process was agreed with the
trades unions. Where job losses are
unavoidable, emphasis is placed on the
redeployment of staff within the organisation
and Co-operative movement, or the provision
of support to help them find employment
elsewhere. The process incorporates best
practice arrangements with respect to
organisational change, redundancy and
severance package provision. A bespoke
resource centre, New Directions, has been
established at CIS’ Chief Office in support of
those staff affected by organisational change. To
date, the following announcements, which have
implications for staff roles, have been made:

• In October 2004, CFS began formal
consultation with Amicus over proposals to
remove the role of Technical Adviser from the
CIS Sales and Service Centre. This was part
of a wider drive to improve service at the first
point of contact for customers. 41 Technical
Advisers were affected by these proposals.

• Over 900 administrative and clerical roles are
potentially affected by the announcement,
made in November 2004, of plans to close
the entire CIS district office network. The
network comprises 106 offices around the
UK (as at December 2004), and exists
primarily to support the Financial Adviser
salesforce. A review found that using district
offices as ‘post boxes’ for documentation
was causing extended service delays (often
of many weeks), and that half of all customer
calls received an engaged tone. Work will
now be centralised and diverted to a new
CIS Customer Contact Centre in Manchester.
In light of the announcement of closures, by
the end of February 2005, more than 100
staff had opted to leave voluntarily. 

• Towards the end of 2004, proposals to develop
a flatter management structure, together with
the adoption of new business processes and
tools to streamline work, were announced in
connection with the General Insurance and
the Life and Savings businesses. These
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changes are expected to result in a reduction
of 350 roles by May 2005. An additional 220
new roles are to be created in the CIS
Customer Contact Centre with many of the
affected staff transferring across.

• Following consultation with the trades unions,
it was announced in early 2005 that 14 of the
18 claims offices would close. Activities will
transfer to four Claims Support Centres
(located at or near the four remaining claims
offices), together with a new Claims Contact
Centre in Manchester. It is anticipated that
these changes will significantly reduce the
cost of claims operations and support the
development of specialist teams in every
office; who will be capable of dealing with the
vast array of specialist claims that arise. 

• Proposals to restructure the Financial
Adviser salesforce were developed late in
2004, leading to an announcement in April
2005 of a restructure of managerial roles.
Consultation is ongoing.

Outsourcing A number of Bank activities have
been outsourced in recent years. The Financial
Services Authority is informed of material
outsourcing arrangements as required. A new
CFS Outsourcing Policy was introduced in
2004 to meet these requirements (page 41).
Developments in 2004 include:

• CFS outsourced a further 40 information
technology roles to Specialist Computer
Centres (SCC), an IT company that
specialises in desktop support. Detailed
discussions progressed with affected staff
and trades unions; however, there was a
brief period of industrial dispute prior to a
final agreement being reached. 

• It was announced that CIS would no longer
maintain an in-house printing and stationery
function, preferring to use third party
suppliers. As part of this move, a number of
functions were transferred to Allied Publicity
Services (APS) (e.g. continuous print and
photocopying services), with others curtailed
(e.g. warehousing). As a result of these
changes, 35 staff were made redundant.

• A review of the CIS Employees’ Pension
Scheme Department concluded that, in order
to meet industry best practice and customer
expectations, administration activities and
staff (17) should transfer to the Co-operative
Group Pensions Department.

• CFS reviewed the operation of CIS’ Investment
Management and Investment Property
functions. The review assessed CIS’
investment performance against industry
benchmarks, and compared CIS’ investment
strategy, business processes and structure
with the asset management arms of 150

other businesses. The review concluded that
the Foreign Equities function did not have the
scale required for it to remain an in-house
function, and it was decided that a third party
partner should be appointed to manage this
group of funds, but with CIS retaining full
voting ‘rights’. The evaluation of CIS’
Investment Property Department found
insufficient flexibility and processes within
the portfolio. As such, it is proposed that a
third party provider be appointed with the
scale, structure and capabilities to sustain
the portfolio’s performance (see page 52 for
details of portfolio ethical and sustainability
requirements). Some 80 staff are potentially
affected by these two announcements.

• During 2004, CFS reaffirmed its commitment
to retaining contact centre jobs within the
UK, announcing that it would be seeking to
fill 500 customer service roles in the North
West of England. CFS recognises the value
of keeping customer-facing roles close to all
levels of management. 

Staff turnover CFS’ staff turnover increased
significantly in 2004 and is considered
unacceptably high, although the position has
been exacerbated by the CIS modernisation
programme. CIS experienced a staff turnover
of 30% during 2004.3 The Bank experienced a
staff turnover of 26% during 2004 (2003: 22%).

The Chartered Institute of Personnel
and Development4 reports 16% turnover in
2003 for the finance, insurance and real estate
sector. However, it should be noted that call
centres/service centres, which account for
54% of Bank staff, typically have turnovers in
the region of 25-30%.5

Harmonisation Project Lime commenced in
2003, with the aim of increasing the
harmonisation between CIS and Bank working
practices, people policies and terms and
conditions of employment. However, the advent
of CIS’ modernisation programme, and the
resulting diversion of resources, has meant that
progress has been more limited than originally
anticipated. The Project will be re-energised
when the CIS modernisation programme has
been completed.

Staff survey CFS received a 45% response
rate to the opinion survey undertaken in
February 2005. This is substantially down on that
seen last year, when 62% of staff responded. 
The survey focused on issues such as pay,
benefits, working environment, personal
development, discrimination, work/life balance
and well-being, all of which staff have previously
indicated as priority issues. The survey found a
significant reduction in staff satisfaction in many
of these areas. Whilst this might be expected
during a period of significant organisational
change, the results indicate a number of areas
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for concern, not least the management of
change. These will be reviewed, and action
plans developed during 2005 by the CFS
Executive and the business areas. Already, it
has been agreed that increasing the response
rate to the next survey will form part of the
individual objectives of each of the CFS
Executive team, along with a consideration of
the issues themselves. The average
UK Employee Survey response rate is 57%.6

Salary and benefits There has been a decrease
in the number of staff who agree that their pay
and benefits are good (down four percentage
points to 34% and eleven percentage points to
39% respectively). These declines in satisfaction
can, in part, be attributed to changes in the
Bank’s pension scheme, which now requires
staff to make a contribution to the scheme
going forward.7 The average basic salary for
CIS staff in 2004 was £21,296 (2003: £20,068)
– excluding Financial Advisers. The average
basic salary for Bank staff in 2004 was £20,633
(2003: £20,081). The Bank continues to
benchmark salaries against those of its
competitors. Salaries are compared with 55
other financial services’ organisations. For the
majority of staff, the Bank’s salaries are
positioned at, or above, the sector median.
Going forward, a consistent performance
management system will be introduced across
CFS in 2005 (based on a successful 2004 pilot).
The new CFS competency framework focuses
on four themes: self-management, achieving,
influencing/working with others and thinking.

Personal development and career
opportunities CIS and the Bank have both
achieved Investors in People accreditation. This
national quality award recognises organisations
that improve performance by developing their
employees. The number of staff satisfied with
their personal development remains high at
62% (although it is down ten percentage points
on 2003). However, the number satisfied with
the opportunities for career progression has
fallen to just 26% (down twelve percentage
points on 2003). During 2004, an average of
3.1 training days were delivered per employee.

The Chartered Institute of Personnel
and Development4 reports the average number
of training days per employee in the private
sector as six.

Working environment The number of staff who
say that they enjoy good working relationships
with their colleagues remains high at 88% (2003:
88%). There has been a large increase in the
number of staff who say that their managers
have good people skills, which is now 54%
(2003: 44%). A series of development initiatives,
focusing on leadership skills and managing
change, were implemented throughout the
business during 2004, and may have contributed

Benchmark
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to this increase. In December 2004, a three-year
benchmarking exercise was commissioned to
facilitate human capital measurement and
benchmarking across CFS.

Job security There has been an increase in
the proportion of staff saying that they do not
believe that the organisation maintains job
security to the best of its ability (up 24
percentage points to 44%). These concerns
are more pronounced for staff working in CIS
and CFS central functions. For CIS contracted
staff, there were 232 redundancies during 2004
(2003: 140), the majority of which resulted from
the CIS modernisation programme. For Bank
contracted staff, there were six redundancies
(2003: 9) all of which were on a voluntary basis. 

Work/life balance During 2004, there was an
increase in the proportion of staff satisfied with
their work/life balance (up five percentage
points to 58%). It is hoped that the launch of
the CFS Well-being Policy late in 2004 (page
64), and the planned launch of a Work/life
balance Policy in 2005, will contribute to further
improvements going forward.2

Communication During 2004, there was an
extensive and regular programme of
communication in support of the CIS
modernisation programme and other major
developments. Despite this, 69% of those who
responded to the staff survey said that they did
not know enough about the programme.8 It is
hoped that a review of the team briefing
process will go some way towards rectifying
this. Staff indicated a preference for more face
to face briefings, and this has now been
progressed via a new business briefing
process. This involves managers cascading
information to their teams at least five times per
year. Presentation training has been made
available, and monitoring put in place to
ensure that briefings take place and staff
attend. More generally, 46% of staff say that
they are kept up to date with news from across
the organisation (2004: 52%).

Co-operative culture and ethical conduct
39% of staff agreed that they are fairly treated
by the organisation (2004: 46%), whilst 35%
disagreed (2004: 23%). 66% of staff stated that
they understood the organisation’s co-operative
culture and values (2004: 68%) and 57%
agreed that CFS implemented its ethical and
sustainability policies with integrity (2004:
61%). Going forward, ‘commitment to goals
and values’ forms part of the self-management
theme of the new CFS competency framework
(page 38), with staff being encouraged to
understand and act as advocates of the 
co-operative and ethical values that 
underpin CFS.

1 The Bank has a higher proportion of part time staff than CIS,
owing to the fact that a much higher proportion of its
workforce is involved within customer facing, service centre
roles. These deliver ‘round the clock’ customer service and
are therefore highly suitable to part-time working
arrangements. 24% of employees in the UK work
part time. Labour Force Survey, Autumn 2004. Office for
National Statistics.

2 www.cfs.co.uk/sustainability2004/wellbeing
3 Comparable statistics not available for 2003 as data not

captured for Financial Advisers. Excluding Financial
Advisers, CIS turnover was 19% in 2004 and 15% in 2003.

4 www.cipd.co.uk
5 Call centres defy threat of overseas competition. Financial

Times (5.10.2004).
6 Average based on responses from 1,318 UK respondents to

HI Europe surveys.
7 From January 2005, Bank staff will contribute 2% of salary,

rising to 6% over three years. Staff joining after July 2004 will
contribute 6% salary.

8 At the time of completion of the survey, this had included a
video communication to all staff, one team briefing and 41
progress updates on the CFS intranet, as well as three
features in the CFS quarterly staff magazine. 

10 Also, bonus payments of 10.27% of basic salary were
awarded to eligible staff that met the basic requirements of
their role (2003: 11.68%). During 2004, the Bank introduced a
revised contributory pension arrangement for new staff.
There will also be a new contributory arrangement for existing
staff with effect from January 2005. Average contributions
into the scheme in 2004 were equivalent to 22% of
pensionable pay. Additional benefits include: holidays (21-
30 days), flexible working, a career break scheme, childcare
vouchers, and maternity, paternity and adoption leave.

11 CIS operates a contributory, defined benefit (‘final salary’)
pension scheme, into which it pays 6.4% of pensionable
salary, and the majority of staff contribute a further 6% of
salary. Additional benefits include: holidays (22-27 days) a
flexitime scheme, leave of absence, childcare vouchers, and
maternity, paternity and adoption leave.

12 Statistics are an amalgamation of data from CIS and Bank
staff, but exclude those in CIS Insurance Sales.

13 Statistics are an amalgamation of CIS and Bank staff, and
include those in CIS Insurance Sales.
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Suppliers

29. Prompt payment
30. Satisfaction with relationship 
31. Fair treatment 
32. Effective communication
33. Long-term relationship

Targets 2004 
For CIS and Bank suppliers, ensure that at least 85%
agree that:
• payment is prompt. Target achieved
• there is a good working relationship. Target

achieved
• dealings are fair and reasonable. Target

achieved
• there is effective two-way communication.

Acceptable progress
• long-term relationships are maintained. Target

achieved

Targets 2005
For CIS and Bank suppliers, ensure that at least 85%
agree that:
• payment is prompt.
• there is a good working relationship. 
• dealings are fair and reasonable.
• there is effective two-way communication.
• long-term relationships are maintained. 
Ken Lewis, Resources Director, CFS/John
Sheerin, Head of Procurement and Supplier
Management

diligence should be conducted on suppliers to
minimise risk; a commercial process should be
undertaken to ensure suppliers can meet
business objectives and offer best value to
CFS; and the relationship with the supplier
should be effectively managed on an ongoing
basis in order to maximise potential benefits.
Also in 2004, a Sustainable procurement and
supplier Policy was agreed for CFS, as
described on page 60.

Satisfaction – qualitative As previously
outlined, a selection of in-depth interviews
undertaken in 2004 confirmed suppliers’
priorities. This research also found that CFS
was viewed as “an excellent client”, based
primarily on its strong prompt payment culture,
but also on the basis of its ethical and
sustainability positioning (pages 60-62). A
“real sense of pride in working for CFS” was
expressed, with working relationships being
“frequently publicised”. Both CIS and the Bank
were found to treat suppliers fairly, with the
Sustainability Report being seen as a positive
means by which suppliers could “build their
capacity and expertise”. Some smaller
suppliers expressed misgivings regarding the
necessity of tendering for business in a formal
manner; however, CFS views this as a
prerequisite of a fair tender process. Working
relationships across the business were
considered to be very positive, especially
those with the Bank, which is viewed as
responsive, innovative and “willing to break the
mould”. Communication was viewed positively,
especially in relation to the Bank; however,
there was some criticism of CIS’ bureaucracy
and paper-based system of communication.

Satisfaction – quantitative Feedback from
the in-depth interviews fed into the
construction of a telephone-based survey,
which was conducted amongst a sample of
CFS suppliers in early 2005. This revealed that
CIS suppliers continue to state that the main
benefits of their relationship with CIS are
derived from: having regular work (40%) and
receiving income (37%). Bank suppliers have
similarly indicated that the main benefits of
their relationship are derived from: receiving
income (50%) and regular work (32%). Overall
levels of satisfaction with CIS and the Bank are
exceptionally high (99% and 84% respectively),
although satisfaction with the Bank has reduced
since 2003, when it stood at 98%. The survey
indicates that a decline in Bank suppliers’
satisfaction with two-way communication may
have contributed to this overall decrease.
Going forward, it is hoped that the CFS
suppliers’ website, launched in November
2004, will further aid communication with
suppliers. The microsite provides suppliers
with information on conditions of purchase,
sustainable procurement, and features contact

Commentary
Context The majority of CFS’ contractual
arrangements with suppliers are distinct to
either CIS or The Co-operative Bank, and
performance is reported accordingly. The Bank
and CIS have reported on the degree to which
they have delivered value to suppliers as of
2000 and 2003 respectively. Previously,
qualitative research undertaken with Bank
suppliers defined the priorities for reporting in
the area of delivering value. In 2004, this
research was revisited with a sample of Bank
and CIS suppliers, and this confirmed that
priorities remain as previously determined:
namely, ‘prompt payment’, ‘good relationships’,
‘fair treatment’, ‘effective communication’ and
‘long-term relationships’ (Source: Nunwood
Consulting 2004).

Policy development In 2004, a CFS-wide
Supplier Acquisition and Management (SAM)
Policy was agreed, with implementation
proceeding across CFS through the first half of
2005. The Policy is designed to allow CFS to
pool its supplier intelligence, maximise buying
potential and reduce risk, by ensuring that
business arrangements are documented to a
consistent standard. The SAM Policy is
supported by the CFS Procurement and
Supplier Management function and a SAM
Steering Group, and covers spend in excess of
£50,000 and/or business critical goods and
services. The Policy is based on four key
principles: objectives of any procurement
activity should be scrutinised and be
supportive of wider business objectives; due

The new CFS suppliers’ website
was launched in November
2004, providing information on
procurement issues and CFS’
approach to sustainability.
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information for both procurement and
sustainability teams. Satisfaction with other
measures remains broadly very high, and in line
with previous years. The strength of satisfaction
is strongest for CIS suppliers, with 100% of
respondents agreeing that their working
relationship is good, long-term, and fair and
reasonable, and more than 90% agreeing that
payment is prompt and communication is
effective. By comparison, the overall strength
of satisfaction amongst Bank suppliers is slightly
lower across the board, although in only one
case (communication) does it fall beneath a
90% agreement level. The survey also
revealed that both CIS and the Bank score
favourably in comparison with other companies
that suppliers have a relationship with, although
relative satisfaction has decreased slightly
across the board.

Prompt payment The Bank is signatory to the
Better Payment Practice Code (BPPC).2

Signatories to the code promise to: agree
payment terms at the outset of the relationship;
explain payment procedures to suppliers; pay
bills in accordance with any contracts agreed
with the supplier or as required by law; tell
suppliers without delay when an invoice is
contested; and settle disputes quickly. The
Bank takes an average of 35 (2003: 35) days to
pay, with 77% (2003: 78%) of invoices paid

Benchmark

within the desired 30 days period. Queries
concerning disputed or missing invoices are the
main cause of delay. Those handling supplier
relationships are given practical advice to ensure
prompt payment can be achieved. CIS is not yet
a signatory to the BPPC, but aims to pay suppliers
in accordance with the payment terms set out
by suppliers in invoices. On average, payment
is received six days late (2003: 6). In the case
of both CIS and the Bank, the vast majority of
suppliers (92% and 93% respectively) are
satisfied that invoices are paid promptly.

A recent study (April 2005) by Experian3

found that, on average, companies take on
average 61 days to pay invoices, and large
financial services companies take an average
of 82 days, although this research does not
take account of agreed payment periods.

Outsourcing A new CFS Outsourcing Policy
was introduced in November 2004, to cover
requirements of the Financial Services
Authority (FSA). The Outsourcing Policy
outlines best practice for general outsourcing
arrangements, but is considered mandatory
for all material outsourcing arrangements
(defined as those instances where a weakness
or failure on the part of the service provider
would reduce the availability of a CFS critical
service to below 50% for over four hours, or
result in an unexpected cost in excess of

Benchmark

£500,000). A risk assessment is undertaken
quarterly as part of a formal review of each
outsourcing contract, and this is submitted to
the respective CIS/Bank risk management
committee. Eight outsourcing contract areas
fell under the FSA guidance during 2004; these
covered cheque and credit clearing, ATM
management, IT programme development,
credit card processing, bullion service,
mechanical and electrical maintenance,
mortgage software platform and IT supplies
and maintenance. During early 2005,
outsourcing was progressed in relation to CIS
investment property management as
described on page 52.

1 www.cfs.co.uk/suppliers
2 www.payontime.co.uk
3 www.experian.co.uk

Comparative satisfaction Benchmark

How CIS and the Bank compare with other
businesses suppliers deal with 
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54% 41%

2000
2001
2002
2003

2004

Treats organisation in a fair and reasonable manner

0% 100%

38% 55%
47% 52%
40% 51%
39% 56%

54% 46%

2000
2001
2002
2003

2004

Maintains a good working relationship

0% 100%

54% 38%
52% 45%
46% 49%
43% 55%

64% 36%
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58%

31%
26% 16%
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29%
48%

67%
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30%
55%

65%
40% 52%

31%
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67%
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26%
38%

43%
71% 24%

43% 13%

34%
62% 31%

57%

57%
36%

36%
46% 18%

71%
48%

26%
46%



Co-operative
movement

34. Member economic involvement [NEW]
35. Member training [NEW]
36. Co-operative involvement [NEW]
37. Satisfaction with ethics and

sustainability [NEW]

Targets 2004 
• Work with Co-operativesUK to launch a new

banking product that meets the needs of 
co-operative organisations. Target achieved

• Work with national and regional partners to assist
in the development of a unified support network
for social enterprises. Acceptable progress 

• Create a training module for the Co-operative
Group membership education programme, which
describes the activities of CFS and its role within
the Co-operative movement. Target achieved

Target 2005
• Develop and deliver education to new and existing

CFS senior managers to promote greater
understanding of the wider Co-operative
movement. Chris Smith, Head of Community
and Co-operative Affairs

Commentary
Context In response to the recommendations
of the Co-operative Commission,1 which
concluded in 2001, a working group was
established by Co-operativesUK to devise and
promote indicators of co-operative and social
performance. In May 2004, Co-operativesUK

launched a basket of ten indicators.2 These are
considered to cover all seven of the Co-operative
Principles, and will be promoted as a robust
starting point for sustainability accounting and
reporting amongst co-operatives of all sizes.
CFS’ reporting encompasses, in full, the seven
social indicators and, in part, the member
indicators relating to education and economic
involvement. It does not encompass the
indicator relating to member democratic
participation, as CFS is not under direct member
control. CFS has played a full role in the
development of the indicators since the first
Social and Co-operative Performance Working
Group was convened in June 2001; and, in
January 2005, CFS’ Head of Sustainable
Development became Chair of the group. Also
in this Report, co-operative members’
awareness of, and satisfaction with, the ethical
and sustainability performance of CIS and the
Bank is reported for the first time.

Awareness of, and satisfaction with, ethics
and sustainability Early in 2005, research was
undertaken amongst individual members of the
Co-operative Group (page 11), who are taken
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Customers Co-operative
movement

Shareholders

Performance

2004 71% 29%
71% 29%

0% 100%

Ethics and sustainability
Awareness of CIS’/Bank’s ethical and
sustainability positioning

Aware Not Aware

Aware Not Aware

Bank

CIS

2004 40% 9%50%
34% 53% 8%

0% 100%

Satisfaction with CIS’/Bank’s ethical and
sustainability positioning

CIS

Very
satisfied

Quite
satisfied

Quite
dissatisfied

Very
dissatisfied

Don’t
know

Very
satisfied

Quite
satisfied

Quite
dissatisfied

Very
dissatisfied

Don’t
know

Bank

501 cash machines were
installed in Co-op stores in
2004, of which 431 are free
to use and 70 charging.

Source: Nunwood Consulting 2005

as a proxy for the UK Co-operative movement.3

This found that 71% of those questioned are
aware of CIS’ ethical and sustainability
commitments, and that 87% are satisfied with
performance in these areas. Similarly, 71% are
aware of the Bank’s ethical and sustainability
positioning, of whom 90% are satisfied with
performance. 

Member economic involvement – dividend
During 2004, CFS continued to work with the
Group towards the development of a true Group
dividend, which will ultimately see payments to
consumer members based on their annual
spending with the Group’s customer-facing
businesses, and on profits earned by the
Group in that year. In October 2004, 600,000
members received an interim dividend in the
form of a £10 flat payment. An additional flat
rate dividend of £20 was paid in March 2005 to
employee members. The Bank contributed
£550,000 towards these dividend payments, in
line with its share of member transactions with
the Co-operative Group in 2003. During
November and December 2004, an employee
membership drive was undertaken as part of a
Group-wide initiative to increase employee
participation in the democratic affairs of the
Group. Over half of all CFS staff responded,
with membership levels reaching 53% for CIS
staff and 55% for Bank staff in early 2005. 



Investments, products
and services
Retailer Financial Services A Retailer Financial
Services (RFS) Steering Group was established
in July 1998 with the aim of increasing the
distribution of financial services to retail
customers of the UK Co-operative movement.
To date, progress has concentrated on the
provision of cash machines, with 501 installed
in Co-op stores in 2004, of which 431 are free
to use and 70 (14%) are charging. This takes
the total number installed since the RFS project
began to 2,042, of which 123 (6%) are charging.
A customer pledge was drawn up in 2004 in
response to accessibility concerns. The pledge
states that the Bank: will install a free cash
machine wherever it is viable to do so; will be a
low cost convenience charging cash machine
provider; will review the convenience charging
policy annually and remove this charge if there
is a change in transaction profiles which would,
in turn, support free cash machines; and will
ensure that customers are given advance notice
of any convenience charge through effective
signage and clear screen messages. In line
with the Bank’s pledge, charges were removed
from four machines in early 2005 where the
level of usage was found to be sufficiently high
to support a free service. Profits generated by
cash machines are shared between the Bank
and the participating retail society, of which
there are 27. 

Economic support In 2004, CIS maintained
the dividend on co-operative society business
at the same rates as in previous years, resulting
in a distribution of £3 million to societies
trading with CIS. Via corporate and business
banking, the Bank provided some £119 million
of lending to co-operatives and mutuals during
2004, as described on pages 34-35. 

Co-operatives Directplus In May 2004, 
the Bank launched Co-operatives Directplus, 
a banking package for members of 
Co-operativesUK.4 Key features of the product
include: free banking; credit interest on balances
above £2,000; and discounted arrangement
fees and flexible repayment facilities for
business loans. Additionally, for every £100 of
balances held by new customers, the Bank will
contribute 10p to the Co-operativesUK New Start
Loan Fund, which provides small loans – of up
to £500 – to new co-operative enterprises. The
first contributions will be made through the
scheme in May 2005. 

Co-operative 
involvement
CIS’ and the Bank’s support for co-operative
enterprise through their community giving
amounted to 14% and 4% respectively in 2004
(2003: 6% and 5%), as detailed on pages 71-73.
In 2004, the majority of CFS’ direct economic
support for co-operatives was provided to the
Association of British Credit Unions,5 as
described on page 55.

Social enterprise In 2004, the Bank and 
Co-operative Action committed £23,500 to
sponsor the fourth annual Upstarts Awards
(March 2005), hosted by New Statesman
magazine. The awards celebrate the
achievements of the UK’s growing number of
businesses that aim to advance social, as well
as economic, goals. All winners will be invited
to attend a ‘Masterclass’ in June, at which 
CFS’ expertise in the areas of sustainable
development, diversity, public affairs, media
relations and community investment will be
shared. The target to assist in the development
of a unified support network for social enterprises
was not achieved. The Bank will support a unified
network as and when regional partners indicate
their wish to move things in this direction.

Participation During the year, staff participated
in strategic initiatives within the Co-operative
movement, including the involvement of senior
managers on the boards of: 

• the Association of European Co-operatives
and Mutual Insurers (ACME),6

• Co-operative Action,7

• the European Association of Co-operative
Banks

• the Association of British Credit Unions;

and also in the following groups:

• the International Co-operative and Mutual
Insurance Federation’s Insurance
Intelligence Network,8

• the Co-operativesUK New Ventures Panel,9

and SCP Working Group,

In addition, 36% of staff community volunteering
activity was undertaken with co-operative
organisations (pages 71-73) – largely through
support for credit unions. 

1 www.co-opcommission.org.uk
2 www.co-opunion.coop/live/images/cme_resources/Users/

siobhan/KSCPI/Guidance%20Document.pdf
3 The Group has some 1.4 million active members and

represents approximately 67% of the consumer Co-operative
movement by turnover in the UK. 

4 www.co-operativesdirectplus.coop
5 www.abcul.org
6 www.acme-eu.org
7 www.co-operativeaction.coop
8 www.icmif.org
9 www.co-opunion.coop/live/welcome.asp?id=268
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Member economic involvement –
Members’ Savings Accounts In March 2004,
the Bank launched a Members’ Savings
Account for individual members of the Group.
The account replaces the Group’s Share
Account, through which members were able to
invest share capital in the Society. Members
can continue to make deposits to their Savings
Account at their local food store through ‘Shop
& Save’. In addition, the new Savings Account
also offers members more attractive rates of
interest and the flexibility of accessing their
savings through cash machines in the LINK
network, and depositing at Post Offices or at
Co-operative Bank branches. Account holders
will need to keep £1 in their account to maintain
their membership of the Co-operative Group
and their right to participate in the Group’s
democratic processes. Over 8,000 accounts
were opened in the year, with Co-operative
members depositing more than £2.8 million. 

Member training and education To improve
understanding of the structure and work of CFS
amongst elected members of the Co-operative
Group, a CFS training module was developed
in 2004. This has become part of the Member
and Director Education Framework, and now
forms part of the Group’s governance.
Individual members of the Group, who are
seeking to become Regional Directors or Area
Committee members, undertake this training,
which contributes to their attaining either a
Certificate or Diploma in Co-operation. CFS
delivered the first training course to twelve
members in November 2004.

Also in 2004, CFS ran a series of workshops for
members explaining the business’ approach to
diversity, sustainability reporting, Ethical Policy
development and implementation, environmental
management and community involvement.
CFS hosted visits from representatives of the
international Co-operative movement – such as
the PSIS financial co-operative from New Zealand
and a delegation of South Korean co-operative
bankers – who were keen to learn about CFS’
ethics and sustainability programmes. Staff
also participated in a number of co-operative
events, through the delivery of presentations
and the co-ordination of workshop sessions.
For example, during 2004, staff shared ethics
and sustainability experience via presentations
to the annual conference of the Association 
of European Co-operative and Mutual Insurers
(ACME) and at a bespoke event of the
International Co-operative and Mutual
Insurance Federation (ICMIF). 



Throughout 2004, 
CIS customers had
their say in the
development of a 
new CIS Ethical
Engagement Policy
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provided a detailed annual breakdown of all
instances where business has been declined
(pages 46-49). Analysis of the degree to which
the Bank finances organisations that make a
particularly positive contribution to society (i.e.
above and beyond Ethical Policy compliance)
is provided on pages 34-35.

CIS’ socially responsible investment approach
was launched in 1999. To date, it has
comprised two major elements, both of which
were the subject of significant development in
2004/5. A customer-led Ethical Engagement
Policy has been developed to guide CIS’
responsible shareholding activities, whereby
CIS engages with companies in which shares
are held, with the aim of realising improvements
in financial, ethical and sustainability
performance (pages 47-48). Secondly, CIS has
operated an environmentally sensitive
approach to the management of its £2 billion
investment property portfolio (page 52). As of
2003, a detailed analysis of CIS’ voting and
engagement activity has been provided
(pages 49-53), and in 2002 CIS became the
first UK investor to disclose its entire UK voting
record via its website (extended to overseas
companies in 2005). This year, for the first time,
CIS’ overseas voting that is aligned with
investee management, but in opposition to
independent shareholder resolutions, is
reported (pages 50-52).

Other developments
Ultimately, CFS’ most material impacts are
those associated with the finance, products
and services it provides. In this Report, added
weight is given to the disclosure and analysis
of such areas. A new section dedicated to
financial inclusion has been created (pages
54-55), whilst information previously described
under the indicator ‘tailored ethical products
and services’ is now presented in connection
with the most appropriate indicator set (e.g. 
the Bank’s affinity Visa credit cards for Amnesty
International are described in the section on
Human Rights). Also in 2004, a CFS
Sustainable procurement and supplier Policy

(page 63) and CFS Health and Safety Policy
(page 64) were launched, with the former
facilitating the development of consolidated
accounting/reporting in the area of supplier
screening. Where a review of historic data has
identified inaccuracies, information has been
restated; the symbol appears next to such
datasets, and an explanation of the change is
provided on CFS’ website.1

Reporting guidelines
As described on page 21, indicators are
derived from a combination of stakeholder
dialogue, business strategy and emerging
standards. Reporting on social responsibility is
in part influenced by the Global Reporting
Initiative2 and the sector specific guidance that
CFS helped develop for the financial services
sector.3 More specifically: community
involvement reporting is now consistent with
the London Benchmarking Group guidelines,4

as described on page 71; whilst the approach
to diversity references Opportunity Now,5 Race
for Opportunity,6 the Employers’ Forum on
Disability7 and the Employers’ Forum on Age8

in connection with gender, ethnicity, disability
and age respectively.

Assurance
An assessment of the degree to which CFS
succeeds in delivering value to Partners in a
socially responsible manner is provided by
David Grayson, Director of Business in the
Community (page 98). For further details,
please contact Paul Monaghan, Head of
Sustainable Development
(paul.monaghan@cfs.co.uk).

1 www.cfs.co.uk/sustainability2004/restatements
2 www.cfs.co.uk/sustainability2004/gri
3 CFS’ Head of Sustainable Development acted as co-chair of

the GRI-SPI Reporting Committee. See www.spifinance.com
4 www.lbg-online.net
5 www.opportunitynow.org.uk
6 www.raceforopportunity.org.uk
7 www.employers-forum.co.uk
8 www.efa.org.uk
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Whose ethics?
There are ethical components to sustainable
development for which business should be
accountable. These extend far beyond
legislative compliance. Unlike for ecological
sustainability, there exists much less
consensus as to what constitutes socially
responsible business practice. Therefore,
when considering such matters, CFS
undertakes extensive stakeholder dialogue
and is guided by the views arising. In particular,
the views of customers are regularly sought in
relation to socially responsible investment, not
only because they are numerous (currently CIS
and the Bank have over seven million
customers between them) and represent a
diverse cross-section of society, but also
because it is right that they should have a say
in how their money is used. 

There will, however, always be certain values
that CFS will be guided by: in particular, the 
co-operative values of self-help, self-
responsibility, democracy, equality, equity and
solidarity; the Fundamental International
Labour Organisation Conventions; and the
principles of the Universal Declaration of
Human Rights. 

Developments – socially responsible
investment
The Co-operative Bank launched its Ethical
Policy in 1992, and this was subsequently
reviewed in 1995, 1998 and 2001. In each
instance, the Ethical Policy has been
formulated on the basis of an extensive
programme of customer consultation. The
Ethical Policy stipulates who the Bank will and
will not finance, as directed by customers. It
covers all of the Bank’s assets (e.g. retail and
syndicated loans, and corporate leasing) and
liabilities (e.g. retail deposits and savings, and
treasury dealings), and the investment of all
retained balances. The Bank’s Ethical Policy is
currently all but unique in UK retail banking, in
so far as it contains explicit clauses that restrict
the provision of financial services to certain
activities and sectors. As of 2002, the Bank has

Social responsibility



Context
Socially responsible investment – Bank
The Co-operative Bank launched its Ethical
Policy in 1992, and this was subsequently
reviewed in 1995, 1998 and 2001. In each
instance, the Ethical Policy has been formulated
on the basis of an extensive programme of
customer consultation. The current Ethical Policy
followed consultation with almost one million
corporate and personal customers. The Ethical
Policy stipulates who the Bank will and will not
finance, as directed by customers. It covers all
of the Bank’s assets (e.g. retail and syndicated
loans, and corporate leasing) and liabilities (e.g.
retail deposits and savings, and treasury
dealings), and the investment of all retained
balances. The Bank’s Ethical Policy is currently
all but unique in UK retail banking, in so far as it
contains explicit clauses that restrict the
provision of financial services to certain activities
and sectors. As of 2002, the Bank has provided a
detailed annual breakdown of all instances where
business has been declined.1 Analysis of the
degree to which the Bank finances organisations
that make a particularly positive contribution to
society (i.e. above and beyond Ethical Policy
compliance) is provided on pages 34-35. 

