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INTRODUCCIÓN 

1. En el informe presentado al Consejo de Gobernadores1, la Consulta sobre la Sexta Reposición 
de los Recursos del FIDA recomendó que en 2003 la dirección llevara a término un examen de la 
política de inversiones del Fondo por lo que se refería en particular a la seguridad de las inversiones, 
la gestión de activos y pasivos y la presentación de informes a la Junta Ejecutiva, con miras a poner 
esa política en consonancia con las normas y los principios utilizados por otras instituciones que 
otorgan préstamos para el desarrollo. Se especificó que ese examen había de ser llevado a cabo por la 
dirección y presentado a la Junta Ejecutiva en diciembre de 2003. 

2. En cumplimiento de esa recomendación, la dirección realizó un examen de las inversiones de la 
organización. Con el fin de que esa tarea se llevara a cabo con objetividad y de manera competente, se 
dividió en las tres esferas indicadas por el Consejo de Gobernadores: 

a) examen de la seguridad de las inversiones, en el marco del cual se evaluó la idoneidad 
del sistema de controles internos aplicable a las inversiones y los riesgos relacionados 
con las operaciones de inversión (se aborda en el presente documento); 

b) examen de la gestión de activos y pasivos, en relación con el cual se revisó y estableció 
un modelo de gestión de riesgos financieros basado en una combinación adecuada de 
activos y pasivos inscritos en el balance, a fin de cumplir los objetivos financieros de la 
institución de conservar su capital y aumentar los ingresos derivados de sus inversiones 
y, al mismo tiempo, reducir la inestabilidad de los ingresos y minimizar los riesgos 
financieros (el documento sobre esta cuestión se va a presentar a la Junta con la signatura 
EB 2003/80/R.14), y 

                                                      
1  “Dar a los pobres de las zonas rurales la oportunidad de salir de salir de la pobreza: Informe de la Consulta 

sobre la Sexta de la Reposición de los Recursos del FIDA (2004-2006)” (documento GC 26 L.4). 
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c) presentación de informes periódicos a la Junta Ejecutiva (documento EB 2003/80/R.14). 

3. Con el fin de llegar a tener una opinión totalmente independiente de la seguridad de las 
inversiones del FIDA, para la realización de este examen la dirección decidió recurrir a la contratación 
externa de especialistas en inversiones que conocieran las prácticas más idóneas en los sectores 
público y privado. La Oficina de Auditoría Interna hizo las veces de facilitadora de esa tarea y se 
solicitaron propuestas a seis empresas que reunían los requisitos necesarios en materia de 
conocimientos sobre inversiones. Esas propuestas fueron evaluadas de conformidad con los 
procedimientos habituales de adquisiciones y, tras estudiarlas debidamente, el Comité de Examen de 
Contratos del FIDA seleccionó a Madison Consulting Group (en adelante Madison) de New Jersey 
(Estados Unidos). En esa decisión influyó el hecho de que Madison había realizado poco antes un 
trabajo sobre las inversiones de la Caja Común de Pensiones del Personal de las Naciones Unidas. 

4. Madison tuvo acceso sin restricciones a todos los documentos clave sobre inversiones y al 
personal competente. El equipo encargado del examen visitó el FIDA durante dos semanas en el mes 
de julio y publicó un borrador de su informe a comienzos de agosto. Madison regresó al FIDA en 
agosto para recabar las observaciones del personal del Fondo antes de publicar el informe final en 
octubre. 

5. A continuación se reproduce el resumen de las conclusiones clave de Madison, tal como figura 
en su informe final (se adjunta una copia de dicho informe): 

 

“RESUMEN DE LAS CONCLUSIONES CLAVE 

La Tesorería del FIDA ha introducido en los últimos tiempos importantes mejoras 
en los controles internos y la gestión de los riesgos, gracias a la aplicación de las 
recomendaciones de auditoría, en particular las relativas a la actualización del 
Manual de Tesorería, la aplicación de indicadores básicos de resultados y las 
modificaciones en materia de adquisiciones. Además, recientemente se han 
efectuado algunos cambios de tipo organizativo y de personal. El estudio se ha 
realizado teniendo en cuenta ese contexto. 

Tras examinar las condiciones generales de control de las inversiones, Madison 
clasificó sus conclusiones en cinco categorías: control de las actividades, 
mecanismo de adopción de decisiones, estructuración orgánica y del personal, 
adquisiciones y planificación de la continuidad. Las esferas más preocupantes son 
las de la planificación de la continuidad y la estructuración orgánica y del personal. 
En las demás, aunque existen oportunidades clave para introducir mejoras, el 
sistema general de control actualmente en vigor funciona de manera adecuada. Las 
cinco conclusiones y recomendaciones fundamentales son las siguientes: 

1) Dado que el FIDA no cuenta en estos momentos con un plan de continuidad 
formal, se recomienda que, en su calidad de organización, adopte oficialmente un 
mecanismo para planificar la continuidad de las actividades, creando o nombrando 
un órgano rector que se ocupe de supervisar el proceso de gestión de la continuidad 
de las actividades. Ese comité permanente de gestión tendría el cometido de 
formular la política del FIDA a este respecto. El plan adoptado para asegurar la 
continuidad de las actividades en caso de imprevistos debería tener en cuenta tanto 
los aspectos operacionales como tecnológicos. 
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2) La Tesorería debería realizar un examen pormenorizado de las necesidades de 
personal, teniendo en cuenta un margen de reserva adecuado y las modificaciones 
que se produzcan a raíz del Programa de Cambio Estratégico. Habría que detectar 
y afrontar los riesgos clave relacionados con el personal, incluidos los relativos al 
personal temporal que desempeña funciones fundamentales y la posible falta de 
apoyo adecuado. 

3) El actual Comité Asesor en materia de Inversiones debería escindirse en un 
comité de estrategias de inversión, que se encargaría principalmente de las 
decisiones estratégicas y sobre políticas, y un comité de operaciones de inversión, 
que se centraría en las decisiones relativas a esas operaciones. Este último se 
reuniría con mayor frecuencia y habría de tener flexibilidad para adoptar decisiones 
a corto plazo en función de los cambios en las condiciones del mercado, por 
ejemplo, decisiones sobre reasignación de activos y sobre ajustes de la duración 
dentro de unos límites predefinidos en relación con los objetivos de política 
previstos. 

4) Mientras no se lleve a cabo una integración de los sistemas y se introduzca un 
método de procesamiento totalmente automatizado, habría que mejorar la 
protección de las hojas de cálculo utilizadas actualmente con fines de control y 
contabilidad para reducir los riesgos operacionales. 

5) El desarrollo de una capacidad de previsión de la disponibilidad de efectivo a 
más largo plazo permitiría mejorar las funciones de gestión de la liquidez y de las 
inversiones a corto plazo. 

 
Cabe destacar también las siguientes conclusiones: 
 
Control de las actividades 
 

• La Tesorería debería prever un lugar más seguro para los servidores 
SWIFT/BCI, por ejemplo, una sala acondicionada con un sistema de cierre 
automático a la que se acceda con una tarjeta codificada, que permitiera 
controlar todas las entradas y salidas del personal autorizado. En una sala 
dotada de este tipo de instalación, además de un sistema de vídeo vigilancia, 
quedarían registrados todos los cambios efectuados en los servidores 
SWIFT/BCI, ya fuera a través de los códigos de identificación de acceso a la 
sala del servidor o al equipo mismo, o mediante la verificación visual de la 
identidad de la persona. 

 
• Es imprescindible que el Sistema de Préstamos y Donaciones esté 

plenamente integrado con PeopleSoft, ya que no está previsto sustituir dicho 
sistema con un módulo de PeopleSoft. 

 
• Deberían elaborarse indicadores básicos de resultados para las actividades 

de gestión de tesorería, parecidos a los indicadores elaborados para uso del 
custodio y de los administradores externos. 
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Mecanismo de adopción de decisiones 
 

• Habría que centralizar dentro de la Tesorería todas las funciones 
relacionadas con el crédito e instituir oficialmente funciones de gestión de 
activos y pasivos. Entre las actividades relacionadas con el crédito se 
incluirían el examen y la formulación de recomendaciones sobre las 
condiciones que han de reunir las contrapartes para las actividades internas 
de inversión y la definición de los límites aplicables a las distintas clases de 
instrumentos. Las funciones relacionadas con la gestión de activos y pasivos 
englobarían la creación de un modelo de las necesidades de efectivo del 
FIDA para mejorar las previsiones a más largo plazo, la gestión de la 
liquidez, la planificación de las contribuciones y la estrategia de inversión. 

