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EXECUTIVE SUMMARY 

1. Investment lending, long the mainstay of Bank operations, continues to be the primary 
instrument of IBRD and IDA lending.  Its value and importance extend beyond the financing it 
provides to make it an important vehicle for sustained, hands-on global knowledge transfer and 
technical assistance.  Demand for investment lending continues to be high as clients seek new 
and innovative lending products that provide quicker and more customized solutions.  
Unfortunately, the Bank’s investment lending (IL) model has not fully kept up with borrowers’ 
needs and has become encumbered by a web of rule-based processes and requirements. 

2. Investment Lending Reform.  Management met with Executive Directors in February 
20091 to describe its work to transform IL in order to achieve greater development effectiveness 
through a stronger focus on results.  This work is organized around five pillars or components:  
adoption of a risk-based approach for processing IL; a consolidated and rationalized menu of IL; 
greater emphasis on supervision and implementation support (IS); actions to provide an enabling 
environment for supporting and reinforcing the implementation of the reforms; and policy 
framework simplification and revision.  This progress report focuses on two of the pillars:  the 
new risk-based approach, and efforts to improve supervision and implementation support.  Its 
purpose is to update Executive Directors on progress in the reform effort and to elicit their 
comments on the proposed approach, process, tools, and timetable.   

A.  Risk-Based Approach 

3. The risks the Bank is concerned with here are risks to achieving the results of the 
operation.  What is needed is an approach that (a) helps teams design operations that take into 
account the operating environment, (b) links risks to desired results and development objectives, 
(c) differentiates projects on the basis of risks and allows a closer link to resources, (d) creates a 
better environment for learning about risks, and (e) allows the Bank to examine the risk attributes 
of the portfolio.   

4. Risk Framework.  The paper sets out a comprehensive framework for considering IL 
risks—operational environment risks, implementation agency risks, project risks, and 
stakeholder risks—and mitigation measures.  Using this framework, the level of risk can be 
determined at the early stages of project preparation.  Low-risk operations would then be 
processed with simpler documentation and procedures while higher-risk projects would follow 
the full process that the Bank uses today.  The risk assessment would continue through 
implementation and the risk profile updated at least annually to facilitate early identification of 
problems and a prompt response to them.  Finally, the framework would also allow risk 
assessment of the overall portfolio for various levels of the institution.  

                                                 
1  See Investment Lending Reform—Concept Note (SecM2009-0026), January 26, 2009. 
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5. Risk System Governance.  Building on leading practices in risk management, the paper 
sets out a governance structure for the risk system that is integrated into project processing, is 
executed in a collaborative way, differentiates governance and budgetary decisions by risk, and 
provides a third-party perspective.  The structure calls for independent risk verification using 
both corporate and Regional resources.  It also clarifies the roles of various units and 
accountabilities for task teams, country and sector management units, and Regional management 
and quality teams.   

6. Implementation of the new risk-based approach would begin soon after Board discussion, 
and would gradually be rolled out to all Regions by the end of FY10. 

B.  Supervision and Implementation Support 

7. Supervision is out of sync with the current development paradigm. At a time when the 
development community is focused on results, accountability, and partnership, current 
supervision efforts place most of the emphasis on inputs, process, and oversight of compliance.  
Furthermore, the Bank tends to allocate insufficient resources to supervision. What is needed is a 
culture shift—from a culture of supervision to a culture of implementation support, in which 
teams spend a greater proportion of available resources to help clients address implementation 
issues, quickly resolve problems, and build capacity. Incentives to support this shift are also 
needed, as part of a general culture change that seeks to value implementation results more 
highly than is the case today.   

8. Institutional Framework. Policies to support this culture change will be addressed in the 
second phase of IL reform.  This paper proposes tools for making implementation support (IS) an 
integral part of project processing.  The first is an Implementation Support Plan (ISP), which 
would be introduced as part of project preparation to focus attention on IS at the design stage.  In 
addition, the Implementation Status and Results Report (ISR) would be revised to better reflect 
risks and report on results during project implementation.     

9. Better Risk Management and Increased Flexibility.  The new risk-based approach needs 
to be accompanied by more flexibility to adjust operations during implementation. To this end, 
the paper proposes modified procedures for restructuring investment projects to lower the 
perceived constraints and promote broader use of this flexible tool.  This would simplify the 
process to two well-defined categories of restructuring, with unified documentation 
requirements.  Soon after the informal discussion of this paper, Management will seek Board 
approval of this change (see draft Policy Note in Annex C).  

10. In addition, Management has found a particular issue facing IDA countries.  The current 
practice is that any funds that are cancelled from an IDA financed project return to the IDA pool 
and are lost to the country.  This is a strong disincentive to rational project management.  
Therefore, Management has decided that funds cancelled from ongoing IDA operations will be 
made available for commitment to other purposes in the same country, either to supplement 
ongoing successful operations or to support new activities that are consistent with the CAS  
(Annex D provides more detail). 



iii 

11. Resources, Skills, and System Support.  Among the elements that are needed to support 
the shift from supervision to IS are additional resources, formalized staff training in supervision, 
and adjustments to the Bank’s IT systems. Management estimates that 
supervision/implementation support resources will need to be increased by about a third, to some 
extent through efficiency gains, but mainly by reallocation from other purposes.  Staff training is 
identified as an urgent need and by the end of this fiscal year, a mandatory core training program 
will have been established for all operations staff.  Finally, the Information Solutions Group 
(ISG) is working with OPCS to put in place the necessary supporting IT framework this fiscal 
year, including the revised ISR and upgraded operations portal. 

C.  Next Steps 

12. The first priority is to roll out in FY10 the reforms that are ready:  the risk-based 
approach, streamlined processing of low-risk operations and use of the simplified 
documentation, and the new IS model.  Rollout will begin in two Regions and selected countries 
in other Regions, with the aim of mainstreaming the approach in all new investment operations 
by early FY11.   

13. Continuing Work.  The next priorities for the team are to design a new programmatic or 
results-based financing instrument2 and to revise the menu of financing options for IL (e.g., for 
low-risk, medium- or high-risk, and programmatic loans, and for additional financing 
operations).  This work would include consultations in a number of countries in all Regions of 
the Bank and with all country segments (fragile, IDA, and IBRD countries) to get their views and 
feedback and gauge reactions to alternative approaches.  It would build on fairly extensive 
experience with similar approaches in a number of countries and with sectorwide approaches.  
The team expects that a proposal in this regard—including proposals on options related to 
Regional operations, especially those in AFR—will be ready for presentation to the Executive 
Directors toward the end of FY10.  Work is also continuing on developing a core curriculum, 
improving the IT platform, addressing incentives and accountability issues, and revising the 
policy framework. Throughout, the team expects to continue its collegial engagement with the 
Board through regular updates and informal interactions later in FY10 and FY11.  

D.  Issues for Board Attention 

14. The paper asks Executive Directors to consider and note the following:   

 A risk-based approach to processing IL, under which low-risk operations would be 
prepared with a simplified template and streamlined Board approval.  For all 
operations, the operational risks would be reassessed at least annually during 
implementation, and they would receive supervision resources commensurate with 
those risks. 

 A shift from the top-down concept of supervision to one of implementation support, 
with increased staff, Management, and Board attention to the results being generated 

                                                 
2  See paras. 27-28 of the IL Reform Concept Note. The implementation support needs for the new instrument will 

be addressed as part of the design instrument.  
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through the implementation of the portfolio.  Documentation for new operations 
would include an Implementation Support Plan.   

 A proposal for a change in restructuring policy that Management would later bring to 
the Board for formal consideration.  This proposal, designed to facilitate the 
appropriate use of restructuring as a tool for improving implementation performance, 
would involve two levels:  Level One, which would involve changes to Development 
Objectives or safeguard issues, would continue to require Board approval; all other 
restructurings (Level Two) would be approved by country directors and would 
continue to be reported in the Monthly Operational Summary.  As an additional step 
to encourage the appropriate use of restructuring in IDA countries, Management has 
decided to allow funds cancelled from restructured operations to be available for 
commitment to other purposes in the same country, either to supplement ongoing 
successful operations or to support new activities that are consistent with the CAS. 
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I.  INTRODUCTION 

1. Investment lending, long the mainstay of Bank operations, continues to be the primary 
instrument of IBRD and IDA lending.  Its value and importance extend beyond the financing it 
provides to make it an important vehicle for sustained, hands-on global knowledge transfer and 
technical assistance.  Demand for investment lending continues to be high as clients seek new 
and innovative lending products that provide quicker and more customized solutions.  
Unfortunately, the Bank’s investment lending (IL) model has not fully kept up with borrowers’ 
needs and has become encumbered by a web of rule-based processes and requirements. 

2. Rationale for IL Reform.  The paper Investment Lending Reform—Concept Note, 
discussed by the Executive Directors at an informal meeting on February 12, 2009,1 set out the 
rationale for a proposed revision of the Bank’s IL framework.  It suggested a number of  reasons 
for addressing IL reform at this time: 

(a) There is a new aid paradigm that focuses on development effectiveness as measured 
by results on the ground, and a new spirit of partnership.  This does not mesh well 
with the existing IL instrument, which primarily involves an input-focused process to 
track uses of Bank resources. 

(b) The IL instrument was created for a different era, when “blueprint” projects 
dominated the activities of the Bank Group.  Now the Bank also needs—and indeed 
has been developing—instruments more suited to programmatic approaches in areas 
such as the social sectors and governance. 

(c) The IDA Controls exercise identified as shortcomings the absence of a risk-based 
approach to lending and the absence of clear differentiation among the levels of 
riskiness of activities the Bank supports. 

(d) There is an imbalance in the current framework between preparation and support for 
implementation.  This reflects the Bank’s lending culture, with its incentives that 
reward new project approvals over actions on the ground in support of the client. 

(e) Over time, a policy and process maze has evolved: more than 30 OP/BPs relevant to 
investment lending, and overlays of directives at the Regional level, make project 
work confusing and complicated for task managers. 

Therefore, the Concept Note described an exercise that management is embarking upon to 
transform IL in order to achieve greater development effectiveness through a stronger focus on 
results.  The note indicated that the work will be organized around five pillars or components:  

                                                 
1  See Investment Lending Reform—Concept Note (SecM2009-0026), January 26, 2009. 
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adoption of a risk-based approach for processing IL; a consolidated and rationalized menu of IL; 
greater emphasis on supervision and implementation support (IS); actions to provide an enabling 
environment for supporting and reinforcing the implementation of the reforms; and policy 
framework simplification and revision. 

3. Purpose of this Paper.  This progress report provides an update on the ongoing IL reform 
exercise, with particular attention to two key pillars:  the new risk-based approach, and efforts to 
improve supervision and implementation support. It should be noted that since all five pillars are 
interrelated, developments in one will influence developments in others.  For example, the 
approach taken to risk assessment will affect the way supervision is done, which in turn could 
influence the development of electronic reporting systems for supervision.  Thus, as work is 
ongoing in all five pillars, this report is necessarily a partial one.  Its purpose is to inform 
Executive Directors of progress on the reform effort and obtain their informal views on the 
proposed approach, process, tools, and timetable, as well as a proposal for change in policy that 
Management would later bring to the Board for formal consideration. 

4. Structure of the Paper.  The paper is organized in four parts.  Chapter II describes the 
risk framework for IL, and Chapter III provides an update on work toward a new supervision 
model.  Chapter IV summarizes key issues that the IL reform team wishes to bring to the 
attention of the Board.  Annexes present additional details on various issues. 

 

II.  RISK FRAMEWORK 

5. As the Concept Note on IL reform described, the Bank is moving to establish a 
management system for IL operations that differentiates across projects in terms of processing 
requirements and implementation support intensity.  Because the basis of that differentiation is 
risk, the Bank needs a new approach to risk analysis.  This section lays out why a risk approach 
is central to IL reform, reviews issues with the current risk identification and management 
system, sets out the proposed new risk framework, discusses the proposed governance system for 
the framework, and suggests a new processing framework for projects identified as low risk. 