Socially responsible investment – CIS CIS’
socially responsible investment approach was

launched in 1999. To date, it has comprised two
major elements, both of which were the subject
of significant development in 2004: responsible
shareholding, whereby CIS engages with
companies in which shares are held, with the
aim of realising improvements in their financial,
ethical and sustainability performance (pages
48-52); secondly, an environmentally sensitive
approach has been taken to the management
of CIS’ £2 billion investment property portfolio
(page 52). In 2002, CIS was the first UK investor
to disclose its entire UK voting record via its
website, and this was extended to overseas
companies in 2005. CIS is committed to
exercising its voting rights at every available
opportunity in every company in which it invests.
As of 2003, a detailed analysis of CIS’ voting
and engagement activity has been provided.2

Assurance The Bank’s Ethical Policy
implementation and CIS’ responsible
shareholding activity are, like the rest of this
Report, subject to rigorous third party verification
(pages 96-97). Whilst many financial services
organisations across the world now produce
social and environmental reports, few, if any,
subject their core business activity – the
provision of finance – to external scrutiny 
or assurance. CFS’ Sustainability Auditors,
justassurance, directly investigate, on a sample
basis, the veracity of policy implementation;

Ethical finance

38. Socially responsible investment (Bank)
39. Socially responsible investment (CIS)
40. Anti-money laundering and financial

crime prevention

Targets 2004 
• Ensure that CFS Internal Audit continue to grade

the Bank’s Ethical Policy compliance at the
highest level, and provide assurance that all
critical key controls and checks are in place and
operating effectively. Target achieved

• Develop and launch a customer-mandated
Socially Responsible Investment Policy for CIS in
the first quarter of 2005. Acceptable progress

• Enhance CIS’ responsible shareholding
accounting systems in order to better demonstrate
how engagement activity and ensuing outcomes
are related. Acceptable progress

• Disclose, on CIS’ website, full particulars of
overseas voting. Target achieved

• Devise and secure approval for a means to integrate
ethics and sustainability analysis and engagement
with the CIS investment decision-making process,
with evidence of systematic impact in 2005.
Acceptable progress

• Research, develop and launch three new
sustainability affinity schemes or products in 2004.
Acceptable progress

Targets 2005 
• In connection with the Bank’s Ethical Policy,

consider and progress further improvements to
the monitoring of referral processes and the
frequency of compliance returns (currently
annual). Barry Clavin, SRI Policies
Manager/Chris Mills, Ethical Policy Manager

• Communicate CIS’ customer-mandated Ethical
Policy to customers throughout 2005, and
progress implementation. Barry Clavin, SRI
Policies Manager/Ian Jones, Head of
Responsible Investment

• In connection with CIS UK equity investments,
conduct corporate governance and
ethics/sustainability risk analysis with a further 
45 investee companies by the end of first quarter
2006, and evidence systematic impact on
investment decision-making. Ian Jones, Head 
of Responsible Investment
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Some 44,000 customers
responded to the CIS
Ethical Policy poll, with
98% in favour of the
initiative.

SocietyCustomers Co-operative
movement

Performance
Bank – ethical screening referrals and outcomes

Bank – all business declines by issue, 2004
Human Rights Estimated 

income 
foregone

2004

There were 90 instances when business development managers £418,000
referred finance opportunities in connection with human rights, the 
arms trade and labour standards. 
In twelve instances, a conflict was found and the business declined. 
Issues of concern included: support for oppressive regimes, the 
transfer of armaments to oppressive regimes, and the failure to 
comply with basic labour standards. For further details see 
pages 56-58.

Animal Welfare Estimated 
income 

foregone
2004

There were 37 instances when business development managers £358,000
referred finance opportunities in connection with animal welfare.
In nine instances, a conflict was found and the business declined. 
Issues of concern included: testing cosmetic or household products 
on animals, the use of intensive farming methods and involvement in
the fur trade. For further details see page 59.

1997
1998
1999
2000
2001
2002
2003
2004

0 175 350

29
25
18
34
52
41 102 143

95 147
114 148

76 94
79 104

49 256 305

Organisation in conflict with Ethical Policy and deemed unacceptable

Organisation not in conflict with Ethical Policy and deemed acceptable

74 103

45 180 225



reviewing case files and assuring themselves
of the integrity of the process and outcome.

Anti-money laundering Money laundering is
the disguising of funds derived from criminal
activity to give them legal respectability. It has
been estimated by the International Monetary
Fund3 that such financial flows are equivalent
to between 2% and 5% of global Gross Domestic
Product. As set out in the Financial Services
and Markets Act 2000, the Financial Services
Authority (FSA) has formal powers in the UK to
supervise and, where necessary, enforce
corporate and individual compliance with laws
and regulations in connection with financial
crime, including money laundering. The FSA’s
rules governing anti-money laundering activities
are described in the Money Laundering
Sourcebook.4 Additionally, the Joint Money
Laundering Steering Group provides practical
guidance for the financial sector via Money
Laundering Guidance Notes (most recently in
December 2003).5

Commentary
Policy development – Bank In 2004, a new
tenant protocol was established with Property
Finance Unit. Previously, when property
transactions had been referred for Ethical
Policy compliance, landlord conduct alone had

been considered. From 2005, both landlord
and tenant conduct will be considered in
instances where a landlord’s loan facility is
underpinned by a tenant’s rental income.
Assessment of tenant conduct will be global,
and not restricted to on-site activities.

Policy development – CIS (engagement)
In 2004, a project was progressed which aimed 
to substantially reconcile the historically
different approaches of CIS and the Bank to
socially responsible investment. Reconciliation
focused on establishing a clear customer
mandate for CIS’ approach to matters of 
ethics and sustainability. In advance of a broad
poll of customers, an extensive programme 
of research was undertaken to establish
customers’ priorities. 

• In January 2004, 1,000 CIS customers were
questioned on their awareness and
predisposition to socially responsible
investment, together with their knowledge of
CIS’ involvement in this area. This established
that CIS customers had a low awareness
(11%) of its socially responsible investment
activity, but that the majority (77%) supported
such policies and the concept that these 
be underpinned by a process of customer
consultation.

• Subsequently (March-May 2004), three
rounds of focus groups were commissioned.
These aimed to establish, via a process of
increasingly detailed dialogue, CIS customers’
ethical and sustainability priorities. In total,
20 focus groups were undertaken across
England, Scotland and Wales, and these
were weighted to ensure that appropriate
representation was provided in respect of
product type, age, gender, channel preference
and socio-economic status. Dialogue within
the groups confirmed customer support for
socially responsible investment. It also
indicated that CIS customers were concerned
about essentially the same ethical and
sustainability issues as Bank customers.

A broad poll of CIS customers was conducted
over the autumn and winter of 2004. Opinion
was sought on the same set of issues
previously presented to Bank customers in
2001, and which subsequently formed the
basis of the Bank’s current Ethical Policy: 
these covered the areas of environmental
sustainability, human rights & armaments,
trade & labour rights, social inclusion, genetic
modification and animal welfare. The CIS
consultation did, however, differ from that of
the Bank in two major ways. CIS customers
were not asked to direct how CIS monies are
invested (as Bank customers are), rather, they
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Bank – all business declines by issue, 2004 (continued)
Ecological impact Estimated 

income 
foregone

2004
There were 118 instances when business development managers £1,207,000
referred finance opportunities in connection with ecological impact.
In 15 instances, a conflict was found and the business declined. Issues 
of concern included: support for fossil fuel extraction and production, 
PVC manufacture, mineral extraction and mixed waste incineration. 
For further details see pages 77-78, 83-84, 89 and 92-93.

iFinancial exclusion Estimated 
income 

foregone
2004

There were nine instances when business development managers £181,000
referred finance opportunities in connection with financial exclusion.
In three instances, a conflict was found and the business declined. 
Issues of concern included: exploitative charges in connection with 
home credit services, buy-back stores and cheque encashment.
For further details see pages 54-55.

Diversity Estimated 
income 

foregone
2004

There were seven instances when business development managers £3,000
referred finance opportunities in connection with diversity.
In five instances, a conflict was found and the business declined. 
Issues of concern included: incitement of racial hatred and a failure
to protect women and minors. For further details see page 69.

Other – on occasion, the Bank will decline business in areas not Estimated
explicitly covered by its Ethical Policy, but where there are income
pressing ethical/sustainability concerns foregone

2004
There were 44 instances when business development managers
referred finance opportunities with potential ethical/sustainability 
issues. In five instances, as detailed below, a conflict was found 
and the business declined. 
Private equity company Concern over a high-profile investment in £190,000 
a UK car manufacturer and allegations of asset stripping. Criticism 
centred around excessive Director remuneration and management’s 
strategy for the long-term viability of the business. 
Leisure company Concern over the provision of credit facilities for £50,000
exclusive use in gambling venues. 
Prize draw company Concern over ‘misleading’ marketing £50,000
techniques and associated criticism from national consumer 
organisations on the hidden cost of calls to premium rate telephone 
numbers. 
Pharmaceutical distributor Concern that this overseas on-line £500
pharmaceutical business would make available prescription 
medicines without the authorisation of a recognised medical 
professional.
Multi-level marketing company Concern over ‘misleading’ £500
marketing techniques and associated criticism from a national 
consumer organisation on the minimal returns available to new 
entrants of such schemes. 

£291,000

Total: gross income foregone (as a result of business £2,458,000
declines progressed in 2004)

Source: Sustainable Development Team 2005



were asked for their views on how CIS should
engage with investees and influence their
behaviour. Secondly, CIS customers were
consulted on two categories of issue previously
never placed before Bank customers: corporate
governance and consumer protection.

In total, some 44,000 customers responded to
the CIS Ethical Policy poll, and 98% of these
were in favour of such an initiative (with just 1%
actively opposed). The CIS consultation was
supported by a variety of channels:

• postal a direct mail-shot was undertaken
with 500,000 CIS customers (population
weighted to represent total product holdings
across CIS); 

• door-to-door during visits to customers’
homes, CIS Financial Advisers undertook 
a campaign of briefings (activity that was
underpinned by staff briefings, incentives and
district office posters);

• on-line the ‘call to vote’ was the lead banner
on CIS’ website, from where the questionnaire
could be completed; 

• telephone CIS’ Customer Contact Centre
staff were available to take calls following
dedicated team briefings; and

• advertising ‘calls to vote’ were advertised
prominently within staff magazines and

various specialist press (with a combined
reach of close to two million readers). 

Of the issues presented, most received the
support of at least nine out of ten CIS customers
(as was the case in the Bank’s most recent
Ethical Policy consultation). Both CIS and Bank
customers show a strong preference for
socially responsible investment, despite the
differing age and socio-economic profiles of
the two customer bases (CIS customers tend
to be older and less affluent, as described on
pages 54-55). The most well-supported
themes, in order of decreasing preference,
were: corporate governance, environmental
sustainability, trade & labour rights, human
rights & armaments, social inclusion,
consumer protection, genetic modification and
animal welfare.

The CIS Ethical Engagement Policy (page 101)
was launched in June 2005, and covers all
asset classes. The consolidation of policy
positions means that, for example, the Bank
can continue to decline to finance a particular
business as a consequence of it exporting
arms to oppressive regimes, whilst CIS will use
the leverage of its shareholding in the same
business to argue for the cessation of such
behaviour. Going forward, CIS will ensure that
future engagement activity is consistent with

customers’ views, and further progress will be
reported on in 2006. Parallel developments in
the management of CIS’ investment property
portfolio are described on page 52. 

Policy development – CIS (investment
strategy) In common with other UK institutional
investors, to date, ethics and sustainability
research and analysis have not routinely been
factored into CIS’ investment decision-making.
Last year’s CFS Sustainability Report pledged
to address this situation, with evidence of
systematic impact in 2005. There has been
considerable progress with respect to
investment decision-making and corporate
governance issues; with some 29 universal risk
indicators being prioritised and defined, and
progress against each assignable to a five
point scale. However, there has been more
limited progress in relation to ethics and
sustainability, for which risk indicators will be
prioritised on a case-by-case basis. In both
cases, business performance is graded against
relevant risk indicators, and this information
shared with fund managers who respond on the
degree to which this analysis is deemed to impact
on valuation scenarios, if at all. As at February
2005, a material SEE risk had been identified
and analysed for each of nine companies; and
in one case, valuation was subsequently
impacted via a higher discount rate. 

2003 2004 2003 2004 2003 2004
Report and accounts 681 704 24 28 40 168
Board independence: Director election 2,295 2,520 156 185 192 159
Remuneration Report: executive 598 666 128 94 116 155
Fees: NEDs - 51 - 0 - 1
Shares: executive incentives 171 297 45 43 13 45
Shares: employee schemes 85 111 6 5 2 1
Shares: allotment 1,025 1,132 7 10 1 5
Shares: repurchase 574 631 1 5 7 1
Dividend 505 524 0 1 0 0
Capital structure 94 65 2 2 0 1
Corporate action 148 254 5 15 2 3
Memorandum and articles 143 231 1 2 2 4
Auditor(s) appointment 868 923 3 4 2 0
Political donations 119 114 2 3 0 0
Other 99 - 9 - 5 -
Total 7,405 8,223 389 397 382 543

Category Resolutions
tabled by

management

CIS against
resolution and
management

CIS abstain on
resolution and 

against management

CIS – UK voting 

UK voting record in relation to resolutions tabled by company management. In addition, during 2004, CIS voted against twelve
resolutions tabled by ‘independent’ shareholders (2003: 10). One of these (BP plc) related to sustainability, as described on page 51.

Source: CIS Responsible Shareholding Unit 2005

CIS – votes in ‘opposition’ to
acceptance of report and accounts 

2003
2004

200

9
20 161 (181)

28 (37)

Votes against 2004 Alexon Group plc (retail), Alvis plc
(armaments), Amstrad (household goods/textiles), 
Ashtenne Holdings plc (real estate), Belhaven Group plc
(leisure/entertainment), CD Bramall plc (automobiles and
parts), Clinton Cards plc (retail), CLS Holdings plc (real estate),
Cranswick plc (food producers), French Connection Group plc
(retail), John David Group plc (retail), Kiln plc (insurance), LA
Fitness plc (leisure/entertainment), London Clubs International
plc (Leisure/entertainment), Lookers plc (automobiles and
parts), Pendragon plc (distributors), Randgold Resources Ltd
(mining), T Clarke plc (construction & building materials), Town
Centre Securities plc (real estate), William Morrison
Supermarkets plc (retail).

opposition, vote against

opposition, abstain

0
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Research undertaken by KPMG LLP
(UK) and Lintstock6 found that, although many
UK fund managers describe themselves as
‘long-term investors’ (or as ‘shareowners’ rather
than ‘shareholders’), their definition of the 
‘long-term’ rarely extends beyond three years.
Furthermore, if a company is viewed to perform
above a minimum governance ‘threshold’, 
its movement further up the ‘governance
continuum’ has little, if any, effect on its valuation.

Screening of finance – Bank During 2004, the
Bank’s Ethical Policy Unit reviewed 305
potentially problematic financial opportunities:
an increase of 36% on 2003, and 113% increase
on 2002. Growth was driven, in part, by the
Bank’s more frequent participation in syndicated
loan activity and property finance. Referrals are
made by business development managers
seeking to ensure that prospective business
opportunities are compliant with the Bank’s
Ethical Policy. Of these, 49 (16%) were found to
be in conflict and the business opportunity
declined (2003: 45, or 20%). Pages 46-47
provide details of all business declined in 2004,
together with an estimate of gross income
foregone (annualised basis). For legal
reasons, the Bank is generally unable to name
those businesses found to be in conflict with its
Policy; this would constitute a breach of
customer confidentiality. However, all referrals

Benchmark to the Bank’s Ethical Policy Unit are subject to
independent third party scrutiny. CFS’
Sustainability Auditors, justassurance, directly
investigate the veracity of the Ethical Policy
implementation programme, reviewing, on a
sample basis, the Ethical Policy Unit’s case
files. They also liaise with the Bank’s Internal
Audit function to pursue a broader level of
assurance on the quality of the referral process
in operation across the business. This internal
Quality Assurance Programme focused on
syndicated loans and property finance during
2004/5, with some 20 days allowed for Internal
Audit investigation. Amongst the key controls
tested in relation to the Bank’s Ethical Policy were:

• that appropriate up-to-date procedures and
clearly assigned responsibilities are in place,
and that managers and staff understand them;

• that, for relationship accounts, ongoing
compliance is reviewed on an annual basis;

• that, for non-relationship accounts, the
annual central screening exercise to
ascertain ongoing compliance is undertaken
and fully completed; 

• that, all new non-personal account
applications are screened for compliance; and 

• that, where there is a conflict or potential
conflict, reference is made to the Sustainable
Development Team for guidance.

The audit concluded that the quality of control
evidence was ‘comprehensive’ (i.e. at the
highest level of control); whilst recommending
a number of minor enhancements, which now
form targets for 2005.

Research undertaken by EIRIS
(2003)7 rated The Co-operative Bank’s
Environmental Policy as the best of 13 UK retail
banks, stating it was “exceptional”. Additionally,
it noted that The Co-operative Bank was the 
only one to have “explicit policies” in relation 
to “lending to companies/organisations with 
a significant involvement in arms, or countries
considered to be under the rule of oppressive
regimes, and/or organisations with a poor
environmental record.” 

Research undertaken by ECRA8

concluded that, of the 28 providers of cash and
current accounts in the UK, only The 
Co-operative Bank provided a credible Ethical
Policy and therefore merited ‘Best Buy’ status.
Indeed, the report stated,“The Co-op’s lending
policies are way ahead of any of the other
banks covered in this report.”

Engagement – CIS During 2004, the vast bulk
of CIS’ engagement activity was focused on
matters of corporate governance. Ethical and
sustainability engagements were less in

Benchmark

Benchmark

CIS – ethical and sustainability engagement, 2004*

Companies Concern Push for change

Banks
– ABN AMRO/Barclays/Citigroup/Credit Suisse/HBOS/
HSBC/Lloyds TSB/Royal Bank of Scotland/ 
Standard Chartered

Various (Burma)
– Total 
– American Express/Cosco Holdings/Credit Agricole/
Deutsche Bank/Fraser and Neave/Hitachi/Hutchison
Whampoa/Hyundai Motor Co./Ingersoll-Rand/Korea
Electric Power/Lexmark International/Mitsubishi/Mitsui
Fudosan/Nestlé/Nishimatsu Construction/Samsung/
Sumitomo/Schlumberger/Schneider Electric/Siemens/
United Overseas Bank

Oil and gas
– BP

Pharmaceuticals
– AstraZeneca/Bristol-Myers Squibb/GlaxoSmithKline
(GSK)/Merck & Co./Novartis/Roche/Pfizer

Pharmaceuticals 
– Abbot Laboratories/Amgen/AstraZeneca/Bayer/Biogen
Idec/Bristol-Myers Squibb/Johnson & Johnson/Merck &
Co./Novartis/Novo Nordisk/Pfizer/Roche/Sanofi-
Sythelabo/Schering/Schering-Plough/Valeant/Wyeth

Tobacco
– Imperial Tobacco

The financial services sector is under pressure to
demonstrate that its finance of projects takes account of
sustainability. In response, a number of large international
banks have formulated the Equator Principles. It is
important that signatories are transparent on the manner
and impact of implementation of these principles. 

There are many oppressive regimes across the world;
however, Burma presents a combination of
circumstances that make a particularly compelling case
for action.

Companies involved in Burma should assess the case
for continuing to operate in the country, especially if
activity provides the regime with much needed hard
currency.

The degree to which BP is open to the suggestions of
the Caspian Development Advisory Panel, an
independent group established to review and provide
feedback on the Baku-Tbilisi-Ceyhan (BTC) oil pipeline.

Impact of patent protection and pricing policies on
developing countries’ access to crucial medicines.

The withholding of clinical trial data that shows the
harmful effects of drugs. 

Poor communication of the risks associated with smoking,
together with claims that environmental tobacco smoke
has negligible/no health effect on passive smokers.

• Engagement, outputs and outcomes are
described on page 52.

• Engagement (collaborative) and outputs
described on page 57.

• Engagement (collaborative) and outputs
described on page 78.

• Engagement (collaborative) and outputs
described on pages 56-57.

• Engagement (collaborative), outputs and
outcomes are described on page 65.

• Engagement and outputs described on page 65.

*Excludes voting activism exercised at company AGMs, as detailed on page 48.
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volume, but remain a particular source of
interest to CFS’ partners, and each instance is
referenced on pages 51-52. All CIS
engagement activity is subject to independent
third party scrutiny, with particular attention given
to matters of ethics and sustainability. For
reporting purposes, ‘engagement’ is restricted
to instances where CIS has pressed a point of
difference with a company or where CIS has
lent weight to a significant positive initiative.
Engagement is not taken to cover endorsements
of corporate behaviour that are essentially the
sector norm, or close to it. Research, letters of
enquiry and seminar attendance are not classified
as engagement. Engagement is pursued via
correspondence, face-to-face meetings, or
most significantly, via the exercise of voting
rights at a company’s annual general meeting. 

During 2004, engagement programmes were
initiated (or an existing engagement programme
was extended) with 56 companies. Engagement
consisted of face-to-face meetings or
correspondence. The aforementioned statistics
include instances of collaborative engagement
directly involving CIS (i.e. when present at a
meeting). Most significantly, CIS chairs the
Pharmaceutical Shareowners Group and has
been active in the Extractive Industries
Transparency Initiative and the Institutional
Investor Group on Burma (see page 57). CFS’

involvement in the Carbon Disclosure Project is
described on page 79.

Voting, ethics and sustainability (UK) – CIS
From April 2004, CIS began implementing a
much more robust system for determining
whether UK-listed companies meet the
Association of British Insurers (ABI) guidelines
on socially responsible investment.9 These
stipulate that companies should provide
information in their annual report and accounts
about the business risks arising from the way
they handle social, ethical and environmental
(SEE) issues. Specifically, they refer to
disclosures relating to Board responsibilities
and to policies, procedures and verification. It
is CIS policy to usually vote against the report
and accounts of companies who fail
completely in respect of SEE risk disclosure
and who operate in sectors deemed to be
medium or high SEE risk (designations
assigned by CIS), and to usually abstain in
cases where there is limited disclosure (or no
disclosure in low risk sectors).10 In 2004, CIS
applied its updated SEE risk reporting voting
policy to 572 UK companies,11 and in 181
instances voted against, or abstained on, the
acceptance of report and accounts (2003: 37).
The increased level of ‘opposition’ is a
consequence of increased activism on the part
of CIS, coupled with the failure of the vast

majority of listed companies to implement the
ABI guidelines in a meaningful manner. A
recent study noted that just 6% of FTSE All-
Share companies demonstrated ‘full disclosure’
against the ABI guidelines, and even amongst
FTSE 100 companies compliance was as low
as 23%.12 A similar pattern emerges from an
analysis of those companies CIS has
previously acted against: of the 37 reports 
and accounts opposed in 2003, just six showed
an improvement in disclosure in 2004. These
levels of performance are particularly poor
considering that the ABI guidelines ask
companies to identify only those SEE issues
that impact on shareholder value, and are not
concerned with the broader set of SEE issues
that impact on other stakeholders, such as
local communities and suppliers. As described
on page 56, the reports and accounts of the
aerospace and armaments sector proved to
be particularly deficient amongst the ‘high’ risk
sectors with respect to application of the ABI
guidelines. Although not listed companies, the
report and accounts of both the Bank13 and
CIS14 include SEE risk disclosure statements,
and these are considered to comply fully with
the ABI guidelines. Research
undertaken by KPMG LLP (UK) and Lintstock15

has observed that “If many institutional
investors would like to see better disclosure of
companies’ SEE performance, few are prepared
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CIS – Overseas voting 

Resolutions tabled by management Resolutions tabled by independent shareholders
Category CIS against resolution CIS abstain on CIS for independent CIS abstain on CIS against

and management resolution and against resolution and against independent resolution independent resolution
Total management management and for management and for management

2003* 2004 2003 2004 2003 2004 2003 2004 2003* 2004 2003* 2004

Accounts/dividend policy N/A 7 3 2 0 0 1 1 N/A 0 N/A 4
Anti-takeover measure N/A 15 14 10 0 1 25 4 N/A 0 N/A 0
Auditors N/A 8 28 2 0 3 0 0 N/A 0 N/A 3
Board composition and N/A 106 15 28 66 41 23 16 N/A 4 N/A 17
election of Directors
Capital, including issue N/A 104 25 93 0 1 0 6 N/A 3 N/A 1
of securities
Charitable donations N/A 5 0 0 0 0 0 0 N/A 0 N/A 5
Ethics and sustainability N/A 65 0 0 0 0 15 8 N/A 10 N/A 47
Executive remuneration N/A 168 85 84 1 19 48 16 N/A 3 N/A 46
Lack of disclosure N/A 5 12 5 0 0 0 0 N/A 0 N/A 0
Memorandum and articles/ N/A 47 41 35 1 7 15 2 N/A 0 N/A 3
procedural
Other N/A 6 7 0 0 0 7 1 N/A 0 N/A 5
Political donations/alignment N/A 25 0 0 0 0 1 1 N/A 5 N/A 19
Total N/A 561 230 259 68 72 135 55 N/A 25 N/A 150

*For 2003, centralised records not maintained where CIS voted ‘for management’ on independent shareholder resolutions.
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to vote against the receipt of a company’s
annual report and accounts because they are
unhappy with the level of disclosure provided.
The notable exception to this rule, however, is
the Co-operative Insurance Society… the use
of the ballot box by CIS was in marked contrast 
to that of other ‘activist’ investors”.

Voting, governance (UK) – CIS At the outset
of 2004, 84%16 of CIS’ equity holdings by value
were listed on the UK stock exchange. With
regard to UK shareholdings, it is CIS’ policy to
vote on every resolution put before it and to
make all decisions available on its website.17

In 2002, CIS developed a UK Corporate
Governance and Voting Policy. This was trialled
through 2003 and was formally approved early
in 2004. This states that CIS will vote against a
resolution where it “is inconsistent with its
guidelines, does not accord with best practice,
and is not in shareholders’ long-term interests”.
However, in the first instance, and where the
issue is not considered fundamental, CIS will
tend to abstain on such issues, and only vote
against a company when responsiveness has
failed to emerge from previous engagements.
CIS will also abstain on resolutions where
performance falls short of best practice, but it
is not considered to be significantly material.
Where CIS plans not to support a company’s
Board, the affected company is informed in
writing in advance of concerns. 

In 2004, CIS voted on 8,223 UK resolutions
tabled by management (2003: 7,405).
Opposition to management voting (whereby
votes are cast against a resolution or CIS
abstains from voting) increased by 22% to 940.
In total, CIS opposed 11.4% of management
resolutions (2003: 10.4%), confirming its status
as one of the most active and assertive
institutional investors in the UK. As in 2003, the
major areas of activism were Board
independence (344 votes in opposition),
executive remuneration (249) and annual
reporting (196); between them, these
accounted for 84% (789) of opposition voting
in 2004. In all areas, activism has contributed
to improvements in corporate governance
performance, particularly in the area of Board
independence; however, there remains scope
for further improvement. 

• In line with the new Combined Code (2003),
CIS believes that non-executive Directors
(NEDs) should comprise a majority of a
company’s Board and that at least half of
NEDs should have a proper degree of
independence.18 In 2004, PIRC found that
the percentage of companies with a majority
of independent Directors increased among
the FTSE 100 and MidCap, from 23% to 29%
and from 14% to 23% respectively.19

• In terms of executive remuneration, 2004
saw significant further progress in respect of

notice periods,20 with just 4% of FTSE 100
Executive Directors now having notice
periods in excess of twelve months.21

However, there was little, or no, progress with
excessive pay itself. This is perhaps
unsurprising, given the observation that “with
the exception of CIS, dissatisfaction with the
actual or potential quantum of awards is
rarely cited (by UK institutional investors) as
a reason for voting against or abstaining on a
management resolution.”22 In 2004, PIRC
reported that salary rises amongst FTSE 100
companies were 6.5% on average, and that
whilst salaries may not be rising as fast as in
previous years, bonuses were continuing to
rise by double digits across the FTSE All-
Share (15% for the FTSE 100, 30% for the
MidCap and 15% for the SmallCap).23

In 2004, just 57% and 55% of shares
were voted at UK company meetings in
relation to the FTSE 350 and FTSE All-Share
respectively. Only 3% of votes were cast
against or as abstentions in respect of FTSE
All-Share index companies.24

Currently (as at June 2005), just three
UK institutional investors, including CIS,
disclose their entire voting records. For this
reason, in 2005, CFS will call on the UK
Government to re-examine the case for
mandatory disclosure of voting records.

Voting, governance (overseas) – CIS In
November 2002, CIS was the first UK investor
to disclose its entire UK voting record via its
website, and this was extended to overseas
companies in 2005. At the outset of 2004, 13%
of CIS equity holdings were listed outside of
the UK, principally in the United States,
continental Europe and Japan. During 2004,
CIS voted against, or abstained on, 331
overseas resolutions tabled by management
(2003: 298).

Voting, independent shareholder
resolutions – CIS In the UK, it is uncommon
for shareholders to table independent resolutions
owing to the large number of shares required,
and a cultural aversion amongst large UK
institutional investors to such practices (which
are viewed as overly aggressive). To this end,
CIS was faced with just twelve such resolutions
in 2004, and voted against all of these, one of
which had an ethical or sustainability
component, as described below.

• BP plc were challenged to prepare a report
that analysed how damage to biodiversity
arising from activity in protected/sensitive
areas might impact upon ‘company value’
and the implications were it to refrain from
operating in such areas in the future. This
motion was tabled by US-based The Public
Interest Research Group,25 and supported by
the likes of the Joseph Rowntree Charitable

Benchmark
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Trust and the Sierra Club. However, CIS’
Responsible Shareholding Unit (RSU) voted
against this resolution, as they felt that whilst
the spirit of the resolution – to improve
reporting and clarify policy on drilling in
sensitive areas – was commendable, in BP’s
case it was unnecessary, as the company
had already made acceptable efforts to
comply with such demands.26 CIS’
engagement with BP on the BTC oil pipeline
is described on page 78.

In contrast, the United States has a more
advanced culture of shareholder activism;
independent groups frequently secure the
required number of shares to enable a
resolution to be tabled. In 2004, CIS was
presented with 230 independent resolutions; of
which 175 were opposed27 and 55 supported
(2003: 135). In 65 cases, resolutions had
ethical or sustainability components, as
described below.

• CIS supported eight independent
shareholder resolutions with ethical or
sustainability components (2003: 15). These
proposed that eight US companies (2003: 9)
improve various aspects of their social,
ethical and environmental policies, reporting
and risk management.
– In six cases, calls for better monitoring/

disclosure were supported in respect of
smoking health risk labels (Altria), global
climate change risk (Exxon Mobil), Board
diversity (Danaher), a corporate review of
the impact of AIDS (Coca Cola) and equal
employment opportunities (Amgen and
Wal–Mart).

– Additionally, environmental resolutions
calling for a more controlled generation of
pollutants (Tyco International) and the
clean up of toxic waste sites (Chevron
Texaco) were supported. 

• In 2004, CIS opposed 57 independent
shareholder resolutions with ethical or
sustainability components. These are
described below; however, the introduction of
CIS’ Ethical Engagement Policy (pages 47-48)
will ensure that CIS is much more responsive
to many of these issues in the future, as
directed by customers. In April 2005, it was
agreed that, henceforth, overseas voting
would consider the ‘burden of proof’ to rest
with companies, not independent
shareholders; and that voting would be
directed by the emerging CIS Ethical
Engagement Policy, with the Sustainable
Development Team notified in advance of
voting intentions.
– In seven28 cases, CIS opposed a review of

executive pay that sought to create links to
social performance. 

– In the area of human rights, motions urging a
review of military contracting criteria (United
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Technologies and Northrop Grumman);
adoption of a code of conduct for Chinese
operations (Coca Cola, IBM and Time
Warner); implementation of ILO standards
(Colgate-Palmolive, Home Depot and The
TJX Companies), a review of supply chain
standards (The TJX companies); the
banning of uranium diversion for military
use (Tokyo Electric Power Co.); and a
review of human rights in Equatorial Guinea
(Exxon Mobil) were all voted against.

– In the area of diversity, CIS opposed the
adoption of a sexual orientation anti-bias
policy (Exxon Mobil) and was against
reporting on stock options by race/sex and
a review of the impact of the AIDS pandemic
in four29 and five30 cases respectively.

– In relation to energy production, CIS voted
against two motions for the development
of renewable energy alternatives (Chevron
Texaco Group and Tokyo Electric Power
Co.) and one motion for the phase-out of
nuclear power (Tokyo Electric Power Co.). 

– Calls for sustainability/environmental
reporting were opposed in six cases;31 as
were more specific disclosures in the
areas of genetics (two32) and environment
(four33) – instances included the cost of
PCB clean-up, nuclear waste storage,
gene engineered food and the phase-out
of phthalates and parabens.

– In relation to pharmaceuticals, three34 drug
price restraint motions were opposed,
together with motions on the ethical criteria
for pharmaceutical patent extension
(Merck and Co.). In relation to tobacco and
Altria, the following three motions were
opposed: informing customers of the risks
of ‘light’ cigarettes, discouraging smoking
by pregnant women and reporting on
cigarette filter health effects. In connection
with American International, divestment of
tobacco holdings was opposed.

– On matters of transparency, a motion to
ensure customer privacy (Bank of America
Corp.) and to increase financial
transparency (JP Morgan Chase & Co.)
were opposed.

– In four instances,35 restrictions on animal
testing were opposed.

• In addition, in 19 instances36 CIS opposed
motions urging business to report on
political donations and associated policies,
with motions opposing bans on political
donations (two37) and charitable donations
(five38) also opposed.

Investments (other
developments)
Anti-money laundering and financial crime
prevention During 2004, the Bank made a
significant investment in a project to implement
a new anti-money laundering solution that will
systematically and intelligently monitor its
customer accounts and daily transactions in
order to automate the detection of suspicious
behaviour. The solution will facilitate continuing
compliance with legislation and regulation,
which form part of the ongoing campaign
being waged by the regulators, banks and their
partners to tackle the ever-present problem of
financial crime.

Investment property – CIS During 2004, CIS
announced that the management of its £2 billion
investment property portfolio would transfer to
a third party provider. The portfolio consists of
some 150 properties, most of which (88%) are
concentrated in UK retail, warehousing and
offices. Given that funds are to be assigned on
a discretionary basis (i.e. CIS would not
normally expect to influence the acquisition,
sale or redevelopment of individual properties
unless expenditure exceeds an agreed
threshold), a set of detailed and demanding
sustainability requirements have been
developed by CFS and will be made a
condition of contract.39 Most significantly, all
acquisitions and major redevelopments should
aim to achieve the BREAAM rating of ‘Very
Good’40 as a minimum, and any electricity
provision should be 100% renewable. It is
considered that these, and other requirements,
will ensure that CIS’ property portfolio
continues to be managed to the highest
sustainability standards of any fund in the UK.