 
• Sería necesario explicar claramente a todos los interesados, utilizando un 

lenguaje no especializado, las principales estrategias y directrices de 
política para conservar y aumentar el valor de las inversiones. 

 
Estructuración orgánica y del personal 

• La Tesorería debería estudiar la posibilidad de llevar a cabo las siguientes 
actividades: 

o Revisar las categorías asignadas actualmente a cada puesto. 

o Definir las competencias técnicas necesarias para cada puesto y 
realizar una evaluación detallada de los conocimientos de cada 
funcionario. 

o Elaborar un programa de capacitación detallado basado en la 
evaluación de los conocimientos. 

o Examinar las cuestiones relacionadas con la capacidad y la utilización 
del personal. 

 
Adquisiciones 
 

• La evaluación técnica para la adquisición de todos los servicios 
relacionados con la Tesorería debería confiarse a un funcionario que no 
forme parte del comité final de aprobación. Además, se debería velar por 
que no exista una relación de subordinación entre los miembros que 
componen el equipo de evaluación. 

• Las negociaciones contractuales finales con los proveedores seleccionados 
deberían estar dirigidas conjuntamente por la División de Adquisiciones y el 
Consejero Jurídico General, con las aportaciones y el apoyo de la 
Tesorería. 

• El FIDA debería estudiar la posibilidad de revisar el código de conducta 
que aplica actualmente, en la esfera de las adquisiciones, en cuanto a la 
aceptación de regalos de proveedores actuales y potenciales a fin de reducir 
en lo posible el riesgo de tráfico de influencias. En ese sentido, debería 
hacerse hincapié en aclarar la definición de “regalo”.” 
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RESPUESTA DE LA DIRECCIÓN 

6. Los consultores de Madison han comprendido bien las prácticas de inversión del FIDA y han 
señalado cuáles son las prácticas idóneas en esa esfera. La dirección desearía aprovechar esta 
oportunidad para manifestar su reconocimiento a Madison por esta aportación y por el espíritu 
constructivo que ha caracterizado en todo momento su labor. 

7. La dirección ha examinado el informe y, en general, está de acuerdo con las consideraciones y 
recomendaciones que se recogen en él. La mayoría de las cuestiones señaladas por Madison ya se 
habían abordado en informes de auditoría internos y externos y, como indicó Madison, durante 2002 y 
2003 se hicieron importantes progresos gracias a la adopción de medidas correctivas, como el 
perfeccionamiento de las disposiciones de custodia y el nombramiento de un nuevo custodio, la 
armonización del proceso de contratación de inversiones con los procesos de adquisición del FIDA, la 
actualización del Manual de Tesorería y la optimización de los informes sobre los resultados que la 
Tesorería transmite al Comité Asesor en materia de Inversiones. Con la aplicación de las 
recomendaciones de Madison se intensificarán todavía más los esfuerzos del Fondo por garantizar la 
eficacia de las operaciones de tesorería y la calidad de los controles a los que están sujetas. Asimismo 
cabe destacar que están en marcha otras iniciativas que contribuirán a administrar las inversiones del 
Fondo con eficacia, a saber: 

 
a) el Departamento de Finanzas y Administración ha realizado un examen de la gestión de 

activos y pasivos en el Fondo paralelo al de los consultores;  
 
b) el Programa de Cambio Estratégico tiene previsto automatizar e integrar muchos 

procesos operativos del Fondo, entre otros, la gestión del efectivo y la administración de 
los préstamos; 

 
c) la División de Recursos Humanos está a punto de emprender una revisión general de las 

funciones, la clasificación de puestos, la carga de trabajo y las necesidades de recursos de 
todo el personal; algunos de estos aspectos se examinarán en colaboración con la 
Comisión de Administración Pública Internacional de las Naciones Unidas, y 

 
d) la División de Sistemas de Información de Gestión acaba de presentar una propuesta para 

la continuidad de las operaciones en la esfera de la tecnología de la información, y la 
Oficina de Auditoría Interna está realizando una auditoría de las prácticas y los 
procedimientos para asegurar la continuidad de las actividades dentro de la institución. 

 
8. Gracias a estas iniciativas se introducirán una serie de mejoras de procedimiento y estructura 
importantes y se sentará una base práctica para abordar convenientemente los problemas señalados 
por Madison. En aras de la coherencia y por motivos prácticos, la aplicación de las recomendaciones 
de los consultores tendrá que sincronizarse con esas iniciativas. Concretamente, las recomendaciones 
sobre los mecanismos de adopción de decisiones, la estructuración orgánica y del personal y la 
planificación de la continuidad se adaptarán según sea necesario a fin de garantizar la coherencia con 
las estructuras y los marcos institucionales que se introduzcan en el marco de las iniciativas 
mencionadas. Se prevé que la mayoría de las recomendaciones se habrán aplicado para junio de 2004, 
especialmente las relativas a los controles de las operaciones. 
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Madison Consulting Group 

INTRODUCTION 
 
Madison Consulting Group was engaged to assist the International Fund for Agricultural 
Development (IFAD) to evaluate the adequacy of the system of internal controls in the 
investment area, including those pertaining to credit and custodial risks 

The project was designed to focus on: 

 

OBJECTIVES OF REVIEW 

• Assess the general control environment surrounding the IFAD investment 
practices. Assess the adequacy of the ethical, policy, procedural, and guidance 
framework available to staff in performing the assigned tasks, the adequacy of 
the staffing arrangements and an assessment of the organizational structure 
and internal assignment of skills and responsibilities with regard to investment 
related tasks. 

 
• Assess the adequacy of the risk management practices and control procedures 

in place. With regard to externally managed portfolio conduct an assessment of 
recently revised process for the selection and appointment of providers of 
outsourced investment services, the process in place for the assessment of 
performance of such contractors, the controls over the integrity of information 
submitted by outsourced managers to IFAD and the controls over costs of 
outsourced services. With regards to the internally managed portfolio this 
should include an assessment of the controls over the execution of placements 
and currency conversions. 

 
• Assess the adequacy and pertinence of management information produced for 

the performance of the investment activities.  Assess whether pertinent 
information is identified, captured and communicated in a form and timeframe 
that enables staff to carry out their responsibilities in this area 

 
The purpose of this document is to provide IFAD with a set of findings and 
recommendations related to review objectives listed.   In addition, Madison has also offered 
related industry practices and norms.  
 
SUMMARY OF KEY FINDINGS 
 
IFAD Treasury Office has made recent strides to improve the internal controls and risk 
management environment, through the implementation of audit recommendations, including 
updating the Treasury Manual, implementation of KPIs, procurement changes, etc.  In 
addition, some recent organizational and personnel changes have occurred.  It is in this 
context that this study was conducted. 
 
In reviewing the overall control environment of the investments area, Madison categorized 
our findings into five categories– Operational Controls, Decision Structure, 
Staffing/Organization Design, Procurement, and Continuity Planning.  The areas of greatest 
concern were in Continuity Planning and Staffing/Organization Design.  In the remaining 
areas, although there are some key opportunities for improvement, the general control 
environment in place functions adequately.  The top five findings and recommendations are: 
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Madison Consulting Group 

1) Given that IFAD currently does not have a formal continuity plan, it is 
recommended that IFAD as an organization take a formalized approach to 
business continuity planning by establishing or appointing a governing body to 
oversee the Business Continuity Management process.  This management 
steering committee would be responsible for drafting IFAD’s BCM Policy.  The 
plan will need to cover both operational and technological recovery plans.  

2) Treasury should conduct a detailed review of staffing level requirements based 
on adequate backup support, and taking into consideration SCP process changes. 
Key staffing risks should be identified and addressed, including temporary staff in 
critical roles and lack of adequate backup support. 