A.  Risk Approach to Investment Lending 

6. A risk approach to investment lending offers several important advantages. 

7. Link to Results.  The first question to ask, of course, is, risks to what?  The answer for IL 
is consistent with the Bank’s overall approach to risk—risks to achieving development 
effectiveness as reflected in the results to be generated by Bank operations.  Thus strengthening 
the risk approach contributes to strengthening the results frameworks of investment operations.  
Development objectives and the monitoring systems to measure progress have to be clear if risk 
analysis is to be properly undertaken.  During preparation, the risk assessment system provides 
an early check on the clarity of the results framework.  During implementation, risks can be 
properly monitored only if the results monitoring system provides reliable information on 
progress. 
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8. Overcoming Inefficiencies in Processes and Controls.  As part of the IDA Controls 
Review,2 Management identified, mapped, and “tested” processes and controls that apply to IL 
operations. This work identified significant inefficiencies in IL processes and controls, especially 
during the project preparation stage (from concept to approval). As Management noted in its 
report:  

The absence of a risk-based approach to IL processes and controls undermines 
efficiency and effectiveness of these controls by over-regulating low-risk projects 
while diverting resources and management attention from addressing higher-risk 
situations. Resources and attention to proper risk identification and results 
monitoring during project supervision are similarly diverted by excessive focus on 
preparation/appraisal stages. This excessive focus on project preparation also 
contributes to increased project preparation/appraisal costs and delays in bringing 
projects to the Board for its consideration and approval. 

Strengthening the risk system for IL operations aims to address these issues. 

9. Flexibility in Project Preparation.  A risk-based approach provides a basis for 
differentiated processing and flexibility in preparing IL projects.  Risk identification and 
management—especially in the fiduciary and safeguard areas—is already an important part of 
the work of preparing projects.  By bringing this work together and combining it in a holistic and 
consistent framework, the Bank will have a tool for identifying low-risk operations that can be 
processed quickly, more simply, and at a lower cost.  It will also promote better risk management 
for operations identified as having higher risks by allowing better targeting of resources and 
attention to managing those risks. 

10. Strengthened Implementation Support.  The risk focus will also help address another 
long-standing issue:  overoptimism in portfolio ratings and late identification of issues in projects 
that are not performing well.  A more direct focus on risks during implementation will lead to 
more candid identification and reporting on shortfalls in outcomes and a better understanding of 
the overall riskiness of the portfolio.  The information coming out of risk analysis and reporting 
during implementation will be linked to decisions about staffing and budgeting, so that 
operations that need more attention can actually get it. 

11. Portfolio-Level Risk Assessment.  While today it is possible to assess the overall 
riskiness of the Bank’s portfolio for specific functional areas like financial management, a 
comprehensive risk assessment of the portfolio is not possible without undertaking special 
studies.  A more systematic approach to risk assessment will allow the institution both to assess 
overall risk levels of the portfolio and to develop strategies and actions to respond to risks.  

                                                 
2  See IDA/R2009-Review of IDA Internal Controls: An Evaluation of Management’s Assessment and the IAD 

Review—Final Texts and Public Disclosure (IDA/R2009-0032), April 3, 2009. 
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B.  Link to the Overall Bank Risk Management System 

12. The new risk framework for IL is consistent with the overall Bankwide risk management 
system (see Figure 1).  Under the leadership of the Vice President, Corporate Finance and Risk 
Management, the Bank looks at risk from four perspectives that have been derived and adapted 
for the Bank from worldwide best practice:  strategic risks, financial risks, stakeholder risks, and 
operational risks.  The IL framework fits under operational risks.  Starting this year, the Bank 
will produce an integrated risk monitoring report, providing a holistic review of the institution 
and drawing on a set of targeted risk management reports.  As the new IL risk system is 
implemented, it will provide a rich set of information on the IL pipeline and portfolio that will 
feed into the institution’s overall system for risk monitoring and management. 

Figure 1. Relationship between Institutional Risk Framework and IL 

 

Source: IL Reform Working Group, based on CSRVP original. 

 

C. The Current IL Risk Identification and Management System 

13. Although operational risk analysis has recently been receiving more attention, there is 
substantial room to make the system more holistic:  risk analysis needs to be better integrated 
into project preparation and extended to implementation.  Some Regions have recognized this 
need and some have put in place processes to better manage operational risks (see Box 1).  
However, these processes remain the same regardless of the risk level of the operation.   
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Box 1.  Risk Management in the Regions:  Examples  

Recognizing the importance of better risk management, some Regions have introduced measures to help better 
assess and manage risks—among them, Latin America and the Caribbean (LCR) and South Asia (SAR). 

LCR—Risk Management Mechanisms.  LCR’s active approach to risk management involves multiple 
mechanisms. The primary tool is a Risk List comprising the RVP’s Risk List, the Director’s Risk List, and the 
“Cluster Risk List” (referring to risks for certain thematic areas). The Operations Services Director chairs a 
weekly Pipeline Meeting covering corporate, Regional, and program risks, to determine whether a project should 
be added to or removed from the RVP’s Risk list. The RVP-chairs a monthly business meeting that includes a 
discussion of the portfolio and the risk profile.  A quarterly meeting of the RVP, the Strategy and Operations 
Director, the Operations Services Director, and the Development Effectiveness Manager also looks at issues of 
risk. The Annual Regional Portfolio Review meeting chaired by the RVP includes a review of the risk profile of 
the portfolio.  Decision meetings of projects with substantial risk are chaired by the RVP.  This risk approach is 
used to influence project design and quality at entry, and has led to a revision in the way in which supervision 
budgets are allocated. Projects with higher risk, which are considered to need additional supervision resources, are 
allocated higher budgets. 

SAR—Experiences of the India Program.  SAR undertook a significant effort to manage risks following the 
India Detailed Implementation Review (DIR), which pointed to problems with the way risks were identified, 
mitigated, and managed in the program.  The DIR found that risk identification was not comprehensive and did 
not explicitly take into account fraud and corruption; it was not integrated—different risks were analyzed in 
different ways by different teams; appreciation of risks was not necessarily shared among the team members; and 
there was little consistency across sectors or states.  

Remedies have proceeded on two tracks. The Region has developed a risk framework and methodology that is 
comprehensive, consistent, and transparent, similar to the ORAF framework (see Section D of this paper).  The 
second track was the introduction of COSO Risk and Opportunity Workshops for Projects—an adaptation of the 
Bank’s standard self- assessment COSO workshop for internal controls—to improve the level of candor and the 
extent to which all views are heard. The pilot program started with workshops in May to November 2008, across a 
variety of sectors, project types, and status of preparation/implementation. The program evaluation generated very 
positive responses. The entire project team spent quality time—one full day—discussing risks and constraints and 
how to overcome them. The COSO Workshops are also a chance for teams to discuss the risks of the teams--team 
skill mix, support from management, level of resources, and so on.  

 
14. Fragmented and Duplicative System.  Currently, IL preparation involves a substantial 
amount of work on risk analysis, including the Management Review of Investment Lending, which 
has been used for the last two years to select higher-risk operations for Bankwide review and 
endorsement before Board submission. However, IL risks are addressed in a piecemeal and ad hoc 
fashion; there is no systematic and well-understood Bankwide risk taxonomy, one with clear risk 
definitions and standardized guidance.  For example, risk ratings are initially based on the potential 
impact of mitigation—measures that are often future actions with at best uncertain effects.  Also, the 
risk frameworks used during project identification and preparation do not carry over into 
implementation support; during implementation, there is no systematic risk reporting or follow-up of 
planned risk mitigation measures.  In addition, recent years have seen the introduction of targeted 
project risk identification and management systems in financial management (FM), safeguards, and 
procurement (PR); and while it is prudent to have targeted systems looking at specialized aspects of 
operations, their work is not systematically incorporated into the overall framework.  Often these 
assessments report on similar risks but using different approaches and without systematic discussion 
of those ratings or the approaches for mitigating them. 
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15. Incomplete Links to Results and Resources.  While some of the current guidance for risk work 
includes references to project development objectives, there is no systematic and direct link between 
the two.  Similarly, while practices vary across Regions, there is no standard guidance or systematic 
practice that incorporates risk factors into task staffing and budgeting discussions and decisions. 

D.  Proposed New Risk Framework for Investment Lending 

16. The new risk framework is designed to help task teams look systematically and holistically at 
risk from project identification through implementation.  It starts with a clear identification of what is 
meant by operational risk—key factors that can keep operations from meeting their development 
objectives.  Results and risks are thus tightly woven together from the start. 

17. Defining a Risk Framework.  The first step in producing the new framework was defining a 
comprehensive, yet manageable, IL risk taxonomy.  It is designed to capture risks to achieving 
development objectives of the operation at the country, sector, agency, and project levels.  It draws 
on best practice for project risk management in international for-profit and not-for-profit institutions, 
and was adapted to Bank operations through extensive consultations and discussions with 
practitioners—task team leaders, PR and FM staff, operational quality staff, and others.  A consulting 
firm provided guidance on best practice in other public and private institutions, and external 
validation that the new framework and governance meet industry best practice standards. 

18. Risk Categories.  The proposed operational risk assessment framework (ORAF) 
identified 11 risks to be evaluated, organized into four risk categories:  operational environment 
risks, implementing agency risks (including FM and PR risk), project risks, and project-related 

Figure 2. Operational Risk Assessment Framework for Investment Lending 

Source: IL Reform Working Group. 
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stakeholder risks (see Figure 2).  Operational environment risks include the country and 
institutional risks that affect most individual operations.  Implementing agency risks include 
governance risks, capacity-related risks, and fraud and corruption risks evaluated at the level of 
the country entities that produce the outputs that are expected to lead to the desired project 
outcomes.  Here task teams working with their counterparts during planning and execution can 
help agencies effect change. However, it is at the level of the project that task teams have their 
greatest ability to affect the level of risk in the operation.  Project risks include design risks, 
safeguards risks, program and donor risks, and delivery quality risk; task teams may also identify 
one or two additional risks that may be specific to the operation if they are not captured in the 
listed categories.  Stakeholder risks cut across these three levels.  Altogether 11 individual risk 
categories are scored (the numbered boxes in Figure 2). The text within those boxes indicates the 
subjects on which guidance is provided to task teams in scoring the risk categories. 

19. Principles Behind the Risk Categories.  There are four basic principles behind the 
categories.   

 They are designed to be comprehensive without being overwhelming.   

 They come with a standardized set of definitions and guidelines, enabling a more 
uniform application across operations and across Regions.   

 They provide an integrated risk view, notably at the agency level, pulling in FM, PR, 
and safeguards staff to discuss their targeted assessments as part of the process.   

 Most importantly, the lens for the work is the link to development objectives.  For 
instance, task teams will first define the key results they aim to achieve in meeting 
project objectives and then, using a set of guiding questions, rate the various risks to 
the operation’s ability to achieve those results and objectives.  The analysis is 
required at the project level, but teams can use the methodology to identify risks at 
the component level if that proves helpful to their needs. 

20. Risk Rating.  When task teams score risk categories, they will look at each category in 
the context of development objectives and components.  Task teams will rate risks on the basis 
of their likelihood and their impact on the identified key results and development objectives of 
the operation, using a four point scale:  1 = low impact and low likelihood; 2 = low impact and 
high likelihood; 3 = high impact and low likelihood; and 4 = high impact and high likelihood.  
This two-dimensional scoring approach provides a practical yet distinctive view of risks, 
enabling task teams and Management to consider which risks are more urgent and would have a 
greater impact, and which have lesser exposure levels. While taking all 11 scores into account, 
task teams will use their judgment in proposing an overall rating. At this stage, the practical 
implication for task teams after the overall rating is determined is that there will be two 
processing windows – one for low risk operations and another for all other operations. 

21. Timing of Mitigation. As part of the risk assessment process, teams will also consider 
whether mitigation measures are needed more at the design stage or at the implementation stage.  
For instance, a project rated as a high risk may need little mitigation during design, but should 
have mitigation built into the implementation process (for example, a community-driven 
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development operation, for which the activities are programmed on an annual basis).  Or, for a 
project involving a complex infrastructure design, most mitigation measures should be built into 
preparation. This determination will feed into the processing and budgeting decisions—teams 
can target resources and support to when the risks can be best mitigated. 

22. Use of the Risk Framework Throughout Implementation.  One key feature of the risk 
framework is that it is applicable throughout the lifetime of the project. At the preparation stage, 
task teams put together implementation support results and risk plans, identifying the risk 
mitigation measures that will be implemented as part of or in parallel to the project.  During 
implementation, they apply the risk framework to check for changes in risk levels, and they 
review and update the implementation plans, including a review of the performance of risk 
mitigation measures, and adjust them as needed. 

23. Assessing Bankwide Portfolio Risks.  This risk system will provide a systematic measure 
of the overall riskiness of the Bank’s operational pipeline and, over time, of the whole portfolio 
under implementation.  Operational risks can be measured at the country, sector, Regional, and 
Bankwide levels, monitored for change, and managed against risk targets.  In addition, by 
aggregating ratings on individual risk factors, the Bank will have heightened insight into the 
types of operational risks to which it is most exposed.  With such a system in place, the 
institution will have access to a wealth of information it can use to adjust risk profiles and 
frameworks over time, learn about what works, and better manage risks—activities that are not 
possible at present.  Thus, the new system will offer a significant improvement in overall 
portfolio management of investment lending operations. 