Principles and Practices of Financial
Management – CIS From November 2004, all
UK with-profits insurers must make available
documentation describing how they run their
with-profits business – this is referred to as the
Principles and Practices of Financial
Management (PPFM). Issues covered include
how an insurer decides its annual and final
bonuses, how it forms its investment strategy
and how it applies charges and expenses. CIS’
PPFMs are available on its website41 and note
that responsible shareholding is an integral
part of the fund’s investment strategy.

Engagement (Equator Principles) – CIS As
a result of NGO pressure and related negative
publicity, a number of major financial
institutions (FIs) now claim to screen the
provision of project finance on the basis of
ethical and environmental impact, as opposed
to on creditworthiness alone. In June 2003, ten
FIs developed and launched the Equator

Principles;42 these draw heavily on the social
screening criteria and environmental
assessment guidelines of the International
Finance Corporation and World Bank.
However, big questions remain as to the
consistency of implementation and verification
of claims. In November 2004, CIS wrote to
eight FIs (page 49) and urged that much
greater transparency was needed if the
Principles, and those applying them, were to
have any credibility. A number of FIs have since
responded positively to these suggestions
(ABN AMRO, Barclays, Citigroup, Credit
Suisse, HSBC and West LB), which have won
the support of campaigning organisations
such as Banktrack. HBOS, Lloyds TSB, Royal
Bank of Scotland and Standard Chartered
have yet to respond. During the aforementioned
dialogue, CIS also advocated further
development of the Equator Principles, to
include areas such as human rights.

Product/service
developments
Sustainable Leaders Trust43 – CIS Early in
2005, the Environ Trust (an ethically-screened
unit trust with more than £100 million under
management) was relaunched as the
Sustainable Leaders Trust. Historically, the
Trust’s screening processes concentrated on
identifying and excluding shares (UK and
overseas) that failed to meet a minimum
threshold of corporate responsibility: in many
instances, this involved the exclusion of entire
sectors. Going forward, such negative
screening will be less of a feature (although it
will still apply to armaments, animal testing for
cosmetics, nuclear power, tobacco and
companies that operate in countries where
human rights are disregarded), and there will
be an increased emphasis on identifying and
holding shares in businesses that are corporate
responsibility leaders within a sector (an
approach referred to as positive screening). It
is anticipated that these changes will improve
the Trust’s financial performance, which has
been relatively poor to date. It is intended that
the revamped Trust will be one of the first UK
funds to comply with the Eurosif Transparency
Guidelines.44

Child Trust Fund45 – CIS Following the
passage of legislation in 2004, all children
living in the UK born on or after 1 September
2002 are eligible for a Child Trust Fund
account. The Government will start the account
with a gift of £250 (rising to £500 for poorer
families), with a further contribution being
made when the child is seven. Family and
friends can add up to £1,200 per year to the
account, which is intended to encourage long-
term saving, and to provide a tax-free lump
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sum as a financial springboard into adult life
(the account matures when the child reaches
18). CFS’ product, launched in partnership with
Children’s Mutual, will be invested in the CIS
FTSE4Good Tracker Trust, which tracks the
FTSE4Good UK Index.46 To be listed on the
FTSE4Good UK Index, companies must meet
certain criteria, including working towards
reducing their impact on the environment. It
excludes sectors such as tobacco, armaments
and nuclear power. Charges will be capped at
1.5% per annum.

Sustainability value
analysis 
• Annualised gross income foregone by the

Bank in 2004 as a result of ethical screening
of financial services provision, £8,721,500
(2003: £6,887,000). 

[Relates to those financial opportunities
foregone following referral to the Sustainable
Development Team and affirmation that the
opportunities run counter to the Bank’s
Ethical Policy. The figure comprises declines
relating to business turned away in 2004
(£2,458,000) and also declines originating in
the years 2000-2003 (£6,263,500), as
financial services provision is assumed to
have an average retention of five years]. 

1 2002: www.co-operativebank.co.uk/ethics/partnership2002/
pr/screening_finance.html
2003: www.cfs.co.uk/sustainability2003/socialresponsibility/
ethical.html

2 2003: www.cfs.co.uk/sustainability2003/socialresponsibility/
ethical. html

3 Financial Times (18.11.02). Money laundering: ironing out
those washday wrinkles.

4 www.fsa.gov.uk
5 www.jmlsg.org.uk
6 The Corporate Governance Report: Investor Policies and

Corporate Practice (2004). KPMG LLP (UK) and Lintstock.
Research examines the governance policies and voting
records of the UK’s leading investment institutions.

7 EIRIS Guide to Responsible Banking (November 2003).
8 Ethical Consumer (May/June 2005). Issue 94.
9 www.abi.org.uk/Display/File/85/SRI_Guidelines.doc
10 The CIS Responsible Shareholding Unit considers that there

are many instances warranting flexible implementation of
these policies; for example, should a company pledge to
report more fully in future years, or mistakenly produce a
poor statement, then CIS may still vote in favour of accepting
the report and accounts. In 2004, such flexibility was
exercised in excess of 30 instances.

11 As the policy was introduced part way through the year, it
was not applied to the generally applicable universe of 650
UK companies.

12 Risks, Returns and Responsibility (2004). Association of
British Insurers, London. Data refers to year ends during 2003.

13 www.co-operativebank/financialreports2004
14 www.cis.co.uk/financialreports2004
15 KPMG LLP (UK) and Linstock, op. cit
16 A further 1.5% is held in unquoted UK equities.
17 www.cis.co.uk
18 CIS would not normally support the election of an Executive

Director if this would reduce the proportion of Non-Executive
Directors to less than one third. CIS would not normally
support the election of a NED who was not independent of
the company unless a majority of NEDs would still be
independent.

19 Corporate Governance Annual Review 2004. Pensions &

Investment Research Consultants Ltd (November 2004).
Sample comprised 522 companies.

20 CIS would not normally support the election/re-election of a
Director whose notice period exceeds one year, and will vote
against the election of an Executive Director whose notice
period exceeds two years or where severance entitlements
exceed two years of salary.

21 KPMG LLP (UK) and Linstock, op. cit
22 Ibid.
23 PIRC Alerts (1 December 2004).
24 Ibid., footnote 19.
25 www.pirg.org
26 During 2004, CIS’ RSU considered that support for

independent shareholder resolutions should be reserved for
instances where the company has clearly failed to fulfil
responsibilities and a public signal needs to be sent. It is
considered that incremental improvements are best pursued
through engagement with the company.

27 As noted in last year’s CFS Sustainability Report, for 2003,
CIS did not retain central records of all overseas voting
activity. Previously, only voting activity that culminated in
‘opposition’ to management was reported. This year, voting
that opposes independent resolutions, and favours
management, is additionally disclosed.

28 (Against) Merck and Co., Wells Fargo and Co., General
Electric Co., American International Group Inc., JPMorgan
Chase and Co., Cisco Systems Inc., Time Warner Inc.

29 (Against) Coca Cola Company, Verizon Communications,
Exxon Mobil Corp., Wal-Mart

30 (Abstain) Abbott Laboratories, Merck and Co. and Pfizer
(Against) Chevron Texaco and Pepsico

31 (Against) General Electric Co. (x2), Apache Corp., Wal-Mart,
Safeway Inc. (US holding), Dow Chemical

32 (Against) Safeway Incorporate (US holding), Wal-Mart
33 (Against) General Electric Co. (x2), Avon Products

Incorporated (x2)
34 (Abstain) Pfizer Inc., Wyeth Plc, Abbott Laboratories
35 (Against) Pfizer Inc., Wyeth Plc, General Electric Co., Procter

and Gamble Company 
36 (Against) Citigroup Inc., Morgan Stanley Dean Witter & Co.,

Wacgovia Corporation, American Express Co., Bellsouth
Corp., IBM, Wells Fargo & Co., General Electric Co., Verizon
Communications, SBC Communications Inc., Berkshire
Hathaway Inc., American International Group Inc., Safeway
Incorporated (US holding), JPMorgan Chase &Co., Exxon
Mobil Corp., (Abstain) Pfizer Inc., Abbott Laboratories, Merck
and Co., Chevron Texaco Corp., (For) Altria Group
Incorporated, 

37 (Against) Pfizer Inc., (Abstain) Toyota Motor Corp
38 (Against) Johnson & Johnson, JPMorgan Chase & Co., Bank

of America Corp., Prudential Financial Incorporated,
Medtronic Inc.

39 Full details of the sustainability conditions relating to CIS’
investment property portfolio are detailed at
www.cfs.co.uk/sustainability2004/sustinvprop

40 BREEAM assesses the performance of buildings in the
following areas: management, energy use, health and well-
being, pollution, transport, land use, ecology, materials and
water. Credits are awarded in each area according to
performance. A set of environmental weightings then
enables the credits to be added together to produce a single
overall score. The building is then rated on a scale of PASS,
GOOD, VERY GOOD or EXCELLENT. BREEAM covers a
range of building types, including offices, industrial units and
retail units. www.breeam.org

41 www.cis.co.uk/ppfm
42 At September 2004, 27 FIs, who, between them, account for

the vast majority of project finance worldwide, were listed as
adopting the principles. These apply globally to development
projects with a capital cost of US$50 million or over, in all
industry sectors. Each project is categorised into one of
three groups: high-impact ‘Category A’ projects, which
require a full environmental impact assessment (EIA);
‘Category B’ projects with lower likely impacts, which require
a less-extensive EIA; and ‘Category C’ projects with minimal
or no adverse impacts (these do not require an EIA). The
principles also require borrowers in high impact projects to
carry out appropriate local stakeholder consultation. In
addition, the borrower or a third party expert must put an
environmental management programme in place to address
project compliance, mitigation, action plans and monitoring
procedures. For these high impact projects, compliance with
the principles is written into the loan covenants: if a borrower
breaches its obligations, the bank can withdraw funding.

43 www.cis.co.uk/sustainableleaderstrust

44 www.eurosif.org/pub2/lib/2004/11/transpgl/Eurosif-Transp
Guidelines.pdf

45 www.cis.co.uk/childtrustfund
46 www.ftse.com/ftse4good/
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Financial
inclusion

41. Financial inclusion
42. Small business support in deprived

areas

Targets 2004
• Explore the impact of financial capability and low

income on consumers’ ability to access credit.
Target achieved

• Create five CFS scholarships for the newly-formed
Credit Union Foundation’s Development
Education Programme, which seeks to educate
and inspire credit union volunteers and
employees to enable further development of the
movement. Target achieved

Targets 2005
• Assist in the development of a strategy for 

co-operative working amongst credit unions in
Greater Manchester. Chris Smith, Head of
Community and Co-operative Affairs 

• Work with the credit union movement to promote
the availability of debt advisers at credit unions.
Chris Smith, Head of Community and 
Co-operative Affairs 

Commentary
Background Access to routine banking services
and insurance is a significant component of
social inclusion, as is financial literacy. Left
unchecked, current levels of financial exclusion
will inhibit the delivery of other social and
welfare priorities.1

Context The Co-operative Bank has reported
on the socio-economic profile of its current
account base since 1999. This analysis was
extended to Bank loan customers, and CIS
pensions and life assurance customers in 2003
and, for the first time this year, analysis is
provided of CIS’ home and motor insurance
customers. The Bank has reported on the
number of personal customers holding its
‘basic’ bank account (Cashminder) and its
provision of banking facilities for small
businesses in deprived areas since 2001. 

Investments, products
and services
Personal customers Previously, CFS has
presented an analysis of the customer profile of
various key products, based on Experian’s GB
MOSAIC categorisation of British Households.2

In 2004, Experian released a new categorisation

– MOSAIC UK3 – that is built using more current
information, including 2001 census data. This
has rendered year-on-year comparison
redundant, but presents a more accurate
comparative view of CFS’ performance in 2004.

An analysis of the customer bases of
key CIS products – life assurance, pensions,
and motor and home insurance – against the
general population, reveals that CIS has more
customers in the mid-range socio-economic
groups C (‘Suburban Comfort’), D (‘Ties of
Community’) and H (‘Blue Collar Enterprise).
CIS also has more pensions, life and home
customers in Group G (‘Welfare Dependency’),
and fewer customers in MOSAIC UK groups A
(‘Symbols of Success’), E (‘Urban Intelligence’)
and F (‘Welfare Borderline’). A
comparison with the general population
indicates that the Bank has proportionately
more current account and loan customers in
groups A-D, which represent more affluent
households, and fewer customers in the lower
socio-economic groups. 

Basic bank accounts Cashminder offers a
straightforward bank account to any adult,
regardless of credit status, and is one of a
number of basic banking products that
support the Universal Banking Services joint
initiative between the Government, the Post
Office and the financial services industry. 2004

Benchmark

Benchmark

Performance
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StaffCustomers Society

Estimated income
foregone 2004

Home-collected credit provider The interest rates charges by this provider were £160,000
considered extortionate, with research indicating that APR in the region of 400% could 
be charged on a standard £100 loan.
Buy-back store Concern that exploitative charges attached to the services provided £20,000
by this High Street chain of stores, which offered buy-back services for household goods, 
along with personal loans and cheque encashment facilities. The stores were typically 
used by low-income households with an urgent requirement for cash. 
Cheque encashment facility Concerns relating to the exploitative charges attached to £1,000
cheque encashment services and the potential for fraud and money-laundering made 
possible by such facilities. 
Total £181,000

Bank – Financial inclusion business declines, 2004
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Industry Average:
% small business 
accounts in 
deprived areas

2003 2004 (June 2003)

Business 8.8% 8.6% 4.3%*
current
accounts

% in 5.8% 8.8% 4.3%*
overdraft

Number 7.3% 7.8% 3.8%*
of loans

Loan and 10.4% 12.4% 3.9%*
overdraft
balances

Deposit 16.9% 12.2% 3.5%**
and current
account 
balances

Benchmark

* Bank of England (2004) Finance for Small Firms – An
Eleventh Report.

** Bank of England (2003) Finance for Small Firms – A Tenth
Report. 

Sources: Co-operative Bank data from
Business Information 2005

Small business9 support in deprived
areas10

Co-operative
movement



saw a 33% increase (to 32,622) in the number
of Cashminder accounts provided by the Bank
(2003: 24,581). This is likely to reflect the
increased demand for basic bank accounts,
brought about by changes to the way state
benefits are paid to individuals. Cashminder
customers are most likely to belong to
MOSAIC groups D (‘Ties of Community’), F
(‘Welfare Borderline’) and G (‘Municipal
Dependency’). In 2004, the Banking
Code Standards Board conducted a mystery
shopping exercise to determine the extent to
which providers of basic bank accounts are
fulfilling their responsibilities under the Banking
Code. This review concluded that the literature
supporting the Cashminder account, which was
revised in 2004, is clear and easy to understand
and that, in 68% of cases, shoppers found that
they had no difficulty in obtaining the information/
advice they required (cf. 55% of all providers).

The Bank was one of only six banks
to be graded ‘green’ (the highest ranking) in
the survey, indicating that arrangements for the
sale of the basic bank account are satisfactory
and that any areas of weakness are relatively
minor. 82% of researchers said that they would
recommend The Co-operative Bank for opening
a ‘simple’ account. This compares with an
average figure of 57% for all providers.

Industry-wide initiatives The Bank provides
financial support to the industry-wide
Consumer Credit Counselling Service (CCCS),4

and provides funding and representation to the
Money Advice Liaison Group. Through its
support for the Government’s Universal Banking
Services, the Bank is contributing £2 million
over five years towards the cost of the new
Post Office card account.

Service channels CIS and the Bank offer
access to financial products and services
through a range of channels, including branches,
internet, telephone and a network of Financial
Advisers. This approach enables customers to
access services in a way that suits them, with
many channels being accessible to people
from their own homes. Through the network of
Financial Advisers, a range of CIS products,
and a selection of Bank products, can be
bought by people in their own homes,
throughout the UK. At a time when many other
financial services providers have moved away
from offering a ‘home service’ option, this
channel continues to enable CFS to provide
products to individuals who may struggle to
overcome some of the physical barriers that
contribute to financial exclusion.  

Business banking All banks that have
significant exposure in the UK small business
market must disclose their support for
businesses in deprived areas to the Bank of
England, where it is analysed in aggregate

Benchmark

Benchmark

form. As at February 2005, The Co-operative
Bank was one of only a handful of banks to
voluntarily disclose their individual performance,
despite repeated requests from HM Treasury.

The Bank’s profile in deprived areas
continues to indicate that, as a proportion of its
overall support to small businesses, it has more
current and deposit accounts and higher loan
and overdraft balances than the banking
average. For example, in 2004, 8.6% of business
current accounts and 7.8% of business loans
were provided to small businesses in deprived
areas (2003: 8.8% and 7.3%). This compares
to industry average figures of 4.3% and 3.8%
respectively. This can be partially explained by the
location of the majority of the Bank’s Corporate
Banking Centres in metropolitan areas.5

Screening of finance – Bank Nine business
opportunities connected with credit providers
were referred by Bank business development
managers to the Ethical Policy Unit. Of these,
three were declined, as the services offered
carried exploitative charges and were aimed
primarily at low-income households. Since
1995, the Bank has declined services to
businesses that provide cheque encashment
facilities, due to the exploitative charges
attached to such services. Since 1998, the
Ethical Policy has contained a statement of
support for “charities and the broad range of
organisations involved in the social enterprise
sector, including: co-operatives, credit unions
and community finance initiatives”. 

Community finance The Bank has developed
partnerships with a number of Community
Development Finance Initiatives (CDFIs),6

which provide capital and support to enable
individuals or organisations to develop and
create wealth in disadvantaged communities
or under-served markets. £2.6 million of
subsidised lending has, to date, been made
available to CDFIs through the Community
Investment Tax Relief scheme. The rebate
received through the scheme enables the
Bank to provide lending at a lower interest rate
to CDFIs, who, in turn, can pass lower rates
onto their customers. 

Community
involvement 
Financial literacy ‘Financial education’ will be
one of three themes to underpin CFS’ new
Community Investment Strategy, when it is
launched in 2005 (pages 72-73).

Credit unions The Bank is the largest provider
of banking to the credit union sector; providing
facilities to over 60% of the British movement.
In 2004, CFS continued to sponsor the
Association of British Credit Union’s annual

Benchmark

national conference (£5,300) and its trade
magazine, Credit Union News (£23,500). During
the year, CFS created five scholarships for the
recently formed Credit Union Foundation’s
Development Education Programme. The
scholars receive a five-day training course on
co-operative and credit union philosophy,
values and principles; from which it is hoped
they will take away the necessary ideas and
inspiration to enable them to further develop
their credit union. CFS continues to support the
Co-operative Family Credit Union (which serves
the Greater Manchester-based employees of
the Co-operative Group and Co-operativesUK)
by meeting 50% of the staffing costs (circa
£50,000) and providing four Directors to the
combined employee board. The credit union
has lent over £4 million to staff to date and has
almost 2,000 members. The credit union has
voluntarily declined further salary support grant
aid from 2006 onwards.

Influence and action 
Access to credit During 2004, the Bank
commissioned Liverpool John Moores University
to investigate the extent to which people on low
incomes in the UK understand, and have
access to, financial services and credit. This
research builds on the Bank’s influential 2001
report, ‘Access to Credit on a low income’,7 which
focused on low-income families in Liverpool.
The latest research revealed that UK consumers
on low incomes may often pay in excess of
1,000% APR to gain access to credit facilities,
and often have poor levels of financial literacy.
The report calls on the Government to work with
the financial services industry to develop financial
education for consumers on low incomes. 

1 Regan, S and Paxton, W (2003), Beyond Bank Accounts: Full
financial inclusion. IPPR

2 www.cfs.co.uk/sustainability2003/deliveringvalue/personal. htm
3 www.experian.co.uk
4 www.cccs.co.uk/home.htm
5 www.co-operativebank.co.uk/businesscentres
6 www.cdfa.org.uk
7 Jones, PA (2001). Access to Credit on a Low Income. The 

Co-operative Bank/Liverpool John Moores University.
8 Analysis presented focuses only on households in MOSAIC

UK’s lower socio-economic groupings.
9 Refers to business with an annual debit turnover of up to £1

million.
10 Deprived areas correspond to the UK Government’s 1998

Index of Local Deprivation, which accounts for approximately
5% of all postcode sectors in Britain by number.
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organisations that demonstrate poor
performance in respect of the following areas:
the Universal Declaration of Human Rights; the
transfer of arms to oppressive regimes; corporate
responsibility; and global trade. Throughout
2004, CIS’ responsible shareholding programme
provided more generic guidance: stating that
CIS will express serious concern to companies
that tolerate oppression. This includes the sale
or distribution of offensive weapons for the
purposes of oppression, and inhumane
practices and conditions. Going forward, CIS’
new Ethical Policy will ensure that human rights
issues are prioritised in line with customer
concerns, and in a manner aligned to that of
the Bank. 

Investments 
Screening of finance – Bank In 2004, there
were 90 instances when Bank business
development managers referred finance
opportunities in connection with human rights.
In 12 instances, a conflict was found and the
business declined (at an estimated cost of
£418,000 in terms of gross income foregone).

• Oppression1 Inter-bank trading facilities
were ruled out with five state-owned banks
from oppressive regimes. State-owned
enterprises can provide a significant source
of income to oppressive regimes, and are
therefore considered to be in conflict with the
Bank’s Ethical Policy should holdings be in
excess of 20%.

• Armaments2 Business was declined in five
cases as a result of their involvement in the
manufacture of strategic components for
armaments (some of which were ultimately
utilised by oppressive regimes).

• Labour standards3 In two instances, a
conflict was found with the Bank’s support
for the Fundamental ILO Conventions. The
businesses failed to respond to criticism on
the use of bonded labour and excessive
working hours. 

UK voting (armaments) – CIS As described
on pages 50-51, during 2004, CIS operated a

much more robust system for determining
whether UK-listed companies meet the
Association of British Insurers guidelines on
socially responsible investment (SRI). The
report and accounts of the aerospace and
armaments sector proved to be particularly
deficient with respect to the identification and
disclosure of material social, ethical and
environmental risks and related internal
controls and governance procedures. Of nine
UK companies in this sector, CIS voted
against, or abstained on, the acceptance of the
report and accounts in five instances (Alvis,
Cobham, Ultra Electronics, UMECO and VT
Group) and served notice to do the same on
one other should matters not improve
markedly in 2005 (BAE Systems). Early in
2005, CIS wrote to all UK companies it holds in
this sector and urged improvement,
particularly in relation to the disclosure and
management of armament sales, corruption
and bribery and political lobbying. 

Overseas voting (oppression) – CIS During
2004, CIS voted on 20 independent resolutions
connected with human rights, as described on
pages 51-52.

Engagement (developing countries’
access to medicines) – CIS Many diseases
are rampant in the developing world for which
treatments exist, but at cost-prohibitive prices.
Pharmaceutical companies are being criticised4

for not responding sufficiently to this crisis, and
this has meant that the sector’s ability to defend
patent protection and premium pricing is under
pressure. CIS chairs, and is a member of, the
Pharmaceutical Shareowners Group (PSG).5

The concerns of PSG members extend only as
far as the management of the long-term risks
and opportunities posed to investments and
the reputation of investors. The PSG does not
consider itself to be a forum for campaigning
investors, and it does not seek radical changes
in pharmaceutical company behaviour (e.g.
based on ‘humanitarian concerns’). In April
2003, the PSG launched a best practice
framework,6 which advocated good risk
management, together with fuller consideration
of preferential pricing, developing country
disease research and development, reporting
on lobbying and political donations and
justification of patent enforcement. An analysis
of positive initiatives was published in 2004,7 in
which the PSG was pleased to note that all
seven companies researched (page 49) had
responded in a constructive manner, especially
GlaxoSmithKline and Merck & Co. However,
the analysis noted that the industry appears to
believe it is now doing enough to contain risks
in this area. This is not the opinion of the PSG,
who are concerned that the sector’s approach
has tended to be reactive, with companies often
developing their approaches to meet specific,
high profile external demands. The fundamental

Human rights

43. Oppression 
44. Armaments
45. Labour standards
46. Trade and development

Targets 2004 
• Support, with War on Want, an examination of the

practicalities surrounding introduction of a Tobin
Tax and how it might contribute to poverty
alleviation in the developing world. Target
achieved

• Engage with the World Bank and question support
provided for fossil fuels and macro-hydroelectricity.
Target not achieved

• Together with The Burma Campaign UK, explore the
case for providing further pressure to companies
remaining in Burma, particularly those that have
strong links to the military junta. Target achieved

Targets 2005
• Engage with the World Bank and question support

provided for fossil fuels and macro-hydroelectricity.
Paul Monaghan, Head of Sustainable
Development

• Explore opportunities to provide funding to micro-
finance projects in the developing world. Richard
Wilcox, Head of Structured and Asset
Finance/Chris Mills, Ethical Policy Manager

• Raise awareness and support Christian Aid in the
campaign to introduce more equitable trade rules.
Kate Daley, Campaigns Manager

Commentary
Context Human rights issues have been a
central component to the Bank’s Ethical Policy
since its launch in 1992. Following the most
recent Ethical Policy review (2001), the Bank
pledged support for Fairtrade and the
Fundamental International Labour
Organisation (ILO) Conventions. It also
undertook not to provide financial services to
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During 2004, CIS continued to challenge
pharmaceutical companies on issues such
as research and development into
developing country disease.
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dynamics of this crisis – namely the growing
trade power of the BRIC8 countries, the growing
burden of First World diseases in Third World
countries, as well as the enormous impact of
AIDS – are such that the public health crisis in
emerging markets is going to become a bigger
challenge year-on-year. The PSG has not
heard a convincing story that the sector is
ready for this – i.e. that it has a proactive, coherent
and forward-looking approach for adapting to
these new realities which is linked to overall
business strategy. In response, the PSG has
proposed and published eight key elements for
the development of an effective strategy.

Engagement (Extractive Industries
Transparency Initiative (EITI)) – CIS
CIS’ involvement in the EITI was reported in last
year’s Report. There has been little further
progress on this issue in terms of CIS input. 

Engagement (Burma) – CIS and Bank
There are many oppressive regimes across the
world; however, Burma presents a combination
of circumstances that make a particularly
compelling case for action.9 For a number of
years, the Bank has classified Burma as an
oppressive regime, and has declined to provide
financial services to it, or any company with a
significant presence there. CIS is a founder
member of the Institutional Investor Group on

Burma (IIGB), which in 2001 issued a
statement calling on companies to justify their
involvement in Burma in light of the risks that
such activity imposes on shareholders.10 A
number of companies with sizable operations
in Burma have recently announced their
decision to withdraw; most notably, British
American Tobacco in 2003. Total is the largest
European corporate investor in Burma and, as
such, is a significant source of income for the
regime.11 During 2004, CIS resumed dialogue
with Total and expressed the view that Total’s
position of ‘constructive engagement’ with the
Burmese regime was no longer tenable. The
case for withdrawal was put forward, together
with an exploration of the legal and practical
considerations surrounding disinvestment. In
2004, CFS agreed to support The Burma
Campaign UK12 in the production of a hard-
hitting report that argued the case for Total’s
withdrawal.13 Launch of the report in February
2005 marked the beginning of an international
campaign against the company, which is
supported by 40 organisations in 18 countries.
In 2005, CIS will continue to encourage Total to
explore avenues to end its direct financing of
the regime. Additionally, CIS wrote to 21 other
companies (page 49) with operations in Burma
and proposed, as it did in 2002, that they
reassess the case for continuing to operate in
the country, and also that they indicate plans

for alternative political outcomes in the country.
The case for withdrawal/disinvestment was not
put to these companies as it was to Total.

Sustainable
procurement
As described in the section on sustainable
procurement (pages 60-62), in 2004, three
suppliers were excluded from potential supply
arrangements with CFS on the basis of human
rights concerns. More positively, the range of
Fairtrade14 products made available to staff
was increased further as part of three separate
procurement proposals, making CFS the
largest workplace consumer of fairly traded
products known to the UK’s Fairtrade
Foundation.15 In 1997, the Bank took the
decision to change the coffee in its vending
machines to a Fairtrade product, a world first.
In 2001, following the launch of a Fairtrade tea
for use in vending machines, the Bank was in
the vanguard of companies making the switch.
Subsequently, in 2002, CIS introduced
Fairtrade tea and coffee to its own vending
machines. In 2004, more than four million cups
of Fairtrade beverages were consumed on
CFS’ premises; and, in total, staff consumed
£500,000 of Fairtrade goods at restaurants and
from vending facilities. Also in 2004:

• A Fairtrade Costa Coffee bar was opened at
CIS’ Chief Office, Manchester (tea, coffee
and orange juice sold through this facility is
Fairtrade certified and supplied at nil premium);

• Fairtrade chocolate bars, snack bars, orange
juice, apple juice and cookies were
introduced across all CFS restaurants; and

• CIS vending machines (Chief Office and
Portland Street premises, Manchester)
introduced Fairtrade drinking chocolate (an
addition to the Fairtrade tea and coffee
already provided).

Products and services
Visa credit cards for Action Aid,16 Christian
Aid,17 Oxfam,18 Save the Children,19 Y Care
International20 and Tearfund21 (in support
of Third World development) The Bank
offers a range of affinity Visa credit cards in
support of a variety of development charities.
The Bank makes a donation to each
organisation when an account is opened, and
further donations are made in proportion to the
amount spent using the card. Together, these
raised £464,400 in 2004. A detailed analysis of
the Bank’s partnership with Oxfam is described
on CFS’ website.22 Since the relationship
commenced in 1994, in excess of £2 million
has been raised. 

Estimated income
foregone 2004

International bank (five instances). In each case, an approach was made for the £250,000
provision of money market facilities (i.e. inter-bank, short term, deposit and borrowing 
facilities). When considering financial organisations for money market arrangements, the
Bank reviews the corporate reputation of each applicant, but not the underlying 
investment portfolio. Applications were declined as the businesses were owned by a 
Middle Eastern government classed as an oppressive regime.
International sportswear manufacturer Concern over the lack of protection for workers £120,000
at sub-contractor factories in Asia. The business had recently been criticised by an 
international human rights organisation for the forced use of excessive working hours. 
In one Chinese factory, workers were frequently expected to work seven days a week and 
could be called upon to do up to 120 hours of overtime in a month. In other factories in 
China and Singapore, it was alleged that workers were fined for refusing to work overtime. 
Such practices constitute a breach of the Fundamental ILO Convention on Forced Labour. 
Whilst the business had a supplier code of conduct, it failed to provide adequate 
assurance that the aforementioned allegations had been remedied.
Defence and aerospace manufacturer Referral from a customer involved in property £40,000
investment who was seeking finance for the acquisition/development of an industrial site 
which would be occupied by the subsidiary of a top-ten UK defence contractor. The 
business was a global leader in the design, development and manufacture of aerial 
targets, marine targets, unmanned air vehicles and electronic scoring systems. All 
components were classed as of strategic value to military equipment sold to a range of 
governments classified as oppressive regimes. Given the proposed facility to the 
property investor was reliant on rental income from the tenant, it was declined. 
Defence research company Provided research services at all stages of weapon £6,000
development, from the generation of new concepts and technologies to the monitoring 
of research and development programmes. Most significantly, it was involved in 
research for the development of military software as part of a joint venture with a Middle 
Eastern government classified as an oppressive regime. 
Engineering company Subsidiary of a global ballistic instrumentation company that £500
provided weapons testing and training facilities to a number of African, Asian 
and Middle Eastern governments classified as oppressive regimes. 

Bank – Human rights business declines, 2004

Source: Sustainable Development Team 2005



Visa credit cards for Amnesty International
(UK),23 Barnados24 and the Medical
Foundation for the Care of the Victims of
Torture25 (in support of human rights)
Together, these cards raised £266,300 in 2004.
An analysis of the Bank’s partnership with
Amnesty International is described on CFS’
website.26 Since the relationship commenced
in 1993, in excess of £1 million has been raised
for Amnesty’s work. 

See pages 52-53 for details of CIS’ Child Trust
Fund and Sustainable Leaders Trust.

Influence and action
Trade Justice campaign International trade
could, and should, be used to alleviate
poverty; however, it currently works in the
interests of the world’s richest countries. In
December 2004, the Bank announced it would
campaign in partnership with Christian Aid and
call for trade justice for the world’s poorest
countries.27 Initial funding of £25,000 was
provided to Christian Aid for an additional trade
justice campaigner. A further £11,000 was
provided for campaign activities in Africa and
the Caribbean; and £13,000 for the
development of an on-line international media
centre.28 Throughout 2005, the Bank, with
others, will urge the UK Government:

• to support the development of policies that
allow poor countries to choose the best
solutions to end poverty;

• to halt the flood of subsidised exports to
developing countries; and 

• to introduce legislation to curb corporate
profiteering at the expense of people and the
environment.

Tobin Tax In 2004, the Bank supported War on
Want in an examination of the practicalities
associated with the introduction of a currency
transaction tax (Tobin Tax). War on Want is
promoting this financial instrument as a means
to alleviate poverty in the developing world,
and wished to expose its ideas to a wider
audience. The Bank provided £13,000 for a
feasibility study that was commissioned from
an independent authority. The output was
road-tested at a round-table debate attended
by academics, bankers, journalists and policy
makers. In September, the Bank hosted a
fringe event at the Labour Party Annual
Conference: ‘Tobin Tax – The New Proposition’.
A revised proposition – a stamp duty on
currency transactions – emerged from the
round-table discussions. A new initiative, ‘Stamp
Out Poverty’, which incorporates the stamp
duty concept, was launched by War on Want in
April 2005.29

Conflict Diamonds The Bank’s work on conflict
diamonds was reported in last year’s Report. In
2004, the Bank provided £10,000 to Global
Witness to review the effectiveness of the
Kimberley Process in a number of countries of
concern. Findings from these reviews lead
Global Witness to campaign, successfully, for
the Republic of Congo to be removed from the
Process, due to its consistent failure to prevent
conflict diamonds from entering the legitimate
diamond trade. In a further development, 2005
saw the launch of The Diamond Development
Initiative. This is intended to supplement the
Kimberley Process, and bring the informal African
alluvial diamond sector within that framework.

1 Background Ethical Investment Research Services
(www.eiris.org) utilise the ‘Freedom in the World’ annual survey
of political rights and civil liberties to identify oppressive
regimes (www.freedomhouse.org). A state is classified as
oppressive when: political or civil rights are virtually non-
existent; or there is an absence of free and fair elections; or
political choices are dominated by military or totalitarian
parties; or freedom of expression and belief are severely
curtailed; or there is limited protection from state terror,
including torture, unjustified imprisonment or exile. To ensure
all countries of concern are identified, the Freedom House
rankings are cross-referenced against the latest annual
reports from Human Rights Watch (www.hrw.org) and
Amnesty International (www.amnesty.org). For the purposes
of the Bank’s Ethical Policy, EIRIS classified 71 states as
oppressive regimes in 2004.

2 Background In 2003, the UK exported military equipment
with a value of £371.5 million to oppressive regimes (United
Kingdom Strategic Export Controls, Annual Report, 2003).