3) Separation of the current Investment Advisory Committee in two, with an 
Investment Strategy Committee (ISC) focused on policy and strategy decisions 
and an Investment Operating Committee (IOC) focused on operating decisions.  
The IOC would meet more frequently and be given the flexibility to make short-
term decisions based on changing market conditions, such as asset reallocation 
and duration adjustment decisions within a defined range around the policy 
target. 

4) Without integration of systems and straight-through processing, safeguarding of 
the spreadsheets currently used for control and recordkeeping purposes should 
be enhanced to reduce operational risks. 

5) Developing a longer range cash forecasting capability would improve the short 
term investment and liquidity management functions. 

 
Other key findings include: 
 
Operational Controls 

• Treasury should provide a more secure location for the SWIFT/BCI servers, such as 
separate locked room with card entry system.  This would permit IFAD to track all 
staff with access when they enter and leave the SWIFT/BCI server room.  In 
conjunction with a video monitoring system in the room, any changes made to the 
SWIFT/BCI servers can be traced by SWIFT/BCI server room access ID, room card 
access ID, and visual identity verification. 

• Full electronic integration of the Loans and Grants System with PeopleSoft should be 
a requirement, given that LGS will not be replaced by a PeopleSoft module. 

• KPIs for the Cash Management Section activities should be developed to assist with 
the management of the business, similar to the KPIs developed for the custodian and 
the external managers. 

 
Decision Structure 

• Centralize within Treasury all credit responsibilities and formalize the creation of 
asset-liability management responsibilities.  The credit activities would include 
reviewing and making recommendations regarding counterparty eligibility for internal 
investment activities and instrument class credit limits.  The asset liability functions 
would be responsible for modeling cash flow requirements of IFAD to assist with 
longer range cash forecasting, liquidity management, contributions planning, and 
investment strategy. 

• Need to clarify for all constituents, by using "non-investment" language, the core 
strategies and guidelines to meet the investment policies of both preservation and 
growth 
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Madison Consulting Group 

 
Staffing/Organization Design 

• Treasury should consider performing the following exercises: 
o Review the grade levels currently assigned to each position. 
o Define the skill requirements for each position and conduct a detailed skills 

assessment for each staff member.  
o Develop a detailed training plan based on the skills assessments. 
o Review staff utilization and capacity issues. 

Procurement 
• The technical evaluation for the purchase for all Treasury related services should be 

done by staff that are not part of the final approval committee.  In addition, 
consideration should be given to ensuring that no staff reports to another on the 
evaluation team. 

• Final contract negotiations with the selected provider should be headed jointly by 
Procurement and legal counsel, with input and support from the Treasury Office. 

• IFAD should consider reviewing the current code of conduct policy for procurement 
with regard to acceptance of gifts from current and potential providers, to mitigate 
any potential risks of perceived influence peddling.  Emphasis should be placed on 
clarifying the definition of gifts. 
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ASSIGNMENT ACTIVITIES 
 
Activities Performed: 
 

1) Reviewed key documentation 
• Treasury Manual 
• Group of Experts report 
• Executive Board reports 
• Investment Advisory Committee reports 
• External Manager RFP 
• External Manager contract agreements and investment policy guidelines 
• Internal and External Audit reports 
• Custodian Bank service level agreement 
• Procurement Guidelines 
• Terms of Reference of Audit Committee 
 

2) Interviewed key personnel 
• Investment Section 
• Cash Management Section 
• Reporting Section 
• Controller’s  Office 
• Internal Audit Office  
• Procurement Section 
• Management Information Systems 
• Human Resources 

Madison Team: 
1) Bernard Chen 
2) Joyce Yune 
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FINDINGS/RECOMMENDATIONS 
 
I. OPERATIONAL CONTROLS 
 
A. Cash Controls 
 

Current Practice 
• Outgoing payments handled by payment’s area within Cash Management and 

further separated by different Cashiers that handle domestic and international 
payments. 

• Cash receipts and disbursements are predominately handled through  SWIFT/BCI  
Remote Banking systems.   
o SWIFT and BCI Remote Banking servers maintained in segregated area.  
o SWIFT/BCI applications are accessed through individual workstations by 

authorized staff in the Cash Management section. 
• Cash Management section maintains two sets of procedures for authorizing 

outgoing payments. 
o SWIFT/BCI require one authorized user to prepare financial messages and a 

second authorized user to send the messages with no set limits on 
transaction amounts. 

o Internal cash control procedures require that the accompanying payment 
documentation be approved (via signature) by two Treasury Officers for any 
payment over $100,000. 

• All transactions are reconciled daily by bank account against SWIFT/BCI. 
• Cash receipts and cash transfers among IFAD contribution and operational bank 

accounts are handled by a different Cashier. 
• Loans and grants recordkeeping is not a module within PeopleSoft and therefore 

is maintained on a separate system (LGS).  Posting to the LGS and PeopleSoft 
G/L is currently done in two parts by FT (manually) and FC (via a file upload).   

 
Industry Practices 
• Traditionally, most corporate treasury groups have a proprietary treasury workstation 

provided by their bank, which allows for terminal initiation of wire transfers and 
terminal notification of inbound transfers.  Recently, corporations were given 
permission to be a member of SWIFT.  At this point, direct SWIFT access is 
considered industry best practice since it permits single point of entry for all money 
transfer activities. 

• Restricted access to the treasury workstation or SWIFT/BCI servers is a critical 
component to security, including physical access to the servers. 

• Both corporate treasury groups and bank funds transfer operations are subject to 
frequent regular audits of funds transfer operating procedures, given the financial 
sensitivity of these activities.  

 
Madison Recommendations 
• IFAD is rather unique in that it has its own dedicated SWIFT server.  This gives IFAD 

the ability to send and receive authenticated instructions directly to any bank (central 
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and commercial) from a single source.  Most corporate treasury groups currently do 
not have this capability.  

• We found the overall controls surrounding payment execution and authorization to 
be appropriate; however, we would recommend that Treasury provide a more secure 
location for the SWIFT/BCI servers – a separate locked room with card entry system 
would be the most appropriate.  A card entry system is superior to a key system 
because it will allow IFAD to identify and track all staff who have access to the 
SWIFT/BCI room.  In addition, a video monitoring system should also be installed. 

• While there is adequate and appropriate segregation of duty within the Cash 
Management section, IFAD is exposed to additional risk by having a small cash 
group.  Strictly from a control perspective, we suggest a person(s) outside of the 
Cash Management section receive a copy of (or have access to) the daily closing 
documents reconciling transaction items against SWIFT/BCI such as the Treasurer or 
the Controller. 

• Currently there is no integration among PeopleSoft, LGS and SWIFT/BCI which 
necessitates the use of offline spreadsheets and manual reconciliation processes.  Of 
particular concern is the potential for data corruptibility, which if gone undetected 
will cause users to save and backup the corrupt files.    On a short term basis, we 
recommend that if spreadsheets are used for both control and recordkeeping 
purposes, that management look to enhance systems/measures to safeguard the 
integrity of the data and develop the capability to recreate any lost information, 
manually or otherwise.   

• A primary component of IFAD’s business is the disbursement and management of 
loans and grants and as such, the Loans and Grants System (LGS) represents a key 
application which should be fully integrated into the PeopleSoft system.  The file 
extract, review and upload process used by the Controller's office is not a true 
interface in that it is performed in an uncontrolled environment - i.e. the file can be 
manipulated prior to uploading.  We recommend developing an interface between 
LGS and PeopleSoft to automate both Treasury and Controller activities and create a 
controlled application environment.     

• Finally, we recommend that Treasury consider developing and implementing non-
performance return related KPIs for its internal cash control operations to track such 
things as counterparty investment distributions, transaction volumes and failed 
payment instructions.  Madison would also recommend publishing a summary of 
these KPIs to the IOC for review. 

 
B. Liquidity Management 
 

Current Practice 
• Cash Management area also handles the fund’s short-term investments and performs 

short-term cash forecasting to ensure the availability of liquid funds.  
• Forecasting period is short - averaging 2 weeks. 
• Short-term forecasting is done through the use of offline excel spreadsheets, the 

cash books, which track receipts and payments.  
• Investments consist of short term time deposits.  Banks are selected based on best 

interest rate offered from 3 quoting banks.  
• The list of eligible banks for time deposits and counterparts for FX transaction are 

reviewed by IAC on an annual basis. 
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• Replenishment procedures are triggered when cash operating balances dip below a 
specified level. 