E.  Risk System Governance 

24. Building on leading practices in risk management, both the risk framework and its 
proposed governance system are designed to be an integral part of the project appraisal and 
implementation process, not an add-on. 

(a) Integration.  Risk governance should be an integral part of the overall governance 
structure of an organization, and risk management should be an important part of the 
roles and responsibilities of all management layers involved. 

(b) Collaboration.  Risk assessment and management should be executed through a 
collaborative team effort. 

(c) Third-party perspective.  Objectivity should be institutionalized in risk processes by 
including an independent, third-party perspective supported by objective, well-
calibrated tools in risk assessment. 

(d) Work flow differentiated by risk.  Governance and budgetary decisions should be 
differentiated by risk level. 

(e) Dynamic process.  The approach should be dynamic, with a mechanism for 
reassessment during implementation. 
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(f) Clear corporate ownership of the framework.  IL risk processes and reporting should 
be owned by a corporate function to ensure quality, harmonization, transparency, 
integrity, and regular review and refinement of processes and tools. 

25. Responsibilities for the Risk Approach. Figure 3 sets out the governance framework in 
terms of responsibilities. Task teams will be responsible for making the initial assessment of risks 
(and results), updating those ratings as necessary during preparation, identifying key milestones 
and when and how risks can be best mitigated, and monitoring and updating the risk assessment 
and plans at least annually during implementation. Country management units (CMUs) will be 
responsible for country risk inputs and for decisions about risk ratings and processing paths.  
Sector management units (SMUs) will be responsible for the institutional risk measures and for 
ensuring that task teams have the requisite skills.  Regional management will continue to be 
responsible for overall budget allocation and for ensuring that budgets are linked to risks.  OPCS 
will establish the operational risk process and monitor its implementation.  Regions will monitor 
country and Regional risk levels and manage risks at the Regional level.  Building on this, portfolio 
risk will be monitored at the Bankwide level and regularly reported on to Senior Management.  
These responsibilities are aligned with the accountability structure in the Regions.  It will be 
particularly important to strengthen the risk assessment skills of task teams across the Bank and of 
the Regional quality teams, who will be key partners in risk assessments at the Regional level. The 
corresponding Bankwide risk appetite for IL is the cumulative effect of decisions made by the 
MDs and the Board. 

Figure 3. Risk Governance Framework 

 
 
Source: IL Reform Working Group. 
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26. Independent Risk Team.  A powerful leading practice for effective implementation of a 
risk-based approach is to use an independent advisory Risk Team—not an entity with 
management approval authority, but a reliable and knowledgeable resource for both project 
teams and management approval bodies.  Such teams serve a range of valuable functions relative 
to building risk management capabilities and standardizing practices, terminology (common 
language), and expectations.  The Bank will create a Risk Team, comprising staff from OPCS 
and operational staff from Regions (the exact composition will be decided during the rollout 
period, in consultation with the Regions).  Members will serve for two to three years, a tenure of 
assignment that will provide continuity and consistency for the Regions.3  The Risk Team will 
assist Regional and country teams in four ways. 

(a) Provide a constructive challenge to task team risk evaluations.  The Risk Team will 
review risk evaluations at various points in the project cycle.  While the responsibility 
for risk assessment lies with Regions and task teams, these reviews will help ensure 
that all projects are subject to appropriate levels of rigor, depth, and breadth of risk 
analysis before management decision meetings.  

(b) Introduce expert insights and learning.  The Risk Team will comprise staff with a 
variety of expertise, a feature that should introduce concepts, considerations, and 
insights that complement the work of task teams and Regional quality teams. The 
Risk Team will provide independent oversight as well as support to task teams. The 
OPCS members will provide a direct link to the process management and portfolio 
perspectives as well as to the functional areas.   

(c) Provide an advisory opinion for management consideration.   The independent and 
systematic reviews of risk assessments will support Management decision making by 
increasing the objectivity of the system.  In cases of disagreement, the responsibility 
for the risk assessment will remain with the Region and task teams; however, it will 
be important to record such differences and the reasons behind them.   

(d) Expedite the risk skills transfer process and enhance portfolio impact.  The Risk 
Team’s position in the project review process will raise the visibility of risk issues, 
focusing both management and staff attention on their importance to the Bank. Over 
time, Regional staff will become more familiar with the risk assessments, and some 
may be able to participate in the Risk Team. In addition, the tracking of Risk Team 
recommendations, observations, and management variances will build a valuable 
database for portfolio analysis, evaluation of risk process effectiveness, and linkage to 
results. 

27. Governance Structure and Process.  Applying this framework and governance structure 
to the processing of IL will allow the use of simpler, more streamlined processes for operations 
that are classified as low risk and of appropriate controls for operations that have a higher risk 
profile.  Overall, the system will work as follows: detailed guidelines and training will be 
provided to assist staff and Regions in implementing the approach.   
                                                 
3  The design of the Risk Team will also build on the successful experiences with development policy loans, on the 

reviews that OPCS undertook in the initial rollout of additional financing, and on the Management Review of 
Investment Lending exercise. 
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 Early, integrated assessment. Task teams will prepare the initial project risk 
assessment, with inputs from CMUs and SMUs for specific aspects of the framework. 
This assessment will be an integral part of the preparation of the Project Concept 
Note (PCN)—not an add-on, but rather a core part of the PCN and the regular review 
processes. Following the PCN review, and taking into account the team’s assessment 
and the independent review by the Risk Team, projects will be classified in terms of 
their risk profile. Low-risk projects will follow an expedited process, and those at 
higher risk will follow the more regular processing used for IL today.   

 Risk reassessed during preparation and implementation. Before Board presentation, 
task teams will reevaluate the risk of all projects with a moderate- or high-risk profile.  
For low risk operations, Regions will be able to reassess and revise the ratings during 
preparation based on changing circumstances. Initially, the Risk Team will review all 
of these evaluations; after a period of experience, this approach would be reviewed 
and possibly modified. All projects will be systematically evaluated for risk during 
implementation (at least annually, to feed into the budget process), again with the 
Risk Team providing an independent view.  Additionally, during project 
implementation, task teams will continuously monitor events that could change 
project risk ratings substantially and will report such events to their country directors 
and sector managers when such events occur.  

F.  New Processing Framework for Low-Risk Operations 

28. As the preceding section noted, operations that are judged at the concept review stage to 
be low risk and that are endorsed institutionally as such will follow simplified processes—that is, 
they will not need additional formal review meetings beyond required clearances for negotiations 
and Board presentation.  A simplified approval process for low-risk operations would free up 
time and resources for attention to issues relating to higher-risk operations, strategy, and, it is 
hoped, to issues related to implementation.  (Table 1 summarizes some of the benefits of this 
approach).   

 Documentation.  It is proposed that simplified documentation—like that for 
additional financing operations—would be presented to the Board for these 
operations.  This documentation (described more fully in Annex A) would essentially 
be a short (10-15 page) Project Paper with four annexes:  a Project Description 
Annex, a Results Annex, an Integrated Risks Annex, and an Implementation Support 
Annex.  

 Timing.  It is proposed that this new procedure be applied beginning in FY10, and 
that, when the second phase of IL reform is presented to the Board after about one 
year, the experience with this new system would be reviewed and any necessary 
adjustments made at that time. 

29. Procedures.  Initially, low-risk operations would be presented to the Board using 
streamlined procedures.  After the Board has become accustomed to the use of this approach and 
the new template and has reviewed initial experience, Management may propose to the Board 
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that such operations would be submitted to the Executive Directors for approval on an absence of 
objection basis (AOB).4 

Table 1. Implications for Key Stakeholders of the Approach to Low-Risk Projects  

Stakeholder Benefits Costs 

Clients  Faster processing of operations and less Bank 
bureaucracy   

 More staff support for implementation 

 Identification of core risks will better support 
capacity-building efforts 

 Open identification of risk issues at 
country, sector, and project levels 

 The focus on results and risks will move to an earlier part of project identification and preparation.  
While that is a clear benefit, it will also imply a different approach than the current one. 

Team leaders  Easier process for low-risk activities and greater 
ability to respond to client  

 Clarity on risk framework  

 Resources freed up for work with client 

 Central oversight of risk analysis   

 Requirement for rigorous risk 
analysis 

Senior 
Management 

 Clarity on identification of risks in operations 
portfolio  

 Delegation of oversight of significant 
share of operations 

Board  Clarity on risk identification  

 Time freed up for strategic work 

 Less attention to a class of operations  

 Possibility of not catching a 
misclassified operation 

 
30. Processing of High-Risk Operations.  It should be noted that Management will also 
assess the processing of operations with higher risk profiles to ensure that the appropriate 
controls are applied where they add most value. The details of the controls and processing for 
medium- and high-risk operations will be provided in future updates of IL reform. 

G.  Rollout Plan 

31. Management plans to roll out the risk framework and governance system in FY10, using 
a phased approach.  Soon after Board presentation (late Q1/Q2), the rollout would begin with 
perhaps two Regions and selected countries in other Regions to ensure coverage of a wide 
variety of country and Regional conditions.  Start-up activities and further refinement will be 
carried out in Q2 FY10, with full rollout in targeted Regions and countries by Q3, and 
mainstreaming to all Regions and operations by early FY11. 

32. Continuing Development.  During the rollout, Management will continue to develop the 
program:  existing risk framework definitions, guidance questions, and illustrative examples will 
be further developed and tested, and the expedited process for low-risk operations will be further 
developed by reviewing and testing all existing process steps for consolidation or elimination.  
                                                 
4  This is also related to a possible pilot to the reform of internal governance of the Board that has been requested 

by COGAM (Conditional Approval Pilot), under which Project Information Documents for a number of 
operations could be presented to the Board for “conditional approval” at the same time as the Country Assistance 
Strategy, and it builds on the streamlined processes outlined in this section. 
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ISG is already working closely with the IL reform team to update the Bank’s systems to support 
this proposal.  Guidelines and training programs are under development to ensure that task teams 
and Regions get the support they need to test the new approach.  The team is conscious of the 
difficulties that may arise if two systems need to operate in parallel and will try to keep the 
overall number of countries in the initial rollout plan within what is acceptable from a systems 
point of view and ensure that systems are ready before the approach is mainstreamed. The team 
is also exploring ways to retrofit operations.  This change will not be cost-neutral, especially in 
the initial rollout period.  However, some of the costs will not be additional as they will replace 
costs that are currently in the system.   

III.  ENHANCING SUPERVISION AND IMPLEMENTATION SUPPORT 

33. The IL Reform Concept Paper highlighted supervision and implementation support as an 
important building block of the reform.  Although it is during implementation that results are 
achieved and risks are managed, the post-approval aspects of the Bank’s business are not always 
handled well. At the heart of IL reform is a rebalancing of effort from preparation to 
implementation, to be brought about through a variety of means: (a) a culture change from 
supervision to implementation support; (b) measures to support implementation planning and 
team integration; (c) reforms to make support for implementation more flexible and efficient; 
and (d) changes in the staffing and enabling environment to provide staff with the tools they need 
and to ensure an appropriate geographic distribution of staff to achieve these objectives.  This 
section of the paper summarizes the key issues facing implementation support, suggests actions 
and recommendations, and flags areas that cannot be addressed until other aspects of IL reform 
are ready.   

A.  Need for Supervision Reform  

34. Supervision is out of sync with the current development paradigm. At a time when the 
development community is focused on results and accountability, current supervision efforts 
place most of the emphasis on inputs and process.  Monitoring is overly concentrated on 
disbursements and is generally inadequate in terms of capturing development outcomes.  This 
lack of a clear focus on results and better reporting also makes it difficult to strengthen 
accountability and increase transparency.  It is important to note that there are examples of good 
supervision practices in Regions and countries throughout the Bank, and this section does not 
intend to downplay such efforts by dedicated staff.  In many ways, however, those good practices 
succeed in spite of the Bank’s general framework covering supervision.  This section looks at 
that framework and the supervision efforts it engenders, with a view to adjusting the framework 
so that all supervision can be more successful.  