3 Background Four themes have been identified by the ILO’s
governing body as being fundamental to the rights of human
beings at work: freedom of association; the abolition of
forced labour; equality; and the elimination of child labour.
(www.ilo.org) 

4 Criticism increased markedly following the conduct of
pharmaceutical companies in the lawsuit with the South
African Government of 2001 and the WTO TRIPs negotiations
of 2003.

5 An international grouping of 14 institutional investors with
£900 billion of assets under management (2004).

6 www.pharmashareownersgroup.org/pub/pdfs/PSG-Frmwrk-
200303.pdf

7 The public health crisis in emerging markets: an institutional
investor perspective on the implications for the
pharmaceutical industry (2004). Available at
www.pharmashareownersgroup.org/pub/report2004.shtml

8 Brazil, Russia, India and China.
9 The ILO has taken the unprecedented step of calling on

national governments and private companies to review their
relations with Burma, in order to ensure these do not serve to
perpetuate the widespread system of forced labour.

10 www.cfs.co.uk/sustainability2003/burma_statement/
burmastatement.pdf

11 For example, Total is part operator of the Yadana gas project,
which is estimated to earn the regime between $200 million
and $450 million in revenues per year.

12 www.burmacampaign.org.uk
13 Totalitarian Oil Total Oil: Fuelling the oppression in Burma

(February 2005).
14 www.cfs.co.uk/sustainability2004/fairtrade
15 www.fairtrade.org.uk
16 www.co-operativebank.co.uk/ActionAid
17 www.co-operativebank.co.uk/ChristianAid
18 www.co-operativebank.co.uk/Oxfam
19 www.co-operativebank.co.uk/SavetheChildren
20 www.ycare.org.uk/?lid=619&PHPSESSID=c6b2686b8ef219

273a1bdcb9f04cb373
21 www.co-operativebank.co.uk/Tearfund
22 www.cfs.co.uk/sustainability2003/impact
23 www.co-operativebank.co.uk/Amnesty
24 www.co-operativebank.co.uk/Barnados
25 www.co-operativebank.co.uk/MedicalFoundation
26 www.cfs.co.uk/sustainability2003/impact
27 www.co-operativebank.co.uk/tradejustice, www.tjm.org.uk
28 www.april2005.org (available through 2005)
29 www.tobintax.org.uk/?lid=9816

Bank – Human rights business declines, 2004 (continued)
Estimated income

foregone 2004
Engineering company Manufactured ventilation products for military aerospace £500
equipment. The business declined to provide the Bank with further information on the 
nature of its products, citing that it would be a breach of the UK Official Secrets Act. 
Whilst the Bank had no evidence that the components would be classified as strategic 
or that they would be used in military equipment for export, the account application was 
declined on the basis that there was no satisfactory assurance that the products would 
not be transferred to oppressive regimes. 
Defence procurement company Sold defence-related components, including gaskets £500
and bearings, to the navy of an Asian government classified as an oppressive regime. 
The items required an export license which recognised them as ‘products that need to 
be controlled for strategic purposes’.
Electronic components company Imported electronic equipment, with a principal £500
supplier who provided accommodation in Hong Kong and paid all employee wages to 
families. This is a cause for concern, as immigrant workers could be left with insufficient 
means to return home and could effectively be operating under forced labour conditions. 
No policy or practice existed to address this issue.
Total £418,000
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instance, a household product manufacturer
was found to conduct in-house animal
testing; a conflict with the criteria set out in
the Humane Household Products Standard.

• Intensive farming In two instances,
businesses were involved in the intensive,
large-scale, indoor rearing of pigs and poultry,
which falls within the Bank’s definition of
intensive farming.

• Fur trade In one instance, the business was
involved in the retail of fur products, which is
within the scope of the Bank’s position on
the fur trade. 

Influence and action 
In 2004, the Bank sponsored a plenary session
at an international conference5 which made
progress towards improving the prediction of
bioaccumulation of very hydrophobic chemicals
through non-animal techniques.

Products and services
Visa credit card for The League Against
Cruel Sports6 The Bank makes a donation to
The League Against Cruel Sports when an
account is opened, with further donations
made in proportion to the amount spent using
the card. 

1 Background The Bank defines involvement in animal testing
as any business that conducts or commissions animal
testing of any household or cosmetic product or ingredient,
or purchases any cosmetic or household product ingredient
tested after a fixed cut-off date (i.e. a date beyond which the
business and/or its supplier will not conduct or commission
animal testing). This is in line with the Humane Cosmetics and
Household Products Standards criteria (www.buav.org). The
UK Government has not issued licenses for animal testing for
cosmetic purposes since 1998; however; around 38,000
animals continue to be used for the toxicity testing of
cosmetics in mainland Europe every year (www.eceae.org).

2 Background Although there is no universal definition of
intensive farming, for the Bank’s purposes, this refers to the
intensive, high density, indoor rearing of pigs and poultry
(egg-laying hens, broiler (meat) chickens, turkeys, geese
and ducks), which employ, for instance, caged egg
production facilities or fully enclosed fattening units. An
estimated 19 million egg laying hens, 700 million chickens,
and 4.5 million pigs are reared under intensive conditions in
the UK every year.

3 Background The Bank’s definition of the fur trade refers to
businesses that: own or operate a fur farm, whereby animals
are kept with a view to their slaughter solely or primarily for
the value of their fur; manufacture products from animal fur
(e.g. items of clothing or accessories); distribute or retail
items made from fur; or are involved in the trade of fur, be it
the import, export or brokering of fur or fur products. From
2003, the Fur Farming (Prohibition) Act banned the breeding
of animals for their fur; however, London remains the world
trade centre for fur (www.britishfur.co.uk).

4 Background Blood sports are any sports that involve the
use of animals to catch, fight or kill other animals, e.g. fox
hunting, deer and stag hunting, and hare coursing. At the
end of 2004, the Hunting Bill banned the hunting of wild
mammals with dogs in the UK; however, it will not be
enforced until 2005.

5 www.toxqsar.org 
6 www.league.uk.com

Animal welfare

47. Animal testing
48. Intensive farming
49. Blood sports
50. Fur trade

Target 2004 
• Explore with expert organisations possible further

Ethical Policy developments in connection with
animal testing and trophy hunting. Acceptable
progress

Target 2005
• Promote Co-op brand cruelty-free cosmetic

products to customers via the Bank branch
network, during Cruelty-Free Week 2005. Chris
Mills, Ethical Policy Manager

Commentary
Context Animal welfare issues have been
prominent within the Bank’s Ethical Policy since
its launch in 1992, which initially covered
animal testing for cosmetic purposes,1 intensive
farming,2 the fur trade3 and blood sports.4 In
the 1998 Ethical Policy review, the Bank’s
position on animal testing was expanded to
include a statement precluding investment in
businesses involved in testing household
products on animals. Throughout 2004, CIS’
responsible shareholding programme
provided more generic guidance on animal
welfare: stating that CIS is opposed to cruelty
to animals; which is taken to be ‘indifference to
the infliction of pain’, as set out in legislation.
Going forward, CIS’ new Ethical Policy will
ensure that animal welfare issues are prioritised
in line with customer concerns, and in a
manner aligned to that of the Bank. 

Investments
Screening of finance – Bank During 2004,
there were 37 instances when business
development managers referred finance
opportunities in connection with animal welfare.
In nine instances, a conflict was found and the
business declined (at an estimated cost of
£358,000 in terms of gross income foregone).

• Animal testing In six instances, a conflict
was found with the Bank’s position on animal
testing of cosmetic and household product
ingredients. In five cases, the businesses did
not have a fixed cut-off date policy for
ingredient testing, as set out in the Humane
Cosmetics Standard criteria. In the final

Bank – Animal welfare business declines, 2004 
Performance

Source: Sustainable Development Team 2005
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Customers Society Co-operative
movement

Estimated income
foregone 2004

Cosmetic product manufacturers (three instances) In these instances, the £273,000
businesses procured off-the-shelf cosmetic ingredients. As the businesses did not 
stipulate the use of a fixed-cut off date, there was no guarantee that the ingredients 
were compliant with the Bank’s Policy.
Restaurant chain This business was one of the world’s largest chains of quick service £60,000
restaurants, selling intensively farmed pork and poultry products. Although this 
business did not own supplier farms, the level of control exercised was such that its 
operations were considered to be part of the intensive farming process. 
Retailer This large department store sold other manufacturers’ clothing, including fox £20,000
capes, mink trimmed coats and alligator skin belts. 
Poultry and pig breeder This business was involved in all aspects of the intensive £2,000
farming process including the breeding, hatching and growing of chickens and the 
rearing of pigs. Responsible for the production of four million chickens and 25,000 pigs 
a week. 
Cosmetic product retailer This business commissioned a third party manufacturer to £1,000
produce cosmetic products, which it then marketed under its own brand. The business 
did not stipulate to the manufacturer to apply the fixed cut-off date criteria in the 
selection of ingredients for its products.
Chemical manufacturer This business manufactured bleach activators for use in £1,000
household washing products, e.g. laundry and dishwashing applications, and 
conducted in-house animal testing. These products were then supplied to leading 
household product manufacturers worldwide. 
Cosmetic product manufacturer This business commissioned contract-testing £1,000
businesses to carry out bespoke animal testing of its cosmetic product ingredients. 
The research was conducted outside the UK and was therefore not proscribed by the 
Government’s licensing restrictions. 
Total £358,000
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Sustainable
procurement 

51. Supplier screening and engagement
52. Suppliers’ attitudes toward ethics and

sustainability

Targets 2004
• Ensure that at least 80% of suppliers are aware of

CFS’ ethical and sustainability policies. Target
not achieved

• Ensure that at least 80% of suppliers rate CFS’
knowledge of ethical and sustainability issues as
good. Target not achieved

• Launch a Sustainable procurement and supplier
Policy for CFS and secure a programme of robust
implementation. Target achieved

Targets 2005
• Ensure that at least 80% of suppliers are aware of

CFS’ ethical and sustainability policies. 
• Ensure that at least 80% of suppliers rate CFS’

knowledge of ethical and sustainability issues as
good. John Sheerin, Head of Procurement
and Supplier Management/Jos Mister,
Sustainability Adviser

• Extend further the range of Fairtrade products
available to CFS staff. Jos Mister, Sustainability
Adviser/Leigh Fishwick, Contracts Adviser

Commentary
Context The majority of CFS’ contractual
arrangements with suppliers are distinct to either
CIS or the Bank, and performance is reported
accordingly. The Bank has reported on its
screening of suppliers on the basis of ethical
responsibility records and the ecological
impact of products and services since 1998
and 1999 respectively. Since 2001, CIS has
operated a programme to assess the
ecological profile of its purchasing and suppliers,
and reported on this for the first time in 2003.
The Bank’s accounting and screening
procedures were extended across CFS from
2004, and are reported accordingly.

Sustainable procurement – policy
development In February 2004, the CFS
Executive approved a CFS Sustainable
procurement and supplier Policy (SPSP).1 This
brings together, in one document, the key
elements of the Bank’s Ethical Policy and
Ecological mission statement, and combines
them with CIS’ Environmental policy statement
and rigorous new sound sourcing criteria that
stipulate a variety of minimum labour standards.
Where there was a discrepancy between various
policy elements, the higher of the standards
has been adopted. The SPSP places added
emphasis on ‘materiality’. In practice, this
means that CFS will move increasingly beyond
compliance (i.e. to examine whether a supplier
complies with the Bank’s Ethical Policy) and
towards the identification of products and
services with positive ethical or sustainability
features. The SPSP applies to purchases over
£50,000 and/or business critical goods and
services, and is supported by the CFS
Sustainable Development Team and the CFS

Sustainability Steering Committee.The SPSP
was issued to CFS’ largest 800 suppliers
during the autumn of 2004. In parallel, in
November, a CFS supplier internet site was
launched;2 and in response to supplier
feedback, in 2005 a range of ethical and
sustainability case-studies will be added to the
site to facilitate learning. 

In early 2004, a series of sessions were held to
embed SPSP within the Supplier Acquisition
and Management (SAM) process (page 40)
(including tender and contract documentation).
A formal service level agreement has been
established, with the Sustainable Development
Team undertaking to respond to referrals within
four weeks. Staff training on the SAM process
(which now incorporates SPSP) commenced in
spring 2005. 

CFS and the Co-operative Group increasingly
participate in joint procurement in order to
optimise purchasing power. Since 2001, joint
procurement activity has realised savings of
£8.1 million across the Group. During 2004, a
standardised process for the consideration of
sustainability issues in joint procurement was
formalised. This has ensured that CFS has
applied its ethical and sustainability screening
as vigorously here as in other aspects of its
business.

Performance

1998
1999 
2000
2001
2002
2003
2004

1998
1999 
2000
2001
2002
2003
2004

Screened referrals

82
104

8

7 15

168

Accepted

0

0

170

170

Bank

0 20

CFS

1998
1999 
2000
2001
2002
2003
2004

Declined

17
3
5
4

9
7
5

1 2

Sustainable procurement
Supplier screening
(as relates to corporate profile and record)

CIS

SocietySuppliers 

49

96
121

1766

45
99
79
79
112
59

Each year across CFS, four
million cups of Fairtrade-certified
tea, coffee and hot chocolate are
served through vending
machines.

163
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Sustainable procurement – referrals In 2004,
131 procurement proposals were submitted to
the Sustainable Development Team for
consideration. Of these, 67 (covering 155
suppliers) were considered ‘low risk’3 and not
subjected to formal screening. The remaining
64 proposals (covering 168 suppliers, 176
products and services and £337 million of
spend) were subject to supplier screening
and/or product and service screening.4

Screening, corporate profile and record
The corporate profile and record of 168
suppliers (as part of 43 procurement proposals)
was reviewed and, in five instances a potential
supplier was deselected. The five suppliers
were being considered for contracts with a
total value of £190 million, as detailed in the
table below. 

Screening, product and service As part of
28 procurement proposals, the sustainability
impact of 176 products and services was
considered (these figures exclude activity
relating to energy, paper and recycled waste).
The vast majority of screening related to
consideration of persistent and/or
bioaccumulative chemicals, the ‘Green
Branch’ refurbishment programme (page 82)
and Fairtrade products (page 57). In 89
instances, products or services with positive

sustainability features were selected, most
notably:

• a contract for the provision of chilled water
dispensers required that they be free of
potent greenhouse gases, such as
hydrofluorocarbons (HFCs) (page 83);

• a joint procurement contract (with the 
Co-operative Group) for the provision of pest
control specified that certain chemicals of
concern could not be used (page 82);

• the range of Fairtrade products made
available to staff was increased as part of
three separate procurement proposals
(page 57);

• the new CIS Customer Contact Centre 
(page 31) utilised a range of energy efficient
devices and Forestry Stewardship Council-
certified furniture.

In two instances, despite the identification of
positive ecological alternatives, an
ecologically-unsound product was procured.
Acrylic and oil-based paints were utilised at
CIS Chief Office, instead of the recommended
water-based variants. Non-recycled carpets
were utilised at CIS’ new Customer Contact
Centre, instead of the recommended high-
recycled content ranges (although rectification
of this is now underway). In a further instance,

a procurement decision was taken without
reference to the Sustainable Development
Team, with the result that a breach of policy
developed; namely, a small HFC air
conditioning unit was installed at CIS’ Chief
Office (page 83).

Sustainable procurement, General
Insurance As part of the CIS New Operating
Model (page 37), the General Insurance
business is reviewing the processes for the
settlement of home and motor insurance
claims. The review is seeking to rationalise the
number of suppliers who provide replacement
products and services to customers. In 2005,
the review will consider the ethical
responsibility record of suppliers. 

Qualitative research A selection of in-depth
interviews undertaken in 2004 confirmed
suppliers’ priorities (page 40). The research
indicated that suppliers have a good basic
awareness of CFS’ ethical and sustainability
positioning, and are aware of the development
of its new Sustainable procurement and
supplier Policy. Where more detailed supplier
knowledge is evident, it relates to those issues
that suppliers encounter through their own line
of business (e.g. printers are aware of CFS’
environmental requirements on matters such as
bleaching and recycling). Suppliers suggested

Product and service screening 
(as relates to impact of products and services)

Sustainable procurement, 2004

0 50 100

Acceptable product/service procured

Unacceptable product/service declined

Unacceptable product/service procured

84

89

2

CFS

Sustainable procurement supplier deselection, 2004
Business Conflict
Multinational Business discounted as a partner given its provision of strategic services to the oil
engineering and gas sector, including pipeline construction, refinery engineering and gas

treatment plant construction. It also supported the nuclear sector, with the design
and construction of nuclear power plants, and the supply of fuel, maintenance and
modernisation services (Nature of contract confidential).

Telecommunications Parent company was involved in the production of strategic components for
weapon systems, e.g. radar systems for fighter aircraft. The weapons systems had
been sold to a number of Middle Eastern governments, classified as oppressive
regimes. As such, the business was not considered to be a suitable supplier for a
contract to provide new data cabling for CIS Miller Street premises.

Construction A sub-division of the business was involved in the provision of strategic services to
the oil and gas sector, and included the engineering, delivery and maintenance of
platforms and pipelines. The business had an involvement in the supply of pipelines to
the much criticised Baku-Tibilisi-Ceyhan project in Georgia (see page 78). As such, it
was not considered to be a suitable supplier for a contract to provide electrical
contractor services to the Solar Tower project.

Financial services Parent company was a global military equipment manufacturer, ranked amongst the
and manufacturing top 20 defence businesses in the world by turnover. It had extensive contracts, over

a number of years, for the manufacture and supply of armaments to a range of
governments classified as oppressive regimes (Nature of contract confidential). 

Multinational Business was a high profile, multi-media entertainment and toy business with
entertainment extensive sub-contractor factories in a number of Asian countries. Concerns over

the conditions in such factories, including evidence of excessive overtime, poverty
wages and overcrowded dormitories. The business has been the subject of
sustained criticism from concerned trades unions and campaign groups, but has
yet to respond adequately. As such, the promotion of offers from this business were
not considered appropriate for marketing. 
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that ethical and sustainability communication
could be improved by more personal contact
and through the provision of tailored case-
studies (something that CFS will act upon 
in 2005).

Supplier awareness Amongst CIS’ suppliers,
awareness of CFS’ ethical and sustainability
policies is still less than the designated target
of 80%, although awareness has increased
slightly (2%) since 2003. Going forward, it is
anticipated that CIS suppliers will develop the
same level of awareness as Bank suppliers
now that CIS’ procurement is subject to
centralised Supplier Acquisition and
Management processes (page 40). More
generally, the development of the SPSP will
facilitate awareness, as it provides a single
point of reference for suppliers. 

Assessment of CFS’ knowledge Suppliers
rate the Bank’s knowledge of ethical and
sustainability issues slightly less well in 2004
(70% rated it as good, a fall of 2%), whilst the
rating of CIS’ knowledge rose slightly (62%
rated it as good, an increase of 1%). However,
it should be noted that the proportion of
respondents unable to comment on this issue
is high for both the Bank and CIS (29% and
36% respectively), and that few suppliers (less
than 3%) rate either the Bank or CIS as not at

all knowledgeable. Almost three
quarters of suppliers consider CIS’/the Bank’s
knowledge of ethical and sustainability issues
to be superior to that of other businesses they
have dealings with (with no more than 6%
considering it to be less favourable). 

Supply chain pressure There has been a
seven percentage point increase, to 34%, in
the proportion of suppliers who state that the
Bank’s policies have made a positive impact
on the way their business operates with
respect to ethics and sustainability. However,
CIS’ suppliers report a three percentage point
decrease, to 27%. Suppliers most frequently
cite recycling and material use as examples of
how they have changed to meet CFS’
requirements. 

Sustainability value 
analysis 
• Estimated additional cost of pursuing ethical

and sustainability best practice in
procurement and facilities management,
compared with the lower cost option of
similar quality, £399,000.

• Estimated annualised savings attributable to
the pursuit of ethical and sustainability best

Benchmark

Sources: Sustainable Development Team 2005
Nunwood Consulting 2004

Rating of CIS’/Bank’s knowledge of ethical and
sustainability issues
1998
1999
2000
2001
2002
2003

2004

0% 100%

42% 41% 14%
45% 44%
65% 20% 12%
59% 24% 15%
66% 21% 13%
60% 12% 28%

44% 18% 36%

Awareness of ethical/sustainability policies

Belief that CIS/Bank is fully committed to ethical
and sustainability issues

2001
2002
2003

2004

1998
1999 
2000
2001
2002
2003

2004

How CIS’/Bank’s knowledge of ethical and
sustainability issues rates in comparison with other
companies Benchmark

1999
2000
2001
2002
2003

20040% 50% 100%

0% 100%

0% 100%

76% 24%

81% 17%
86% 12%
88%
91%
90%
86% 12%

63% 31%
78% 13%
70% 12% 17%
66% 18%
56% 30% 12%

49% 25% 20%

71%
71%

9% 20%
29%

82% 18%
81% 19%

71% 29%

10%

CIS’/Bank’s ethical stance has made an impact on
the way supplier operates
1998
1999
2000
2001
2002
2003

2004

0% 100%

30% 70%
28% 72%
30% 67%
25% 64% 11%
46% 51%
27% 66%

27% 59% 14%
Aware Not aware

Aware Not aware

Bank

CIS
Yes No Don’t know

Yes No Don’t know

Bank

CIS

Very 
knowledgeable

CIS

Very 
knowledgeable

Quite 
knowledgeable

Quite 
knowledgeable

Not very/
not at all
knowledgeable 

Not very/
not at all
knowledgeable 

Don’t 
know

Don’t 
know

Bank

Very 
favourably 

CIS

Very 
favourably

Quite 
favourably 

Quite 
favourably 

Not very/
not at all
favourably

Not very/
not at all
favourably

Don’t 
know

Don’t 
know

Bank

Awareness

KnowledgeCommitment

Impact

69% 31%
80% 20%

21%76%

30% 47%
34% 58% 8%

23%

36% 27% 37%
29%16%54%

49%
54%

19%
18%

32%
25%

practice in relation to procurement and
facilities management, £813,000.

Influence and action
Ethical consumerism The Bank’s latest
research on ethical consumerism was
published in December 2004.3 The research
encompasses an Ethical Purchasing Index
(which records the sales of ethically marketed
goods and services) and an Ethical
Purchasing Monitor (which surveys consumer
behaviour and the underlying intent of actions).
The most recent research reveals that UK
consumers are spending £24.7 billion per
annum in line with their ethical values.
Recorded sales of ethical goods grew by 13%
in 2003, at a time when UK household
expenditure increased by just 4%. The
research also shows that boycotts by ethically
motivated consumers are costing well-known
brands £3.2 billion a year.

1 www.cfs.co.uk/sustainability2003/spsp
2 www.cfs.co.uk/suppliers
3 ‘Low risk’ activities include marketing agencies, human

resources consultants, training companies, architects and
solicitors.

4 ‘Medium’ to ‘high risk’ activities include construction,
property management, furniture manufacture, soft furnishings,
pest control, security services and vehicle suppliers.

5 www.co-operativebank.co.uk/epi 

50%

50%

50%

62

50%



Ecological sustainability
We will seek to support companies and activities that: 

• utilise renewable energies and manage resources
efficiently; 

• reduce reliance on minerals (and their by-products) that
have a tendency to systematically increase in Nature,
such as fossil fuels; 

• reduce reliance on persistent and bio-accumulative
substances, particularly those designated as priorities 
for action; 

• embrace natural products and services, whilst taking
account of Nature’s capacity for renewal; 

• minimise waste, recycle and practice other forms of
sustainable waste management; 

• recognise and pursue ecological sustainability with 
real vigour.

Additionally, we will seek to avoid companies and activities
that develop genetically modified organisms where there 
is concern as to: uncontrolled environmental contamination;
negative impacts on developing countries; patenting 
(in particular of indigenous knowledge); or cloning (in
particular, of animals for non-medical purposes).

Social responsibility
A supplier’s core activities should be compatible with
sound sourcing criteria and the Ethical Policies of CFS
which recognise the necessity of treating people in an
enlightened fashion and specify the need for business to:

• support the principles of the Universal Declaration of
Human Rights and avoid association with equipment that
is used in the violation of these rights; 

• support the Fundamental International Labour
Organisation Conventions on forced labour, child labour,

Sustainable Procurement and
Supplier Policy 
This is a precis of the CFS sustainable procurement and supplier Policy. The full version is available at:
www.cfs.co.uk/sustainability2003/spsp

CFS will look to work with suppliers and Partners who can make a positive contribution to its pursuit of
sustainable development. Where our review of the standards in place indicates that improvement is
necessary, we will agree with the supplier a programme to deliver this and to sustain such developments,
or we will pursue alternative supply arrangements.

In our dealings with suppliers, we will seek to operate to the highest professional standards and pursue
mutually beneficial long-term relationships. We will establish effective two-way communication, and
endeavour to treat suppliers in a fair and reasonable manner.

freedom of association and collective bargaining;
• provide a safe and hygienic working environment; 
• provide wages for a standard working week which are

consistent with at least the legal or industry minimum
standard, whichever is the higher, and sufficient to meet
basic worker needs and provide some discretionary
income; 

• meet legislation and industry standards pertaining to
working hours, and ensure that employees shall not, on a
regular basis, be expected to work more than 48 hours
per week; 

• not discriminate on the basis of race, caste, national
origin, religion, age, disability, gender, marital status,
sexual orientation, union membership or political
affiliation; 

• not avoid their obligations under labour or social security
laws;

• not engage in or threaten physical, sexual or verbal
abuse, or employ harassment or intimidation of any kind.

Delivering value and supporting local communities 
We will welcome suppliers who operate in the local
communities in which our operations are based and who
strive to be inclusive of all parts of society. In particular, we
will seek to:

• support co-operatives and organisations in the Social
Enterprise sector; 

• attain the highest professional standards in our
procurement activities and seek to ensure fairness and
consistency of approach in a manner consistent with the
Chartered Institute of Purchasing and Supply Code of
Business Ethics; 

• pay our suppliers on time, according to agreed terms 
of trade.
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Immediate compliance with all of the principles outlined in this Policy will not always be feasible. For example,
conflicts of interest may arise: situations where the pursuit of one principle cuts across the achievement of another.
In such instances, we will seek to reach an optimal ‘balance’, providing particular weight to the impact of the product
and/or service offered (as opposed to the corporate reputation of the supplier and/or producer) in order to help
support the position of progressive products and services in the marketplace.



Bank contracted staff, enabling analysis over
time to progress as far as 2000. However,
attitudinal data is reported for CFS as a whole,
as questionnaire changes made in 2003 render
further CIS/Bank historical analysis redundant.

Governance developments – CFS During
2004, work advanced to ensure that a common
and consistent approach to HSW existed across
CFS. In February 2004, a central CFS Health
and Safety Committee was established. The
Committee is chaired by Gary Thomas, Head
of Property and Facilities, and includes
representation from the five trades unions
recognised by CFS. Also in February, a CFS
Health and Safety Policy1 was launched, and a
review of CFS’ occupational health provision
was undertaken in conjunction with the 
Co-operative Group. The review concluded
that the quality of service provision varied
across the business: disparities were evident in
sickness and absence management, and there
were inconsistencies in the handling of medical
assessments. The review recommended that
the most cost-effective solution would be for
CFS to join with the Co-operative Group in
moving to a third party supplier of occupational
health services. This strategy will be
implemented during 2005.

HSW risk management The majority of CIS
and Bank staff are employed in office-based
jobs. Improper use of display screen equipment
(DSE) is one of CFS’ more significant HSW
risks, and may lead to problems with posture
and vision, as well as fatigue. To this end, all staff
undertake DSE risk assessments, with more
detailed appraisals pursued where problems are
identified. Another major issue is stress/well-
being, as reported elsewhere in this section.

During 2004, the following developments were
advanced:

• a new health and safety inspection system
for CIS claims and district offices was
launched;

• a set of risk assessments for Bank branches
and major occupancies was developed, and
will be launched in 2005.

• a CFS-wide ‘Control of Contractors’
document was developed, and will be
launched in 2005; 

• maintenance staff (7) and relevant
contractors (14) were provided with training
on asbestos (with maintenance staff and 13
contractors completing the Chartered
Institute of Environmental Health’s basic
Health & Safety Certificate); and

• a programme of health and safety inductions
(373) was delivered to contractors working
on CFS premises.

Well-being The proportion of staff (47%) who
say that they feel under inappropriate pressure
in their jobs continues to be a cause for concern.
In September 2004, a CFS Well-being Policy was
launched.2 The Policy incorporates an extension
of the Bank’s confidential employee counselling
service – provided by CCP Direct – to all CFS
staff.3 For staff based in Manchester city centre
(34% of all CFS staff), an on-site welfare officer
is also available to provide face-to-face
counselling support. At other locations, CCP
Direct provide face-to-face support if
requested, and their services are being actively
promoted to staff that are impacted by the CIS
organisational change programme (page 37).
During 2004, yoga, tai chi and kickboxing
classes were made available to Manchester
city centre staff at subsidised on-site sports
and social club facilities.

Regulatory compliance UK businesses are
subject to random inspections by local authority
environmental health officers. Seven such visits
were made to CFS’ premises during 2004
(2003: 13). If premises or practices are deemed
to be particularly dangerous and requiring
immediate attention, improvement or prohibition
notices are issued. No such notices were served
on CFS during 2004 (2003: 0). Following a
random inspection visit to the Bank’s New
Business Centre, Stockport, in 2003, workplace
noise research was undertaken in March 2004
in conjunction with the Health and Safety
Executive (HSE). This indicated that noise levels
at the call centre were within maximum daily
personal noise exposures.4

Accidents/incidents A joint CFS accident/
incident book was established in 2003, and this
complies with the data protection requirements
of the HSE. In 2004, the majority of incidents
affecting CIS staff, and customers related to
‘slips, trips and falls’, and the handling of
objects. The majority of accidents affecting Bank
staff and customers related to ‘slips, trips and
falls’, and the striking of fixed or moving
objects. A significant increase in the number of
reportable incidents was seen in 2004. One
incident, wherein fumes from a cleaning agent
entered the workplace, resulted in the
notification of 11 reportable incidents. None of
the staff affected required hospital treatment or

Health, safety
and welfare

53. Accidents/incidents
54. Absence
55. Well-being

Targets 2004
• Establish a central CFS Health and Safety

Committee, with representation from recognised
trades unions. Target achieved

• Undertake an occupational health review in
conjunction with the Co-operative Group. 
Target achieved

• Ensure that the new CFS Well-being Policy, and the
availability of the CCP Direct service, is effectively
communicated to CFS staff. Target achieved

Targets 2005
• Re-establish effective monitoring of CIS absence

data. David Povey, Head of Planning and
Business Information

• Secure consistent, high quality occupational
health services across CFS. Chris Batty,
Employee Relations and Policy Manager

• Challenge further tobacco companies on their
opposition to bans on smoking in public places
and reluctance to accept the mounting evidence
linking passive smoking with a range of health
impacts. Niall O’Shea, Responsible
Shareholding Analyst

• Achieve accreditation of management of pregnant
and expectant mothers via the ‘Tommy’s
Pregnancy Accreditation Programme’. Chris
Batty, Employee Relations and Policy Manager

Commentary
Context The Bank and CIS have reported on
health, safety and welfare (HSW) since 2000
and 2002 respectively. During 2004, all staff
continued to be employed by either CIS or 
the Bank through distinct contractual
arrangements, including CFS central functions.
As a consequence, HSW workforce statistics
continue to be reported discretely for CIS and
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47% of staff at times feel
under inappropriate
pressure in their jobs. 
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Investments/Influence
and action
Engagement (tobacco) – CIS In November
2004, CIS commenced engagement with
Imperial Tobacco (IT) on a variety of issues
related to the health impacts of smoking.
Dependence, let alone addiction, is not raised in
IT’s literature, and the company Chief Executive,
under oath, recently downplayed the causality
between smoking and disease, saying the link
was, at best, ‘statistical’. To this end, CIS has
urged that IT adopt a more candid and
defensible approach to its communication of
the risks associated with smoking. Furthermore,
given IT has stated that a ban on smoking in
public places would have minimal impact on its
business, CIS has questioned why the company
challenges, in such a forthright manner, the
mounting scientific evidence that links passive
smoking to a range of health impacts, and its
opposition to further restrictions on smoking in
public places in the UK.8 More generally, given
global tobacco control measures are gathering
pace (in particular, the World Health
Organisation’s Framework Convention on
Tobacco Control (FCTC)9 and the European
Union’s Tobacco Control Framework), CIS has
suggested that IT’s Board adopt a formalised
and transparent process for considering

various tobacco control scenarios and their
business impact. This should include
consideration of a more concessive and pre-
emptive approach to the FCTC. Further
consultation with IT, and other major tobacco
manufacturers, is planned during 2005.

CFS operates a variety of smoking policies
across its various office locations. Proposals
are underway to move to a no-smoking office
environment in all locations.

Engagement (disclosure of clinical trials) –
CIS Public and political scrutiny, enhanced by a
number of highly-publicised drug withdrawals
from the market amid safety concerns during
2004, underpins the case for engagement on
this issue. In September 2004, CIS wrote to 17
pharmaceutical companies (page 49)10 as part
of a joint investor initiative, and urged fuller
disclosure of clinical trial results. It was also
suggested that companies should continue to
investigate any negative side effects of drugs,
even after authorisation. Since then, six
companies (Schering-Plough Corporation,
Johnson & Johnson, Bayer, Roche, Pfizer, and
Merck) have responded, with varying levels of
commitment. Many of the respondents already
undertake some disclosure, and appear to be
welcoming of pending developments in this
area; such as the commitment of the
Pharmaceutical Research and Manufacturers
of America (PhRMA)10 to introduce a clinical
trials database, which would make clinical
trials data available to the public.

Community
involvement
Mind In 2004, CFS’ support for Mind included
the provision of £10,000 funding to support the
Mind Infoline. The Mind Infoline provides
advice and support to individuals experiencing
mental distress.

1 www.cfs.co.uk/sustainability2003/hsw
2 www.cfs.co.uk/sustainability2004/wellbeing
3 www.ccpdirect.co.uk
4 First action level, as defined in the Noise at Work Regulations

1999
5 www.barclays.co.uk
6 www.hse.gov.uk
7 www.cipd.co.uk
8 Allied to this, CFS challenged British American Tobacco’s

transparency on the issue of passive smoking in a radio
debate in June 2004.

9 This, the world’s first international public health treaty, came into
force in February 2005 www.who.int/tobacco/framework/en/

10 Abbott Laboratories; Amgen; AstraZeneca; Bayer; Biogen
Idec; Bristol-Myers Squibb; Johnson & Johnson; Merck;
Novartis; Novo Nordisk; Pfizer; Roche; Sanofi-Sythelabo;
Schering; Schering-Plough; Valeant; Wyeth

lost time from work as result of the exposure.
The remaining increase is primarily thought to
result from higher staff awareness of the new
CFS accident reporting procedure, which was
widely publicised in 2004. The
reportable incidents rate for CFS is 4.4 per
1,000 employees. In comparison, according to
their Corporate Social Responsibility Report
2003, Barclays5 had a reportable incidents rate
of 3.3 per 1,000 employees. The Health and
Safety Executive6 report a reportable incidents
rate for ‘Public Administration’ of 14.2 per
1,000 employees.