• For currency transactions authorized by SDR requirements or operating cash 
replenishment needs, the process used is similar to that used for time deposit 
selection (quotes from 3 banks). 

 
Industry Practices 
• Traditional cash forecasting techniques follow three broad methodologies: 

o Receipts and disbursements approach is the most common and requires 
detailed knowledge of all cash inflows and outflows. 

o Statistical techniques (time series methods and regression models) are more 
complex but very accurate. 

o Balance sheet approach is based on the fundamental accounting principal 
“assets = liabilities + shareholders’ equity”. 

• Typical forecasting period varies based on the needs of the company and the 
forecasting method used. 

• All forecasting methods rely on historical data as key input, require high-quality raw 
data, and demand a rigorous process of review and assessment through forecast to 
actual comparisons. 

• Short term investment decisions are typically determined by longer range forecasts 
and flexibility provided by eligibility of short term instrument classes. 

 
Madison Recommendations 
• The process of investing in time deposits and in currency transactions is properly 

controlled, but the eligibility of banks should be more proactively managed.  (see 
under Decision Structure – Delegation of Authority – suggestion on centralization of 
Credit responsibilities 

• Madison believes that Treasury would benefit from being able to perform longer term 
forecasting.  This would reduce pooling cash and increase short term investments 
and at the same time may also provide Treasury the opportunity (depending on 
forecasting period) to consider investing in wider range of short term maturities, and 
even possibly instruments other than time deposits.  

• We would recommend Treasury use the receipts and disbursements approach to 
cash forecasting.  This would involve constructing a timeline depicting known and 
estimated cash inflows and outflows.  This forecasting approach will allow Treasury 
to project cash balances on a daily basis which will aid the liquidity management 
process.  Ultimately, the goal of forecasting is to provide Treasury with the ability to 
make better financial decisions with regard to the timing of debt/investments 
maturities, cash transfers and other cash related activities. (see under Decision 
Structure – Delegation of Authority – suggestion on creation of Asset-Liability 
Management responsibilities) 

• As part of the function of the cash management area, we recommend developing 
and implementing KPIs for the internal investment portfolio to track such things as 
number and amount of investments per bank and interest rates quotes.  These might 
be useful in assessing the attractiveness of eligible banks and assist in the process of 
choosing which banks to request rate quotes.  Madison would also recommend 
publishing a summary of these KPIs to the IOC for review. 
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C. External Manager Monitoring 
 

Current Practice 
• Investment Section head monitors the overall external manager relationship: 

o Tracks key indicators of health of relationship. 
 Tracks qualitative indicators and IFAD staff feedback on manager 

service quality.  
 Monitors investment team turnover, although information is generally 

not forthcoming directly from managers. 
 Reviews performance and risk indicators for underperformance, risk 

levels, etc. 
 Monitors quarterly best execution reports on equities managers 

[Under discussion with new Custodian]. 
 Does not currently review internal audit practices of external 

managers. 
 Does not currently track firm survival risk of managers given that 

IFAD has a bias toward hiring larger investment firms. 
o Escalates key concerns to the Treasurer for review and possible presentation 

to the IAC. 
o Periodically reviews with external managers overall relationship health and 

any key concerns. 
o Provides input during contract and fee negotiations, including insurance 

agreements, parent guarantees, and most favored nation clause. 
• Reporting Section compiles, analyzes, and publishes performance return and risk 

related Key Performance Indicators for external managers to the IAC and to the 
Executive Board1. 

• Investment Section staff responsible for oversight of ongoing operating activities of 
external managers. 

o On a monthly basis, review and validate manager fee invoices submitted for 
payment.  Submit for signature by head of Investment Section and Treasurer 
(or Assistant President) to authorize for payment. 

o On a monthly basis, review and validate commission recapture rebates from 
equity trades. 

o For compliance tracking: 
 Tests are set up by Investment Section staff based on mandate 

guidelines using the Custodian’s online system (Passport). 
 On a daily basis, review and track any identified violations and work 

with managers to resolve.  All violations are documented and reported 
to Investment Section head. 

 
Industry Practices 
• Typically, performance returns and risk indicators are the critical performance 

indicators tracked for each external manager. 
• Additional KPIs that are generally monitored include guideline violations, fund 

manager turnover, best execution controls for equities, and operational controls 

                                                      
1 Executive Board receives summary level performance return and risk related KPIs. 
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certification.  Some of these are included in the contract agreement as notification or 
certification requirements. 

 
Madison Recommendations 
• Current process is relatively comprehensive and indicates good vigilance in tracking 

external managers.  Nevertheless, there are some specific areas of possible 
improvement: 

o With regard to tracking the overall relationship health by the Investment 
Section head, there is very little by way of procedural documentation of what 
activities should be performed.  There is documentation on the KPIs chosen, 
but nothing regarding any other indicators currently tracked, or red flag types 
of issues.  Although the tracking of many of these indicators are relatively 
subjective, some form of procedural documentation would be appropriate, 
especially to define what documentation records should be maintained for 
tracking each manager relationship.  

o For non-performance return and risk related KPIs such as guidelines 
violations, it should be made clear and documented that the Investment 
Section is responsible for compiling the KPIs for each external manager, and 
what are the data sources to be used.  In addition, Madison would 
recommend publishing a summary of these KPIs and some commentary from 
the Investment Section to the IOC for review. 

o If it is not included in the current contract agreements, the managers should 
offer some form of signed assurance or certification attesting to their audit 
practices and operational risk controls. 

o In the future, if IFAD would consider contracting a boutique investment 
manager, then a clause in the contract agreement should permit IFAD to 
review the financial health of the firm.  [This could be included in all 
contracts, and just not exercised with larger firms.] 

o The compliance tests set up by the Investment Section staff should be 
verified by a colleague prior to “going live”, to ensure that incorrectly defined 
compliance tests are not being used to monitor a manager. 

• Investment Section head has indicated an interest in involving his staff in the higher 
level manager tracking functions and in the relationship management activities, but 
staffing constraints have made this not possible.  Madison would like to see a staffing 
review that would determine the staffing levels and skills required to allow this to be 
implemented.  This would ensure backup for all activities performed by the 
Investment Section head. 

• Similarly, a resource requirements review would also determine the staffing levels 
required to ensure adequate backup for all the activities performed by the 
Investment Section staff. 

• For practical, not control risk, reasons, IFAD should consider moving the verification 
of manager fees and commission recapture rebates to the Controllers Office, since 
the verification process for manager fees is already being duplicated by the 
Controllers Office before release for payment.  Authorization must still be performed 
by both Treasury and Controllers Offices prior to payment, but the verification need 
only be performed once.  With commission recapture rebates, the Investment 
Section should be responsible for review and analysis of directed trade requirements 
of the equity managers. 
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D. Custody Monitoring 
 
Current Practice 
• On a monthly basis, Investment Section staff oversee reconciliation of asset 

statements between custodian and managers. 
• On a monthly basis, Investment Section staff review and validate custody fee 

invoices submitted for payment.  Submits for signature by head of Investment 
Section and Treasurer (or Assistant President) to authorize for payment. 

• On a monthly basis, Investment Section staff review and validate the securities 
lending income due IFAD. 

• Investment Section tracks Key Performance Indicators (KPIs) based on the custodian 
Service Level Agreement (SLA), which are currently not reported to the IAC but are 
planned for the future. 

• The Investment Section head provides significant input into the Custodian contract, 
including the SLA, and assists during contract negotiations. 

 
Industry Practices 
• Investment data integrity is typically performed by comparing investment manager 

investment reports with custodial reports.  This activity ensures synchronization and 
accuracy of data between the two parties.  

• Industry practice is to define Key Performance Indicators (KPIs) using the service 
level agreement (SLA) as a guide, and monitor the performance of the custodian.  In 
many cases, the KPIs are documented as part of the SLA with the custodian.  
Periodic reviews with the custodian are used to discuss areas of concern and define 
corrective action steps. 

 
Madison Recommendations 
• IFAD’s current custodial contract requires monthly reconciliation between the 

managers and the custodian before reports can be released.  This brilliant piece of 
contractual design guarantees timely completion of this activity and transfers the 
operational burden away from IFAD staff.  It also offers assurance to IFAD that the 
investment reports received are accurate. 