35. Supervisory Rather than Partnership Role.  The present approach to development 
solutions has evolved from the earlier, essentially bilateral, relationship between the Bank and 
the client, one that was frequently unequal.  Partnerships—with the client and with other 
donors—have now become an integral part of how the Bank does business.  The old paradigm, 
under which the Bank’s main function was to “supervise” (i.e., “check on”) projects to ensure 
they were in compliance with prescribed rules, has been gradually evolving into a more 
collaborative process in which the Bank seeks productive ways to work with the client as a 
genuine partner in finding solutions to problems.  It is not only IL that has seen this change:  in 
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many IBRD countries, Country Assistance Strategies are now referred to as Country Partnership 
Strategies.  Yet, despite important changes in the focus of the Bank’s work, in the demand for 
Bank services, and in the way the Bank works, the policies and approach guiding supervision 
and implementation support are Washington-centric in terms of work requirements and 
reporting, and they remain better suited for single-finance agencies and large contracts (typically 
in infrastructure).  In other words, the Bank needs a culture change to move the emphasis from 
supervision to implementation support. 

36. Rigid and Unresponsive Approach.  Today clients are asking the Bank for a growing 
array of types of projects.  While in the early days much of the Bank’s portfolio consisted of 
“blueprint” infrastructure projects, the portfolio now includes community-driven development 
and other “soft sector,” programmatic projects that require varied technical inputs and types of 
policy dialogue.  Such support is not only required at the design stage, but is arguably even more 
critical for implementation, when adaptation and modifications are often called for, given the 
dynamic policy environment in which projects evolve.  Often, what is needed is not primarily 
work that is narrowly focused on the project, but rather work on the systems, institutions, and 
staffing that clients have in place to oversee, manage, and regulate implementation themselves.  
An operation that supports activities in a sector across a nation—for example, India’s health or 
education support programs—may have hundreds or thousands of locations for implementation, 
making traditional approaches to supervision impossible and irrelevant. 

37. Slow Response, Cumbersome Processes.  A persistent theme in client feedback is that 
the Bank’s review processes are onerous and time-consuming; and TTLs who are on the front 
line dealing with clients often share this view.  Slow processing is partly a function of the fact 
that members of the task team are frequently not all located in-country, which constrains 
efficient communications. More important, some decisions still need to be referred to 
Washington—a process that may result in delays in resolving issues and getting back to the 
client.  Improving implementation support will depend on finding better ways to provide “just-
in-time” support to resolve problems quickly when they emerge, without having to wait for 
periodic supervision missions or the delayed responses of a cumbersome bureaucracy.   

38. Compliance Testing Drives Supervision.  Supervision has been part of the business 
model and the IL product line since the Bank’s beginnings. In recent years, growing concerns 
about the Bank’s ability to manage risks and support better results in Bank-financed operations 
have resulted in additional requirements. And in spite of the important purpose of these 
additional requirements—especially the need for a stronger focus on fiduciary concerns—they 
have often entailed opportunity costs, particularly with respect to technical needs in supervision.  
Also, in the absence of a clear integrated risk framework, there has been some confusion about 
which risks can and cannot be addressed at the project level and which ones are better addressed 
at the portfolio level.  Thus, the supervision process has become the unwitting wedge for dealing 
with fiduciary risks that sometimes cannot be resolved at the project level.  This is an area where 
the new risk approach, with its various components, will help, differentiating the types of risks 
and delineating the units accountable for addressing them. 

39. Inadequate Resources. While there have been some increases in supervision budget in the 
past few years, analysis shows that the budget has been flat in real terms in IBRD countries and the 
increases have been mainly in IDA countries (see Figure 4).  However, as Figure 5 shows, the 
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increases have been substantial for travel and “other” costs (communications and IT, contractual 
services), especially in most recent years (see also Annex B).  On top of this, in the past three years 
task teams have had to carry a heavier supervision load as the size of the portfolio increased by 
about $30 billion.  Moreover, there does not appear to be a strong correlation between the 
perceived riskiness of a project and the supervision resources allocated to it.   

Figure 4. Supervision Cost by Component, IDA 
Countries, FY04-FY09 

Source: Business Warehouse (CFRRM). 

Figure 5. Average Supervision Cost per Project, 
FY04-FY09 

Source: Business Warehouse (CFRRM). 

 
40. Staff Skills.  About 20 percent of all Regional staff have been with the Bank less than 
three years; of all GF Regional staff, 44 percent have been with the Bank less than three years 
and 71 percent of them are in field offices; and about $17 billion of lending commitments are 
managed by TTLs with less than three years’ experience in the Bank.  New TTLs should 
routinely receive core training in procurement, financial management, supervision, and 
safeguards.5 

41. Decentralization Challenge. By moving the Bank closer to the client, decentralization has 
enhanced staff’s ability to respond to client needs and demands.  At times, however, it has 
contributed to team fragmentation with part of the team in Washington and the rest in the field. 
Ideally, supervision should be managed fully from the field, where it can be less an event than a 
process of continuous implementation support. Although 59 percent of total supervision inputs now 
come from the field, field-based task management of supervision has only reached 38 percent.  The 
challenge is how to facilitate the use of centralized skills in support of country-office-led tasks and 
better manage the transition to decentralized supervision. As supervision becomes a fully 
decentralized process, reviews and clearance procedures will need to be adapted and delegated. 

42. Fostering a Culture of Joint Accountability.  If task teams are to be effective in 
implementation support, they must share a well-defined common objective. This is difficult when roles 
and functions are not clear and when teams feel compelled to address different, and even sometimes 
conflicting or overlapping, mandates.  The problem is compounded when supervision resources are in 
short supply and when staff must work collaboratively with fellow team members spread across the 
globe.  There is therefore a need to more clearly specify a common set of team objectives for 
implementation support, be clear about accountabilities for various supervision functions, and ensure 
that these functions are adequately resourced so that team members can work as a proper team rather 

                                                 
5  Source: Business Warehouse, HR Query and Learning Management System (Draft OPCS Learning and Strategy 

Presentation, July 2009). 
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than compete for a limited pool of resources.  Building stronger teams that deliver better services to 
clients will require team members to be responsible not only for individual project-level inputs, but also 
for the integrity of the project as a whole.6 The following actions are being considered: (a) providing 
greater clarity about roles and responsibilities of various task teams; (b) making efforts to ensure team 
continuity, especially in critical aspects of implementation, and to introduce processes for handover of 
task team responsibilities to ensure smooth transitions when task teams change; (c) aligning planning 
and budgeting to support better team work and team integration; and (d) enhancing management 
support and recognition for team work in implementation support. 

B.  Addressing the Challenges of Implementation Support 

43. Stakeholders expect that Bank-financed operations will produce new learning, genuine 
capacity building, and, most importantly, improvements in actual development outcomes/results.  
How can the shortcomings in the supervision process be addressed so that this expectation is 
fulfilled?  The IL reform process is striving to generate a comprehensive framework with which 
to answer this question.  While not all the elements can be spelled out now—some are linked to 
components of the reform that are still under development—a number of key features and actions 
have been identified and are discussed in this section.   

44. Culture Shift.  The Bank needs to create a culture of implementation support in which 
teams spend a greater proportion of available resources helping clients to address implementation 
issues, quickly resolve problems, and build capacity.  Unfortunately, many of these activities 
have been crowded out by fiduciary and other demands on staff time, and by resource 
constraints. Clients often complain, for example, that Bank teams are not present for key 
discussions and that the mission-based supervision model does not work well for the types of 
programs the Bank is increasingly financing (e.g., public sector or health sector reform 
operations).  Essentially, what is needed is a transition from supervision events to a continuous 
process of IS. Achieving this change in culture will require strong and supportive signals from 
the Board and senior management to indicate that IS is a priority for the institution.  This 
signaling will involve several kinds of actions: 

(a) Reforms of the internal governance system.  COGAM is looking at approaches to 
reducing the Board’s emphasis on approval of individual project interventions, with 
associated rebalancing toward strategy review and oversight of implementation. 

(b) Role of the Operations Committee and Managing Directors.  The MDs chair 
Management’s highest review body, the Operations Committee.  They also meet 
frequently, either collectively or individually, with the RVPs who report to them.  
These meetings have tended to focus on the lending program and on reviewing 
individual high-risk operations.  The MDs are committed to rebalancing these 
functions, introducing more review of implementation and portfolios, both at the 
individual country/Regional level and across the institution as a whole, as a strong 
signal to staff. 

                                                 
6  One interesting approach being used in the India program is holding COSO workshops at the project team level.  

These workshops have not only improved risk identification, but also ensured much stronger team building and 
identification. 
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(c) Performance review and promotion criteria. Adjustments to the OPE (overall 
performance evaluation) process and promotion would emphasize results and 
responsibility for managing implementation, not just new lending.  

It should be noted, however, that the Bank’s move to IS and to working more as a partner does 
not alter the fact that projects are owned by implementing agencies/governments which are 
ultimately accountable for the project.  Thus the continuing challenges that are endogenous to 
client countries—such as capacity constraints on project design and implementation—still need 
to be faced, independent of IL reforms. 

45. Policy Change.  Reorienting supervision and implementation support efforts will require 
a fundamental shift in thinking and approach within the Bank and also, to some extent, on the 
part of clients.  The overall objective of IS is to help clients increase the development impact of 
IL operations through improved results, risk management, and institutional development.  The 
revised policy will need to signal the importance of providing support, building capacity, 
managing risks and results, and continuing to ensure due diligence.  It is also important that it 
maintain a clear distinction between the responsibilities of the Bank and staff and those of the 
clients who implement the operations.  Another dimension of the proposed policy change is a 
simplification agenda to make implementation more efficient.  These and other issues will be 
addressed in the context of the revised policy in phase two of the reform.   

46. Institutional Framework for IS Planning and Reporting.  Although throughout the Bank 
there is a growing awareness of the importance of focusing on development outcomes of projects, the 
majority of staff and budget resources, managerial oversight, and processes to assure quality are 
targeted to project preparation and appraisal.  While sound analysis and good design will always be 
essential to successful projects, there is increasing recognition that to ensure more emphasis on 
supervision and IS, management and teams must begin thinking about supervision and IS as early as 
possible during preparation. Furthermore, supervision and IS efforts need to be diverse and robust 
enough to respond to the increasingly varied demands from clients. In comparison with project 
preparation, for which there are clear templates and processes, teams have much less guidance in IS. 
If IS is to be improved, it must be an integral part of the project design process, not simply an 
afterthought once projects are approved.  Two main tools will provide such a framework: 

(a) Implementation Support Plan (ISP). The proposed mechanism by which 
Management can assess IS needs and modalities early on during preparation is an 
ISP.  The ISP will help identify the type of IS needed, align IS with the results and 
risks associated with the operation, better integrate task team and Management 
thinking on implementation demands, and, in the process, obtain Management 
commitment to and support for implementation requirements.  It would become a 
standard annex of the PAD, with annual updates.  

(b) Implementation Status and Results Report (ISR). Another important tool for IS 
management is the ISR, which is being revamped to better report on risks and results.  
The ISP will form the basis of the initial ISR. As the ISP will be an annex to the 
PAD, the relevant information from the ISP will be transferred directly to the initial 
ISR. In response to the IDA controls findings, the ISR risk section will report on 
risks, including fraud and corruption.  
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47. Better Risk Management and Increased Flexibility.  As Section II of this paper noted, 
the risk framework will be used not only during preparation but also during implementation. The 
ISP will provide an opportunity to review the demands of implementation, taking into account 
the new risk framework.  IS should be tailored to the needs of an operation and the management 
of its risks to achieve desired results.  Table 2 illustrates how the risk-based approach could help 
to identify the needs not only of project preparation but also of IS.  Taking into account the 
various elements of the results framework, task teams can decide what the main risks are, when 
they are likely to occur, and what skills and support are needed to address them.  They can then 
design the implementation support plan accordingly.7  The first type of IS is “basic”: teams 
would carry out the basic monitoring and reviews, report on key results, and carry out the due 
diligence aspects.  In some cases, however, there will be a need for a more “enhanced” level of 
IS: additional resources will be required to address specific needs and risks—risks of a technical 
nature, or risks related to agency capacity issues or even to partnership aspects.  The risk profile 
would be updated annually, providing a good entry point for assessing the IS requirements for a 
specific program.   

Table 2. Risk-Based Approach to Preparation and Implementation Support 
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 High-risk IL with risks concentrated 
during implementation (e.g., operations 
for which specifics are defined during 
implementation) 

 OP 8.00 operations are an example of 
high-risk operations with fast-track 
preparation and enhanced IS 

 High-risk operations for which risks are 
both during preparation and 
implementation  

Source: IL Reform Working Group. 
Note: The above are illustrative suggestions and not a fixed allocation of instruments by risk categories. 