Staff absence During 2004, changes in CIS
accounting systems rendered absence reporting
inaccurate. As such, the number of days lost in
2004 is not accurately known. This matter will be
rectified in 2005 with the introduction of a new HR
accounting system. The number of days lost
by the Bank as a result of absence decreased
slightly in 2004 to 4.3% (an average of ten
working days per member of staff). Almost half
of all absences can be attributed to minor
illnesses (e.g. colds and headaches); although,
stress and depression together account for 21%
of absences. According to the
Chartered Institute of Personnel Development7

the average overall absence rate for the
financial services sector was 3.1% in 2004 (or
7.2 average days lost per employee).
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11 Reportable accidents include any injuries to
employees and non-employees that require
immediate hospital treatment, together with other
incidents defined by legislation (Reporting of Injuries,
Diseases and Dangerous Occurrences Regulations,
1995).

12 The Bank’s determination of sickness absence is
based on the total number of whole days worked in
each period (four weeks). The total number of days
worked is calculated by summing the total number of
actual days worked for all staff without deducting
holiday entitlement or bank holidays.

13 No data is available for CIS for 2004.
14 An amalgamation of survey data for CIS and Bank

staff, but excluding CIS Insurance Sales.
15 From 2004 onwards, survey data covers all CFS staff,

including Insurance Sales.
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Diversity and
equality

56. Workforce composition
57. Accessibility of products and services

Targets 2004
• Improve opportunities for people from ethnic

minorities to gain employment with CFS, with a
view to increasing the percentage of staff from
ethnic minorities. Target achieved

• Investigate the reasons for the under-representation
of women and ethnic minorities amongst Financial
Advisers. Target not achieved

• Complete the programme of works to ensure that
CFS premises comply with the Disability
Discrimination Act’s requirements. Acceptable
progress

• Evidence accessibility improvements to the CIS,
Bank and smile websites. Acceptable progress

• Devise and test legibility and accessibility
guidelines for CFS customer literature. Target
achieved

• Promote the availability of CFS customer literature
in alternative formats. Acceptable progress

• Via disabled ‘mystery shoppers’, review customer
service in relation to the Bank’s branches and
telephone banking. Target achieved

Targets 2005
• Ensure that CFS has a complete understanding of

the profile of its workforce in respect of diversity.
David Povey, Head of Planning and Business
Information/Donna McGrath, Diversity Manager

• Develop and launch a CFS Diversity and Dignity at
Work Policy. Chris Batty, Employee Relations
and Policy Manager

• Improve opportunities for people from ethnic
minorities to gain employment with CFS, with a
view to increasing the percentage of staff from
ethnic minorities. Jo Mitchell, Head of HR
Resourcing

• Extend CIS’ Return to Work programme, with long-
term unemployed disabled people, across CFS.
Karen Sprung, HR Resourcing Manager/
Lynda Collinge, HR Development Adviser

• Secure accreditation of CFS’ websites to Level A
(as a minimum) of WAI’s Web Content
Accessibility guidelines. Craig Lumsden, Head
of Marketing Developments

Commentary
Context The Co-operative Bank and CIS have
reported on: workforce composition since1999
and 2000 respectively; and the accessibility of
products, services and premises since 2000
and 2003 respectively. During 2004, all staff
continued to be employed by either CIS or the
Bank through distinct contractual arrangements,
including those in CFS’ central functions. As a
consequence, workforce composition statistics
are reported discretely for CIS and Bank
contracted staff, enabling analysis over time to
progress as far as 1998. However, attitudinal
data is reported for CFS as a whole, as these
accounting systems were only initiated in 2004.
CIS and the Bank provide a range of banking,
insurance and investment products to more
than seven million customers (page 10). CIS
and the Bank offer products and services
through a range of service channels. CFS has
initiated a series of cross sales initiatives;
however, the customer bases, and use of
service channels, remained largely distinct to
each business in 2004. 

Policy developments – CFS The planned
development of a CFS Diversity and Dignity at
Work Policy was not progressed during 2004,
as a result of work pressures brought on by
restructuring of the business (pages 37-38).
However, it is intended that the Policy will be
launched in 2005, and made publicly available. 

Workforce – climate The CFS staff survey
found a small, across the board, increase (three
to five percentage points) in the proportion of
staff that say they have been discriminated
against. However, the vast majority reported that
they had never been subjected to discrimination,
harassment or bullying; either in terms of age
(82%), ethnicity (88%), religion/belief (88%),
disability (87%), gender (83%) or sexual
orientation (88%). A CFS Diversity and Dignity
at Work Policy, together with a robust
programme of communication, will be
advanced in 2005, with a view to tackling this
trend, which is a cause for concern. Working
patterns continued to be cited as the most
common reason for perceived discrimination,
with 14% (up from 11% in 2004) reporting
experience of discrimination, harassment or
bullying in relation to this. During 2005, a new
CFS Work/life balance Policy will be launched,
and it is hoped that communication around 
the launch of the Policy will improve staff
awareness of work/life balance issues, and
thus begin to address issues of perceived
discrimination.

Workforce – gender The majority of staff at
the Bank are women (60%), whereas at CIS the
proportion is much lower, at 38%. The upward
trend in the proportion of women senior
managers (those in ‘Delivering Business Plans’
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In order to improve the legibility
and accessibility of customer
communications, Clear Print
Guidelines were developed and
piloted in 2004.



and ‘Translating the Strategy’ at the Bank, and
at ‘Official’ level at CIS) increased a little further
in 2004. Women now make up 32% of all
middle management positions at the Bank
(2003: 31%) and 12.4% of such management
positions at CIS (2003: 9%).1 During 2004,
research was undertaken into the return rate of
staff who had taken maternity leave. This found
that a relatively high proportion (80%) ultimately
returned to work, and that this rose to 86%
when account is taken of those taking an
additional career break. All of which indicates
that CFS’ family-friendly polices are working well.
In the CFS 2005 staff survey, women responded
more positively than men to questions relating
to job satisfaction and work/life balance.
However, women indicated less satisfaction
with the opportunities to utilise their skills and
abilities. The under-representation of women
amongst Financial Advisers continued during
2004, with women accounting for only 6.1% of all
Financial Advisers (2003: 6.4%). Investigations
and remedial actions will be progressed in
2005 as part of a wider review of CFS. 

46% of the UK general workforce are
women.2 In 2004, CIS’ and the Bank’s
performance in the area of gender was
submitted to Opportunity Now3 for assessment
and benchmarking. Once again, both realised
a rating of ‘silver’ (the average for the financial
services sector). According to Equal

Benchmark

Opportunities Commission research, just 47%
of women return to work with the same employer
after giving birth.4

Workforce – ethnicity During 2004, welcome
further increases were seen in the proportion of
staff from ethnic minorities: from 4.3% to 5.2%
at the Bank, and from 2.9% to 3.6% at CIS.5

Progress in 2004 was supported by diagnostic
research and better targeted advertising (for
example, through radio and on public transport).
Over the last five years, numbers have almost
doubled at the Bank (albeit from a relatively low
baseline), with most of this increase resulting
from recruitment to front-line positions. Staff
from ethnic minorities now account for 7% of
branch and 8.6% of all customer services staff.
The proportion of ethnic minority Bank staff
involved in ‘implementing activities’ reached
the population norm for the first time in 2004.
Problematic areas remain recruitment to CFS
central functions and CIS Financial Advisers. 
At managerial levels, progress is nothing like as
good, with ethnic minorities making up 1.1% of
all management positions at the Bank (2003:
1.1%), and 2.3% at CIS (2003: 2.1%).6

Research planned for 2005 will investigate
shortfalls further. The CFS staff survey found
that the proportion of black (39%), mixed (34%)
and asian (35%) staff satisfied with the
organisation as an employer was in line with

the norm (34%); however, the proportion of
chinese staff satisfied was much lower (13%).
More generally, satisfaction amongst chinese
staff was relatively lower in almost every area of
the staff survey. This will require further
consideration going forward. 6.8% of
the UK economically active population are
from ethnic minority groups.7 In 2004, CIS’ and
the Bank’s performance in the area of ethnicity
was submitted to Race for Opportunity8 for
assessment and benchmarking. Once again,
both realised a ‘certificate of participation’ (the
average for the financial services sector).

Workforce – disability The number of CIS
staff declaring a disability increased from 1.3%
to 2.2% in 2004; however, this is partly a
consequence of a one-off update of staff
records. The number of Bank staff declaring a
disability decreased from 3.4% to 3.0% in
2004. Workplace adjustments were undertaken
for 64 staff, and included changes to duties,
working hours and equipment.9 To facilitate
rehabilitation, a further 107 staff returned to
work on a phased basis following long-term
absence.10 The CFS staff survey found that the
proportion of disabled staff (32%) satisfied with
the organisation as an employer was in line
with the norm (34%). CFS is a member of the
Employers’ Forum on Disability.11 Both CIS and
the Bank are holders of the ‘Positive about
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Disabled People’ symbol, which signals
commitment to five promises connected with
the recruitment, employment, retention and
career development of disabled people.12

Workforce – age CFS’ workplace profile in
relation to age is broadly in line with the UK
population norm, with one exception: the Bank
has just 14% of staff in the ‘over 50’ age group.
The Bank currently operates a retirement age
of 60 (65 at CIS); however, in 2004, 22 staff
were active in a flexible retirement pilot. This
enables staff to continue working past the
stated retirement age, where there is mutual
agreement, and ensures there is no impact on
ultimate pension benefits (which are still based
upon the final salary at age 60). The CFS staff
survey found that the proportion of staff
satisfied with the organisation as an employer
decreases with age: 36% of the ‘16-34’
groupings were satisfied, compared to 32% for
‘35-50 plus’, and 32% for staff as a whole.

23% of economically active people in
the UK are over 50 years of age.13

Products and services
Customers – ethnicity During the second
half of 2004, CFS analysed, for the first time, its
customer bases to gain an understanding of
their ethnic composition. Results indicated that

Benchmark

the Bank and CIS have fewer customers from
an ethnic minority background than would be
expected in comparison to population norms,
although smile’s profile was broadly in line.

Customers – disability (service channels)
During 2004, over 1,800 pieces of information
were provided to Bank customers in an
alternative format. This included documents in
large print (1,306) and Braille (93), audio-tapes
(324) and large print cheque books/paying in
books (46). CIS customers requested 220
pieces of information in the following
alternative formats: large print (93), Braille (83)
and audio-tape (44). CIS and the Bank offer
products and services through a wide range of
service channels. Of particular note is the
Financial Adviser home service offering, which
is increasingly rare in the UK. This can help to
overcome access barriers that some
customers may encounter, particularly those
related to mobility. Another potentially
significant channel is the internet, which, if
managed optimally, can improve access to
financial services for people with impaired
mobility, and also people who are blind and
partially sighted. Developments in these and
other areas are described below. 

• Website development During 2004, design
and production of the CIS and Bank websites
was brought in-house. This has enabled
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more time to be given to issues of web
accessibility. People with disabilities can
experience difficulty using websites as a
result of the way information is laid out, or as
a consequence of the specifications of ‘user
agents’ (such as browsers and multimedia
players). Redevelopment of the CIS website
will be progressed in 2005, and this will
incorporate accessibility improvements that
will enable the new site to meet Level A of the
WAI’s Web Content Accessibility guidelines.14

These guidelines address barriers in web
pages that people with physical, visual,
hearing and cognitive/neurological
disabilities may encounter. Common
accessibility problems on websites include:
images without alternative text; misleading
use of structural elements on pages; lack of
alternative information for users who cannot
access frames or scripts; tables that are
difficult to decipher when linearised; or sites
with poor colour contrast. The Bank’s
website currently meets most of the Level A
requirements, and it is intended that
outstanding shortfalls will be rectified in
2005. Improvements to the functionality of
the smile website were implemented in 2004
to meet Level A standards. Also in 2004, the
‘accessibility’ information pages of the CIS
and Bank websites were improved, and now
provide extra details on the alternative

Sources: Human Resources 2005
HI Europe Staff Survey 2005
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** In response to feedback on the Bank’s Partnership Report 
2002, the Bank has amended its age categories to provide 
further detail of its age profile. 
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services available to disabled customers. 

• Chip and PIN roll out Chip and PIN is a new,
more secure way to pay with credit or debit
cards in the UK.15 Instead of a signature
being used to verify payments, customers
are asked to type a four-digit Personal
Identification Number (PIN) known only to
them. Customers who would have difficulty
operating a PIN pad are eligible for chip and
signature cards. During 2004, the Royal
National Institute of the Blind (RNIB)
undertook a series of mystery shopping
exercises across UK banks, building societies
and credit card companies to ensure that
accurate information was being made
available on the options available to blind
and partially sighted customers. The
research revealed that callers were given
incorrect information in connection with 45%
of enquiries, and that in 33% of cases
enquirers were incorrectly informed that they
had no option other than to use chip and
PIN.16 The Co-operative Bank was
rated amongst the six best performers, who
all scored at least 80%.17

• Customer services audit In early 2004, the
Bank commissioned a mystery shopping
panel (made up of people with a variety of
disabilities), and tasked them with assessing
services for disabled customers.18 Visits

Benchmark

were made to Bank branches, and telephone
calls made to customer service centres. The
results of the exercise indicated high levels of
staff competence in relation to basic queries;
however, their understanding of disability,
and the services available to disabled
customers, varied greatly. In response, the
following was initiated: disability confidence
training was provided to the Bank branch
network, utilising a video produced by the
Employers’ Forum on Disability; updated
information on the services available to
customers was posted on the Bank’s intranet;
and specialist equipment, such as pen grips,
writing boards and portable induction loops,
was provided to each Bank branch.

• Upgrades to premises In anticipation of
the implementation of the final part of the
UK’s Disability Discrimination Act in October
2004, a programme of access upgrades was
progressed in 2004. Most significantly, 21 of
the Bank’s 106 branches have been
identified as being in need of modification, of
which 17 have now been completed. Of the
four remaining premises: listed building
constraints prevented access works being
undertaken at one branch; the future of one
is under review; an alternative location is
being sought for one branch; and work is still
outstanding at the final location.

• Clear Print guidelines During 2004, a draft
set of Clear Print guidelines were developed
for marketing and communications
literature.19 They recommend, for example,
that text is no smaller than eight point, and
are heavily influenced by the RNIB’s ‘See it
Right’ guidance,20 which seeks to improve
the legibility and accessibility of customer
communications. The guidelines have now
been tested within Corporate Affairs, Human
Resources and Marketing Departments, and
found to be workable. It is envisaged that
they will now be rolled out across CFS in
2005, with implementation progressing in a
phased manner. 

Affinity Visa credit cards for Help the Aged
In 1988, the Bank launched a range of Help the
Aged affinity Visa credit cards.21 Money raised
during 2004 was sufficient to cover the costs of
producing 150,000 copies of advice leaflets.

Investments
Screening of finance – Bank In 2004, there
were seven instances when Bank business
development managers referred finance
opportunities to the Ethical Policy Unit in
connection with diversity. In five instances, as
described alongside, a conflict was found and
the business declined. In 2004, the majority of
declines were connected to what is commonly
called the ‘sex industry’. This is an area where
the Bank does not have any defined Ethical
Policy positions; however, given the
controversy surrounding these areas
(particularly in Anglo-Saxon cultures), the Bank
is keen to ensure its reputation is protected
and would normally decline such business,
unless there is overwhelming evidence that
women and minors are protected. 

Community
involvement
Ethnicity The Bank established a Black and
Ethnic Minority fund22 in 2001 with a £50,000
grant to the Community Foundation for Greater
Manchester, which administers the fund. The
fund supports the development of the
operational and fund-raising capacity of
recipient organisations which represent the
interests of ethnic minority community groups.
During 2004, seven grants were paid to
community organisations, totalling £28,000.

Disability
• Since 2002, a Disability Fund has facilitated

the provision of mobility equipment and
essential living aids to individuals who would
not qualify for statutory funding. The fund is
managed by Disabled Living and, in 2004,
provided 16 grants totalling over £18,000. 

Bank – Diversity related business declines, 2004
Estimated 

income
foregone

2004
Adult entertainment Referral involved the purchase of a £1,000
property within which a tenant (with a lease in excess of 
20 years) held a lap-dancing licence. 
Adult entertainment Information arose which led the £500
Bank to believe that an existing business customer had 
an involvement in a chain of lap-dancing establishments. 
The customer was questioned, and declined to provide 
further information. Subsequently asked to transfer their 
business elsewhere.
Adult website operator Application did not provide £500
assurance that controls were in place to ensure that 
minors could not gain access to what might become 
sexually explicit content.
Escort agency Concern in relation to the associated £500
sexual exploitation and trafficking of women and minors. 
Research has found that over 2,000 women sell sex via 
escort agencies in London alone, and that just a fifth of 
these women are British.26

Political party A party political organisation, whose £500
senior members have an association with allegations of 
incitement to racial hatred, was declined. The 
organisation’s policies would also appear to contravene, 
at the very least, the spirit of the Universal Declaration of 
Human Rights, which advocates equal rights. 
Total £3,000

Source: Sustainable Development Team 2005



• CIS continued to provide its Return to Work
programme in 2004. This aims to develop
job-seeking skills and build confidence
amongst long-term unemployed people with
disabilities. Four courses were held, with 24
people completing the three-day
programme. Of these, six went on to gain
employment (outside CIS).

• During 2004, part of the monies raised via
the Royal Society for the Protection of Birds
affinity Visa credit cards (pages 92-93) were
spent on improving access to wildlife
reserves for people with limited mobility.
These included improvements to pathways
at the Mid Yare and Minsmere reserves, East
Anglia, and accessibility improvements to
visitor facilities at the Loch of Strathbeg
reserve, Aberdeenshire.

Influence and action
Equal treatment In November 2003, the
European Commission issued proposals to
enforce the principle of the equal treatment of
men and women in access to goods and the
supply of services. In the form presented, the
Directive would have implications for those
insurance and investment products where
gender is regarded as a relevant factor for
pricing; examples include life assurance,
motor insurance, pensions and annuities. The
Association of British Insurers (ABI),23 supported
by CIS and other members, was broadly
opposed to the proposals; which, if implemented,
would lead to increased motor insurance
premiums for women and a decrease in the
value of annuities for men. In October 2004, it
was announced that the proposals would be
amended, allowing discrimination where
justification could be provided. 

Commission for Equality and Human Rights
In August 2004, CFS responded to the UK
Government’s White Paper ‘Fairness for all: a
new commission for equality and human
rights’.23 The White Paper outlined proposals for
a single commission on equality and human
rights. This would replace, for example, the Equal
Opportunities Commission, the Commission
for Racial Equality and the Disability Rights
Commission. CFS was broadly supportive of
the proposals, particularly regarding their
recognition of regional variations; however,
CFS raised concerns regarding the need for
strong separation between the roles of
regulator and promoter of good practice.

Equal Opportunities Commission ‘Pregnant
and Productive’ Campaign In September
2003, the Equal Opportunities Commission
launched an investigation into the problems
encountered by pregnant and expectant

mothers, and their employers, when managing
pregnancy at work.25 During 2004, CFS
provided information on its approach to
managing pregnancy at work as part of the
campaign.

Genetic testing In 2001, CIS became the first
UK insurer to state that it would not require
customers to disclose details of any genetic
test results when applying for life insurance.
Genetic tests indicate the presence or
absence of a particular gene or chromosome
and may predict a future illness or health effect.
In 2001, CIS was one of three insurers asked to
present information to the House of Commons
Science and Technology Select Committee
inquiry into the use of genetic testing. CIS
contributed heavily to the ABI moratorium on
the disclosure and use of the results of genetic
tests, first implemented in October 2001. In
March 2005, the ABI, supported by CIS and
other members, announced an agreement to
extend the moratorium until November 2011.

1 In accordance with the Co-operative Group’s definition of a
manager (paid £20,000 or more), women now make up 40%
of all management positions at the Bank (2003: 39%), and with
the exception of Financial Advisers, 38% at CIS (2003: 37%).

2 Office for National Statistics (January 2005) Labour Force
Survey Quarterly Supplement Autumn 2004.

3 www.opportunitynow.org.uk
4 www.eoc.org.uk
5 Reported progress at CIS is partly attributable to a one-off

update of staff records during 2004.
6 In accordance with the Co-operative Group’s definition of a

manager (paid £20,000 or more) ethnic minorities now make
up 1.6% of all management positions at the Bank (2003: 1%),
and, with the exception of Financial Advisers, 2.2% at CIS
(2003: 2%).

7 Office for National Statistics (August 2002), Labour Force
Survey Quarterly Supplement, Spring 2002.

8 www.raceforopportunity.org.uk
9 Data for changes to duties and working hours excludes CIS,

where no central records exist.
10 Data excludes CIS, where no central records exist.
11 www.employers-forum.co.uk
12 www.jobcentreplus.gov.uk/cms.asp?Page=/Home/Employers/

DisabilityServiceshelpforEmployers/Disability Symbol
13 Office for National Statistics (January 2005) Labour Force

Survey Quarterly Supplement Autumn 2004.
14 www.w3c.org Note, the CFS Sustainability Report website

has been designed to meet Level AA of the WAI’s guidelines.
15 www.chipandpin.co.uk
16 www.rnib.org.uk/xpedio/groups/public/documents/Public

Website/public_mysteryshopping.hcsp
17 www.rnib.org.uk/xpedio/groups/public/documents/public

website/public_presscentrelatestnews.hcsp#P108_14374
18 Research covered four disabilities: visual, hearing, mobility

and speech.
19 www.cfs.co.uk/sustainability2004/diversity/clearprintguide

lines
20 www.rnib.org.uk/xpedio/groups/public/documents/public

Website/public_seeitright.hcsp
21 www.co-operativebank.co.uk/helptheaged
22 www.co-operativebank.co.uk/bmefund
23 The ABI is a trade association which represents 94% of the

insurance industry. CIS has been a member of the ABI since
1994, and was invited to join the Investment Committee, Life
Insurance Committee and Board in 1997, 1999 and 2003
respectively.

24 www.womenandequalityunit.gov.uk/equality/project/
project.htm

25 www.eoc.org.uk/cseng/policyandcampaigns/pregnant_and
_productive_investigation.asp

26 The Poppy Project (2004) Sandra Dickson Sex in the City:
Mapping Commercial Sex across London. 
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Community
involvement

58. Impact on society 
59. Financial support 
60. Customer involvement
61. Staff involvement

Targets 2004
• Develop a CFS Community Investment Strategy.

Target achieved
• Distribute the video ‘Too Young to Die’ to 2,000

schools and colleges across the UK and reach an
estimated audience of 600,000. Acceptable
progress

• Work with the Giving Campaign to identify
opportunities for product and service
development. Target not achieved

Targets 2005
• Secure and deliver a programme of robust

communication and implementation to support
the launch of the new CFS Community Strategy.
Chris Smith, Head of Community and 
Co-operative Affairs/Cathy Chamberlain,
Community and Co-operative Affairs Manager 

• Undertake more rigorous measurement of the
outputs and impacts of CFS’ community activities.
Chris Smith, Head of Community and 
Co-operative Affairs/Cathy Chamberlain,
Community and Co-operative Affairs Manager

• Launch a programme of activity that focuses on
crime reduction initiatives and support for victims
of crime. Cathy Chamberlain, Community and
Co-operative Affairs Manager

• Seek to broaden the scope of the responsible
driving campaign to target adults for whom driving
constitutes a major work activity. Duncan
Bowker, Acting Media Relations Manager

Commentary
Context The Co-operative Bank and CIS have
reported on their community involvement
programmes since 1997 and 2000 respectively.
During 2004, CIS and the Bank continued to
manage distinct programmes. The four stated
aims of CIS’ community activity were:
strengthening communities, developing young
people, supporting medical research and
charities, and providing employee volunteering
opportunities that benefit employees and local
communities. By comparison, the Bank’s
community programme sought to support
projects aligned to its Ethical Policy positioning
and co-operative values, with priority given to
initiatives in the North West of England. Given
the creation of central CFS functions,
management costs and staff volunteering have
been calculated for CFS as a whole, with CIS
and Bank figures subsequently derived from
an agreed apportionment.1

Community involvement The Bank
contributed £2,759,410 to ‘charitable’ causes
(2003: £2,916,165), or 2.1% of pre-tax profit.
The Bank’s contributions consisted of financial
support (£2,605,726), staff time (£55,548) and
management costs (£98,136). CIS contributed
£963,376 to ‘charitable’ causes (2003:
£1,839,540), or 3% of pre-tax profit. CIS’
contributions consisted of financial support
(£475,792), in-kind giving (£39,681),2 staff time
(£220,053) and management costs (£227,850).
For the first time, CFS’ community involvement
has been assessed and verified by the London
Benchmarking Group (LBG),3 as part of a wider
Co-operative Group submission. The LBG
consists of over 90 organisations that have
come together to manage, measure and
disclose their involvement in the community.
The LBG model considers involvement in terms

of inputs, outputs and impacts, with inputs
analysed on the basis of their underpinning
motivation. To ensure consistency with the LBG’s
definition of community involvement, elements
of CIS’ and the Bank’s community programmes
previously considered to be part of their overall
contribution are no longer included (e.g. the
broader costs associated with Ethical Policy
development). This partly explains the sizeable
depreciation in community involvement
reported for CIS in 2004; although there has
also been a decline in real terms, consistent
with CIS’ financial performance. The
Bank and CIS continue to meet the criteria of the
PerCent Standard,4 which requires a contribution
of 1% of pre-tax profit. According to The Giving
List,5 the UK’s leading quoted companies give
an average 0.97% of pre-tax profit to charities,
voluntary organisations and community projects.

Inputs – CIS The ten largest charitable
contributions made by CIS in 2004 (comprising
43% of CIS’ total community inputs) are detailed
on page 73. The majority of CIS’ community 
input is classed as true ‘community investment’,
given its focus on key associations, such as
Greater Manchester Cares, Manchester Art
Gallery and Mind.

Inputs – Bank The ten largest charitable
contributions made by the Bank in 2004
(comprising 60% of the Bank’s total community
inputs) are detailed on page 73. The majority of
the Bank’s community input (79%) is classed as
‘commercial initiatives in the community’. This
largely comprises payments made in relation
to the Bank’s affinity Visa credit cards, the
Bank’s debit and credit cards (Customers Who
Care) and CFS’ mortgage range (carbon offset
payments) (pages 78-79). During 2004, the
Bank issued branded credit cards for 14
national charities/non-governmental
organisations.6 Affinity partners receive a
donation from the Bank for each new card and a
margin on the use of the card thereafter. During
2004, partners received a total of £1,415,799
(2003: £1,406,610). In addition, under the
‘Customers Who Care’7 scheme, the Bank
donated a total of £406,887 in 2004 (2003:
£401,000). Through the scheme, the Bank
donates 1.25p per £100 spent by personal
customers on the Bank’s credit and debit
cards, and by business customers on the
Bank’s Business Visa card, to its Customers
Who Care campaigns. Campaigns are chosen
that reflect the ethical and environmental
concerns of customers, as expressed through
the Bank’s Ethical Policy. Details of last year’s
Safer Chemicals Campaign can be found on
page 84.

Benchmark

71

Through the carbon offset feature of the
Bank’s mortgages, £65,000 has been
provided to a project in Madagascar,
which trains local people to build energy
efficient stoves.

Suppliers Society Co-operative
movement

StaffCustomers



Outputs and impacts LBG encourages
organisations to consider three types of short-
term outputs: community benefits, business
benefits and leverage. Impact measures assess
the effect of community activity, and may take
several years to emerge fully. CIS and the Bank
are working with key community partners to
develop more systematic measurement of the
outputs and impacts of community investment.
Impact measurements connected with 46% of
key financial inputs can be found on CFS’
website.8

Staff involvement A matched-time scheme is
provided for volunteers who participate in
specific named initiatives, including: paired
reading and numeracy schemes, School
Governors and Young Enterprise business
advisers. During 2004, 528 staff contributed the
equivalent of 1,526 days (2003: 2,365) to
community organisations on behalf of CIS and
the Bank. This equates to a donation of time
worth £222,190 (2003: £308,660). The reported
decrease in volunteering is attributable to the
absence of a district office volunteering week
and Comic Relief Day call centre support in
2004. A significant proportion of staff
volunteering (28%) is related to educational
initiatives. These form, for example, the main
focus of Project Formation in the Bank’s main
offices in Skelmersdale, which involves school

2004, proposals for a themed approach were
discussed in focus groups of staff and
customers, and during in-depth interviews with
opinion leaders and expert advisers.
Customers indicated a preference for CFS’
community activities to be focused in local
areas (i.e. those where offices/branches were
located). As a result, the programme will initially
develop initiatives in the areas where CFS has a
major employment presence (Manchester,
Salford, Skelmersdale, Stockport and London),
with additional work being undertaken to see
how activities can be carried out in places
where CFS’ presence is much smaller. Staff
were supportive of the idea of ‘Community
Champions’ – members of staff throughout the
business who promote the role of community
involvement amongst colleagues, and who
facilitate feedback. During 2005, the Community
Affairs Team will be seeking nominations for
champions from senior management. Staff
indicated that the proposals for a revised match-
funding scheme, to boost the fundraising
efforts of members of staff, were too complex.
These have now been simplified in line with staff
feedback. The proposed Strategy received the
endorsement of a number of opinion leaders,
who commended its focus on the long-term,
concentration on a limited number of themes,
and focus on outputs and impacts. 
Three themes will underpin CFS’ approach to

Total £2,759,410
(including management costs)

Total £963,376
(including management costs)
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liaison, industry days and mentoring projects.
The impact of this Project was recognised in
2004 when it received both a Business in the
Community ‘Big Tick’, in the Education and
Lifelong Learning category, and a Big
Difference Commendation. Another main
focus (36%) of CFS’ volunteering activities is
support for credit unions. CIS and Bank staff
continue to contribute to Greater Manchester
Cares, a scheme, chaired by CFS’ Resources
Director, that links people with community
projects in the Greater Manchester area.
During 2004, staff completed 16 challenges,
comprising a total of 209 volunteering days. 

Community Strategy During 2004, a project
commenced to develop a new Community
Investment Strategy for CFS. This excluded
consideration of CFS’ ‘Commercial initiatives’,
such as affinity Visa credit cards. The new
Strategy will replace the existing community
involvement policies of CIS and the Bank, and
guide CFS ‘charitable giving’, true ‘community
investment’ and staff volunteering. A review
noted that both businesses previously
displayed a willingness to tackle ‘difficult’
community issues; issues that traditionally tend
not to attract the support of the business
community. It also concluded that considerably
greater impact could be achieved if a much
more focused approach was taken. During
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community involvement over the next two years:
crime reduction and support for the victims of
crime; financial education and capability; and
diversity and inclusion. These themes are
considered to resonate particularly well with CFS’
core business activities. Volunteering and
fundraising opportunities that support the key
themes are presently being developed for staff.
An extensive programme of internal
communication will commence following
Board approval of the Strategy.

Products and services
Community Directplus9 This telephone and
internet-based account is designed to provide
the banking solutions most commonly required
by community organisations, charities, voluntary
groups and social enterprises. Customers
wishing to finance special projects can apply
to a donation fund, which forms part of the
Community Directplus package. During 2004,
£27,400 was distributed to 37 groups.

Sustainability value
analysis 
• Total value of CFS’ community involvement

activities in 2004, £3,722,786.

Influence and action
Responsible driving During 2004, CIS
continued to use its position as a leading
motor insurer to promote the issue of
responsible driving. The campaign focuses on
young people (mainly as a consequence of
excessive risk-taking whilst driving amongst
this group) and uninsured drivers (who
account for 1 in 20 UK road users). Throughout
the latter half of 2004, CIS distributed to
schools and colleges the video ‘Too Young to
Die’. By April 2005, over 400 videos had been
requested and distributed. This falls short of
the target of 2,000, which is now considered to
be overly ambitious. The video seeks to
educate under-25s on the consequences of
dangerous driving and was produced in
partnership with the road safety charity,
Brake.10 Also in 2004, CIS agreed financial
support for Roadpeace,11 a national charity
dedicated to supporting bereaved and injured
road crash victims, which will help fund the
charity’s 24/7 telephone helpline for the next
three years. 

1 75:25 split between CIS and the Bank respectively, as
determined by Financial Control.

2 Where in-kind giving includes the provision of subsidised
rent to a community organisation, and the provision of free
printing facilities to a number of charities.

3 www.lbg-online.net

4 www.bitc.org.uk
5 www.lbg-online.net
6 The charities/non-governmental organisations, in order of

income received in 2004 are: The Royal Society for the
Protection of Birds (RSPB) (www.rspb.org.uk), Oxfam
(www.oxfam.org.uk), Amnesty International (UK)
(www.amnesty.org.uk), Tearfund (www.tearfund.org),
Greenpeace (www.greenpeace.org.uk), Save the Children
(www.savethechildren.org.uk), Christian Aid
(www.christianaid.org.uk), WaterAid (www.wateraid.org.uk),
Help the Hospices (www.helpthehospices.org.uk), 
ActionAid (www.actionaid.org.uk), Help the Aged
(www.helptheaged.org.uk), Barnardo’s
(www.barnardos.org.uk), Children’s Aid Direct and the
Ramblers Association (www.ramblers.org.uk).