• Oversight responsibility for the reconciliation between the custodian and the 
managers should still reside within the Investment Section, but they must ensure 
that the contractual requirements in terms of tolerance and time frames are being 
met each month.  These statistics should be added to the custodian KPIs.  Other 
IFAD areas that receive these reports should be notified when issues arise during the 
reconciliation process. 

• Current process is relatively comprehensive and indicates good vigilance in tracking 
the custodian relationship.  The one issue identified is that it should be made clear 
and documented what custodian KPIs should be tracked by the Investment Section, 
and what are the data sources to be used.  In addition, Madison would recommend 
publishing a summary of these KPIs and some commentary from the Investment 
Section to the IOC for review. 

• For practical, not control risk, reasons, IFAD should consider moving the verification 
of custody fees and verification of securities lending income to the Controllers Office, 
since the verification process for custody fees is already being duplicated by the 
Controllers Office before release for payment.  Authorization must still be performed 
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by both Treasury and Controllers Offices prior to payment, but the verification need 
only be performed once.  With Securities lending income, the Investments Section 
will still be responsible for review and analysis of the securities lending income 
source details.  

 
E. Performance Measurement and Risk Monitoring 
 

Current Practice 
• On a monthly basis, Investment Section staff oversee reconciliation of performance 

reporting between custodian and managers, which occurs concurrently with the 
asset statement reconciliations.  (See Operational Controls – Custody Monitoring – 
recommendation on custodian-manager reconciliation oversight) 

• Reporting Section compiles, analyzes, and publishes performance return and risk 
data derived from custodian and manager reports for both IAC and Executive Board 
review.   

o Manager level performance returns and risk measures are reviewed against 
the benchmark, other managers with similar mandates, and industry peers. 

o Composite performance analysis is presented at the mandate, asset class, 
geographic, and total fund levels.   

o Managers are including returns, volatility, and tracking error. 
o Currency composition and exposure analysis is presented 

• Benchmark selection for externally managed mandates is included as part of each 
mandate’s investment guideline definition, and approved by the IAC. 

• There is currently no benchmark defined for internally managed cash investments. 
 

Industry Practices 
• Industry practice is to track manager performance and risk levels relative to 

benchmarks and peers.  This is the primary means for assessing whether the 
managers are achieving the objectives set out for them. 

• Performance measurement and risk analysis also offers critical information for 
reviewing investment strategies including asset allocations, entry into new 
investment classes, liability support, etc.  

 
Madison Recommendations 
• Performance and risk reporting compiled by Treasury is comprehensive.  The analysis 

performed is thorough, permitting the organization to evaluate individual manager 
performance and to use this information in evaluating the overall investment 
strategy. 

• One suggestion to augment the performance and risk reporting is to perform a fund 
level performance return comparison between actual and target allocation. This 
would require some additional calculations and analysis by the Reporting Section, but 
could provide additional input into the review of short and long term fund allocation 
strategies. [This is planned to be included in 3rd quarter 2003 reporting.] 

• Current benchmarks chosen are appropriate for each defined external mandate and 
are typical from an industry practice perspective. 

• Unless IFAD chooses to move beyond TD investing and establish a more robust cash 
management mandate, a short term benchmark would not be relevant.  Currently 
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with short term investments, greater emphasis is placed on safety and liquidity than 
on performance. 

 
F. Documentation 
 

Current Practice 
• Based on recommendations from the Internal Audit group regarding proper 

documentation, Treasury has recently completed a working draft of a Treasury 
Manual. 

• The current draft of the Treasury Manual describes key activities and processes 
performed by the Treasury group. 

• It appears that documents are archived based largely on lack of the availability of 
storage space in the IFAD offices. 

 
Industry Practice 
• Documentation with respect to operating procedures are typically used for multiple 

purposes which include: 
o To comply with internal/external audit requirements 
o To be used in the training of staff 
o To be used as part of firm wide contingency and continuity planning 

• Generally fully integrated with systems' user manuals 
• Archiving standards and requirements vary based on industry specific regulatory 

requirements.  For example, US banks are required by law to keep transaction 
records and legal documents for a period of 7 years.  From a practical standpoint, 
most firms typically maintain hard copy records that are easily accessible for a period 
of 1 year.  However, the use of digital archiving technology has become the industry 
best practice and has allowed for increased onsite access to historical data. 

• There are interrelationships between archiving policies and Business Continuity 
Planning since both require offsite storage of documentation and data.  This 
integrated approach allows firms to better understand their own storage, backup and 
archiving needs.  Appendix III provides a high level overview of the primary 
differences between storage, backup and archiving. 

 
Madison Recommendations 
• While the current Treasury Manual meets minimum audit requirements for process 

documentation, we believe that this document could be significantly enhanced as an 
operating procedures manual in order to fulfill staff training and contingency 
planning requirements. 

o For illustrative purposes, we are attaching as an Appendix IV (sent under 
separate cover) a sample excerpt from an actual procedures manual. 

• Madison also recommends the addition of specific IFAD policies and guidelines as 
additional sections to the manual including: 

o Investment management agreement templates 
o Investment guidelines (for externally managed funds) 
o Custodian service level agreement 
o Standing investment policy for IFAD (e.g. target allocations, duration 

requirements, benchmarks, target rate(s) of return etc.) 
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o Standing signing authorities 
o Standing list of eligible counterparties for internal investments and currency 

conversions 
o Counterparty exposure limits for internal investments 

• Madison recommends that Treasury (in conjunction with Internal Audit) review the 
formalized policies and procedures for archiving and disposal published by the 
Information Resources Centre.  Consideration should be given to performing this in 
conjunction with the Business Impact Analysis phase of Business Continuity Planning.  

 
II.  DECISION STRUCTURE 
 
A. Investment Strategy 
 

Current Practice 
• As a result of the Group of Experts review, IFAD has modified its investment policy 

as follows: 
o Reduction in the allocation to equities to 10%. 
o Change of minimum credit rating for fixed income assets to AA-. 
o Target real rate of return has been recently modified from 5% to 3.5% 

(although not formally documented yet). 
• Subsequent changes to the execution of the new investment policy include: 

o Overall reduction in the number of external manager accounts from 25 to a 
more manageable size. 

o Fixed income investment mandates currently limited to: Global Government 
Bonds, Global Inflation Indexed Bonds, and Diversified Fixed Interest. 

o Equities investment mandates currently limited to North American and 
European Equities. 

 
Madison Recommendations 
• The Financial Regulations of IFAD state that: “In investing resources of the Fund, the 

President shall be guided by the paramount considerations of security and liquidity.  
Within these constraints the President shall seek the highest possible return in a non-
speculative manner.”   

• IFAD should more clearly define its investment goals and objectives.  Its current 
goals of both capital preservation and a target rate of return objective tries to satisfy 
the full Financial Regulation statement, but can create conflicting investment 
strategies and financial risks during uncertain and volatile economic conditions: 

o Capital preservation typically requires an investment policy that does not put 
principal capital at risk, and offers “security and liquidity”.  Possible 
implementations would include fixed return investments, buy and hold 
strategies, laddered investments to match cash flow requirements, or other 
investment strategies that will not create absolute losses.  The downside to 
these investment strategies is during rapid changes to market conditions, 
they can lock the Fund into investments that produce performance returns 
below prevailing market yields. 

o Achieving a target rate of return typically requires an investment policy that 
will need to provide some investment flexibility to permit adjusting risks levels 
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taken during certain market conditions.  As long as the target return is 
reasonable (3.5% real return would be considered reasonable), this could 
offer “the highest possible returns in a non-speculative manner”.  But, taking 
greater risks in order to try to achieve on average the target return will create 
greater performance volatility and could from time-to-time produce significant 
underperformance, including negative returns.  These situations would be in 
direct conflict with the “security and liquidity” requirement. 

o IFAD may want to consider adding some commentary using “non-investment 
language” to the current Investment Policies to help clarify to all its 
constituents, the objectives of both preservation and growth, and the 
strategy to meet those objectives.   