 

48. New Restructuring Procedures. The new risk-based approach needs to be accompanied 
by more flexibility to adjust operations during implementation. A recent review of the Bank’s 
PADs revealed that restructuring is not happening as frequently as it should—not least because 
the procedures are unnecessarily burdensome.  There is also still a cultural element in the Bank 
that associates problem identification and restructuring with poor performance.  It is therefore 
proposed that the procedures for restructuring investment projects be modified, and related 
                                                 
7  Some Regions are already doing this to some extent. For example, the Cambodia Demand for Good Governance 

Project uses a framework that provides risk scores for before and after mitigation, which are then used to help 
assess the effectiveness of mitigation measures and to devise additional strategies where mitigation measures are 
found ineffective.  Other examples of innovative ways to address risk in IS are the Pakistan Thar Coal and Power 
TA Project, Nigeria Avian and Human Influenza Pandemic Preparedness Project, West Bank and Gaza Southern 
West Bank Solid Waste Management Project, and the Kazakhstan Environmental Remediation Project. 
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changes be made in operational policy, to lower the perceived procedural constraints and 
promote broader use of this flexible tool.  

49. Current Policy.  The current restructuring policy provides for three levels of 
restructuring/project change: first-order restructurings involve changes to project development 
objectives (DOs) and/or associated outcome targets (approved by the Board on an AOB basis); 
second-order restructurings include major/significant changes that do not affect the project DOs 
or associated outcome targets (approved by the Regional vice presidents); and minor changes, 
such as modifications to implementation plans and schedule changes, loan closing dates, or a 
reallocation of loan proceeds (approved by country directors).  The division among the 
categories is often confusing to teams and the procedures are unnecessarily complex. The policy 
on use of cost savings adds another layer of complexity on what constitutes major or minor 
change.  The restructuring procedures lack clarity on what is to be done in the case of changes in 
safeguard policies. Finally, the processing has also been complicated by the burdensome 
requirements of the project paper and internal reviews. 

50. Proposed Policy.  The proposed changes in project restructuring aim to simplify these 
levels of restructuring and the associated approval processes, providing for only two levels of 
restructuring:   

 Level One.  This level of restructuring would involve modifications in a project’s 
DOs or changes in the safeguard category—from a lesser category to Category A, or 
the trigger of a new safeguard policy. Level One restructuring would require approval 
by the Board of Directors on an AOB, as for the current first-order restructurings.  It 
is to be noted that in the three years since the current system was introduced, 
Executive Directors have not objected to any of the first- or second-order 
restructuring proposals, nor have they requested that any of them be discussed at the 
Board.8   

 Level Two.  All other changes would be considered Level Two restructuring, to be 
approved at the country director level.   

To keep all stakeholders informed, at the end of each quarter a list of all restructurings would be 
included in the Quarterly Management Report to the Board. All restructurings would also be 
taken into account when Implementation Completion Reports are prepared. (This proposed 
change requires Board approval; Annex C provides the draft Policy Note Management plans to 
submit to the Board following the informal discussion of this paper, along with the 
documentation templates that have been developed to support this change.) 

51. Restructuring and Cancellations in IDA Countries. Task teams working in IDA 
countries are often reluctant to cancel poorly performing projects because the IDA funds are then 
lost to the country.  This reluctance makes it difficult for the Bank to deal decisively with 
problem projects or projects that are no longer government priorities.  Restructuring projects can 
be an effective way of ensuring improved use of resources: IBRD operations that are restructured 

                                                 
8  One such restructuring was questioned, but this related to completeness of documentation and the absence of 

reference to an INT investigation.  
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have significantly higher performance ratings than those that are not restructured.  But for IDA 
operations, the opposite relationship holds:  restructured projects perform less satisfactorily than 
non-restructured projects.  One explanation for this is that teams tend to restructure—sometimes 
more than once—projects that should be cancelled.  Management has therefore decided that 
funds cancellations from ongoing operations will be made available for commitment to other 
purposes in the same country, either to supplement ongoing successful operations or to support 
new activities that are consistent with the CAS (Annex D provides more detail). 

C.  Resources, Skills, and System Support 

52. The actions described in this section are necessary for the shift from supervision to IS to 
occur, but they are not sufficient.  If the shift is to be successful, it is important to provide an 
enabling environment—an area that is one of the pillars of IL reform.  This section does not deal 
with all the issues related to the enabling environment, but—given the importance of certain 
incentives and inputs for IS—it highlights some of the actions related to resources, skills, and IT 
support.   

53. Resourcing IS Appropriately.  It is not straightforward to assess what is an appropriate 
level of support for IS, particularly in light of the fact that the IL reform exercise proposes a 
more nuanced approach to IS, tailored to specific operations differentiated by risk, capacity and 
needs, and type of operation.  Nonetheless, a review of past and current trends is useful.  The 
average cost of supervision has increased from US$101,000 in FY04 to US$134,000 in FY09, a 
6 percent compound annual growth rate.  As noted above, in recent years the growth has been 
influenced by increases in travel and other non-staff costs, so this represents no real growth. 
Supervision costs for the IBRD portfolio have increased at close to the rate of inflation since 
FY04. By contrast, supervision costs for the IDA portfolio have increased at 10 percent a year 
over the same period. This reflects strong budget pressure on IBRD Regions, and assigning 
budget priority to the poorest countries.   

54. Budget Needs.  Despite the modest increases, teams express a universal concern about 
the lack of space to provide sufficient technical support or to address other key issues as they 
arise. In interviews, task team leaders (TTLs) from various Networks and Regions consistently 
reported a growing concern regarding the Bank’s ability to deliver cutting-edge advice to client 
countries, given the budgetary constraints on supervision.  They highlighted two issues of 
specific concern: budgets for technical specialists to support implementation support, and travel 
costs.  Besides risks, teams said, key drivers of resource needs are the types of investments in the 
operation and partnerships—which sometimes provide more support and sometimes add 
significantly to the time needed for coordination.  While it is hard to draw firm conclusions about 
budget needs from these qualitative interviews (a more quantitative survey will follow), initial 
indications point to a gap of about 35-45 percent for operations with medium or high risks.  
Moreover, teams confirmed that the current level can at best be considered as adequate for basic 
IS needs. Additional needs can be addressed from savings in the costs of preparing low-risk 
operations, but that is not likely to be enough.  As good portfolio management is a way to 
achieve better efficiency in the institution, IS needs can be considered a priority for the budget 
released through the Regions’ efficiency gains.    
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55. Staff Skills and Learning.  It is important to ensure that staff possess a minimum level of 
skills before they become TTLs.  A structured learning program is also important in the context 
of decentralization, as some staff recruited in the field may not have had the opportunities for 
mentoring or access to resources that Washington-based staff generally enjoy.  The Bank’s 
learning program will require more clarity in terms of expectations for teams, roles and functions 
of various team members and general accountability related to IS.  A new learning strategy, now 
under development, would have as a key element the development of a core course for IL that 
would focus on all aspects of the project cycle. In the future, it will be insured that staff will have 
the opportunity to take such training before they become TTLs for IL operations. This training 
will also be complemented by a more formalized mentoring program. 

56. Systems Issues.  The role of IT is critical for these actions to succeed.  IT will facilitate 
transactions and improve efficiency. It will also reduce the potential for human errors in 
documentation, processing, and so on.  IT is also important for better team communications, 
especially when team members are working in different countries. The IL reform team is 
working with ISG on a new platform for IL to automate as many processes as possible to 
facilitate faster responses and reduce delays and errors.  

57. IS-friendly Decentralization.  In some Regions, the initial wave of decentralization 
concentrated primarily on moving country directors and fiduciary staff to field offices.  Sector 
technical staff were decentralized later and are still generally less well represented compared to 
the other two groups. Similarly, while country management has been effectively decentralized, 
sector management remains essentially centralized in Washington, with the exception of some 
positions in EAP.  Moreover, as more sector leaders and senior international staff are placed in 
the field, it will be important that they play a central role in portfolio management and not just 
delegate IS work to national staff.  Spending time in the field and ensuring the results and 
performance of the portfolio should be a key part of their work program. The challenge will be to 
put in place human resources practices that value implementation skills as primary when 
identifying international staff for field assignments, especially in low-income countries. This is 
an especially challenging issue for smaller countries, where country offices are not large enough 
to accommodate all supervision needs.  

58. Greater Use of Country Systems and More Efficient Processes.  One key ingredient that 
can enhance IS is greater use of country systems, to which the Bank is committed in the context 
of the aid effectiveness agenda.  At the core of use of the country systems agenda is the issue of 
capacity building to raise standards such that reliance on national systems can become the 
default.  This is clearly critically related to the second phase of IL reform and a move to more 
results-based approaches. While the Bank’s main procurement, safeguards, and financial 
management policies have not been examined as part of the IL exercise, various teams have 
indicated the need for future attention to these areas for reform and simplification.  It has been 
possible, however, for teams to identify a number of areas where improvements can be made in 
the implementation of existing policies—for example, conducting joint procurement and FM 
audits, raising the threshold for procurement reviews, and relying more on safeguards 
frameworks.  This is an area that will be kept under review, and opportunities for ad hoc reforms 
will be taken as the process evolves, pending deeper reviews of these areas.  Advances in this 
area will also support greater development effectiveness and facilitate partnerships with client 
countries and other development agencies.  
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IV.  ISSUES FOR BOARD ATTENTION AND NEXT STEPS  

59. This paper discusses progress in two key areas of IL reform: the risk framework and 
implementation support.  Work in both areas calls for important changes in how the Bank works 
and in how it approaches preparation and IS.   

 Risk.  In the area of risk, a framework has been developed that (a) helps teams design 
operations that take into account the operating environment, (b) links risks to desired 
results and development objectives, (c) differentiates projects on the basis of risks and 
allows a closer link to resources, (d) creates a better environment for learning about 
risks, and (e) allows the Bank to examine the risk attributes of the portfolio.  The 
paper also points to the importance of a governance structure that supports a risk-
based approach at all levels. 

 Implementation support.  For IS, perhaps the most important shift is a cultural one—
from supervisory work to work that is more of partnership and support.  The paper 
acknowledges the importance of maintaining high standards of due diligence.  It 
points to the difficulties teams face teams in providing adequate technical support and 
working in an integrated manner to better respond to client demands and needs. It 
shows how the concept of risk is integral not only to preparation, but also to 
implementation, as part of efforts to respond flexibly to the changing needs and 
uncertainties that surround operations.  The combination of better integrated and 
resourced teams, the focus on risk, and flexibility to adjust operations where needed 
will help in the overall effort to improve results and enhance development impact. 

60. Issues for Board Attention.  The paper has also identified a number of areas that would 
affect how the Board and Management interact. 

 Risk-based approach 

(a) The application of the new risk-based approach to IL operations would determine 
which operations would be discussed at the Board.   

(b) Management would adopt a simplified template for low-risk operations (described 
in Annex A).  For an initial period, these low-risk operations would continue to be 
presented to the Board using the streamlined approach.  As the Board becomes 
accustomed to the use of this approach and the new template, and following a 
review of initial experience, Management may propose that such operations 
would be processed under the sort of arrangements used for operations to support 
clients in the food and financial crises.9 

                                                 
9  Under such an approach, low-risk operations could be processed on an absence of objection basis after a 10-day 

review period, during which any such operation could be brought to the Board for discussion if two Executive 
Directors so requested. 
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 Supervision and implementation support 

(a) Board support of the shift from supervision to IS would imply a shift in the time 
the Board allocates to discussion of new operations and greater attention to the 
results being generated through implementation of the portfolio. 

(b) Documentation for new operations would include as a key element for attention 
the proposed Implementation Support Plan as an important tool for institutional 
assessment of implementation needs. 

(c) The new approach for restructuring operations would have two levels.  Level One 
restructurings, which would involve changes to Development Objectives or 
safeguard issues, would continue to require the approval of the Board of Directors 
on an AOB basis.10  All other restructurings (Level Two) would be approved by 
country directors and would continue to be reported in the Monthly Operational 
Summary.  (This proposed policy change requires Board approval; Annex C 
provides the draft Policy Note that Management plans to submit to the Board 
following the informal discussion of this paper, along with the documentation 
templates that have been developed to support this change.) 

(d) The Executive Directors’ attention is called to the change in the use of funds 
cancelled from ongoing IDA operations.  As with the GFRP operations, such 
cancellations would now be made available for commitment to other purposes in 
the same country, either to supplement ongoing successful operations or to 
support new activities that are consistent with the CAS. 