7 www.co-operativebank.co.uk/cwc
8 www.cfs.co.uk/sustainability2004/impact
9 www.co-operativebank.co.uk/business/currentacc_ community

_ direct
10 www.brake.org.uk
11 www.roadpeace.org

Financial support (cash)
Areas of ‘charitable’ support

CIS

Bank

Total £475,792

Total £2,605,726

Bank financial support – main recipients
Recipient LGB category Contribution
RSPB Commercial initiatives £474,000
Oxfam Commercial initiatives £296,000
Amnesty International Commercial initiatives £249,000
Climate Care Commercial initiatives £225,000
Tearfund Commercial initiatives £113,000
Greenpeace Commercial initiatives £91,000
BME fund Community investment £55,000
Bhopal Medical Appeal Commercial initiatives £54,000
Disability Fund Community investment £46,000
Save The Children Commercial initiatives £45,000

CIS financial support – main recipients
Recipient LBG category Contribution
Grass roots sport Commercial initiatives £196,000
Manchester Art Gallery Community investment £59,000
Various – Staff Charitable gifts £50,000
match funding scheme
Addaction Community investment £22,000
Lets Get Serious Community investment £20,000
Greater Manchester Cares Community investment £16,000
Christie Hospital Community investment £15,000
Tsunami appeal Charitable gifts £15,000
Roadpeace Community investment £15,000
Mind Community investment £10,000

Source: Sustainable Development Team 2005
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CFS initiated two
new renewable
energy generation
projects in 2004



extra emphasis could be given to the
ecological impacts of investments, products
and services, which are arguably more
material. In another development, energy and
water use connected with contracts held in
CIS’ £2 billion investment property portfolio are
disclosed for the first time this year (pages 78
and 81). These impacts are not consolidated
with those of CFS’ own occupancies as utility
use relates to tenants, who may disclose their
own impacts separately. CIS’ experience of
flood claims (page 81) and CFS’ usage of
vegetable oil-based inks (page 91) are also
newly accounted for this year. Relocation
activities, and the integration of CIS and Bank
operations into new CFS functions, have led to
difficulties in discretely apportioning certain
ecological impacts to CIS and the Bank. Where
this occurs, an apportionment of 75:25 has
been used, based on an approach used in
CFS’ financial accounting. Where a review 
of historic data has identified inaccuracies,
information has been restated; the symbol
appears next to such datasets, and an
explanation of the change is provided on 
CFS’ website.3

Reporting guidelines 
In 2001, the UK Government’s Department for
Environment, Food and Rural Affairs (DEFRA)
produced guidelines that set out how to
produce a good quality environmental report.4

CFS’ 2004 Sustainability Report is consistent
with the proposed ‘reporting process’, and
covers both those indicators suggested as
being ‘relevant to all organisations’ and those
indicators considered to be ‘additional extras’.
The guidance cites the Bank as one of seven
examples of good practice. CFS has also
followed most aspects of DEFRA’s reporting
guidelines for greenhouse gas emissions,
waste and water use.5 The degree to which
CFS’ environmental reporting is consistent with
the Global Reporting Initiative is described on
CFS’ website.6

R

Assurance 
During 2004, CFS’ environmental
management systems realised certification to
ISO14001 (page 16). CFS is the only major
financial services institution to be certified
across its total business operations. The
certified scope includes the complete range of
operations, activities, products and services
(personal and corporate banking, insurance,
investments and pensions) of CFS, The 
Co-operative Bank, CIS and smile. An
assessment of the degree to which CFS
succeeds in delivering value to Partners in an
ecologically sustainable manner is provided by
Jonathon Porritt, Chairman of The Natural Step
UK and Programme Director of Forum for the
Future (pages 99-100). For further details,
please contact Paul Monaghan, Head of
Sustainable Development
(paul.monaghan@cfs.co.uk). 

1 www.naturalstep.org.uk
2 7,267,000 CIS customer accounts, an 8.5% decrease during

2004. 3,160,000 Bank customer accounts, a 1.4% decrease
during 2004.

3 www.cfs.co.uk/sustainability2004/restatements
4 www.defra.gov.uk/environment/business/envrp/index.htm
5 The DEFRA guidelines have been followed with two

exceptions. Haulage impacts are not fully declared, as many
of CFS’ suppliers are unable to determine mileage for that
proportion of business undertaken for CFS. CFS disagrees
that the CO2 emissions from Combined Heat and Power
(CHP) derived electricity should be taken as zero. Instead,
CFS has determined, in association with electricity suppliers,
the CO2 emissions of a typical UK CHP plant. 

6 www.cfs.co.uk/sustainability2004/gri

Living in the real world 
Co-operative Financial Services (CFS) is seeking
to reconstitute the relationship between its
business activities and Nature. This is not being
pursued for altruistic reasons, but because
there are physical limits to the resources of the
Earth, both in terms of generating materials
and absorbing wastes. Any business activity
that exceeds Nature’s non-negotiable limits is,
by definition, unsustainable in the medium to
long term. CFS’ Sustainable Development
Policy (page 5) sets out the minimum
conditions for ecological sustainability and is
heavily influenced by an approach referred to
as The Natural Step.1

Normalisation
If CFS can control consumption of energy and
other resources, whilst at the same time
increasing the number of customer accounts it
operates, then real eco-efficiency gains can be
achieved. For 2004, 10,427,0002 is taken to be
the total number of CIS and Bank accounts.
This is a decrease of 6.4% on 2003, outpacing
the rate at which many absolute ecological
impacts have been reducing. Some businesses
normalise their impacts on the basis of employee
numbers. Therefore, to facilitate benchmarking,
data is also presented on this basis: taking
12,938 as the total number of CFS staff.
However, CIS’ Financial Advisers
(approximately 2,800 staff) spend most of their
time working away from the office; either
operating from their homes, or working in
customers’ homes. As such, to avoid
understating the normalised ecological
impacts of CFS waste production and utilities
use, Financial Advisers have been excluded
from employee numbers in these instances. 

Developments 
For the first time, this Report presents all
aspects of CFS’ ecological impacts
(operations, investments, products/services
and influence and action) together under the
most relevent key performance indicators. As 
a consequence, operational impact data has
been presented more concisely, in order that

Ecological
sustainability
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Targets 2005
• Maintain CO2 emissions from energy use at less

than 0.5 tonnes per employee, and at less than
0.7kg per customer account. Mary Jamieson,
Supplier Relationships Manager/Andrew
Farrell, Facilities Manager/Liz Thompson,
Environment Adviser

• Complete the UK’s largest solar project by end
December 2005. Gary Thomas, Head of
Property and Facilities

• Design and deliver at least one additional
renewable energy project by end 2006. Gary
Thomas, Head of Property and Facilities/Paul
Monaghan, Head of Sustainable Development

• Progress a reduction in the climate change impact
of emissions associated with the use of heating gas.
Mary Jamieson, Supplier Relationships
Manager/Liz Thompson, Environment Adviser 

Commentary
Background Energy consumption is a major
contributor to pollution and a range of
environmental problems. Carbon dioxide (CO2)
is the primary agent of global climate change.
Sulphur dioxide (SO2) is the principal contributor
to acid rain. Nitrogen oxides (NOx) contribute
to acid rain, global warming and respiratory
ailments. Volatile organic compounds (VOCs)
have been linked to health problems such as
cancer. More than 50% of the UK’s energy use
is associated with building occupancy and use. 

Context The Bank first reported its energy use
in 1997, and began purchasing renewable
electricity in 1998. CIS first reported energy use
for main offices in 2000, and extended reporting
to all sites in 2002. Renewable electricity was
first purchased for CIS in 2001. This year, for the
first time, an account is provided of the energy
use and CO2 emissions associated with utilities
provided by CIS to its investment property
tenants (page 78).

Carbon dioxide emissions – CIS During
2004, increased use of renewable electricity
realised a 66% decrease in net CO2 emissions
compared with a 2002 baseline. CO2 emissions
per customer account have decreased by 60%
over the same period. A factor in this reduction
was the replacement of Combined Heat and
Power (CHP) generation sources with
electricity derived from wind and hydro.
Carbon dioxide emissions – Bank As a
result of the increased use of renewable
electricity, the Bank’s net CO2 emissions have
decreased by 85% compared with a 1997
baseline. CO2 emissions per customer account
have decreased by 90% over the same period.
The 49.5 hectares of new planting undertaken
at the Bank’s community woodlands since
1997 are considered to offset 294 tonnes of
CO2 per annum.1

Energy

62. Carbon dioxide emissions
63. Sulphur dioxide emissions 
64. Nitrogen oxide emissions
65. Particulate emissions
66. Volatile organic compound emissions 
67. Energy usage

Targets 2004
• Maintain CO2 emissions from energy use at less

than 0.5 tonnes per employee, and at less than
0.7kg per customer account. Acceptable
progress

• Undertake energy efficiency benchmarking, and
achieve at least a ‘B’ rating at all main offices by
end 2005. Target not achieved

• Accurately account for energy consumption and
CO2 emissions for all investment property
contracts. Acceptable progress

• Ensure that all new heating and boiler equipment
specified by CFS across investment and business
properties meets an ‘A’ energy rating. Target not
achieved

• Broaden the green mortgages’ carbon offset
programme to include micro-hydro in 2004.
Acceptable progress
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Carbon dioxide emissions
Net carbon dioxide emissions arising from energy
consumption17

Other emissions
Other emissions to air arising from energy
consumption (tonnes)17
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CIS

(CFS Total)

6.14 7.86

0.170.21

3.61 2.9

In 2004, six new wind turbines were
purpose-built for CFS, and the UK’s
largest solar project commenced at
CIS’ Chief Office.

StaffCustomers SocietySuppliers 



to address this in the future. During 2004, CFS
assessed four of its eight main offices
according to a pilot version of the assessment
required by the Energy Performance of Buildings
Directive.4 Of these, two offices achieved a ‘B’
rating, one achieved a ‘C’ rating and one scored
an ‘E’ rating. As such, the target to achieve a
‘B’ rating at all sites by the end of 2005 is now
considered over ambitious, particularly as a
final assessment protocol has yet to be agreed
and issued. CFS has volunteered to pilot the
Government’s draft assessment protocol
during 2005 in partnership with the Buildings
Research Establishment. 

Energy sources During 2004, 96% of electricity
purchased by CFS for business accommodation
was derived from renewable sources. All but
one of CFS’ 207 metered premises source
electricity from renewable energy producers
(the exception being Guernsey Branch, where
a suitable supplier cannot be identified).5

Generation technologies utilised include
hydro, wind, biomass and CHP. To find out
more about CFS’ selection criteria for
electricity, and a list of current providers, visit
the website.6 All gas was provided by mains
supply, and a small amount of light fuel oil was
used in back up power supply systems (less
than 0.04% of energy consumption). 

New generation CFS purchases renewable
electricity for almost all contracts; however, to
date, it has proven difficult to show that CFS’
purchasing has resulted in the creation of ‘new’
generation capacity. Just 3% of the UK’s
electricity is currently derived from renewables.
To this end, in 2004 CFS initiated two projects,
each of which is designed to bring online new
generation capacity.

• New generation – off-site In September, an
innovative, eight-year power purchase
agreement termed ‘Merchant Wind’ was
reached with ecotricity. This ensures that
CFS has a guaranteed cost-effective green
electricity supply, whilst stimulating the
construction of six new wind turbines at
Bambers Wind Park, Lincolnshire (these will
provide for 23.4% of CFS’ current demand,
some 9GWh/year).7

• New generation – on-site Solar Tower, the
largest solar project in the UK, is now
progressing at CIS’ Chief Office, Manchester.
The project will repair the facade of the
Grade II listed building using photovoltaic
panels,8 rather than the standard solutions of
granite or steel. Construction began in
December 2004, with the project due to go
live in December 2005. It is anticipated that
the solar array will be the largest vertical
facade in Europe producing 180MWh of

Other emissions to air During 2003, CFS
actively managed a shift in the balance of its
renewable energy portfolio. There was a shift
from ‘mid green’ technologies, such as CHP
and landfill gas, to cleaner technologies, such
as wind and hydro. This contributed to Bank
emissions of SO2, NOx, particulates and VOCs
reducing by 98%, 90%, 97% and 73%
respectively compared with 1997. At CIS,
emissions of SO2, NOx, particulates and VOCs
have reduced by 91%, 79%, 91% and 79%
compared with 2002. By the end of
2004, CIS and the Bank had achieved the UK
Government’s ‘Making a Corporate
Commitment 2’ targets for emissions of SO2,
NOx and VOCs.2

Energy usage During 2004, energy
consumption across CFS decreased by 3.3%
compared with 2003. Electricity consumption
across CFS decreased by 3.7%. This indicates
a real eco-efficiency gain, as degree day
analysis3 would suggest a need for increased
cooling during the relatively warm summer of
2004. Gas consumption across CFS decreased
by 2.4% compared with 2003, which is in line
with degree day trends. Unfortunately,
inadequate briefing of contractors led to the
installation at district offices of two boilers that
did not meet CFS’ ‘A’ energy efficiency rating
specification. Measures have been put in place

Benchmark
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Energy usage
Energy usage in operations (MWh) Estimated income

foregone 2004
Engineering (three instances) Manufactured components of strategic importance to £841,000
the operation of nuclear power plants.
Engineering Manufactured coal-mining equipment that was deemed to be essential to  £15,000
the extraction of fossil fuels. 
Coal mining Responsible for the annual production of four million tonnes of coal. £2,000
Extraction equipment Supplied specialist equipment to mining and extractive £2,000
industries.
Exploration (two instances) Provided exploration services to the oil and gas sector. £1,000
Engineering (two instances) Provided platform design/drilling services to the oil and £1,000
gas sector.
Shipping Responsible for the large scale transportation of oil, and considered to be a £1,000
strategic service provider to the oil industry. Additionally, concerns identified regarding 
the potential risk to marine biodiversity.
Total £863,000

Bank – Fossil fuels/energy related business declines, 2004
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electricity each year (equivalent to the
energy needed to power 1,000 PCs).9 The
project demonstrates how opportunities to
tackle climate change can be identified not
just in energy generation initiatives, but also
in design, construction and repair activities.
At CIS’ Portland Street premises, Manchester,
consideration is being given to small scale,
building-mounted wind turbines, although
delays in the product coming to market have
prevented installation during 2004.

Investments, products
and services
Engagement (BP BTC pipeline) – CIS The
Baku, Tbilisi and Ceyhan (BTC) oil pipeline
provides a direct route for the transfer of oil
from the Caspian Sea to the Mediterranean,
and became operational in 2005. The project
has attracted a significant level of concern
from NGOs, investors and local communities
as a result of a number of environmental and
human rights issues. In response, in 2004, BP
established an independent panel of experts
(the Caspian Development Advisory Panel
(CDAP)), which was tasked with reviewing the
project and making suggestions as to how it
might be managed in a more ethical and
sustainable manner. The question of whether
the project should proceed at all was deemed
to be outside the CDAP’s terms of reference. 
In 2004, CIS, with other institutional investors,10

pressed BP to evidence that it had considered
the CDAP’s proposals; and to report on
actions taken/agreed, as well as timescales. 
A positive outcome is still awaited. 

Investment property – CIS In 2003, CIS
became the first institutional property investor
to transfer all contracts held for its £2 billion
investment property portfolio to green electricity,
and is still the only institutional property investor
to have done this. Electricity from large scale
hydro and Climate Change Levy-exempt
sources is purchased. During 2004, a baseline
for energy consumption was established for
contracts directly held by CIS. 31GWh of
renewable electricity and 28.7 GWh of gas were
consumed during 2004. Energy contracts for
use in CIS’ investment property portfolio
resulted in net carbon dioxide emissions of
8,400 tonnes during 2004.11 During 2004, CIS
announced that the management of its
investment property portfolio would transfer to
a third party provider (page 52). Prospective
candidates have been instructed that it will be
necessary for them to maintain the newly
developed utilities accounting systems and
renewable electricity purchase.

Screening of finance – Bank There were 23
instances when Bank business development
managers referred finance opportunities to the
Ethical Policy Unit in connection with energy or
fossil fuel related issues. In eleven instances, a
conflict was found and the business was
declined. In the majority of cases, the business
was considered to be integral to the extraction
and/or production of fossil fuels. The Bank’s
Ethical Policy contains a commitment not to
invest in such businesses, due to their
contribution to global climate change and
other ecological impacts. In three instances,
business was declined due to an involvement
in the provision of strategic services to the
nuclear power sector. Although this energy
source does not significantly contribute to
climate change, the Bank currently considers
nuclear power generation (fission), and its long-
term waste liabilities, to pose an unacceptable
risk to people and the environment. 

Energy efficiency finance – Bank The Bank
formally launched a £20 million funding
scheme with the European Investment Bank
(EIB) in January 2003. The ‘Affordable Warmth’
Scheme assists registered social landlords in
the financing of energy efficiency projects, via
the provision of leasing or loan facilities at
preferential rates. During 2004, the Bank
provided £3.89 million of Affordable Warmth
finance to Local Authorities in Dundee,
Oldham, Midlothian and Aberdeen. This
supported the installation of energy efficient
domestic boilers and other energy saving
equipment, which are expected to save
occupants around £200 each year on heating
costs. With Midlothian and Oldham, a unique
financing structure was developed to facilitate
access to Enhanced Capital Allowances, not
previously available as a project saving for
Local Authorities. An additional £3.2 million of
finance supported the installation of Combined
Heat and Power units at Mid Staffordshire,
Royal Devon and Exeter NHS Trusts, reducing
CO2 emissions by approximately 20% in
comparison to the use of standard electricity
and gas supplies. 

Green mortgages Mortgage customers are
offered a free home energy rating on house
purchases. This advises on how energy
efficient a property is and potential areas of
improvement. Additionally, every year that a
customer holds a mortgage, CFS pays Climate
Care12 to offset a fifth of each household’s CO2

emissions. During 2004, this equated to a total
offset of 42,890 tonnes of CO2. Offset is realised
via a process of ‘sequestration’ (whereby
monies fund habitat restoration and CO2

‘absorption’) or ‘abatement’ (whereby monies
fund CO2 reduction initiatives). CFS directs its
contributions to specific Climate Care projects

on a case-by-case basis. In 2004, 50% of the
Bank’s contribution was used for reforestation 
in Kibale (page 92). The remaining 50% was
committed to two new abatement projects. 

• The first project, in Madagascar, trains local
people to build energy efficient stoves.13

14 trainers were employed by the project and
52 training sessions delivered. It has been
calculated that the 290 participants have now
gone on to build 2,250 stoves, benefiting
some 14,000 people. The introduction of
these stoves, which are made from local
materials, helps reduce both emissions of
CO2 and pressure on local ‘spiny forests’ – a
fragile Madagascan ecosystem. Additionally,
since the stoves burn fuel more efficiently,
improvements are realised in indoor air
quality, which, it is hoped, will lead to a
decline in respiratory illnesses.

• The second project is in Ranthambhore
National Park (northwest India), an area
considered to be one of the most important
tiger reserves in the world. The project,
delivered by a local organisation, involves
the construction of household level biogas
digesters, which provide renewable energy
from cow dung. The system is much cleaner
than an open fire, and results in improved
indoor air quality. The biogas digesters
enable local people to cook without further
depleting the reserve’s wood stocks, which
provide a natural habitat for tiger populations.
50 households have benefited from the
scheme so far. The digesters also provide
organic fertiliser in the form of slurry, which is
proving to be a better and cheaper
alternative to commercial fertiliser. The
construction and maintenance of the biogas
energy plants provides employment for
skilled masons and others.

• A micro-hydro electricity generation project
in Bulgaria, proposed in 2003, did not
progress due to logistical problems. In its
place, the Bank supported the Ranthambhore
biogas project.

smile In 2003, smile developed a relationship
with ecotricity14 to offer renewable electricity
contracts at preferential rates to its customers.
To date, around 1,000 smile customers have
taken up the offer. In 2005, ecotricity extended
this arrangement to include Bank Privilege
account customers and customers of a
number of mortgage products.

RSPB solar loans In June 2003, the Bank
launched a new low-interest loan in partnership
with RSPB and solarcentury. Loans are
promoted to RSPB supporters in support of 
the acquisition of domestic solar hot water and
electricity systems.15
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Sustainability value
analysis 
• Compared to the cheapest alternative offer,

annualised additional cost of ‘standard’
green electricity purchase, £172,000.

• Saving arising from new ‘Merchant Wind’
green electricity contract (1 October to end
2004), £44,000 (an annualised saving of
£163,800).

• Annual cost of energy monitoring activities
(including third party contracts), £41,600.

• Saving (during 2004) arising from 6.6GWh
reduction in energy use since 2002, £252,000.

Influence and action
Renewables Obligation Certification
scheme During 2003, CFS appealed directly to
senior Government Ministers – such as
Stephen Timms, Energy Minister, and Elliot
Morley, Environment Minister – for an extension
beyond 2010 of the ‘Renewables Obligation
Certification scheme’ (ROC). This scheme
underpins the Government’s economic
framework for supporting renewable energy
generation. In December 2003, CFS received
confirmation that the ROC scheme would be
extended to 2015, and, in October 2004, it was
announced that the ROC mechanism would be
maintained until at least 2020.

Carbon Disclosure Project In October 2001,
CIS became one of the founding signatories of
the Carbon Disclosure Project,16 followed by the
Bank in 2003. Investor signatories now
represent funds under management in excess
of US$20 trillion, and in 2004 repeated the
written request to the top 500 global
companies for adequate disclosure of their
climate change risks and impacts. Despite the
serious risk to economic stability presented by
climate change, and the legitimate interest of
the investors represented by the group,
responses have yet to be received from almost
200 companies, and only two-thirds of
respondents have agreed to allow their
responses to be made publicly available.

1 Conversion factors supplied by the Tyndall Centre for Climate
Change Research.

2 www.macc2.org.uk
3 Degree day data analysis takes account of the weather’s

impact on energy consumption. For example, a particularly
hot summer or cold winter can have a significant impact on
energy consumption, via the requirement for increased/
enhanced air conditioning and heating respectively. The
method uses an ‘average’ dataset, collated from building
energy records and regional temperatures, then assesses
the extent to which the weather deviates from this datum on 
a daily basis.

4 www.odpm.gov.uk/stellent/groups/odpm_planning/
documents/downloadable/odpm_plan_022139.pdf

5 The other locations where CFS consumes fossil fuel
generated electricity are sites where utilities are provided by
the landlord.

6  www.cfs.co.uk/sustainability2004/energy

7 www.ecotricity.co.uk/projects/Bambers/plan_bambers.html
8 Photovoltaic panels convert light energy into electrical energy.
9 www.cis.co.uk/solar
10 Standard Life Investments, Henderson Global Investors,

Insight Investment and CCLA Investment Management.
11 Relates to the provision of central site services and some

tenant supplies at 65 of CIS’ 170 locations (impacts at a
further five locations are accounted for as part of CIS’
occupational operational footprint). It does not represent the
total use of energy in the Investment Property portfolio, as
many sites and tenants procure their energy directly, without
disclosing their consumption to CFS. 

12  www.climatecare.co.uk
13 In 2003, 7,000 tonnes of offset allocated to a similar project in

Bangladesh, which again trained local people to build energy
efficient stoves. The training continued into 2004, with
courses held in ten different communities, leading to the
construction of around 1,000 energy efficient stoves.

14 www.ecotricity.co.uk
15 www.goingsolar.co.uk
16 www.cdproject.net
17 All conversion factors are located on CFS’ website:

www.cfs.co.uk/sustainability2004/conversions
18 Net emissions of 5,464 tonnes take account of 178 tonnes 

of carbon sequestration undertaken by Bank’s community
woodlands (page 93).

19 Net emissions of 3,022 tonnes take account of 250 tonnes 
of carbon sequestration undertaken by Bank’s community
woodlands (page 93).

20 Net emissions of 1,779 tonnes take account of 253 tonnes 
of carbon sequestration undertaken by Bank’s community
woodlands (page 93).

21 Net emissions of 1,778 tonnes take account of 289 tonnes 
of carbon sequestration undertaken by Bank’s community
woodlands (page 93).

22 Net emissions of 1,960 tonnes take account of 294 tonnes 
of carbon sequestration undertaken by Bank’s community
woodlands (page 93).

23 (2002) Bank, 4.74 tonnes. (2003) Bank, 2.46 tonnes. CIS,
3.25 tonnes. (2004) Bank, 1.72 tonnes. CIS, 3.77 tonnes.

24 (2004) Bank, 2.89 tonnes. CIS, 4.25 tonnes.
25 (2004) Bank, 0.04 tonnes. CIS, 0.07 tonnes.
26 (2004) Bank, 0.20 tonnes. CIS, 0.37 tonnes.
27 Bank fossil fuel consumption comprises 10,716MWh gas,

499MWh electricity and 15MWh oil. CIS fossil fuel
consumption comprises 14,047MWh gas, 1,144MWh
electricity and 9MWh oil.



80

Water

68. Water consumption and discharge

Target 2004 
• Reduce water consumption across CFS’ main

offices to 9,000 litres per employee by 2007.
Acceptable progress

Target 2005
• Reduce water consumption across CFS’ main

offices to 9,000 litres per employee by 2007.
Andrew Farrell, Facilities Manager/Liz
Thompson, Environment Adviser 

Commentary
Background Freshwater, on which we depend,
is essentially finite. It is predicted that by 2025,
two-thirds of the world’s population will live
under water-stressed conditions.1 At the other
extreme, 10% of the UK land mass is at risk of
flooding, with some £200 billion worth of
property, assets and land lying in flood plains.2

Context The Bank has reported on water usage
at metered sites since 1999, with accounting
now covering 95% of staff. CIS first reported
water usage across the business in 2003, and
accounts for premises covering 79% of office-
based staff. This year, for the first time, an
account is provided of the water consumption
associated with CIS’ investment property
tenants, as is CIS’ experience of flood claims.

Water consumption In 2004, CFS consumed
107,943,000 litres of water, a 6% decrease
compared with 2003. Water usage at 
CFS was 10,597 litres per employee, a 12.8%
improvement compared with 2003. CIS’
reported water consumption decreased by
15.1% (7.3% per customer account) during
2004, whilst the Bank’s increased by 10.7%
(12.2% per customer account) over the same
period. This is a consequence of the movement
of Bank staff to less water efficient CIS premises,

and vice versa. Performance during
2004 is substantially better than the Environment
Agency’s benchmark of 18,250 litres per
employee, and has moved closer to the
Building Research Establishment’s best
practice target of 9,000 litres. 

Water supply and discharge All water
consumed by CFS is derived from the general
water supply network, and is used for cooking,
drinking, sanitation and as part of heating and
air conditioning systems. The vast majority of
water is discharged to the foul sewer network,
with the remainder being released to air, via air
conditioning and other cooling systems.

Investments, products
and services
Flood claims CIS is a large scale provider of
home building insurance, with some 1.3 million
policies in force at the end of 2004. It is
predicted that climate change will bring about
an increased prevalence of flooding in much of
the UK. For example, the UK Climate Impact
Programme estimates that winter rainfall could
increase by as much as 20% by 2080.3 This may
double inland flood risk, with the consequence
that many riverside towns would breach the
1.3% annual probability limit, beyond which

Benchmark

2.2 million UK homes
are now recognised
as being at risk from
flooding.

Customers SocietySuppliers 
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insurers would not normally guarantee cover. A
recent report4 from the Association of British
Insurers (ABI)5 indicates that climate change
and associated flooding are already making an
impact on the insurance industry. Over the
period 1998-2003, the cost to the industry of
storm and flood claims in the UK was over £6
billion; double that of the preceding six-year
period. CIS’ experience is consistent with this
trend. As a percentage of total payouts, claims
arising from environmental flooding (i.e.
excluding water escape associated with
internal appliances) have increased almost
500% over the period 1984-2004, and now
exceed £1.5 million per annum.

Investment property In addition to water used
in its own operations, in 2004 CIS purchased
17,585,000 litres of water on behalf of tenants
at its water-metered investment premises. CIS
does not monitor water use on sites where
tenants are directly responsible for utilities
contracts. In 2004, CIS announced that the
management of its investment property
portfolio would transfer to a third party provider
(page 52). Prospective candidates have been
instructed that it will be necessary for them to
maintain the newly-developed utilities
accounting systems.

Visa credit cards for WaterAid6 In November
2002, the Bank launched a range of WaterAid
affinity Visa credit cards. During 2004,
sufficient monies were raised to erect 500
lockable taps in Tanzania, 15 hand pumps in
Ethiopia and 400 latrines in Mozambique,
together with the training of 100 hygiene
education promoters in Ghana. In total, these
initiatives will provide access to clean water,
sanitation and hygiene education for over
60,000 people. 

Sustainability value
analysis 
• Saving arising (during 2004) from a 7.8 million

litre reduction in water use at metered sites
since 2002, £9,500. 

• Annual cost of water monitoring activities
across CFS operations (including third party
contracts), £15,600. 

Influence and action
Flood risk The increased prevalence of
flooding, brought about by climate change,
presents substantial challenges to the cost
and continued availability of home insurance
across the UK. In 2003, the ABI reached an

agreement with the Government to guarantee
that, contingent upon sustained Government
expenditure on flood defences, the vast majority
of the 10% of domestic and small business
properties already situated in floodplains would
continue to have full access to a competitive
market for insurance; albeit, on terms that
reflect the different levels of flood risk.7 The
broad provision of flood and storm cover in the
UK, without Government support, is currently
unique in Europe. In October 2004, the
Environment Agency launched a new flood
mapping system which identified 2.2 million
homes in England and Wales as being at risk
from serious flooding, a 15% increase in
comparison to 2001.8 To deter further building
on floodplains, during 2004 the ABI wrote to all
UK local authorities and highlighted the fact
that future insurance cover would not
necessarily be available for new developments
on land falling within the Environment Agency’s
new ‘1 in 1000’ flood risk category.

1 Department of the Environment, Transport and the Regions
(2000). Guidelines for Company Reporting on Water.

2 www.defra.gov.uk/corporate/consult/waterspace/updatedria
.pdf

3 UKCIP (2000). Climate Change Scenarios.
4 www.abi.org.uk/Display/File/364/SP_Climate_Change5.pdf
5 The ABI is a trade association representing 94% of the

insurance industry. CIS has been a member of the ABI since
1994, and was invited to join the Investment Committee, Life
Insurance Committee and Board in 1997, 1999 and 2003
respectively.

6 www.wateraid.org
7 Press Release (26 September 2002). Insurers announce new

principles for flood insurance. www.abi.org.uk
8 www.environment-agency.gov.uk/subjects/flood/763964/763

974/?version=1&lang=_e



existed for: 66% of pesticides and their
supposedly inert ingredients; 84% of cosmetic
ingredients; 64% of drugs; 81% of food
additives; and 88-90% of commercial chemicals.1

Context The Bank has monitored chemicals in
products and operations since 1998. CIS
began to examine its chemicals use during
2002, and to report on refrigerant use in 2003. 

Sustainable
procurement
Toxics Since 2000, designated Bank supplier
contracts have been screened against a range
of toxic chemicals, based on the OSPAR List of
Chemicals for Priority Action,2 together with
Bisphenol A and PVC. In 2003, screening was
extended to CIS. A new pest control provider
was appointed during April 2004. As part of
this review, CFS sought to prohibit the
provider’s use of organochlorines,
organophosphates and carbamate
insecticides. During 2004, work continued on
the ‘Green Branch’3 refurbishment programme.
Approved fixtures, decorating materials and
furnishings were used at 16 Bank branches, and
included PVC-free wallpaper (eight premises),
ecologically-screened paint (nine) and PVC-
free entrance matting and carpets (eight). The
substitution of PVC was also achieved in two
wiring projects during 2004, and PVC-free
wiring has also been specified for the eleven
kilometres of cable that will be utilised as part
of the Solar Tower project (page 77-78). 

Plastic cards Virtually all credit and debit
cards in the world are made of PVC. PVC is
also used in the manufacture of a wide range
of items, including food packaging, cabling
and electrical goods. If PVC is burned, it can
release toxic chemicals, including dioxins.
These chemicals can build up over time in the
bodies of living things, and contribute to
problems in development, reproduction,
growth and behaviour. In 2001, the Bank

sourced an alternative to PVC, based on the
plastic PETG, which does not contain chlorine,
or use it in its production. Chemicals, such as
lead chromate and DEH Phthalate, have been
removed from the inks of some cards. All CFS’
credit, debit and savings cards are now PVC-
free. However, a small number of PVC cards
are still in use by the Bank’s Electron
customers. 

Air conditioning Prior to 2000, CFS’ air
conditioning systems were dominated by
chlorofluorocarbons (CFCs),
hydrochlorofluorocarbons (HCFCs) and
hydrofluorocarbons (HFCs). These
organohalogens are either potent ozone
depletors or greenhouse gases, and, in some
cases, both. As air conditioning systems are
replaced, it is preferred that systems based on
water, ammonia, lithium bromide or
hydrocarbons are introduced. In all cases, the
global warming and ozone depletion potential
of these chemicals is substantially less than
that of organohalogens, such as HFCs. All
HFCs and HCFCs removed are passed to third
parties for recycling or destruction.

• Air conditioning – CIS There are currently
no preferred air conditioning systems in
operation at CIS. During 2004, the global

Chemicals

69. Toxics 
70. PVC 
71. CFCs/HCFCs/HFCs 

Targets 2004 
• Ensure that, wherever feasible, preferred

ecological options are utilised across CFS for all
replacement air conditioning systems in business
and investment property. Target not achieved

• Continue to campaign to raise awareness of the
‘Safer Chemicals’ issue and to campaign for
legislation to safeguard human health and the
environment. Acceptable progress

• Advance the removal of HFCs from chilled water
dispensing equipment. Target achieved

Targets 2005
• Ensure that, wherever feasible, preferred

ecological options are utilised across CFS for all
replacement air conditioning systems in business
and investment property. Andrew Farrell,
Facilities Manager/Jos Mister, Sustainability
Adviser

• Extend the phase-out of HFC-chilled water
dispensers. Andrew Farrell, Facilities Manager/
Jos Mister, Sustainability Adviser

• Given the impending phase-out of PVC from Visa
credit cards, consider further areas for
substitution. Jos Mister, Sustainability Adviser

Commentary
Background Over sixty thousand synthetic
chemicals are now in regular use worldwide. A
report commissioned by the US State of New
Jersey found that minimal or no toxicity data
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which naturally occur in the atmosphere). As a
result, the combined GWP of the Bank’s air
conditioning/fire control systems has reduced
by 92% since 1998. At CIS, Inergen was also
introduced for all halon replacement activities,
with removal completed in 2001 (prior to the
introduction of detailed accounting systems).

Water dispensers During 2004, work was
progressed to remove HFC-chilled water
dispensers. A model was identified4 which
uses butane as a refrigerant gas, and this has
now been utilised at 14 locations at the Bank’s
Head Office in Manchester. In total, HFCs with
a GWP equivalent to 7.3 tonnes of CO2 have
been removed (and replaced with butane, with
a GWP of less than 100kg CO2). The new
systems utilise mains water supplies (i.e. do
not involve the transportation of bottled water)
and incorporate ultra-violet filtering techniques
(i.e. sanitation is not chemical-based). The use
of HFC-free water dispensers is now a feature of
the ‘Green Branch’ refurbishment requirements.

Emissions 119kg of refrigerant gases (including
114kg of organohalogens) were released at
CFS premises during 2004. A significant
proportion of emissions originated at CIS’
Nottingham premises, where almost 72kg of
R407c were released in two separate incidents.
In total, the GWP of the gases released was

equivalent to 182 tonnes of CO2, a decrease 
of 33% compared with 2003. The Bank’s
commitment to offset climate change emissions
arising from air conditioning was extended
across all of CFS’ business accommodation in
2003. To this end, a payment has been made
to Climate Care.5

Investments
Investment property – CIS During 2004,
agreement was reached to use aluminium,
rather than PVC, for a major window
replacement project at the Department for
Work and Pensions offices, Preston (a tenant
of CIS’ investment property). Aluminium is
considered more ecologically sustainable
because, in addition to avoiding the
manufacturing impacts of PVC, more than 80%
of the feedstock used in the production of
aluminium products consists of aluminium
recyclate.6

Screening of finance – Bank
In 2004 there were ten instances when Bank
business managers referred finance
opportunities in connection with chemicals. In
two instances a conflict was found and the
business declined on the basis of their
involvement in the manufacture and use of
PVC and phthalates. In contrast, approval was

warming potential (GWP) of organohalogens
in use remained steady at 3,701 tonnes of
CO2. During 2004, and in breach of CFS
Policy, 0.16kg of the HFC R134a was
introduced to systems at CIS’ Chief Office,
Manchester, as part of a refurbishment. 