 
• Assuming that IFAD is comfortable the “security and liquidity” requirements are 

being met by the investment policy changes recently made as a result of the Group 
of Experts report, we would offer the following thoughts for consideration: 

o Analysis should be performed to determine whether actively managed 
portfolios provide adequate outperformance to justify the additional cost over 
investing in index funds.  It is our belief that active oversight of the external 
managers can offer relative outperformance against the benchmark to justify 
the additional cost for active management and oversight.  On the other hand, 
investing in index funds could greatly simplify and reduce the oversight 
requirements for IFAD. 

o The following are some suggested adjustments to the current investment 
guidelines, based on typical industry practices (not limited to IFIs): 

 One method for classifying equity investments is by market 
capitalization (large, mid, and small) and by country of origin 
(developed and emerging markets)  IFAD’s current investment policy 
appears to be a more conservative, lower risk investment profile, 
which should translate to investments limited to large cap equities in 
developed markets.   

• IFAD should consider including in its investment policies the 
use of industry standard investment mandates to define the 
permitted investments for the equities mandates, such as the 
S&P 500 and MSCI EAFE which are large cap equity 
benchmarks.  [Specific mandates by manager could be more 
narrowly defined as IFAD sees fit.] 

• In the future, to provide adequate flexibility while retaining the 
lower risk investment profile, IFAD should consider expanding 
the equities mandate to include MSCI Pacific assets.  As part of 
the MSCI EAFE index, all assets within the benchmark are part 
of the large cap investment universe. 

• In the future, should IFAD consider extending their investment 
risk profile in equities, diversifying into the emerging markets 
countries, as defined by the MSCI EMF index, could be 
reconsidered, which are still limited to large cap equities 
investments.   

 For fixed income investments, mandates are typically classified as 
investment and non-investment grade, and within investment grade 
further classified by government, inflation index, and diversified.   For 
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the diversified investment grade mandate, typical industry practices 
generally permit investments across all publicly traded instruments.   

• IFAD should consider limiting the credit rating requirements for 
all mortgage-backed and asset-backed securities to AAA only.  
As derivative products, these securities are inherently more 
difficult to assess from a credit risk perspective. 

• In the future, should IFAD consider extending their investment 
risk profile in fixed income, reducing the minimum credit 
requirement to A for the purchase of government (and/or 
corporate) bonds could be considered.   

• IFAD may want to verify that the detailed description of its 
minimum credit rating policy for all fixed income assets are 
properly synchronized and reflected across all investment 
related documentation, including all IMAs and the Investment 
Policy.  

 
B. Delegation of Authority 
 

Current Practices 
• For all decisions related to cash and investments, there appear to be two primary 

decision making bodies that have been given delegation of authority – the Treasurer 
and the Investment Advisory Committee (IAC).  The Treasurer in turn has given 
delegation of authority to staff members within the Treasury Office for various 
operational activities and functions. 

• In general, the IAC is charged with making recommendations to the President on all 
policy and policy execution related decisions.  In practice, the IAC, which includes 
the President, makes the final decisions.  In some areas, Executive Board approval is 
sought prior to final approval.  Since 2000, interactions with the Executive Board 
have been more active.  A sample of IAC responsibilities include: 

o Selection and replacement of External Managers, Custodian, Investment 
Advisor 

o Decision to add or eliminate an investment mandate, and timing of funding of 
mandates 

o Changes to investment strategy and asset allocation 
o Changes to investment policies and guidelines 
o Counterparty eligibility 

• The Treasurer is primarily responsible for implementing the decisions made by the 
IAC, overseeing the investment of the funds, and the movement of funds, most of 
which he/she has delegated to the Treasury staff. 

• The specifics on the delegation of authority within the Treasury Office are currently 
being updated.  Overall they include: 

o Oversight of External Managers and Custodian 
o Interaction with Investment Advisor 
o Cash receipt and disbursement activities 
o Cash forecasting and funding activities 
o Short term investment activities 
o Investment related reporting activities 
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o Control and reconciliation functions associated with all these activities 
 

Madison Recommendations 
• The delegation of responsibilities as currently defined appear to be well thought out 

and, for the most part, appropriate.  The terms of reference for each delegated 
authority is well documented, or are currently being updated to reflect recent 
changes to responsibilities, signing authorities, etc. 

• Taking into consideration the increasing volatility and frequency of market changes, 
Madison would suggest for IFAD’s consideration a modification to the current IAC 
decision-making model.  We would propose that there be two decision-making 
bodies, with some overlapping participants, whereby the current IAC areas of 
responsibility would be separated into policy/strategy decisions and operating 
decisions.  The committee responsible for making policy/strategy decisions would 
meet with similar frequency to the current IAC, and the committee responsible for 
making operating decisions would meet more frequently, such as monthly.  The 
thought process behind this suggestion is that delegation of authority for more 
tactical operating decisions should be given to a team composed primarily of 
operating staff that can respond to changing market conditions in a more timely 
manner. 

o The Investment Strategy Committee (ISC) would be responsible for the policy 
and strategy decisions currently delegated to the IAC.   

 Suggested composition for the ISC committee would include:  
• President 
• Vice President 
• Assistant President, Administrative and Finance Services Dept. 
• Treasurer 
• Controller 
• Chef de Cabinet 

 Suggested areas of responsibility for the ISC would include: 
• Selection and replacement of External Managers, Custodian, 

Investment Advisor 
• Approval of investment mandates and associated benchmarks  
• Setting of asset class level allocation targets 
• Setting of mandate level allocation targets 
• Range limits around each target that the fund could deviate 
• Investment guidelines related to eligibility of investments, 

including credit quality, country eligibility, and instrument class 
eligibility, and to mandate level targets, including duration 

o The Investment Operating Committee (IOC) would be responsible for 
investment operating decisions currently delegated to the IAC. 

 Suggested composition of the IOC committee would include:  
• Assistant President, Administrative and Finance Services Dept. 
• Treasurer 
• Investment Section head 
• Cash Management Section head 
• Reporting Section head 
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• Delegate from the Controllers Office 
 Suggested areas of responsibility for the IOC would include: 

• Analysis and recommendation to the ISC for the replacement 
of External Managers, Custodian, Investment Advisor 

• Timing of funding of mandates 
• Rebalancing of the overall fund 
• Short term allocation changes across mandates within each 

major asset class within a defined range around the target 
• Allocation changes across managers within a mandate within a 

defined range around the target 
• Short term adjustments to fund and mandate level duration 

weighting within a defined range around the target 
• Counterparty eligibility 

o Clarity of responsibilities for the two committees is critical to ensure 
accountability and minimize ambiguity. 

o For both committees, consideration should be given to getting external 
opinions on significant decisions.  This could be achieved with several 
different methods, but there are two alternatives that Madison would 
suggest: 

 Invite external advisors to join each committee. 
 Solicit feedback from external advisors on each significant decision to 

be made 
 In either case, external advisors could be individuals from: 

• Other IFIs 
• Consultancies with investment expertise 
• Investment management firms ( who are not current 

providers) 
• Madison would suggest for IFAD’s consideration the centralization of all credit 

responsibilities within Treasury.  This consolidation would ensure active management 
of all credit related matters. 

o It is not envisioned as a full time resource, but rather a set of responsibilities 
within a resource’s overall responsibility. 

o Make recommendations to the IOC regarding all counterparty eligibility 
related matters for all internal investment activities (e.g. short term 
investments, currency conversions).  This would include monitoring and 
assessing current eligible counterparties, identifying and evaluating 
potentially new counterparties, and reviewing exposure limits. 

o When requested by the ISC, assess and make recommendations regarding 
eligibility and credit limits of new and existing fixed income instrument 
classes. 

o Be educated in the credit risks associated with each eligible fixed income 
instrument class, assist with training of Investment Section staff, and assist 
Investment Section staff, as needed, with oversight of external manager 
credit risk exposures.   