61. Next Steps.  Moving forward with the IL reform work, a priority is to roll out in FY10 the 
reforms that are ready:  the risk-based approach, streamlined processing of low-risk operations 
and use of the simplified documentation, and the new IS model.  The IL Reform Concept Note 
had projected that about 40 percent of operations may be processed as low-risk operations.  
Hence, the likely impact for the front lines will be tangible.  Rollout of the new approach 
(described in Chapter III of this paper) would commence immediately in two Regions and in 
selected countries in other Regions, and the approach would apply to all new operations by early 
FY11.  The Board could expect to see operations using the new simplified template by early 
FY11.  The changes with respect to IS would be put into effect immediately following the 
discussion of this paper.  

62. Continuing Work. The next priorities for the team are to design a new programmatic or 
results-based financing instrument11 and to revise the menu of financing options for IL (e.g., for 
low-risk, medium- or high-risk, and programmatic loans, and for additional financing 
operations).  This work would include consultations in a number of countries in all Regions of 

                                                 
10  Executive Directors have not called for any such restructurings to be discussed by the Board, and all have been 

approved after the expiry of the AOB period.  If the process works satisfactorily, then after a review of 
experience Management may propose that such restructuring be delegated to RVPs, with a reporting 
requirement.  

11  See paras. 27-28 of the IL Reform Concept Note. The implementation support needs for the new instrument will 
be addressed as part of the design instrument.  
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the Bank and with all country segments (fragile, IDA, and IBRD countries) to get their views and 
feedback and gauge reactions to alternative approaches.  It would build on fairly extensive 
experience with similar approaches in a number of countries and with sectorwide approaches.  
The team expects that a proposal in this regard—including proposals on options related to 
Regional operations, especially those in AFR—will be ready for presentation to the Executive 
Directors toward the end of FY10.  In addition, as the IL Reform Concept Note mentioned, 
success in this reform requires attention to the broader Bank support systems.  Since the Concept 
Note was discussed this work has been outlined in more detail:  

 Core curriculum.  A core learning curriculum for IL will be developed during FY10.  
This curriculum will cover the main lending instruments, awareness of fiduciary and 
safeguards requirements, and introduction to IS (supervision), as well as behavioral 
aspects such as mission leadership and negotiations skills.  It will be complemented 
by a period of mentoring from an experienced task manager.     

 IT platform.  The IL reform team is working closely with ISG to revamp the IT 
platform for investment operations, creating closer links with analytic work and better 
work space for task teams.  This platform will allow better records management, 
provide an operations portal with links to relevant best practice and knowledge 
products, and cover trust fund operations equally with loans.  A large part of the work 
will be completed in FY10 and early FY11. 

 Incentives and accountability.  Improved incentives are an important part of any 
culture change.  They will be seen in such areas as alignment of resources to priorities 
and rewards and recognition to staff.  Signaling from Senior Management and the 
Board—also critical for culture change—is being addressed through providing new 
priorities for Senior Management attention (notably implementation), and by revised 
guidance on how staff IS activities of staff should be recognized through performance 
evaluation.  These measures are being introduced as they are developed. In addition, 
Senior Management is studying accountability issues and will clarify the 
responsibilities of different managers, team leaders, and staff.   

 Policy framework.  Finally, work has begun to revise the policy framework for IL, 
moving toward a much simpler, principle-based set of policies.  This would involve 
retiring many of the existing OP/BPs.  The new policy would be accompanied by 
guidance to staff, which could be readily updated and linked to emerging best 
practice.  The team expects to present the revised IL policy to the Executive Directors 
around September 2010.  

63. Board Role.  Since the discussion of the Concept Note, the IL reform team has engaged 
actively with the Board through regular updates and informal interactions with the Advisors. 
Both sides have found this to be a very useful approach, in the spirit of the “compact” with the 
Board that was discussed in February 2009.  Therefore, this approach will be continued through 
the next phase of IL Reform.   



   

ANNEX A.  PROJECT PAPER FOR LOW-RISK OPERATIONS:  OUTLINE 

The Project Paper should be no more than about 10-15 pages long (without annexes).  If the 
project requires Board approval, the Project Paper is accompanied by a Memorandum of the 
President; if it requires RVP approval, it is accompanied by a Memorandum of the Country 
Director.  Its contents are as follows. 

Table of Contents  
Data Sheet 
A. Background and Rationale 

1. Operating Environment Issues (including country and sectoral/institutional 
issues) 

2. Rationale for Bank Involvement (including how the operation relates to 
relevant national strategies) 

B. Project Description 
1. Project Development Objective and Key Indicators 
2. Project Components 
3. Implementation Arrangements 

C. Risk and Implementation 
1. Summary of Risk Assessment 
2. Implementation Support  
3. Loan/Credit Conditions and Covenants 

Annexes 
1. Detailed Project Description 
2. Results Framework 
3. Integrated Risk Assessment 
4. Implementation Support Plan 
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Project Paper Annex 1:  Project Description  

1. Detailed description of project objectives and each project component, including 
costs, relation to the overall DO of the project, and types of activities to be 
financed by the operation. 

2. Project institutional and implementation arrangements for  
(a) project administration mechanisms 
(b) monitoring and evaluation  
(c) financial and disbursement arrangements and procurement management 

(including, as appropriate, an 18-month procurement plan) 
(d) safeguards 

 

3. Project cost table by component and any other relevant detail (categories of 
expenditure; cofinancing, etc.) 

4. Economic and financial analyses relevant to the operation (selective focus on the 
areas that are relevant to the project) 
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Project Paper Annex 2:  Results Framework 

The results framework explains how the project development objective (PDO) will be achieved, 
linking the PDO with the expected outcomes, the outputs to be delivered under each component, 
and the indicators to be used to verify the achievements. Effective use of the results framework 
should allow teams to monitor progress and to make changes in the project if necessary during 
implementation. The content of the results framework is as follows. 
 

1. Project Development Objective. The PDO should focus on the outcome for which 
the project can be held accountable, given its duration, resources, and approach.  
It should not encompass higher-level objectives (goals) that depend on other 
efforts outside the scope of the project. The PDO should answer the following 
question:  “If the project is successful, what will be its principal outcome for the 
primary target group?” 

2. Project Outcome Indicators. One or two indicators that measure success in 
achieving the PDO. 

3. Intermediate Outcomes. Focuses on the performance of key actors during 
implementation. 

4. Intermediate Outcome Indicators. One or two indicators that measure success in 
achieving the intermediate outcomes. 

5. Baseline and target values. For every indicator in the framework there should be 
baseline and target values. If baselines are not available, there should be an 
explanation of how they will be established and by when. 

Special Requirements.  In some situations, more is required of teams than reporting on PDO 
achievement—for example, responding to institutional and or global requirements such as core 
indicators.  In such cases, the framework is adjusted accordingly. 
 
Link Results with Risk. The team is exploring how the results and risks annexes might be 
merged into one document. 
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Project Paper Annex 3:  Integrated Risk Assessment 

The Risk Annex is based on the risk template shown in Figure 2 in the main text of this paper.  
As noted there, the risks identified are risks to the achievement of project development 
objectives—the objectives listed in the preceding Results Annex.1  The risks are measured using 
the controls and mitigation measures already in place.  Planned mitigation measures are 
identified, together with a timeline for their realization.  Measures that will begin during or 
continue into implementation are carried over to the Implementation Support Plan (ISP).  The 
content of the Risk Annex is as follows. 

1. Introduction and Summary—a paragraph summarizing the overall rating and briefly 
justifying the low-risk rating.  

2. Brief Overview by Risk Category.  Below is a graphic representation of the 
information the TTL would need to prepare. 

 

Risk category Risk rating  Explanation of 
rating 

Mitigation 
measures 

Timing for 
mitigation 

Corresponding to 
the 11 risk 
categories shown in 
Figure 2. 

Based on four-point 
scale. 

One paragraph 
explanation of rating 
for each category.  
For substantial and 
high risks, the 
paragraph notes 
specific 
development 
objectives or 
components that are 
most affected by the 
risk in question. 

Any proposed 
mitigation measures 
beyond those 
already in place. For 
most operations, 
there would be no 
mitigation measures 
for operating 
environment risks, 
which are taken as 
given and are not 
assessed by the 
project team. 

For example, mainly 
during preparation 
or mainly during 
implementation. 

 
 

                                                 
1  Depending on experience during rollout, the Results and Risks Annexes may be combined. 
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Project Paper Annex 4:  Implementation Support Plan  

 
The Implementation Support Plan (ISP) describes how the Bank and other development partners 
will support the implementation of the risk mitigation measures and provide the technical advice 
necessary to facilitate achieving the PDO. The ISP also identifies the minimum requirements to 
meet the fiduciary responsibilities.  Its content is as follows. 
 

1. Risk Mitigation Support.  Summarize the skills the Bank team needs to support the 
country in addressing mitigation measures identified in the risk assessment annex 

2. Implementation Support and Supervision.  Identify level of technical support needed 
for the type of project being implemented.  Include support needed to ensure due 
diligence, as well as technical support.  In addition, detail the model of the IS that is 
best needed for the operation, including such issues as the following: 

 IS model:  what issues to be dealt with; whether TTL is in field or Washington; 
approach; what activities to be carried out by staff or consultants, or to be built 
into project design.  If independent verification is needed, specify how that will be 
done. 

 Technical inputs needed: technical aspects, and how they relate to the risks 
outlined in the risk section. 

 Fiduciary requirements and inputs:  Type and scale of inputs, resources, and how 
they are related to the IS model for the operation.  

 Safeguards:  Type and scale of inputs, resources, and how they are related to the 
IS model for the operation. 

 Thematic: Identify possibilities for integrating project supervision to broader 
thematic or implementation support mission (i.e. fiduciary or sectoral).  This 
should be done in consultation with the country team. 

3. Summary of ISP Resource Needs 

4. Role of partners (can also be included as part of items 1 and 2 above, depending on 
the scale and nature of the operation). 

Skills needed 
Amount of support 

needed # of trips 
Other associated 

costs 

Source of funds 
 (i.e., Bank-managed 

or other) 

     





   

ANNEX B.  HISTORICAL TRENDS IN SUPERVISION RESOURCES 

 

1. The Bank spends around one-third of its total resources1 on country services, and project 
supervision accounts for one-quarter of country services. Between FY04 and FY09, expenditure 
on supervision of the IBRD portfolio increased at around 3.6 percent a year, effectively flat in 
real terms; supervision costs for the IDA portfolio increased by 9.2 percent a year over the same 
period.  The net effect was to increase total supervision costs by $51.0 million. 

2. Components of Cost.  In FY04, the four components of supervision cost were staff (55%), 
travel (24%), consultants (19%), and other (2%).  By FY09, other costs2 accounted for 8 percent of 
total cost, and the share of each of the remaining 
cost categories decreased (see Figure B1).  
Within a constrained resource envelope, the 
increase in other costs had the effect of limiting 
the increase in expenditure on staff and 
consultants—that is, on the value-adding 
components of supervision.   

3. Number and Value.  The number of 
operations under supervision increased from 
1,295 to 1,361 (5%) between FY04 and 
FY09 (see Figure B2).  Over the same period, 
the value of the portfolio increased from 
$84.2 billion to $115.9 billion (38%), 
reflecting an increase in the average 
commitment amount from $65.0 million to 
$85.2 million.  Within the overall portfolio, 
the number of IBRD projects decreased by 7 
percent and the number of IDA projects 
increased by 10 percent.  Within the IDA 
portfolio, the strongest growth was in fragile 
states (40%).  There is considerable variation 
in unit cost by country type (IBRD or IDA): 
in FY09, the average IBRD project cost 
$123,000 (FY04: $95,000) to supervise, and 
the average IDA project cost $144,000 
(FY04: $109,000) (see Figure B3). 

4. Drivers of Cost Increases.  Hence, the increase in the overall cost of supervision is accounted 
for by an increase in the number of projects in the portfolio, a change in the country mix within the 
portfolio (i.e., an increasing share of IDA operations), and an increase in the unit cost of supervision, to 
which growth in travel and other costs contributed significantly.   
                                                 
1  Total resources are Bank budget (including reimbursable and other fee income) and Bank-executed trust funds. 
2 Other costs include items like communications, IT, and contractual services.  

Figure B1.  Total Supervision Cost by Component, 
FY04-FY09 

Source: Business Warehouse (CFRRM). 