• Air conditioning – Bank The GWP of the
Bank’s air conditioning systems reduced by
a further 4% in 2004, and is now equivalent to
2,134 tonnes of CO2. It has reduced by 70%
since 1999. During 2004, two HFC systems,
containing gas with a GWP of 19.7 tonnes of
CO2, were removed from the Bank’s main
offices. In the branch network, 13
HCFC/HFC air conditioning units were
upgraded, leading to the removal of gas with
a GWP of 66 tonnes of CO2. At eight
branches, new hydrocarbon systems were
installed (with a GWP of just 65kg of CO2),
whilst at two further sites, existing systems
were ‘regassed’ with hydrocarbons
(eliminating a further 19 tonnes of CO2).

Fire control Prior to 1998, the majority of the 
Bank’s fire control systems utilised halons,
which are potent ozone depletors. A halon
replacement programme began in December
1997 and took just over one year to complete.
All halon systems were replaced with Inergen
(a mixture of nitrogen, CO2 and argon, all of
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provided for a prospect connected with
polyurethane manufacture/use. Greenpeace
lists PVC at the apex of a five layer pyramid of
problematic plastics; polyurethane is listed
within the third tier.7

Sustainability value
analysis
• Additional cost associated with the carbon

offset of air conditioning greenhouse gas
emissions in 2004, £1,000. 

• Additional cost associated with the use of
preferred air conditioning systems, £15,000.

• Additional cost associated with the purchase of
butane-based chilled water dispensers, £700.

Influence and action
Safer chemicals campaign During 2004, the
Bank continued to campaign for safer chemicals
in partnership with WWF-UK.8 The campaign
called for a more precautionary approach to
form the basis of chemicals legislation: one
that phases out chemicals known to be
persistent and bioaccumulative and prescribes
for their replacement with safer alternatives. In
2004, the Bank submitted responses to UK
and EU consultations, which called for more

robust legislation. The Bank also provided funds
for WWF’s investigation of the generational
impacts of chemical contamination. The results,
published in ‘Contamination – the Next
Generation’,9 found that, as was found to be
the case in the initial bio-monitoring tour,8

chemicals such as PCBs and DDE, a
breakdown product of DDT, were found in
everyone tested, despite then being banned in
the UK for at least a decade. In addition,
chemicals, such as brominated flame
retardants, were identified more frequently, and
in higher concentrations, within children (as
compared with their parents or grandparents).9

In May 2004, the Bank conducted an
awareness raising national advertising
campaign, which was estimated to have
reached one in three of the UK population.10

Timed to coincide with the UK Government’s
public consultation on EU chemicals policy, the
advert produced over 650 e-mails and letters
of support, and these were cited in support of
the Bank-WWF consultation response. A meeting
followed with Alun Michael MP, the Minister
responsible for UK chemicals policy, where the
Bank championed the case for substituting
persistent and bioaccumulative chemicals with
safer alternatives. In recognition of the campaign,
the Bank received the IVCA Clarion award for
Responsible Advertising and Promotion.11

The Bank’s safer chemicals campaign was

launched in April 2003, and an independent
appraisal of its first twelve months is described
on CFS’ website.12

1 Institute of Occupational Medicine (2000).
2 www.ospar.org/eng/html/sap/Strategy_hazardous_

substances.htm# Annex2 
3 www.cfs.co.uk/sustainability2003/greenbranch
4 www.cooler.co.uk
5 www.climatecare.org.uk
6 www.aluminium.org
7 http://archive.greenpeace.org/comms/pvctoys/reports/

loomingfuture.html
8 www.co-operativebank.co.uk/safer 
9 www.wwf.org.uk/filelibrary/pdf/family_biomonitoring.pdf
10 Source: TCS Media North, media campaign analysis.
11 www.ivca.org/86
12 www.cfs.co.uk/sustainability2003/audit/saferchemicals.htm
13 Includes 17kg housed within water dispensers and vending

machines.
14 Hydrocarbons, ammonia and lithium bromide.
15 Conversion factors located on CFS’ website:

www.cfs.co.uk/sustainability2004/conversions
16 Includes 3.47 tonnes of Halon 1301 removed from the Bank’s

fire control systems at the end of 1998.
17 CFS emissions (equivalent to 96 tonnes of CO2) negated as

a result of carbon offset undertaken by Climate Care.
18 Bank emissions (equivalent to 123 tonnes of CO2) negated

as a result of carbon offset undertaken via Climate Care.
19 CIS emissions (equivalent to 150 tonnes of CO2) negated as

a result of carbon offset undertaken via Climate Care. 
20 Bank emissions (equivalent to 8 tonnes of CO2) negated as a

result of carbon offset undertaken by Climate Care.
21 CIS emissions (equivalent to 173 tonnes of CO2) negated as

a result of carbon offset undertaken by Climate Care.
22 Includes 31,000 cards associated with CIS products.
23 Includes 71,000 cards associated with CIS products.
24 Includes 69,000 cards associated with CIS products.

Estimated 
income 

foregone
2004

Packaging manufacturer Concern that the company, which was seeking a syndicated loan £260,000
facility, was involved in the production of PVC-based packaging. Additionally, evidence that 
phthalates might be present/utilised in manufactured films. Phthalates include chemicals with a
particularly high potential for bioaccumulation, and for which there is emerging evidence of
endocrine disruption.
Chemical manufacturer Concern that the provision of asset finance would support a major £2,000
international chemicals group with interests in the manufacture of phthalates and vinyl chloride
(which is used in the manufacture of PVC).
Total £262,000

Bank – Chemicals related business declines, 2004

84

 



extrapolated from the 31% (2001: 16%) who
supplied an estimate of miles travelled in 2004
whilst undertaking CIS business. This ‘voluntary’
approach to data capture was developed in
2002, in co-operation with USDAW, the trades
union that represents many of CIS’ Financial
Advisers. During 2004, USDAW supported a
shift to a mandatory approach to data capture;
however, significant business change has led 
to delays in the implementation of a new
accounting approach. 

Business mileage During 2004, CFS’
business mileage decreased by 7% (excluding
FAs). Since 2000, business mileage has
reduced by 16%, or 2.9 million miles. 

• Business mileage – CIS In 2004, business
mileage, decreased by 14% (excluding FAs),
due to a reduction in car travel. Financial
Advisers’ reported mileage reduced by 4.4%
in 2004. 

• Business mileage – Bank Total mileage for
2004 increased by 9.6%. This is predominantly
due to air and employee car travel, which
increased by 66% and 49% respectively. 

Carbon dioxide emissions Across CFS, CO2

emissions connected with transport have
decreased by 2% during 2004 and have
reduced by just 3.4% since 2000 (excluding

FAs). CO2 emissions arising from Financial
Advisers’ travel reduced by 11% (to 9,708
tonnes) during 2004. The Bank’s transport CO2

emissions increased during 2004, mainly due
to the growth of short-haul air and car travel,
with CO2 emissions per customer account
increasing by 9.7%. 

Other emissions – The overall reduction in
business travel has led to a decrease in the
volume of sulphur dioxide (SO2) and particulate
emissions, which both reduced by 4% in 2004
(excludes FAs). However, this trend masks a 28%
increase in air travel-related SO2 emissions at the
Bank. The combined emissions of transport-
related nitrogen oxides and volatile organic
compounds decreased by 6% during 2004. 

Company cars The number of cars in the
Bank’s company fleet decreased by 7% during
2004, and has fallen by 50% since 1997.
Concerned about the emissions of particulates
from diesel vehicles, in 1998 the Bank introduced
a ‘petrol-only’ policy (this was despite
generally higher CO2 emissions). In 2001, the
policy was amended when diesel vehicles
fitted with a particulate trap (FAP) became
available. The trap works by destroying particles
before they leave the engine, thus virtually
eliminating particulate emissions, which are a
major contributor to various lung ailments. During

Transport 

72. Business mileage 
73. Carbon dioxide emissions 
74. Sulphur dioxide emissions
75. Nitrogen oxide emissions
76. Particulate emissions
77. Volatile organic compound emissions

Targets 2004
• Maintain the downward trend in the environmental

impact of car and van fleets across CFS.
Acceptable progress

• Work with the Bank’s chosen car hire provider to
utilise more ecologically-sound options. Target
not achieved

• Explore the feasibility of launching an ecologically
conscious motor insurance product. Target not
achieved

• Transfer the CFS van fleet to biodiesel by the end
of 2005. Acceptable progress

Targets 2005
• Maintain the downward trend in the environmental

impact of CFS’ transport activities, with reference
to both operations and products and services.
Paul Monaghan, Head of Sustainable
Development

• Transfer the CFS van fleet to biodiesel by the end
of 2005. Andrew Farrell, Facilities Manager

Commentary
Background In the UK, an extra 46.7 billion
miles were travelled by road vehicles in 2002,
compared with 1990.1 If no action is taken, road
traffic is predicted to rise by a further third over
the next 20 years. Although new vehicle
technologies have resulted in a 53% decrease
in nitrogen oxides and particulate emissions
over the last 15 years, there has been little
decoupling of carbon dioxide (CO2) emissions
and road traffic use. The small reduction in CO2

emissions per mile in new vehicles is far
outweighed by additional vehicles on the road,
and the extra distance people now drive. 

Context The Bank has reported on its transport
impacts since 1997, and on the current
indicators since 2000. Until 2003, CIS captured
information for its business travel mileage and
carbon dioxide emissions only. Detailed
information is now captured for all rail, road
and air journeys undertaken by CFS’ office-
based staff. However, the accounting systems
connected with the business mileage of
Financial Advisers (FAs) are based on
estimates and therefore are not consolidated
within ‘Business travel – Totals’, but stated
separately. The reported impact of FAs is
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2004, the Bank revised its company car offering
to include the new Peugeot 307 and 407 diesel
FAP ranges, which, respectively, have 6.5% and
13.7% lower CO2 emissions than the models they
replaced. A petrol vehicle, the Honda Civic IMA
Executive Saloon has also been added to the
fleet. With 10% lower CO2 emissions than the
most efficient Peugeot 307, the Honda uses
hybrid technology to store excess energy in a
battery that is used to power the vehicle at low
speeds.2 The range enjoys low fuel and benefit in
kind costs, and is exempt from the London
congestion charge. This saves drivers
approximately £2,500 each year in comparison
to an average saloon car.3 The Peugeot models
perform well in Ethical Consumer Magazine’s
‘greenest vehicles’ assessment with the Honda
model topping their list. It is anticipated that the
new fleet will reduce carbon dioxide emissions
per mile by around 5% during 2005. CIS operates
a car scheme which, in return for a salary
sacrifice, provides vehicles, insurance and
servicing to staff who travel more than one
thousand business miles per year. There are
currently no environmental restrictions on the 452
vehicles in the scheme. 

Freight CFS’ freight activity consists principally
of external mail, cheques and cash. Royal Mail
(external mail) can provide environmental
impact data for that proportion of their business

derived from CFS. Others, such as Securitas,
Sunwins and Securicor, have not, to date,
provided comparable information to CFS. CO2

emissions arising from external mail freight
increased 2.8% at CIS, and 4.8% at the Bank,
during 2004.

Car hire During 2003, CFS and the Co-operative
Group entered into a new supplier relationship
with Hertz. As part of this contract, CFS took
steps to restrict staff use of more polluting
vehicles. However, Hertz has been unable to
make the low emission vehicles selected by
CFS available at the point of hire, and their new
fleet has higher emissions than the previous
one. As a result, the average CO2 emissions
per mile of car hire increased by 13.7% during
2004. Efforts will continue during 2005 to
encourage Hertz to improve the emissions
performance of its fleet. 

Alternative fuels Biodiesel is produced from
vegetable oils. As plants, from which the oils
are ultimately derived, absorb CO2 during their
growth cycle, biodiesel has lower net carbon
dioxide emissions than fossil fuels, such as
standard petrol or diesel. During 2003, CFS
identified that the majority of its diesel van fleet
could be converted to run on biodiesel, and in
2004 this objective was pursued. However,
whilst biodiesel production takes place locally,

there are no suppliers in close proximity to CFS’
major occupancies. A project to assess the
feasibility of locating biodiesel supply
infrastructure at selected main offices will be
pursued in 2005.

Car parking During 2003, the Bank sought
planning permission for two car parks: one at the
Pyramid, Stockport; and, one at Olympic House,
Salford. Both sites are poorly served by public
transport. At Stockport, planning permission
has now been granted for 95 additional car
park spaces; however it has been resolved that
CFS should consider further green transport
options prior to commencement of any car
park solution. At Salford, a proposal to extend
the car park by a further 70 spaces, using
adjacent wasteland, has also received
planning permission. This will be advanced,
with youth recreation facilities forming part of
the proposed development, and £40,000
being donated to develop a football pitch and
skate park. Negotiations are underway to
agree ongoing funding for the provision and
maintenance of play equipment, including
football kits for users of the recreation area.

Products and services
Car loans In 2003, the Bank relaunched its
personal car finance loans with a new package
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of benefits. For each car loan taken out, the
Bank pays Climate Care4 to offset a fifth of a
typical car’s annual CO2 emissions for the
lifetime of the loan. In 2004, this money paid for
356 tonnes of carbon offset, which supported
reforestation in Kibale (page 92). The car loan
welcome pack includes advice on greener
motoring, and covers advice on buying a new
car and fuel-efficient driving tips.

Motor insurance CIS is one of the UK’s major
providers of motor insurance, providing cover
for almost one million vehicles. In 2002, CIS
launched an initiative to encourage the repair,
rather than the replacement, of damaged
vehicle parts, with a particular focus on plastic
bumpers. In support of the project, in 2003 a
financial incentive was introduced to improve
uptake amongst CIS’ Appointed Repairers.
When a part is repaired that would otherwise
have been replaced, CIS pays the repairer half
the retail price of the equivalent new part. This
initiative provided the impetus for CFS to
initiate an environmental cost/benefit analysis
of CIS’ motor insurance claims process, which
was undertaken in partnership with Forum for
the Future.5 Now completed, this project has
helped to quantify the financial benefits of
projects such as the plastics repair initiative.
For example, in 2004, parts with a replacement
value of £305,000 were repaired (2003:

£25,000), realising cost savings to CIS of
approximately £210,000. In a separate
development, in 2003, CIS Motor Claims
Department commenced a project to explore
the potential for using recycled parts in the
repair of accident-damaged vehicles.
Customers, whose vehicles are at least three
years old, and so badly damaged that it would
not be economically viable to repair them using
new parts, are given the option of having the
vehicle repaired using recycled parts. As a
financial incentive, CIS waived any policy
excess (typically £150) that customers would
ordinarily have been expected to pay; and over
70% of customers involved in the pilot chose to
take up this option. All used parts are
‘cosmetic-only’ (e.g. no suspension or brake
parts are involved). Recognising the increased
administration involved in sourcing recycled
parts, Appointed Repairers are incentivised:
CIS pays them 65% of the retail cost of the
equivalent new part. In November 2004, CIS
extended the recycled parts pilot across the
whole business. Six other insurers have
recently expressed an interest in the initiative,
and, in late 2004, formed a Recycled Parts
Group.6 CIS has shared with its competitors its
learning to date, who are now piloting similar
initiatives in Poole, Doncaster and Gloucester.

Sustainability value
analysis 
• Annual cost of providing interest-free season

ticket loans totalling £292,770 (£114,250 for
Bank and £178,520 for CIS), £12,648 (based
on a discount rate of 8%).

1 www.defra.gov.uk/environment/statistics/supp/spkf04.htm
2 An explanation of hybrid technology is available at:

www.transportenergy.org.uk/cleanervehicles/cleanerfuels/
hybrids

3 Comparator is  Ford Focus 1.6 litre petrol model travelling
12,000 miles per year.

4 www.climatecare.co.uk
5 www.forumforthefuture.org.uk
6 Group consists of CIS, Thatcham Research Centre, Highway,

Admiral, Fortis, MMA, Allianz Cornhill and Provident.
7 CO2 emissions per item are considered to be more relevant

than business mileage.
8 Conversion factors located at

www.cfs.co.uk/sustainability2004/conversions
9 Business travel (000 miles): Air – 2002: Bank 210, 2003: Bank

169.
10 Carbon dioxide emissions arising from transport (tonnes): 

Air – 2000: Bank 58, 2001: Bank 55, 2002: Bank 49, 2003:
Bank 36, 2004: Bank 72. Rail – 2000: Bank 57, CIS 61; 2001:
Bank 57, CIS 68; 2002: Bank 69, CIS 58; 2003: Bank 66, CIS
66; 2004: Bank 62, CIS 67.
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Reduce, reuse,
repair and
recycle

78. Waste minimisation 
79. Reuse and recycling

Target 2004 
• Reuse and/or recycle 70% of all waste arising at

CFS’ main offices. Target not achieved

Targets 2005 
• Achieve a 70% recycling/reuse rate across CFS’

main offices. Andrew Farrell, Facilities Manager/
Catherine McAlinden, Environment Adviser

• Maintain the downward trend in total waste
arisings (excluding one-off disposals associated
with office closure). Andrew Farrell, Facilities
Manager/Catherine McAlinden, Environment
Adviser

• Review the Bank’s Ethical Policy implementation
protocols with regard to waste management, in
light of the increasing prevalence of materials
reclamation and biological treatment facilities that
utilise a combination of disposal strategies. Chris
Mills, Ethical Policy Manager 

and printing activity over the same period.
On average, employees within the UK

financial services industry generate 496kg of
waste per annum (cf.302kg at CFS’ main
offices). The Bank’s reported reuse/recycling
increased by 2.8 percentage points in 2004,
whilst CIS’ decreased by 3.1 percentage
points. This is a consequence of the
movement of Bank staff to CIS premises with
better performing recycling infrastructure, and
vice versa. The 25% increase in incinerated
waste in 2004 is a consequence of the
disposal of unsegregated waste as part of a
large scale refurbishment programme at
Prescot Street, London. Environment
Agency statistics indicate that an average office
recycles just 7.5% of its waste.2 At main offices,
CFS recycled 67% of its waste during 2004. 

During 2004, the Bank’s Cornhill
branch received a Gold Award from the
Corporation of London’s Clean City Awards for
its waste management.3

Recycling – end of life fate The majority of
CFS’ paper is reprocessed into Co-op 100%
recycled toilet tissue and Co-op 100% recycled
kitchen towels, for sale in Co-op stores.4 Cans
are segregated into aluminium and steel, and
passed to Alcan and EMR for recycling. Plastic
bottles are passed to Materials Recovery Ltd5

and reprocessed into general plastic goods.

Benchmark

Benchmark

Benchmark
Commentary
Background Businesses in England and
Wales generate 80 million tonnes of waste
each year. Only a third of this waste is recycled,
with around half going to landfill.1

Context Waste recycling and accounting
systems are operational across CFS for paper,
fluorescent tubes, printer cartridges and a
whole variety of other electrical wastes. All
other recycling systems operate at main offices
only (accounting for 66% of office based staff).
The Bank has reported on waste management
since 1997, and CIS since 2001. General waste
at smaller premises is disposed of via
landlords’ waste disposal facilities.

Reduce, reuse, repair and recycle During
2004, the proportion of waste reused and
recycled at CFS’ main offices fell by 1.3
percentage points to 67%. This was primarily
the consequence of a significant reduction
(113 tonnes) in paper recycling, and in 2005
consideration will be given to a review of
recycling infrastructure at poorer performing
facilities. More positively, total waste arisings
fell by 6.2% (133 tonnes). These changes are
primarily driven by a 8.4% fall (113 tonnes) in
waste paper generation, which resulted from a
significant reduction (20%/106 tonnes) in copy
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CFS sends the majority of its waste paper
to Stubbins Paper Mill, near Bolton, where
it is processed into Co-op-branded
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Plastic cups (78% of which are recycled) are
passed to Save-a-Cup,6 who use them in the
production of items such as pencils, rulers,
coasters and garden furniture. Fluorescent
tubes are passed to Mercury Recycling Ltd,7

where light components are separated for
reuse and toxic mercury is distilled from the
phosphor powder. Electrical equipment is
transferred to Tier 1 Asset Management Ltd.8 If
hardware is of sufficient quality, it is resold
following the removal of data. Where this is not
possible, reusable components are harvested
and heavy components and magnetics
recycled. Precious metals are assayed and
recovered, and any hazardous components
removed and sent for specialist disposal.
Batteries are sent to the SNAM recycling plant
in France.9 Mobile phones are passed to
Shields Environmental Ltd10 with monies raised
donated to the charity WaterAid.11

Investments, products
and services 
Screening of finance – Bank In 2004, there
were eight instances when Bank business
managers referred finance opportunities  in
connection with waste management. In one
instance a conflict was found and the business
declined. The Bank refused to provide debt

and asset finance to a project seeking to
construct a waste to energy incineration facility.
It is currently standard practice to decline
support for incineration where mixed municipal
waste acts as a feedstock, and/or community
‘buy in’ is absent. Small scale biological
feedstock units and landfill operators are
currently considered acceptable, as long as
adequate environmental controls are in place. 

Motor insurance Details of CIS’ initiatives to
encourage repair of plastic bumpers (as
opposed to replacement) and increased use of
recycled parts in accident-damaged vehicles,
are described on page 87.

Sustainability value
analysis 
• Annual cost of recycling activities at CFS

(including third party contracts and capital
investment), £81,700.

• Saving arising from the reuse/recycling of
1,328 tonnes of waste, £185,000.12

• Saving arising from the reuse of 1,219 items
of furniture by CFS, £168,000.
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Community
involvement
Recycling In March 2004, CFS facilitated the
launch event for a new initiative from Emerge
Recycling; a not-for-profit community recycling
organisation specialising in household and
office waste collection.13 The initiative aims to
promote recycling to children within a school
environment. In addition to providing event
management support, CFS provided
sponsorship to the value of £10,000 to assist
Emerge Recycling in the production of
educational materials that chart the
organisation’s progress and impact on Greater
Manchester. More than 150 people attended
the event.

Recycling In June 2004, CFS hosted a
conference on behalf of the First Step Trust; a
charity which runs employment projects for
people who are socially disadvantaged.14 The
conference sought to mobilise support for a
new ‘clean and green’ car-dismantling centre
in Salford, Greater Manchester. More than 60
people attended the event, including Hazel
Blears MP, Minister of State for Crime
Reduction, Policing, Community Safety and
Counter-Terrorism, and representatives from
Greater Manchester Police and the insurance
industry.

1 www.defra.gov.uk/environment/consult/er/waste/company/
index.htm

2 Green Officiency Guide (2002), ETBPP.
3 www.cityoflondon.gov.uk/corporation
4 www.co-op.co.uk 
5 www.materialsrecovery.co.uk
6 www.save-a-cup.co.uk
7 www.mercuryrecycling.co.uk
8 www.tier1.com
9 www.snam.com
10 www.shields-e.com
11 www.wateraid.co.uk
12 Excludes costs associated with 21 tonnes of electronic

equipment and fluorescent tubes, the recycling of which is
mandatory.

13 www.emergemanchester.co.uk
14 www.fst.org.uk/smartproj.htm
15 Toner cartridges (items): 1997 Bank recycled 39%

1998 Bank recycled 23.9%
1999 Bank recycled 46.2%

16 Majority of items are monitors, PCs, laptops and printers.
17 Majority of items are tables, desks, chairs and soft seating.

Other items include drawer units, cabinets and pedestals,
door frames, cupboards and screens.

18 Furniture managed by Broadstock Office Furniture only. 

Source: Sustainable Development Team 2005
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Waste management company £80,000
Debt and asset finance sought for the 
construction of a ‘waste to energy’ 
incineration facility. Finance was 
declined on the basis that feedstock 
would have been mixed municipal 
waste,(and, therefore, prone to the 
generation of dioxins and other 
pollutants), and that there was no 
evidence of community consultation 
having taken place.
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Paper and
printing

80. Paper, by type
81. Print, by type

Targets 2004 
• Begin to address the number of printed copies of

electronic messages and other information.
Target achieved

• Increase the use of ecologically-sound paper in all
three priority areas. Target not achieved

• Evidence progress in the removal of ‘toxic’
chemicals from third party printing activities.
Target achieved

Targets 2005 
• Increase the use of ecologically-sound paper in

priority areas during 2005. Liz Thompson,
Environment Adviser/Martin Creasser,
Procurement Consultant/David Newman,
Director of Marketing Management

• Evidence further progress in the replacement of
mineral oil-based ink with vegetable oil-based inks.
Liz Thompson, Environment Adviser/Martin
Creasser, Procurement Consultant

the Bank, envelopes/packaging increased
once again in 2004 (up 7 tonnes), as did paper
associated with cheques/credit slips (up 31
tonnes). In both cases, increases have taken
place each year since 2001. According
to their Sustainability Report 2003, at Credit
Suisse Group, paper consumption per employee
is 199 kg (cf. 318 kg across CFS).

Paper type CFS aims to optimise the use of
recycled, totally chlorine-free and Forest
Stewardship Council (FSC)-certified paper.3

FSC certification provides assurance that high
standards of biodiversity, and the sustainable
harvesting of wood are key considerations for
paper production (page 92).4 During 2004, a
new contract for CFS stationery supplies was
agreed with Office Depot, ensuring that all
printer and copier paper supplied is 100%
post-consumer waste recycled, as had
previously been the case at the Bank since 1999. 

• Paper type – CIS During 2004, the proportion
of recycled, 100% post-consumer waste
recycled and FSC-certified papers used
increased by 14.6, 2.8 and 0.7 percentage
points respectively. This was mainly due to the
transfer of CIS’ customer magazine to paper
with 80% recycled content. However, less
than 30% of the paper used during 2004 was
produced in a totally chlorine-free process. 

Benchmark

Commentary
Background Global paper demand – the single
largest use of wood fibre – has increased five-
fold since the 1950s, and is expected to double
again over the next 50 years.1 Printing is the
UK’s sixth largest manufacturing industry, but
has the lowest take-up of environmental
policies of any major business sector.2

Context The Bank has monitored paper
consumption across a broad range of areas
since 1997. CIS’ accounting systems began 
in 2000, but were restricted to in-house print
operations until 2003. This year, for the first
time, an account is provided of the usage of
vegetable oil-based inks in third party printing
activities.

Paper volume During 2004, paper consumption
at CIS and the Bank decreased by 160 tonnes
(6.6%) and 114 tonnes (5.8%) respectively,
saving the business £390,000. Printer and
copier paper use has reduced at CIS and the
Bank by 9% (28 tonnes) and 32% (63 tonnes)
respectively. The substantial decrease in
internal paper use at the Bank marks a return to
2001 usage levels, and indicates a more
selective use of print options. The onset of
internet and telephone banking has yet to
realise reductions in paper consumption. At
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• Paper type – Bank During 2004, the
proportion of recycled, totally chlorine-free
and FSC- certified papers increased by 1.2,
4.5 and 4.5 percentage points respectively.
Less positively, the proportion of 100% post-
consumer waste recycled paper decreased
by 4.3 percentage points, mainly due to a
change in the paper used for customer
account statements. It should be noted that
10% of paper purchased by the Bank is
governed by APACS Standards that require
elemental chlorine-free, non-recycled
feedstocks to be used.

Printing When commissioning printed
materials, CFS aims to phase out OSPAR
chemicals (page 82), increase the use of
vegetable oil-based inks and reduce water use
by adopting waterless print processes. 89% of
all CFS’ paper use is accounted for by external
printing contracts, the majority of which use
mineral oil-based printing processes. During
2004, CIS outsourced the majority of its
printing operations to APS, who now manage a
small hub of print subcontractors on CIS’
behalf. As part of the outsourcing process, a
requirement was made by CFS for prioritisation
to be given to the use of vegetable oil inks;
and, as a result, the majority of subcontractors
now have such printing capability. Most
notably, in October 2004, Philip Myers Press

switched their ink supplies from mineral to
vegetable oil, and produced 62 tonnes of
paper using the new inks. In total, 14% of
printed paper commissioned by CFS during
2004 utilised vegetable oil-based inks (the
majority of which was derived via the supply
relationship between CIS and APS).

Toner cartridges 44% of cartridges
purchased by CFS are remanufactured. There
has been a reduction in remanufactured toner
cartridge use at CIS and the Bank during 2004
(down 2 and 5 percentage points respectively),
mainly due to a combination of product failure
(toner leakage) and restricted product
availability. CFS is working with Cygma
Manufacturing Limited, its supplier, to resolve
these issues.

Sustainability value 
analysis 
• Additional annual cost arising from utilisation

of preferred ecologically-sound paper
across CFS, £71,400.

• Saving arising in 2004 from using 
remanufactured toner cartridges across
CFS, £157,700. 

Toner cartridges, by type (percentage)
and volume (items)

32%
61%
30%

68%
39% 3,017

70% 3,489

2,492 items
3,212

3,455

0 4,0003,0002,0001,000
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Source: Sustainable Development Team 2005
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Influence and action
The Waste and Resources Action
Programme (WRAP) During 2004, CFS was
cited as a good practice case study within the
WRAP publication ‘Procuring office paper and
publications with recycled content’.5 The
publication provides further information on CFS’
paper selection activities. WRAP is a government
funded body tasked with sustainable waste
management and the creation of robust
markets for recycled materials.

1 Forests For Life (2001). WWF.
2 Green Futures (January/February 2002).
3 www.fsc-uk.org
4 www.cfs.co.uk/sustainability2004/paper
5 www.wrap.org.uk/document.rm?id=417
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78.1% 1,239
79.8% 1,354
76.8% 1,136
70.1% 1,382
30.5% 737
74.6% 1,386

19.7% 328
32% 540

44.6% 757
53.8% 796

2004

*Third party only



CIS’ buildings, as well as car parking space
across the whole of CFS. 

Land footprint The total area of land subject to
biodiversity enhancement, as a result of Bank
donations, has increased further during 2004
(11.2%), and is now 50 times greater than the
land occupied by CFS’ premises, which totals
13.8 hectares (7.1 and 6.7 hectares for CIS 
and the Bank respectively). CIS’ footprint has
reduced by 6.8% compared with 2003, as a
result of closures at 17 locations (consisting of
13 district offices, two claims offices and two
other premises).2 In total, 255 premises are
occupied by CFS. In the majority of instances
these are leased; however, 22 are owned by
CFS, and these accommodate some 45% of
office-based staff.3

Peregrine falcons In 2004, the Greater
Manchester County Bird Recorder contacted
CFS to report that up to four peregrine falcons
were regularly utilising CIS Chief Office,
Manchester, as a feeding station. The birds
were thought to be juvenile and looking to
secure a possible nesting site in Manchester
city centre. UK peregrine falcon populations
have recovered in recent years, from near
extinction in the 1960s. Ideally, the birds would
nest on crags or other rock faces; however,
habitat destruction means that these are in
short supply, and some birds are turning to
large inner city tower blocks as an alternative.4

Discussions have progressed, and it has been
agreed that a modification will be made to the
CIS Solar Tower project (pages 77-78), which
will secure a prominent nesting ledge for the use
of peregrines, the fastest animals in the world.

Forest stewardship In 1995, the World Wide
Fund for Nature (WWF) established the Forest
Stewardship Council 5 (FSC), which acts as an
independent assessor of good forest
management. FSC certification ensures that
forests of all types are managed in ways that
are environmentally appropriate, socially
beneficial and economically viable. This is the
only sustainable forestry management standard
recognised by CFS. During 2004, CFS
purchased over 100 tonnes of paper containing
FSC-certified fibres (page 90), and FSC timber
and wood products were utilised in the
refurbishment of five Bank branches.

Products and services
Mortgages (in support of tropical rainforest)
In 2004, the Bank once again extended its
range of green mortgages.6 These account for
the vast majority of CFS’ carbon offset
programme, as described below. Every year
that a customer holds a mortgage, the Bank
pays Climate Care to offset a fifth of each
household’s carbon dioxide (CO2) emissions.7

In 2004, 50% of the £225,000 offset monies

were used to support the reforestation of 53
hectares in Kibale National Park, Uganda.
Since 2001, mortgage customers have funded
the restoration of 93.5 hectares of rainforest in
Kibale. The planting process begins in the
nursery, where 30 species of local trees and
shrubs are tended until large enough to plant
out. A major barrier to the natural regeneration
of the forest is the rapid growth of elephant
grass, which needs to be hand cut at least
three times a year. Whilst the areas planted on
behalf of the Bank are too young to have
attracted primates, chimpanzees and baboons
have begun to migrate into adjacent reforested
areas. Securing the involvement of local
communities is central to the project’s
success. The reforestation programme in
Kibale, and its sister programme in Mount
Elgon, provide work at times of the year for up
to a thousand people. The project has also
attained certification from the Forest
Stewardship Council.5 Further details of CFS’
work in Kibale are available on its website.8

Visa credit cards for the RSPB9 (in support
of UK wetlands) Between 1999 and 2004,
over £3 million has been raised for Britain’s
threatened wetlands via the Royal Society for
the Protection of Birds (RSPB) Visa credit cards
(£474,000 during 2004 and almost £6 million
since 1989). The RSPB receives £18 for every

Biodiversity

82. Biodiversity enhancement 
83. Land occupied

Targets 2004 
• Commission follow-up biodiversity audits at CFS’

four community woodlands and make the results
freely available by end 2005. Acceptable
progress

• Raise, through the RSPB affinity Visa credit card,
over £3 million for Britain’s threatened wetlands
over the period 1999-2004 inclusive. Target
achieved

Targets 2005
• Erect a nesting ledge on the external facade of the

CIS Tower to optimise the opportunities for nesting
by peregrine falcons. Gary Thomas, Head of
Property and Facilities/Liz Thompson,
Environment Adviser

• Raise, through the RSPB affinity Visa credit card,
over £3.5 million for Britain’s threatened wetlands
over the period 1999-2005 inclusive. 
David Ablett, Partnership Manager (Charities)

• Update the Bank’s community woodlands website
with the latest biodiversity audit findings. 
Liz Thompson, Environment Adviser

Commentary
Background Around one in ten of bird species
and a quarter of mammals are officially listed as
being threatened with extinction, while up to two-
thirds of other animal species are endangered.1

Context Since 2000, the Bank has reported on
biodiversity enhancement and its land
footprint. In 2003, accounting systems were
extended to capture the space occupied by

Performance

2000
2001
2002 
2003
2004

Land occupied (hectares)

6.7
6.8

6.7 7.7 (14.4)
6.7 7.1 (13.8)

0 5 10 15

Bank CIS (CFS Total)

Source: Sustainable Development Team 2005

Since 1997, when it was one of
the ten most endangered animal
species in the UK, the population
of the breeding Bittern, for which
the Bank is ‘Species Champion’,
has increased five-fold.