 
• Madison would suggest for IFAD’s consideration the creation of asset-liability 

responsibilities to be included in Treasury.  The primary focus would be on modeling 
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the cash flow requirements of IFAD in order to provide additional input into the 
investment decision process, both strategic and tactical. 

o It is not envisioned as a full time resource, but could possibly be combined 
with the credit responsibilities to create a full time role. 

o Develop a long term cash flow model to understand and better anticipate the 
cash needs of the organization 

 Provides monthly cash forecasting data to Cash Management Section, 
augmenting their current short term forecasting 

 Offers data to better manage contribution flows, and assist EAD with 
planning 

 Provides data to Treasury to better understand rate of return 
requirements and volatility effects, and offer additional inputs into the 
modeling and analysis of investment strategy decisions 

• Madison would recommend that responsibility for securing tax exempt status for 
IFAD regarding investments be given to the General Counsel, if this has not be done, 
with input from Treasury regarding priorities. 

 
III. STAFFING / ORGANIZATION DESIGN 
 
A. Treasury Organization Structure 
 

Current Practice 
• Treasury is currently composed of three sections 

o Investments – oversees external providers including managers and custodian, 
and tracks external investments 

o Cash Management – manages short term investments, performs cash receipt 
and disbursement activities, and performs cash forecast and funding activities 

o Reporting – compiles all key investment related reporting, performs 
investment related analysis for reporting  

 
Madison Recommendations 
• The Treasury organization performs 4 distinct sets of activities  

o External Investments – oversees external providers including managers and 
custodian, and tracks external investments 

o Cash Control – performs cash receipt and disbursement activities, performs 
cash forecast and funding activities, inputs cash activities into the general 
ledger 

o Internal Short Term Investments – manages short term investments 
o Analytics and Reporting – compiles all key investment related reporting, 

performs investment related analysis for reporting 
• Looking at the organization in this manner helps to illustrate some key functional 

distinctions 
o Cash Control is an operations area with a heavy emphasis on daily 

transactional activity.  Supervision and oversight of this area focuses on 
timely execution and strong operational controls – signing authorities, 
separation of duties, daily proofs, and transactional audit trials. 
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o All other areas may have some daily execution related responsibilities, but 
most either have or could have an analytic component to the responsibilities. 

 How is the external investment manager performing?  Have they been 
adhering to guidelines consistently?  Should the manager be put on 
watch for replacement? 

 How are the investments performing?  Should we consider other 
short-term investments to boost yields? 

 What level of risk are the managers taking?  What is their risk-
adjusted performance? Is the overall fund performing as planned?  
What is causing performance deviations from target? 

• One implication might be that Treasury should periodically review the organizational 
design to determine if the prevailing structure makes sense given the functional 
activities, overall effectiveness and efficiency of the organization structure, and in 
light of other changes such as SCP implementation. 

o Size of the organization is an important factor to consider given the 
administrative overhead required to manage each section, and greater 
difficulties managing staffing backups and cross training when sections are 
too small in size. 

o Synergies must also be considered such as 
 Cash management and cash control 
 External investments and Reporting/Analytics 

o Madison would counsel the Treasury to move toward fewer sections rather 
than more, given the relatively small size of the organization. 

• This perspective of Treasury activities also provides additional input for reviewing 
various staffing related issues – position grade levels, resourcing levels, and staff 
training. 

 
B. Staffing Grades and Positions 
 

Current Practice 
• Treasury is currently composed of both Professional and General Services staff 
• It is difficult to discern the pattern defining grade level with positions 
 
Industry Practices 
• In private industry, job content is a primary driver in defining the grade level and 

compensation.  In most cases, analyst positions tend to carry a higher grade than 
operational positions.  In situations where this is not the case, the analyst positions 
will usually offer higher compensation, or a faster track to promotion. 

• In the public sector, compensation and promotion are much more restrictive and 
cannot be used as easily to distinguish functional positions in lieu of grade level.  
Therefore, it becomes a more important issue to properly grade positions.  

 
Madison Recommendations 
• Madison does not understand the grading structure used in IFAD, or the implications 

of re-grading positions.  Nevertheless, the current grading of positions within 
Treasury does not meet with our perception of the job content for each position. 
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• Treasury should consider working with HR to review the grade levels by position.  
For example 

o The analyst positions within the Investment and Reporting Sections should 
have a different grade level than the Cash Control operational positions.  
Madison would consider the analyst positions to be professional level 
positions.  Further detailed analysis of the activities performed within these 
two sections could warrant the retention of General Services staff positions to 
handle the non-analytic activities, but the analytic activities should merit a 
grade change. 

 
C. Staff Training 
 

Current Practice  
• Treasury has not consistently completed performance appraisals over the past 

several years. 
• In practice, Treasury submits annual training requirements, based on each section 

manager’s identification of key needs of their staff.  Most are classes and seminars to 
meet a tactical need - gain an understanding of an asset class, or usage for a 
software application, or interpretation of a new reporting requirement. 

• Treasury historically has not taken a strategic approach to training and developed a 
comprehensive training plan for its staff members.  Moreover, it does not appear that 
a systematic analysis is performed to determine the longer term development and 
training needs of each staff member relative to their current and projected positions 
and job requirements. 

 
Industry Practices 
• In general, industry best practice is to leverage the performance appraisal process to 

identify short and long term development needs of each staff members, which takes 
into consideration their current position as well as their anticipated progression 
through the organization.  This is then used to develop a comprehensive training 
plan for the next year’s annual business plan, and for the multi-year business plan. 
Each staff member then knows their own training and development needs and goals, 
and can modify them should their progression through the organization changes.   

 
Madison Recommendations 
• Human Resources should enforce its appraisal policy for Treasury to ensure an 

annual review is completed for all staff and be used to assist in identifying 
development needs. 

• Treasury should carefully review and refine the skill needs for each job position 
across each Section.  It is important to recognize that different position can carry 
very different skill requirements.  For example, management and supervision of the 
operational activities within Cash Control is a very different skill from managing 
analysts within the Investments Section.  Skills requirements, and therefore, training 
requirements will differ substantially for the section leaders. 

• Treasury should then conduct a detailed skills assessment of each staff member and 
map that against the identified skills needs of each of their job positions.  This will 
identify, by staff member, the current development needs, which can then be 
prioritized and submitted into a comprehensive training plan.  Madison’s quick 
assessment is that all of the current staff can support the basic requirements of each 
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of their positions, but in many cases, training would offer additional skills to equip 
the staff to operate within their positions in an expanded manner. 

• Going forward, this process should try to take a more proactive approach to skills 
enhancement, by preparing staff members for expanded responsibilities within their 
positions, or new positions, or new investment classes being considered or 
evaluated.  

• Methodology should be developed to assist with the prioritization of training needs.  
Examples of some current areas of concern include: 

o Recent levels of exposure to mortgage and asset backed securities while 
within overall mandate limits, may require additional training for both 
Investment and Reporting Sections in order to permit internal analysis of 
exposure risks. 

o Recent entry into Inflation Protected Securities, while not requiring detailed 
understanding to provide manager oversight, may require training for both 
Investment and Reporting Sections in order to better understand their 
behavior and effect on the overall fund performance returns and risks.  

 
D. Staffing Levels 
 

Current Practice 
• Treasury at its current staffing levels appears to operate quite lean.  There does not 

appear to be much excess capacity amongst the staff, given the current operating 
practices. 

• There are a number of non-permanent staff members in significant positions, 
combined with the leanness of the organization, could create substantial contingency 
risks.    

 
Industry Practices 
• Most well run organizations operate with a lean staffing model.  The best run 

organizations manage contingency and backup planning as part of the operation of 
the organization.  Formalized procedures are difficult to maintain, since contingency 
and backup plans must be fluid with changes to the organization structure and to 
staff turnover.  Nevertheless, most managers will maintain a contingency and backup 
plan based on their current staff makeup, and use this as input into staff level 
planning.   

 
Madison Recommendations 
• Treasury Office should consider undertaking a comprehensive review of the staffing 

level requirements, taking into consideration SCP plans, contingency and backup 
planning requirements, and permanent and non-permanent staff mix. 

• As a result of the review, development of a comprehensive staffing plan could be 
used as input to budget planning, organizational design, training planning, job 
position grade level reviews, etc. 

• Key current staffing risks should be highlighted as critical items and addressed, 
including temporary staff in critical roles, and absence of backup training for specific 
functions. 

 



VERSION 3.0 
IFAD – INVESTMENT SECURITY REVIEW 
 

 22

Madison Consulting Group 

IV. PROCUREMENT PROCESS 
 
A. Process standardization 
 

Current Practice 
• The procurement process for treasury related procurement has evolved recently to 

include the Procurement Section.  The current process for the decision of treasury 
related procurement is still an interim solution as the current Investment Advisory 
Committee has overlapping responsibilities with the Contracts Review Committee. 