Figure B2.  Number of Projects in Portfolio, FY04-
FY09 

Source: Business Warehouse (CFRRM). 
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5. Increasing Staffing Needs.  The 
increase in the average size of projects under 
supervision implies an increase in the size or 
complexity of operations.  The shift in the 
portfolio from IBRD to IDA countries, and 
particularly the growth in the number of 
operations in fragile states, also implies an 
increased need for staff support as the 
counterparts typically have less 
implementation capacity.  For all projects in 
the portfolio between FY04 and FY09, the 
average number of staff weeks per project per 
year was 26. While there was a substantial 
increase in the average number of staff weeks 
per operation between FY04 and FY05, this 
slowed down after FY05 (see Figure B4).  
Further research would be needed to determine 
the effect of decentralization on staff time spent, 
and to ascertain whether the increase in staff 
time spent on supervision is commensurate with 
the increase in project size, scope, and 
complexity, and the increase in the number of 
lower-capacity counterparts—and the impact all 
of this has on risk management and the quality 
of client service.   

6. Regional Variations.  There is 
considerable variation in supervision costs 
across Regions (see Figure B5).  For IBRD 
projects, AFR and SAR incur substantially 
higher supervision costs than the other four 
Regions.  For AFR this may be a function of 
the small number of projects in its IBRD 
portfolio and the relatively short length of 
engagement with IBRD countries—that is, it 
is a learning curve effect.  For SAR, it 
reflects the impact of the India DIR and the 
actions the Region is taking to adopt the lessons learned from the DIR across the whole portfolio; 
SAR’s average cost of supervision of its IBRD portfolio increased by over 64 percent between 
FY04 and FY09.   

7. Variation by Project Type.  There is considerable variation in supervision effort by 
project type, as represented by Sector Board mapping.  At the lower end of the range are projects 
mapped to the Financial Management sector board and at the upper end are projects mapped to 
the Health, Nutrition and Population sector board.  This may reflect the range of complexity, and 
hence risk, of the underlying operations; however, initial regression analysis (holding the effect 
of the managing Region constant) indicates that sector board mapping is not a major determinant 

Figure B3. Average Supervision Cost per Project, 
FY04-FY09 

 
 

Source: Business Warehouse (CFRRM). 

Figure B4.  Average Supervision Cost of Staff Time 
per Project, FY04-FY09 

Source: Business Warehouse (CFRRM). 

Figure B5.  Average Cost of Project Supervision, FY09

Source: Business Warehouse (CFRRM). 
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of supervision effort.  To ascertain whether 
resources are committed to operations on 
the basis of the riskiness of the project, the 
number of supervision staff weeks was 
mapped against the number of project risk 
flags identified through the Implementation 
Summary Report (ISR).  As Figure B6 
shows, the relationship between risk and 
allocations is relatively weak.  

A. Portfolio Status 

8. The picture on resources needs to be 
seen along with the performance of the 
portfolio.  At the end of Q4 FY09, IEG found 
76 percent Satisfactory Development 
Outcomes for FY07 Exits—below the Bank 
target of 80 percent. IEG evaluated 55 percent 
of projects that exited in FY08, for which 
Satisfactory DOs met the Bank target of 80 
percent, indicating a reversal in the FY07 
drop in performance (see Figure B7). Definite 
conclusions on trends cannot be made 
because of recent revisions to the definition 
and methodology for development 
effectiveness indicators; however, recent 
reports indicate that overall portfolio quality 
and achievement of outcomes were positive, 
with the highest performance in EAP and 
Transport and Water projects. In AFR and in 
fragile states, and in the Education (EDU), Health, Nutrition and Population (HNP), and Public 
Sector Governance (PSG) portfolios, quality remains below the Bank-average. 

9. Realism Index.  In FY08, the Bankwide Realism Index of 59 percent was significantly 
below the Bank target of 70 percent, indicating a reluctance to classify projects as problem 
projects in a timely manner or a tendency to prematurely upgrade projects.  This again illustrates 
the importance of incentives for staff to be candid, to declare problems in a timely manner, and 
to provide adequate resources for supervision.  In FY09, the Realism Index target was met for 
the first time since its introduction at the end of FY07 (74%), indicating increased Bankwide 
candor in the reporting of portfolio risks.  

10. Commitments at Risk.  The volume of commitments at risk has increased steadily since 
FY06.  This may reflect a more realistic assessment of risks, following a recalibration of the Projects 
at Risk system in FY07, as well as a possible increase in the riskiness of the operations. Over FY09, 
Bankwide commitments at risk continued to decrease to 15 percent compared to 17 percent in both 

Figure B6.  Bank, All Staff (BB only) 

 
Source: Business Warehouse (CFRRM). 

Figure B7.  Portfolio Quality Indicators 

 
Source: Quarterly Business Review 
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the previous FYs. AFR continues to have the 
largest volume of commitments at risk, 
reflecting the large volume of projects 
carrying one or more country risk flags.  

11. Problem Projects.  Bankwide problem 
projects have remained stable over the past 
years but increased minimally in Q4 FY09, 
with 15 percent of projects in the current 
portfolio rated as problem projects compared 
to 12 percent in FY08. Projects at risk have 
grown from approximately 18 percent at the 
end of FY08 to the current level of 22 percent 
(see Figure B8). 

12. Productivity.  A major source of flexibility for cross-VPU redeployments is the 
productivity improvement target, which is applied to all Bank VPUs. One of the productivity 
indicators used to determine the rate of the productivity tax is the country services cost as a 
percentage of total costs, implying that supervision is an important factor in determining the 
relative efficiency with which a VPU operates.  

 
 

Figure B8.  Portfolio Quality Indicators 

 
Source: Quarterly Business Review 
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ANNEX C.  PROJECT RESTRUCTURING 

As part of investment lending reform, Management wants to encourage appropriate use of 
project restructuring as an implementation support tool.  To ease the constraints that hinder staff 
from using this tool more often, following the informal Board discussion of the Progress Report, 
Management plans to submit to the Board the following Policy Note requesting approval of 
proposed process changes. Documentation templates to support the proposed changes are 
attached to the note. 

 
DRAFT POLICY NOTE: RESTRUCTURING INVESTMENT PROJECTS 

 
1. This note proposes—as part of the Bank’s investment lending reform effort—
modifications of the approach to restructuring projects under implementation.   
 
2. Rationale.  Investment lending (IL) reform, which the Executive Directors discussed in 
February 2009,1 is driven by, among other things, an aid paradigm that focuses on development 
effectiveness as measured by results on the ground, and by the need to address the imbalance 
between project preparation activities and project implementation support—an imbalance 
promoted by the Bank’s lending culture, which still tends to reward new project approvals over 
support to clients for actions and results.  As a result, one of the key pillars of IL reform is a 
greater emphasis on supervision and implementation support.  Restructuring is one of the tools in 
implementation support.  Carried out in an appropriate and timely manner, it provides flexibility 
to adjust an operation if unforeseen circumstances, weaknesses, or risks arise during 
implementation.  
 
A.  Constraints in the Current Approach 

3. In 2006, Management presented, and the Board approved, a new policy on restructuring, 
clarifying, and modernizing procedures so as to strengthen the impacts of operational work.2  
The purpose of the modifications was to provide flexibility in adjusting operations during 
implementation, before problems became irreversible.  The Board paper noted the obstacles that 
had discouraged the use of restructuring: “unwieldy processing requirements, perceptions that 
restructurings are used only for failed projects, insufficient recognition or reward for efforts 
undertaken, and lack of standard documentation, including structured guidance for such 
exercises.”  Management further proposed to review the new approach and procedures after two 
years or after the first 100 restructuring proposals had been submitted. 
 
4. Implementation Experience.  The recent review of Project Appraisal Documents (PADs) 
indicated that, despite the process changes, restructuring is not happening as frequently as had 
been expected.  OPCS explored the obstacles to the use of this supervision tool in wide-ranging 
meetings with, and a survey of, operational staff.  Operational staff said that the procedures 
continue to be too complex, unclear, and burdensome. Task teams struggle with determining 
whether a particular restructuring is “significant” or “minor,” what the corresponding processes 

                                                 
1  See Investment Lending Reform—Concept Note (SecM2009-0026), January 26, 2009. 
2  Reforming Project Restructuring (R2006-0064), June 14, 2006. 
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and level of review and approval are, and how to deal with the added complexity of overlapping 
operational policies on project supervision, use of cost savings, and closing dates.  Moreover, an 
element of corporate culture continues to associate the identification of problems during 
implementation and the ensuing restructuring with poor performance.  And finally, there is no 
incentive for restructuring, in terms of budget and other resources and in terms of recognition.  
As a result, instead of being seen as a tool for flexibility and an opportunity to enhance project 
outcomes, restructuring is viewed as a last resort for failing projects. 
 
B.  Proposed Changes 

5. This note proposes significantly simpler procedures for restructuring, with only two 
levels of restructuring and corresponding approval processes, as follows: 
 

 Level One restructuring would apply to modifications in a project’s Development 
Objectives or changes in the safeguard category from the lesser category set in the 
PAD to a Category A or trigger of a new safeguard policy.  Level One restructurings 
would be submitted to the Board for AOB approval. 
  

 Level Two restructuring would apply to all other project modifications and would be 
approved by Management at the country director level.   

 
6. Documentation.  Restructurings at either level would be documented in a concise 
Restructuring Paper.  For a Level One restructuring, the Restructuring Paper would be submitted 
to the Board along with a Memorandum and Recommendation of the President, for AOB 
approval.  For a Level Two restructuring, the Restructuring Paper would be submitted to the 
Board for information after approval by Management.  At the end of each quarter, all approved 
restructurings would be listed in the Quarterly Management Report to the Board.  All 
Restructuring Papers would be publicly disclosed following approval.  
 
7.  Supporting Changes.  If the Executive Directors approve the changes described above, 
Management will make corresponding changes in OP/BP 13.05, Project Supervision:  all project 
changes, whether defined as “significant” or “minor” in the current OP/BP 13.05, will be 
referred to as “restructurings,” and will be institutionally considered “restructurings of record” to 
be documented and reviewed/approved as set forth in this note, and to be recognized by IEG in 
its evaluation.1  In addition, Management will retire OP/BP 13.25, Use of Project Cost Savings, 
whose provisions will no longer be necessary.  To support the changes, Management has 
developed templates for a concise Restructuring Paper and for simplified processing forms have 
been developed, and has prepared draft guidelines on processing restructurings, all of which it 
will issue to staff. 
 

                                                 
1  In the past, IEG has not recognized all restructurings in its evaluations of project performance—a factor that has 

deterred staff from using restructuring.  IEG’s recognition of all restructurings, whether Level One or Level Two, 
will remove that disincentive.   
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C.  Investment Lending Reform 

8. These process changes, if approved, will be an integral part of IL reform.  The risk 
framework to be applied during project preparation and carried through implementation—
including an annual update of a project risk profile and the use of an Implementation Support 
Plan and of periodic Implementation Status and Results Reports—will keep Regional 
management and task teams alert to changes in circumstances during implementation, and thus to 
any need for adjustments and restructurings.  The revamped operational IT platform will provide 
better monitoring and recording.  And the program of training for operational staff, particularly 
for task team leaders, will underpin all of the policy and procedural changes to enable skilled and 
confident implementation.  The restructuring changes would take effect upon Board approval, 
and any lessons from early implementation would be incorporated into the policy documents for 
IL reform, which should be ready in about a year’s time. 
 
D.  Recommendation 

9. I recommend that, to ease the disincentives to restructuring and enhance the use of an 
effective tool to support clients in implementation, the Board approve the proposed 
modifications to the procedures for restructuring investment projects under implementation.   
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RESTRUCTURING PAPER TEMPLATES 
 
 

LEVEL I – BOARD APPROVAL 
LEVEL II – COUNTRY DIRECTOR APPROVAL 
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Standard Format for Cover MOP 
for Project Restructuring 

(for Board approval) 
 
 
 

MEMORANDUM AND RECOMMENDATION OF 
THE PRESIDENT OF THE  

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 
[INTERNATIONAL DEVELOPMENT ASSOCIATION] 

TO THE EXECUTIVE DIRECTORS 
ON A PROPOSAL TO RESTRUCTURE 

THE  [NAME OF PROJECT]  [LOAN/CREDIT NO.]   
FOR [NAME OF COUNTRY] 

 
 
1. I submit for your approval a proposal to restructure the [Name of Project] [Loan/Credit No.] 
for the [Name of Country]. 
 
2. The proposed restructuring would support … [briefly summarize the reasons for the changes 
and any changes to the project’s development objectives]. 
 
3. [If applicable, explain any relevant matters that the Borrower has requested not to be 
disclosed in the Restructuring Paper]. 
 