6.7 7.8 (14.5)

Customers Society

Bank – Biodiversity related business
declines, 2004

Estimated 
income

foregone
2004

Mineral extraction company £2,000
The company requested asset
finance to extend its mineral 
extraction activities within an area 
designated as UK National Park. 
This was declined due to the risk 
posed to the quality of the National 
Park’s natural habitats, and their 
valuable biodiversity.
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endangered animal species in the UK. In 1997,
the UK’s population of breeding Bitterns was
estimated at just eleven. In 1994, the UK
Government established a target to increase
the booming Bittern population to 50 by 2010.
In 2004, this was surpassed some six years
ahead of target when the number of
calling/booming males heard in the country
reached 55. The Bank and the RSPB have now
agreed to work towards a new target of 100
booming males by 2020.

Bonus account (in support of animal
welfare and conservation) In 2003, the Bank
developed a relationship with the Born Free
foundation16 for the relaunch of its youth
account. To date, donations of £37,000 have
been made to the foundation, which provides
project information and conservation related
gifts to account holders. 

• The first project, as described in last year’s
Report,17 was an ‘elefriends’ initiative in Sri
Lanka. In 2004, this was badly affected by the
Indian Ocean tsunami, and so recently, £3,000
has been spent rebuilding workers’ homes.

• Other projects supported include an anti-
snaring/poaching team in Kenya (£5,000),
and conservation projects for basking sharks
(£5,000 – UK), turtles (£10,000 – Tanzania)
and chimpanzees (£10,000 – Uganda and
Cameroon).

smile current account (in support of animal
welfare and conservation) During 2004,
smile entered into a partnership with UK WWF.
For every smile current account opened via
the WWF18 website, smile donated £50 to
WWF. Almost £28,000 was raised for
conservation projects supporting endangered
species such as Bengal tigers, orang-utan,
pandas and dolphins.

Community
involvement
UK community woodlands – Bank In 1997, the
Bank committed £300,000 to the development of
four community woodlands in Greater
Manchester. The four sites were all formerly
landfill sites or opencast mines. The total area
under management amounts to more than 250
hectares (approximately one square mile). The
Northwest of England has one of the lowest
ratios of tree cover in England, and the Bank’s
sponsorship has led to the creation of 48.5
hectares of new woodland; principally Birch,
Alder, Oak and Ash. These new woodland areas
are beginning to mature, with pioneer species,
such as Alder and Birch, now reaching over six
metres tall in places. In 2002, the Bank launched
a website,19 which provides information on the
habitats and species found within the community
woodlands. To mark its launch, visitors to the

website were asked to nominate their preference
for the planting of a further 10,000 native trees
in the region (Birch, Oak, Hazel, Rowan and
Ash). This work was finally undertaken by
Groundwork during the winter of 2004/2005 at
playing fields, community parks and local nature
reserves in Bury, West Cumbria, Blackburn,
Rochdale, Oldham, Manchester and Salford. In
total, an area of just over one hectare was planted.

During 2004, the Bank funded a second round
of biodiversity audits at the four sites. The
research found that, as yet, there has been no
significant enhancement in biodiversity beyond
that detected in the audits of 2000/1. These
highlighted that the woods are home to over 50
bird species of Conservation Importance, with
six UK Priority Species (Bullfinch, Grey Partridge,
Linnet, Reed Bunting, Song Thrush and Skylark)
already sighted. The more recent research
found that species that prefer open grassland,
such as the Skylark and Reed Bunting, have
shown a decline in numbers. However, insect
and plant species have benefited: Amberswood
in Wigan is now regionally important for its
population of dragonflies with 15 species
recorded. In particular, the Emperor dragonfly
was recorded and this is listed in the
Northwest’s Biodiversity Audit Plan as very rare
within the region. The increase in orchid
population at Brookhouse Wood in Salford is
also impressive with ‘spikes’ increasing from
239 to 1,032 between the 2001 and 2004
surveys. The results of the second round of
biodiversity audits will be posted on the
community woodlands website during 2005. 

1 The Royal Society (2003). Measuring Biodiversity for
Conservation.

2 CFS classifies rented/owned premises as either occupied,
vacant, or wholly sublet. Occupied and vacant premises count
towards CFS’ land footprint. Premises that are sublet, or have
been disposed during the year, are not accounted for. The
stated footprint is as at end December 2004.

3 As at December 2004, CIS owned nine small offices and two
main offices (CIS Chief Office, Manchester and Portland
Street, Manchester). The Bank owned eight branches and
three main offices (the Pyramid, Stockport, Olympic House,
Salford and Pennylands House, Skelmersdale).

4 www.rspb.org.uk/birds/guide/p/peregrine/index.asp
5 www.fsc-uk.org
6 www.co-operativebank.co.uk/mortgages
7 www.co-operativebank.co.uk/mortgages/environment 
8 www.co-operativebank.co.uk/ecology/mortgages
9 www.rspb.org.uk
10 www.rspb.org.uk/reserves/guide/m/minsmere/index.asp
11 www.rspb.org.uk/reserves/guide/l/lochofstrathbeg/index. asp
12 www.rspb.org.uk/reserves/guide/r/radipolelake/index.asp
13 www.rspb.org.uk/policy/marine/saline_lagoons/old_hall_

marshes.asp
14 www.rspb.org.uk/wales/index.asp
15 www.ukbap.org.uk/SpeciesGroup.aspx?ID=7 
16 www.bornfree.org.uk. 
17 As farming land encroaches on elephants’ traditional ranges,

they often turn to crops for sustenance and are driven off,
causing young elephants to be separated from their parents. In
1990, there were 12,000 elephants in Sri Lanka, now there are
less than 4,000. An Elephant Transit Home (ETH) has been
established for young elephants at Udawalawe National Park to
provide medical attention, food, shelter, and the companionship
of other elephants. Once they are grown, young elephants are
returned to the wild in Udawalawe National Park.

18 www.wwf-uk.org/core/takeaction/rethink_0000001308.asp
19 www.co-operative-woodlands.co.uk

account opened, and a further £2.50 if the card
is still being used six months later. In addition,
the RSPB receives 25p for every £100 spent
using the card. Monies raised in 2004 have
funded improvements to habitat and visitor
facilities at six RSPB nature reserves in the UK. 

• At Minsmere in Suffolk,10 half a hectare of
mere was created, and the first pair of Stone
Curlews has been recorded at the site since
1969, along with increased sightings of
Nightjars, Woodlarks, Avocets and Lapwings.

• At the Mid Yare Valley Reserve in East Anglia,
improvements were made to three kilometres
of ditch and dyke. Wintering populations of
Bean geese, White fronted geese and
Wigeon have increased. Conservation work
at Mid Yare has also improved conditions for
wildlife such as Swallowtails and the Norfolk
hawker butterfly. 

• At the Loch of Strathbeg reserve in
Aberdeenshire,11 funds were spent on
biodiversity monitoring and improvements 
to site access. 

• Projects have also taken place at Radipole
Lake, Dorset;12 Old Hall Marshes, Essex;13

and Ystumllyn, Gwynedd.14

In 1997, the Bank became ‘Species Champion’
for the Bittern,15 which is one of the ten most

2000
2001
2002 
2003
2004

2000
2001
2002 
2003
2004

2000
2001
2002 
2003
2004

2000
2001
2002 
2003
2004

Land with significantly enhanced
biodiversity as a result of Bank
donations (cumulative hectares)

3.1
3.1

42.7
48.5
49.5

Wetlands

Total

0 350 700

336.1
348.3
417.7

695.9

Bank

30

95.920, 21

10

42.2

Community woodlands

Tropical rainforest

20 During 2004, SGS Forestry were commissioned to provide
independent verification of the amount of carbon that would
effectively be sequestered within Kibale National Park. This
work concluded that first estimates, based on computer
models, overestimated the amount of carbon fixation, and that
an increased area of planting would be required in order to
meet carbon offset commitments with clients, including CFS.
To this end, 2004 plantings include a one-off adjustment of
some 13.9 hectares.

21 In addition to the mortgage portfolio, carbon offset is
purchased in connection with CFS’ air conditioning leakages
(page 83) and the Bank’s personal car finance loans (page
87). In 2004, the offset associated with these initiatives
facilitated the reforestation of 1.5 hectares of rainforest.

27.5

303
303
365
550
550.5

626
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Independent, third
party auditors ensure
that the data and
commentary in this
Report measure up
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Audit and commentary:
providing assurance

CFS assurance process
CFS has commissioned three organisations 
to provide audit and commentary on its 2004
Sustainability Report. 

Assurance providers
justassurance act as CFS’ Sustainability
Auditor. They verify the accuracy of the data
and commentary within the Sustainability
Report, utilising the AA1000 Assurance
Standard. They also comment on the
materiality, completeness and responsiveness
of CFS’ reporting as it relates to delivering
value, social responsibility and ecological
sustainability. For the first time, justassurance
has additionally been asked to make reference
to the International Auditing and Assurance
Standards Board’s (IAASB) International
Standard on Assurance Engagements, or
ISAE 3000. This new standard governs how
professional accountants conduct
assignments and prepare statements in
relation to non-financial information.

95

Expert commentators
In previous years, the Bank and, more latterly,
CFS, has invited expert commentators from the
fields of delivering value, social responsibility
and ecological sustainability to comment on its
performance against the triple bottom line. This
year, expert commentary has been reduced to
two essays, which address, firstly, the extent to
which CFS has delivered value to its Partners in
a socially responsible manner; and, secondly,
the extent to which CFS has delivered value 
to its Partners in an ecologically sustainable
manner. Commentators are provided with
copies of the draft Report and are invited to
comment on CFS’ actual performance.
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Auditors’ assurance
statement

justassurance1 was commissioned by 
Co-operative Financial Services (CFS2) to
provide assurance of its 2004 Sustainability
Report. justassurance was paid c. £48,0003 for
this work. justassurance has no other
relationships with CFS that might compromise
its independence.4

justassurance has sought to act impartially
with respect to CFS’ various stakeholders.
Statements of independence, impartiality and
conflict of interest, together with the qualifications
of the Principal Assurance Providers, are
detailed at
www.cfs.co.uk/sustainability2004/statements

The Directors of CFS are responsible for the
content of the CFS Sustainability Report 2004.
This statement represents the justassurance
view of the Sustainability Report, with the
exception of the third party performance
commentary pieces on pages 98-100.

To prepare this statement, we reviewed the
scope of the Sustainability Report, assessed
areas of risk, interviewed managers and
scrutinised the Report and underlying data and
documents. We provided feedback to CFS
during the assurance process. General
interviews with senior mangers did not take
place; however, access to two Executive
Directors was facilitated to discuss staff-
related issues and the reorganisation of CFS.
We examined the development of various
stakeholder surveys and their results, but did
not contact stakeholders, other than
employees, directly, neither did we visit CFS
premises outside the Head Offices. We have
relied on the work of KPMG regarding claims
based on the Bank’s and CIS’ Financial
Statements, which they audited. 

Our approach to assurance is in accordance
with the AA1000 Assurance Standard, which

requires us to review the completeness,
materiality and responsiveness of the Report.
We believe our approach is also generally
consistent with ISAE 3000. Further details of
our approach to assurance may be found at
www.cfs.co.uk/sustainability2004/
assuranceapproach

Opinion
On the basis of the work undertaken,
nothing came to our attention which
suggests that the Report does not
properly describe:
• the completeness of CFS’ descriptions

of its economic, social and ecological
impact on its stakeholders

• CFS’ material impacts on its stakeholders
• CFS’ responses to stakeholder concerns.

A detailed review against the AA1000
Assurance Standard is set out below.

Completeness 
Overall, CFS has a robust process in place for
identifying and understanding material aspects
of its sustainability performance. It has
included in the Report, as far as we have been
able to ascertain, all material information on all
activities relevant to its Partners. 

CFS is to be commended for continuing with
the organisation’s commitment to an annual
Employee Opinion Survey at a time when a
major reorganisation of the largest part of the
business had been announced, along with
significant job losses and redeployments. The
number of staff returning the questionnaire was
well down on previous years and the
responses on a wide range of issues, though
not all, showed much lower confidence and
satisfaction with the organisation. We believe
CFS has reported honestly and has interpreted
difficult survey data to the best of its ability. We
are encouraged that immediate steps have

been taken to understand and address
concerns raised by staff and to encourage
greater engagement in future surveys.

We commend CFS on the public disclosure of
its voting on resolutions presented at the
shareholders meetings of all the companies in
which it holds shares. We are confident that the
controls and management systems for fulfilling
this commitment to CIS customers are sound.
However, in the United States, CIS ‘opposed’ a
significant number of independent resolutions
in 2004 where, in justassurance’s view,
stakeholders might have expected a leading
socially responsible investor, such as CIS, to
have been supportive of the spirit of such
initiatives. It is reassuring to note that, with
immediate effect, the customer-mandated CIS
Ethical Policy has ensured that, as of late April
2005, CIS’ voting overseas has become much
more aligned to the ethical and sustainability
concerns of its customers. 

Accounting systems for environmental
performance are exemplary, although there
would be benefit in exploring opportunities to
streamline data collecting systems for
business travel and waste. CIS’ Financial
Advisers’ contribute significantly to CFS’
carbon footprint. Future reports should
describe the boundary between where CFS
has control and where it has influence with
regard to Financial Advisers, and consider,
more fully, targets in this area. 

CFS has made significant efforts to research the
needs of low income and financially excluded
people, which go well beyond the regulatory
requirement to provide basic bank accounts. Its
performance in providing banking services to
families, and to businesses operating in
deprived areas, as well as its support for credit
unions, indicate a significant and strategic
commitment to financial inclusion.

Mark Line



97

As CFS responds to changing market
conditions in the financial sector, the
responsibilities appropriate to CFS and its
stakeholders will change. CFS should
acknowledge how far it expects that outsourced
operations will continue to meet the ethical
performance which would have been delivered,
were such operations to have been delivered
directly. While this is being tackled in relation to
the environmental impacts of its investment
property portfolio, investment property
compliance with the Disability Discrimination
Act and the extent to which investment products
sold through smileinvest are portrayed as
ethical need also to be addressed.

Materiality 
The Report addresses, thoroughly, the material
impacts of CFS on its stakeholders.

CFS, in common with much of the financial
industry, develops many new consumer
products each year. It would be helpful if the
company were to clarify its strategy for new
product development in relation to its ethical
and sustainability goals.

The insurance industry is faced with rising
expectations for social equity and ethical
performance, at the same time as ever more
sophisticated techniques are emerging which
can discriminate risks. The lobbying positions
CFS has taken appear to reflect these
conflicting pressures; for example, in relation
to sex and genetic discrimination. It would be
helpful for CFS to address this issue more
directly, ideally setting out its view of what
equity in insurance means.

Responsiveness 
Responsiveness concerns CFS’ reactions to
stakeholder issues, including the quality of
communication with them. 

CFS is making a sustained effort to work with
its stakeholders. CIS’ customer mandate is a
key example. Furthermore, the presentation of
this Report is good, and the design and
accessibility of print (and website) versions of
the Report are of a high standard. 

We note that the Internal Inspection
Department gave the overall performance of
the Ethical Policy Unit the highest ‘A1’ rating.
We are confident from our own investigations
that the Ethical Policy mandated by the Bank’s
customers has been applied consistently and
effectively to all new business opportunities
across the organisation. 

The Sustainable Development Team has
successfully conducted an extensive process
of consultation with CFS General and Life
Assurance customers to establish a
comparable ethical mandate for CIS’
investments. We are satisfied with the research
methods used, and welcome the greater
responsiveness to customers’ needs and
expectations that the new Ethical Policy will
bring to CIS’ responsible shareholding
activism and engagement.

Considerable progress has been made during
the year towards developing a more
systematic approach to identifying social,
ethical and environmental (SEE) issues relating
to the companies in which CIS holds equities,
and in some cases bonds. However, it has not
been possible to identify the systematic impact
of this on investment decision-making. This will
be an audit priority in 2005. We have also noted
an ambiguity in the new investment
assessment model, such that a broad range of
corporate governance risks are explored in
relation to an investee, but only a single issue
identified in relation to SEE issues. It is
essential that companies be assessed across
the whole range of risks they present. 

CFS’ sustainability performance has been very
good for some time; however, it would be
helpful to have an explicit account of the future
strategy. In this regard, the Report would
benefit if the process by which targets are
developed and selected was described.

Just Assurance Network Ltd 
Bath, UK, May 2005

Mark Line, Director, justassurance

Richard Evans, Principal Assurance Provider,
justassurance

Adrian Henriques, Principal Assurance
Provider, justassurance

Vicky McAllister, Assurance Provider,
justassurance

1 Just Assurance Network Ltd, trading as justassurance. See
www.justassurance.org

2 CFS includes The Co-operative Bank plc (‘the Bank’) and CIS
(Co-operative Insurance Society). The Bank is taken to
include all aspects of smile.

3 Last year, the figure for commission was quoted inclusive 
of VAT.

4 csrnetwork, which is closely connected to justassurance,
was the research partner for an Accountability Rating that
was undertaken for CFS.

Richard Evans Adrian Henriques Vicky McAllister
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Assessment of delivering value
in a socially responsible manner

This Sustainability Report demonstrates a
business with a very sophisticated
understanding of the variety of levers it can pull,
to have positive value for its various Partners
(stakeholders): The CIS Socially Responsible
Investment Strategy; active engagement with
other companies in which CFS has invested
clients’ monies; promoting high environmental
(BREAMM) standards in its property portfolio;
and assisting suppliers to meet environmental
and social tender requirements in ways that
represent good business (sense) all round.
CFS can credibly do this because it operates
‘do as we do’ not ‘do as we say’.

Being a responsible business – contrary to some
ill-informed critics of Corporate Responsibility
(CR) – should never mean ducking the tough
decisions. Indeed, facing up to the difficult
choices is a fundamental part of CR. It is how
such decisions are taken, communicated and
implemented that CR requires to be done

differently. Markets and technologies are
changing with bewildering speed. The rapid
growth of older Bank customers now using
internet banking services (page 8) is one
illustration. A consequence of these changes is
CIS’ decision to close its district office network.
Inevitably, in a time of uncertainty, staff morale
and confidence in CFS’ commitment to their
own people’s future take a knock. This is also
reflected in high staff turnover. It is a sign of the
organisation’s maturity, that these impacts are
admitted (page 37). It will be interesting to see
in the 2006 and 2007 Sustainability Reports
how these changes are felt to have been
handled. Ideally, CFS will be able to report on
positive outcomes for staff affected – and staff
assessments which say: “given that such
changes are inevitable, CIS handled them in a
responsible and caring way.”

One of the growth areas in sustainability and
CR is how far an organisation has responsibility
up and down its value-chain – and what
responsibility it has, not just for the use but also
for the misuse of its products and services. In
the case of financial services, an obvious area of
misuse by consumers is taking on unrealistic
levels of debt – being over-mortgaged, too
much personal credit, and so on. It is good to
see this Report addressing these issues. It is
also positive to see the Bank’s creative
development of new products for previously
under-served markets, such as the financially
excluded (pages 54-55).

CFS continues to win awards not just for the
substance of its commitment to sustainability
and CR – but also for the manner in which it
communicates the impact of this commitment
through reports like this. Whilst sustainability
reporting is now almost de rigeur for larger
companies – and the introduction of the
Operating and Financial Review in the UK will
reinforce this trend – there is great variability in
the quality of such reports. Amongst the very

positive features of the CFS reports is a
willingness to admit failures, to provide
benchmark data where available, to signpost
which material is likely to be of most interest to
which Partners, and to name the accountable
individuals for specific issues. I particularly like
the way that CFS’ voting record on shareholder
resolutions in the companies in which they
invest, is described at the relevant subject
sections in this Report. 

Maintaining consistency between a company’s
public line on particular sustainability issues
and the line it takes in its political lobbying –
both directly and through trade associations –
is a coming CR issue. CFS is to be
commended for describing any relevant
lobbying stances in the subject sections in this
Report. It would be helpful if CFS could also
reference where the reader might find the
organisation’s responses to the Government
consultations, which this report refers to having
been submitted. 

If one is looking for potential innovations in
future Reports, then it would be to see some
specific case-studies of how CFS has gone
about resolving issues where Partners’ views
and interests diverge and trade-offs have had
to be made (alluded to at page 21). I would
also be interested in more explanation of the
voting policy summary (pages 51-52) which I
assume is meant to show a management by
exception approach, describing those
instances where CFS did not vote what might
be prima facie regarded as the more ethical
stance. These are though modest areas for
improvement from an already high base.

David Grayson CBE, Director, Business in the
Community
June 2005

David Grayson

Business in the Community (BitC) is a
movement in the UK of 700 member
businesses. Its charitable purpose is ‘to
create a public benefit by working with
companies to improve the positive
impact of business in society’. Members
of BitC commit to managing, measuring
and integrating responsible business
practice throughout their business; to
tackling disadvantage through
collaborative action; and to sharing
learning and experience. CFS’ financial
contribution to BitC (by way of
membership and participation in a
number of BitC programmes) represents
less than 0.5% of BitC’s annual turnover.
Davis Grayson is a Director of Business
in the Community and is considered to
be one of the UK’s most respected
voices on business social responsibility.
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Assessment of delivering value in
an ecologically sustainable manner

Jonathon Porritt

There’s a lively debate brewing about the value
of Corporate Social Responsibility (CSR) – or
Corporate Responsibility, as it is now more
commonly titled. Its advocates would have us
believe that it has helped many large companies
develop a better sense of their responsibilities
to all other stakeholders, as well as to
shareholders, and that this has led to a host of
voluntary, largely incremental, improvements in
corporate performance across a wide range of
social, environmental and ethical issues. 

Its critics (of whom there is now a growing
number) argue that it’s actually changed very
little in practice, and may even have made things
worse by deflecting political attention from
what is in reality an inherently unsustainable
and inequitable business model. Readers of
this Report should not lose sight of that ‘bigger
picture’, even as they grapple with the minutiae
of CFS’ reported progress against a host of
key issues. In short, what does it tell us about
the prospects of evolving today’s prevailing
economic orthodoxies into a genuinely

sustainable and equitable model of capitalism
for the future?

The Natural Step has always had grave
reservations about the concept of CSR, primarily
because it allows the vast majority of its
adherents to ignore the biophysical limits that
constrain the activities of humankind as a whole
and of each and every organisation operating
within society. It’s a joy (and all too rare a joy at
that!) to encounter a company report that puts
the concept of environmental limits right up
front, and reflects that priority consistently
through its policies and management practices.
There will be few corporate reports this year
that speak as intelligently of “the minimum
conditions for ecological sustainability” as this
one does (as part and parcel of the CFS
Sustainable Development Policy on page 5), let
alone enable its readers to understand more
about what this means in practice; for

example, by referencing in some detail the
recent Ecosystems Millennium Assessment
and other key research reports that leave so
little room for residual complacency about the
state of the Earth today.

Detached from that kind of biophysical context,
CSR can become a thin and dangerously
delusional irrelevance; it is just one part of the
full-blooded challenge of learning to operate
sustainably within those natural constraints,
and learning to work consistently for greater
equity and justice through the global economy.
There are many companies (not just within the
financial services sector) who could learn a lot
from the way in which CFS has embedded
Corporate Responsibility within a broader and
more influential Sustainable Development
Policy. In that regard, CFS is one of those
trailblazers that the UK Government can point
to as exemplifying its own articulation of

“Securing the Future – delivering sustainable development strategy”

Achieving a Sustainable
Economy 

Building a strong, stable and
sustainable economy which

provides prosperity and
opportunities for all, and in which
environmental and social costs
fall on those who impose them

(polluter pays), and efficient
resource use is incentivised. 

Promoting Good Governance

Actively promoting effective
participative systems of

governance in all levels of society
– engaging people’s creativity,

energy, and diversity.

Using Sound Science
Responsibly 

Ensuring policy is developed and
implemented on the basis of

strong scientific evidence, whilst
taking into account scientific

uncertainty (through the
precautionary principle) as well as

public attitudes and values.

Living Within 
Environmental Limits 

Respecting the limits of the
planet’s environment, resources
and biodiversity – to improve our
environment and ensure that the
natural resources needed for life
are unimpaired and remain so for

future generations. 

Ensuring a Strong, Healthy and
Just Society 

Meeting the diverse needs of all
people in existing and future

communities, promoting personal
wellbeing, social cohesion and
inclusion, and creating equal

opportunity for all.

Forum for the Future is the UK Licensee for
The Natural Step. Its mission is to
accelerate the building of a sustainable
way of life, taking a positive, solutions-
oriented approach. It is a Registered
Charity in the UK (No. 1040519).

Forum for the Future is not an auditor or a
verifier. As such, these comments should
not be read as verification of data or
information contained within the Report.

CFS is one of Forum for the Future’s
Corporate Partners, through its
involvement in The Natural Step. CFS
makes a direct financial contribution to
TNS; last year, income from CFS
represented less than 1% of Forum for the
Future’s turnover. The partnership is
currently in its 7th year.

 



100

sustainable development, as laid out in the new
Sustainable Development Strategy (overleaf). 

And the emphasis on governance is also timely.
An increasingly important part of the CSR
agenda relates to its convergence with today’s
corporate governance agenda. Historically,
these two agendas have moved forward in
parallel, but only rarely overlapping. That is
now changing. Corporate governance indices
are starting to assess how well Boards of
Directors are dealing with CSR/sustainable
development issues, through the appointment
of Non-Executive Directors, Board
Committees, risk management processes,
investor relations and so on. That growing
convergence is well demonstrated in this
Report, not least because CFS takes the whole
question of its stakeholders so much more
seriously than the majority of companies today.

The development of a new Ethical Policy for
CIS provides an interesting example. Only after
extensive consultation with CIS customers
throughout 2004, on issues such as
environmental sustainability, human rights,
labour conditions and social inclusion, did CFS
feel it had a proper ‘mandate’ to bring forward
a new policy for CIS – and start behaving in a
different way in terms of its engagement with
investors. As the first UK investor to disclose its
entire UK voting record (and now its overseas
voting record as well), CIS was under growing
pressure to match its progressive attitude on
transparency with an equally progressive
exercise of its voting powers.

And not before time, some critics will claim. In
a commendable demonstration of what ‘warts
and all reporting’ really means, the 2004 voting
record of CIS on sensitive ethical and
sustainability issues (as brought forward at
AGMs by independent shareholder
resolutions, particularly in the United States) is
laid out in some detail (pages 51-52). By voting
against a host of progressive resolutions in the
United States on human rights, diversity and

sustainability issues, it was clear that CIS was
not at that stage reflecting either the overall
ethos of CFS, or the wishes and opinions of its
customers. But as the Report now says: “going
forward, CIS will ensure that future
engagement activity is consistent with
customers’ views”. 

This is important stuff. More and more funds
and asset managers are now claiming that
‘engagement with investees’ is an important
part of the service they offer their clients. The
scale and effectiveness of those engagement
strategies will inevitably come under growing
scrutiny. To what extent have they helped
change corporate behaviour? Are they just a
bit of box-ticking tokenism that both sides go
through in empty deference to this “social,
ethical and environmental fad”, as one fund
manager put it to me recently? Again, it’s
arguable that CFS is now setting the pace
here, in terms of both accountability and pro-
active engagement with its clients to get the
mandate they need.

One further area in which CFS can claim to be
taking the lead is in its overall stance on
lobbying, campaigning and public policy in
general. The conventional business case for
sustainable development is based on the
precept that it is government that sets the legal
and fiduciary parameters within which
companies operate, and then it’s up to those
companies to decide how far beyond those
parameters they can go without jeopardising
shareholder value. But there’s an extra
dimension to that business case that deserves
greater attention: how active are those
companies in lobbying proactively for change
(in terms both of public policy and consumer
behaviour) to accelerate the transition to a
more sustainable economy? 

There are so many companies actively
engaged in lobbying to slow down that
transition (primarily because of narrow, short-

term shareholder concerns) that we
desperately need more companies ready to
speak out in favour of tougher regulation,
improved corporate governance (including an
end to the scandal of excessive pay deals for
executives), the proper exercise of the
Precautionary Principle, much stricter scrutiny
on whether or not today’s voluntary measures
are actually working, bolder investments in
things like renewables, energy efficiency,
sustainable procurement and so on. 

It’s only fair to point out that it is indeed easier
for CFS to take such an outspoken, proactive
approach: it is, after all, completely consistent
with its overall market position and marketing
strategy. But that should in no way discourage
readers of this Report from identifying in it some
of the policies and behaviours that today’s
standard model of CSR (in all its anaemic
mediocrity) will soon have to emulate. If not, the
very notion of sustainable capitalism will forever
remain an illusion.

Jonathon Porritt, Programme Director, Forum
for the Future and Chairman, The Natural Step UK 
June 2005



Human Rights & Armaments
CIS supports the principles of the Universal Declaration of
Human Rights and will challenge organisations that: 

• undermine basic, universal human rights, e.g. tolerate
unfair discrimination; 

• support, or benefit from, governments that oppress
human rights;

• manufacture or transfer armaments to oppressive
regimes;

• manufacture torture equipment or other equipment that is
used in the violation of human rights. 

Trade & Labour Rights
CIS will seek to:

• protect workers from exploitation, e.g. oppose child labour; 
• support poverty reduction, e.g. encourage the adoption

of Fairtrade or ethical trading principles; 
• advocate an end to trade which fuels conflict or

undermines human rights, e.g. displaces people from
their lands;

• encourage the promotion of co-operative enterprises.

Consumer Protection 
CIS will promote: 

• responsible marketing practices, e.g. with regard to
marketing to children, the marketing of tobacco products
and of breast-milk substitutes;

• the health and safety and labelling of products, e.g.
genetically modified foods.

Social Inclusion
CIS will promote greater access to: 

• health services and basic medicines;
• basic financial needs;
• education;
• basic necessities, e.g. water.

Genetic Modification 
CIS will challenge businesses involved in the application of
genetically modified organisms (GMOs) which:

• damage the environment, e.g. through the uncontrolled
release of GMOs;

• compromise human health, e.g. through a failure to
account for significant risks.

CIS Ethical Engagement Policy 
This is the Ethical Engagement Policy of CIS (Co-operative Insurance Society). It is based on
extensive customer consultation and directs how CIS will seek to influence the social, ethical
and environmental impacts of its investments. It reflects customers’ expectations that CIS
will encourage the adoption of the highest standards of Corporate Governance in the
companies in which it invests. It also informs CIS’ choice of partners and suppliers. 

Environmental Sustainability
CIS will encourage businesses to reduce pollution and their
environmental impact, and in particular: 

• reduce reliance on fossil fuels – which contribute to
climate change – and increase their use of renewable
energies and energy efficiency;

• end the production of chemicals that nature cannot easily
breakdown and which build up and contaminate plants
and animals;

• end the exploitation of nature – which results in the loss of
plants and animals and their surroundings – and consider
more sustainable natural products and services.

Animal Welfare 
CIS will encourage: 

• a move away from intensive animal farming systems, e.g.
battery cages;

• an end to the reliance on animal testing for cosmetic or
household products;

• support for the development of alternatives to animal
testing;

• an end to the trade in fur; 
• an end to blood sports, which involve the use of animals

or birds to catch, fight or kill each other.

Corporate Governance
CIS will challenge companies to:

• adopt and implement all appropriate codes of best
practice, e.g. the Combined Code of Corporate
Governance;

• avoid excessive pay to directors and rewards for failure;
• have strong safeguards against fraud, bribery and

corruption.

Customer Consultation
• CIS will regularly reappraise customers’ views on these

and other issues and develop its Ethical Engagement
Policy accordingly.

• From time to time, CIS will seek to represent customers’
views on the issues contained within this Policy through,
for example, its campaigning activities.

• On occasion, CIS may take a stance on issues not
included in this Policy.

For further information on our Ethical Policy, visit the website:
www.cfs.co.uk/sustainability2004

Co-operative Insurance



Human Rights
Through our investments, we seek to support the principles
of the Universal Declaration of Human Rights.
In line with this, we will not invest in:

• any government or business which fails to uphold basic
human rights within its sphere of influence

• any business whose links to an oppressive regime are a
continuing cause for concern.

The Arms Trade
We will not invest in any business involved in:

• the manufacture or transfer of armaments to oppressive
regimes

• the manufacture of torture equipment or other equipment
that is used in the violation of human rights.

Corporate Responsibility and Global Trade 
We advocate support for the Fundamental International
Labour Organisation Conventions. In line with these, we will
seek to support businesses which take a responsible
position with regard to:

• fair trade
• labour rights in their own operations and through their

supply chains in developing countries.

We will not support:

• irresponsible marketing practices in developing countries
• tobacco product manufacture
• currency speculation.

Genetic Modification
We will not invest in businesses involved in the development
of genetically modified organisms (GMOs), where, in
particular, the following issues are evident:

• uncontrolled release of GMOs into the environment
• any negative impacts on developing countries; in

particular, the imposition of ‘Terminator’ technologies
• patenting; in particular, of indigenous knowledge
• cloning; in particular, of animals for non-medical purposes.

Social Enterprise
We will seek to support charities and the broad range
of organisations involved in the Social Enterprise sector,
including:

• co-operatives
• credit unions
• community finance initiatives.

Ethical Policy 
This is the Ethical Policy of The Co-operative Bank and smile.co.uk. It is based on
extensive consultation with our customers and reflects their ethical concerns about
how their money should and should not be invested. It also informs our choice of
partners and suppliers.

Ecological Impact
In line with the principles of our Ecological Mission
Statement, we will not invest in any business whose core
activity contributes to:

• global climate change, through the extraction or
production of fossil fuels

• the manufacture of chemicals which are persistent in the
environment and linked to long term health concerns

• the unsustainable harvest of natural resources, including
timber and fish.

Furthermore, we will seek to support businesses involved in: 

• recycling and sustainable waste management
• renewable energy and energy efficiency
• sustainable natural products and services, including

timber and organic produce 
• the pursuit of ecological sustainability.

Animal Welfare
We will not invest in any business involved in:

• animal testing of cosmetic or household products or
ingredients

• intensive farming methods, for example, caged egg
production

• blood sports, which involve the use of animals or birds to
catch, fight or kill each other

• the fur trade.

Furthermore, we will seek to support businesses involved in: 

• the development of alternatives to animal experimentation
• farming methods which promote animal welfare, for

example, free range farming.

Customer Consultation
• We will regularly reappraise customers’ views on these and

other issues and develop our Ethical Policy accordingly
• From time to time, we will seek to represent our

customers’ views on the issues contained within our
Ethical Policy and other ethical issues, through, for
example, our campaigning activities

• On occasion, we will make decisions on specific
business, involving ethical issues not included in our
Ethical Policy.

For further information on our Ethical Policy visit the bank’s
website: www.co-operativebank.co.uk/ethics

Customer led, ethically guided