4. Recommendation.  I am satisfied that the proposed restructuring of the [Country] [Name of 
Project] [Loan/Credit No.] would comply with the Articles of Agreement of the 
[Bank/Association].  I recommend that the Executive Directors approve this proposal in 
accordance with the terms of this Memorandum and attached Restructuring Paper.  Upon 
approval, the [Loan/Credit] Agreement will be amended accordingly. 
 
 

[Name] 
President 

 
 
 
 
 By [Name] 
 
 
Washington DC 
[Date] 
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Standard Format for Memo 
for Project Restructuring 

(for approval by country director) 
 
 

THE WORLD BANK/IFC/M.I.G.A. 

OFFICE MEMORANDUM 
 

 DATE:  
 

 TO: Country Director 
 

 FROM: Task Team Leader 
 

 EXTENSION:  
 

 SUBJECT: Restructuring Paper for “Name of Project” 
Subject 2 
 
 
1. This Restructuring Paper seeks your approval to introduce changes in the [Country], 
[Project Name], [Loan/Credit No], [Project ID] and any accompanying amendments to the 
project’s legal documents.   

2. The proposed changes … [very briefly summarize the reasons for the changes, the major 
modifications being proposed, and the expected outcomes from the restructured project]1  

                                                 
1  Only if applicable does the task team complete the attached annexes. 
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DATA SHEET TEMPLATE FOR RESTRUCTURING PAPER 
 
 

Date:   
Country: 
Project Name:                      
Project ID:       

Task Team Leader: 
Sector Manager: 
Sector Director:  
Country Director: 
Environmental category: 

Borrower: 
Responsible agency: 

Current closing date: 
Revised closing date [if applicable]: 
Indicate if the restructuring is: 
 
Board approved  ___ 
CD approved     ___ 
 
Does the restructured project require any exceptions to Bank policies?   
Have these been approved by Bank management? 
Is approval for any policy exception sought from the Board? 

 
 
 
 
 
__ Yes __ No 
__ Yes __ No 
__ Yes __ No 
 

Revised project development objective [If applicable] 
 
 
 
 
Does the restructured project trigger any new safeguard policies?  
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Proposed Changes (1 page) (if applicable) 

 
a. What are the proposed changes, as applicable, in the project’s development objectives, 

outcomes, design, and/or scope?  
 
 
b. What are the other complementary changes, as applicable:  
 
Institutional arrangements      ___Yes  ___No 
If, yes, please explain: 
 
 
Financing mechanism/conduit     ___Yes  ___No  
If, yes, please explain: 
 
 
Outputs        ___Yes  ___No 
If, yes, please explain: 
 
 
Project costs and financing plan (include summary tables) ___Yes  ___No 
If, yes, please explain: 
 
 
Financial management      ___Yes  ___No 
If, yes, please explain: 
 
 
Disbursement arrangements     ___Yes  ___No 
If, yes, please explain: 
 
 
Procurement       ___Yes  ___No 
If, yes, please explain: 
 
 
Closing date       ___Yes  ___No 
If, yes, please explain: 
 
 
Implementation schedule     ___Yes  ___No  
If, yes, please explain: 



 43 ANNEX C 
 

Appraisal Summary Update (1 page) (if applicable) 
 
Do the proposed changes result in significant change of impact (from original Appraisal 
Summary of the PAD) in the following: 
 
Economic and financial analysis   ___Yes  ___No 
If, yes, please explain: 
 
Technical       ___Yes  ___No 
If, yes, please explain: 
 
 
Social        ___Yes  ___No 
If, yes, please explain: 
 
 
Environment        ___Yes  ___No 
If, yes, please explain: 
 
 
Exceptions to Bank Policy     ___Yes  ___No 
If, yes, please explain: 
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Updated Critical Risk Framework (½ page) (if applicable) 
 
 

New Risks Identified During Implementation/Restructuring that Might Jeopardize 
Achievement of the Restructured Project DOs or Outcome Targets: 

 
Risks  Risk rating  Risk mitigation measures 
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Results Framework and Monitoring 

(if applicable) 
Results Framework 

 

PDO Project outcome indicators Use of project outcome information 

Current Proposed Current Proposed Current Proposed 

 
 

 
 

 
 

 
 

 
 

 
 

Intermediate outcomes Intermediate outcome indicators 
Use of intermediate outcome 

monitoring 

Current Proposed Current Proposed Current Proposed 

 
 

 
 

    

 
 
 

 
 
 

    





 
 

ANNEX D.  PROMOTING MORE EFFECTIVE USE OF IDA RESOURCES BY IMPROVING 

INCENTIVES FOR RESTRUCTURING AND CANCELLATIONS 

1. A review of the frequency and magnitude of cancellations in the IBRD and IDA 
portfolios found that currently there are very few cancellations in IDA operations—at least 
partly because borrowers and staff are reluctant to lose IDA resources from the country 
program.  To improve the overall performance of the IDA portfolio and operations, 
Management has decided to remove that disincentive for countries and task teams to 
restructure operations, being careful not to distort the main principles related to IDA 
allocations.  
 
2. Investment Lending Reform.  This examination of the impact of the Bank’s rules on 
the use of IDA resources in project restructuring is part of the Bank’s comprehensive effort 
to reform investment lending to improve its efficiency and effectiveness, with special 
attention to development effectiveness and implementation support.  Facilitating project 
changes and restructuring makes adapting to changing circumstances easier and faster, and 
increases the effectiveness of the use of development resources.  
 
A.  Basis for Current Practice  
 
3. Under current practice, when a project is restructured, any cancelled funds normally 
revert to the general IDA pool.  There have been a few exceptions to this general practice:  in 
emergencies or crises (such as the tsunami, avian flu, and the food and financial crises1), 
cancelled funds can be used for new commitments for the response in the country concerned.   
 
4. Rationale.  The requirement that project savings/cancellations must revert to the 
general pool is not rooted in any official policy or advice from IDA donors; rather, it is based 
on a decision Management took many years ago.  The rationale for this practice was that (a) 
it provides an incentive for effective and timely implementation of IDA-financed projects, as 
well as a disincentive for “hoarding” IDA resources; and (b) since IDA allocation priorities 
change over time (among other things, as a result of changes in country performance), the 
country from whose project the savings are released may not be the most deserving candidate 
for additional IDA allocations.  While this reasoning has some merit, an unintended 
consequence of the practice has been the building up of significant undisbursed balances in a 
number of projects across the IDA portfolio–which is contrary to the rationale for this policy, 
complicates efforts to effectively manage the IDA portfolio, and is also problematic from the 
point of view of the broader effort to increase the availability of resources for low-income 
countries. 
 

                                                 
1  “In addition to new funding, new operations can be financed through the reallocation of undisbursed 

IDA/IBRD funds in the country’s existing portfolio. This would entail first cancelling an equal amount of 
undisbursed resources from ongoing operations. For IDA operations, cancelled IDA funds will not revert to 
the general pool of IDA resources for redistribution, but will be made available for recommitment back to 
the country without being deducted from its IDA allocation.” (GFRP Framework Document, June 26, 2008, 
p. 51, footnote i)  This approach has made a small difference in the avian flu program (2 operations and 4 
percent of IDA commitments), but has been more significant for the food crisis response (4 operations and 
24 percent of IDA commitments). 
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B.  Costs of the Current Approach 
 
5. The differences between IDA and IBRD in their cancellation levels demonstrate the 
impact of the IDA cancellation policy.2 Over the past decade, on average only 15 IDA projects a 
year had cancellations.  As Figure D1 shows, these cancellations accounted for 2 percent of the 
projects in the portfolio, or about $162 million 
annually (1.2% of the net commitment value).  
About one-third of IDA cancellations in 
FY00-08 were in the context of emergency 
responses, so that the country could retain the 
resources from cancellations and use them for 
the emergency response. For IBRD, the 
cancellation rates and amounts are 3-4 times 
higher. This points to a strong likelihood that 
idle IDA resources are being maintained in 
undisbursed balances, incurring both an 
opportunity cost for the borrower and a 
potential financial cost in the form of the 
commitment fee that can be levied on 
undisbursed IDA credit balances.3  An 
increased IDA cancellation rate would likely 
free up additional resources for higher-value 
uses.4  
 
C.  Impact on Portfolio Management 
 
6. The difficulty of persuading borrowers to cancel funds that are then lost to the IDA 
pool complicates IDA’s efforts to effectively manage its portfolio:  (a) it is difficult to close 
old projects with unused resources; (b) it is difficult to restructure and cancel funds from 
projects with significant disbursement lags; (c) it lowers the flexibility of the total amount of 
IDA resources that have been committed to a country, making it harder to ensure that the 
resources are used for the highest return activities; and (d) it diverts scarce supervision 
resources to poorly performing projects.   
 

                                                 
2  Disincentives for cancellation of IBRD financing are weaker than disincentives for cancellation of IDA 

financing, for two main reasons: (a) IBRD financing is not as concessional as IDA financing, and (b) the 
country considering cancellation of IBRD financing usually faces no limit on borrowing similar amounts of 
new IBRD financing for eligible new activities. 

3  This is a potential cost because the commitment fee on undisbursed balances, which is set annually by the 
Board of Executive Directors, has been set at zero in recent years. 

4  Over the past 3 years, about 50 operations financed by IBRD/IDA were over-age.  About 58 percent of those 
were financed by IDA (29 operations).  An increase in cancellations from such projects would thus probably 
be only a modest part of the total. (Over-age projects are investment projects approved 8+ years ago and 
development policy operations approved 4+ years ago.) 

Figure D1.  IDA and IBRD Cancellations  

 
 

Source: Business Warehouse. 
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7. Tool for Improving Project Performance.  Analysis of the IBRD portfolio (which 
has much higher cancellation rates than the IDA portfolio) shows that restructured operations 
have significantly higher performance ratings than unrestructured operations (Figure D2).  
For IDA operations, the opposite 
relationship holds: restructured projects 
perform less satisfactorily than 
unrestructured projects.  This means 
that reluctance to restructure projects in 
a timely way is depriving IDA 
borrowers of a valuable tool for 
improving project performance and 
increasing development impact.   
 
D.  Conclusion 
 
8. As part of the Bank’s efforts to 
improve the portfolio management and 
development impact of IDA 
operations, Management has decided to 
expand to all operations the approach 
that has been used for emergencies and 
crises—that is, that funds cancelled 
from ongoing operations would be available for commitment to other purposes in the same 
country, either to supplement ongoing successful operations or to support new activities that 
are consistent with the CAS.   As a general principle, a borrower would continue to have no 
legal entitlement to new lending financed through savings cancelled from outstanding credits 
to that borrower, and new lending decisions would continue to be subject to applicable legal 
and operational due diligence.5  This new set of rules would give countries a greater incentive 
to curtail operations that are not performing well, and the impact would be a healthier 
portfolio.6 The extent of improvements in portfolio management and use of IDA resources 
that can be expected is uncertain, as the approach to cancellations is one of several factors 
affecting the performance of the portfolio.  The IL team is also working on issues related to 
overall implementation support and portfolio management, which should complement this 
effort. 
 
9. Limitations.  Cancellations will normally be used for recommitments within the same 
fiscal year and in all cases before June 30 of the last year of the relevant IDA replenishment. 
The following are not eligible for recommitments:  (a) IDA graduates, (b) countries eligible 
for IDA on an exceptional basis, and (c) balances cancelled from regional projects. 
 
10. Monitoring.  Cancellations and recommitments will be monitored.  In particular, to 
ensure that the recommitted resources are added to IDA’s commitment authority, the country 

                                                 
5  This would include, in cases of a serious decline in the IDA country performance rating and protracted poor 

policy performance, a review by management of whether a proposed recommitment would be consistent 
with IDA’s performance-based allocation system. 

6  In cases when the resources released would be used for additional financing, the operations are already 
performing well, so that IDA resources would be particularly well used.   

Figure D2.  Proportion of Operations with Satisfactory 
Development Outcome (DO) and Implementation 

Progress (IP) Ratings in Last ISR 

 
Source: Business Warehouse. 
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director, in collaboration with LOA, will notify CFPIR of any cancellations that are to be 
used for recommitments.7 As part of progress reports on the implementation of investment 
lending reforms, Management will take stock of the implementation of this change and adjust 
it as needed.  
 
11. Timing.  This change to allow recommitments of canceled IDA balances will take 
effect for cancellations made after the date of the Board discussion of the Progress Report on 
Investment Lending Reform (scheduled for September 24, 2009). 
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7  It is expected that notifications will be automated following system redesign. 