• Procurement Section assists with management of the process. 
• Terms of Reference, evaluation criteria and weightings, are defined by Technical 

Evaluation Team comprised of Treasury Office personnel, led by Treasurer. 
• List of candidates to be included in the RFP process are determined by Technical 

Evaluation Team. 
• Evaluation of RFP responses are performed as follows: 

o Technical review and evaluation performed by Technical Evaluation Team. 
o Financial review and evaluation performed by Financial Evaluation Team, 

comprised of Procurement Section personnel. 
• Procurement and Treasury jointly review and make recommendation to Contracts 

Review Committee (CRC) and the Investment Advisory Committee (IAC). 
• Upon approval, Treasurer with legal counsel assistance, negotiates final contract 

terms. 
 

Industry Practices 
• Private sector procurement processes, in general, are typically much less rigid than in 

the public sector.  There is no consistency in determining if a formal RFP process is 
warranted – whether based on size of deal, or functional area, or type of service or 
project.  In general, the decision-making occurs within the business area that will 
most directly influence the scope of service to be provided.  Nevertheless, there are 
some key distinguishing characteristics common to the private sector, regardless of 
the differing procurement policies and processes: 

o Practices differ among private sector firms in terms of having formalized code 
of conduct policies for all staff, but relationship-building activities that stay 
within legal boundaries are common practice regardless of conduct policies. 

o Prior relationship with a provider generally gets a very high weighting in the 
decision process. 

o Larger projects must be economically justified in a business case analysis. 
o Key decision-makers are held accountable for the final choice in terms of 

actual cost and delivery of services delivered by provider. 
o Chosen providers are held accountable for adverse impact to the budget 

and/or bottom line beyond the original terms of reference and fee 
negotiations. 

o In general, fees are only one of many inputs into the decision.  Other inputs 
include, prior experience with provider, delivery track record validated by 
references, performance track record (for managers and custodians), etc.  

• Public sector procurement processes require much greater transparency for public 
reputation and perception reasons.  Relationship building, which is very common in 
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the private sector, can sometimes be perceived as influence peddling in the public 
sector.  In addition, because public sector entities are funded by the public or by 
member states for not-for-profit purposes, much greater care must be given to 
determining the use of funds.  Therefore, procurement processes a typically well 
defined and structured.  Key objectives are to: 

o Obtain the best value for services required, and document the efforts taken 
to demonstrate this. 

o Minimize the reality and perception of affecting the procurement process 
through influence peddling by service providers. 

o Still provide flexibility to make decisions based on multi-faceted criteria 
beyond just price, but minimize the reality and perception of 
predetermination. 

 
Madison Recommendations 
• Key Objectives for the Procurement Process: 

o Ensure transparency 
o Reduce perceptual risk of decision influencing 
o Standardize process 

• The ongoing evolution of the procurement process, of enlisting greater involvement 
by the Procurement Section, appears to be moving in the right direction.  Full 
management of the procurement process by the Procurement Section will be 
appropriate to create consistency for all procurement activities at IFAD. 

• The Technical Evaluation Team is correctly comprised of Treasury personnel, but 
should not include anyone who will provide final approval for the provider chosen.  
As an additional suggestion, consideration should be given to not include situations 
where personnel on the team report directly to another team member.  Therefore, 
the Treasurer should not be a part of the evaluation team, since he/she will be on 
the committee that provides final approval.  

• Final approval for the recommendation should be given either to the Investment 
Strategy Committee (ISC) (see Decision Structure section), or to a joint team 
comprised of a subset of CRC and ISC.  This will ensure that the decision making 
body has enough investments related knowledge provided by the ISC members to 
make an informed decision.  It should be noted that the President should not be a 
required member as part of the approval committee, although sign-off by the 
President for predefined procurement parameters (e.g. by price, by nature of 
purchase, etc.) might be warranted.  

• Final contract negotiations with the selected provider should be headed jointly by 
Procurement and legal counsel, with input and support from the Treasury Office.  It 
is a common practice in many larger organizations to use a disinterested party such 
as purchasing and legal counsel to directly negotiate with vendors, keeping the 
acquiring area removed from this process.   

o Treasury shall be responsible for providing contract agreement terms of 
reference to the negotiating team, such as investment policies and guidelines, 
service level agreements, reporting requirements, operating procedures, etc. 

o Where appropriate, Treasury should use outside advisors such as the 
Investment Advisor with knowledge of manager fee ranges, to provide the 
negotiating team with key information during negotiations. 
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B. Acceptance of Gifts 
 

Current Practice 
• While IFAD has an organization-wide formal procurement policy, it is not clear 

whether persons involved outside of the Procurement Section are fully aware of the 
policy.   

• While there was no evidence of intentional misconduct during the review Treasury 
personnel have historically accepted, on occasion, invitations to meals and meetings 
from current and prospective vendors.  It appears that there might be some 
confusion whether these activities are clearly addressed by the current policy as 
prohibited or objectionable.  

 
Industry Practices 
• In the private sector, practices vary widely regarding formal policies on acceptance 

of gifts from vendors.  Generally, firms that have these types of firm-wide policies in 
place, focus most of their audit attention on areas of highest risk such as purchasing 
and procurement departments. 

• With private sector firms, though, public perception is less of an issue.  The primary 
determinant of supplier decisions is economic – contribution to the profitability of the 
firm.  Obviously a key decision criterion is price, but other contributing factors could 
include quality and performance measures, response time, etc.  

• In the public sector, it is more common to have formal policies on acceptance of gifts 
from vendors.  The definition of what constitutes a gift, though, has traditionally 
been focused more on tangible gifts, without a clear definition of the current 
common practices of expensive meals, invitations to major events such as 
professional sports and concerts.  In some cases, these sorts of activities were not 
considered acceptance of gifts from vendors. 

 
Madison Recommendations 
• Although IFAD has communicated the procurement policy to the full staff through a 

Presidential bulletin, its should reinforce the gravity of the policy to all persons that 
might be involved in the procurement process. 

• Given the unique concerns of public sector entities with regard to perceptions of 
undue influence on procurement decisions, IFAD should review the current policy 
with regard to procurement.  Typical policy components to review might include:  

o Monetary limits for acceptance of gifts from any current or potential service 
provider.  

o Monetary limits, beyond which formal documentation of gifts received is 
required of the recipient.  This would suggest a related policy regarding 
limitations on involvement of these staff members during procurement 
processes that involved these “gift-bearing” providers. 

o Definition of what constitutes a gift from a current or potential service 
provider should also be established.  Possible gifts to consider include: 

 Paid meals 
 Paid business trips to meetings, conferences, etc. 
 Invitations to entertainment including sporting events, concerts, etc. 
 Paid vacations 
 Business gifts such as pens, wine, liquor, cigars, etc.  
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• Enforcement of these conduct policies are largely based on the assumption of trust 
and ethics and the integrity of staff, since it may be quite difficult to detect violations 
if staff members choose not to disclose the acceptance of gifts. 

 
C. Additional Observations 
 

• IFAD uses a rigorous and comprehensive RFP process to gather vital data with 
regard to the manager selection process.  Some possible suggestions to further 
enhance the current process: 

o Contact current clients of a manager with no prior experience with IFAD to 
ask about service quality, responsiveness, and frequency of investment 
guideline violations. 

o Ask specifically about the planned team to manage IFAD mandate – their 
tenure with the firm, management experience with similar mandates, and 
performance history with similar mandates. 

o Keep the RFP as comprehensive as it currently is, but weight the evaluation 
to concentrate on the following key criteria: 

 Performance history for the requested mandate 
 Associated turnover of investment team planned to manage the IFAD 

mandate 
 Client base and asset size managed within requested mandate 
 Investment process and research 
 Fees 
 All other response areas are only to be included if there is a significant 

weakness or strength shown, such as deteriorating financial condition, 
significant turnover throughout management ranks, etc.  

 
V. CONTINUITY PLANNING 
 

Current Practice 
• IFAD as a whole currently does not have a formal business continuity plan nor 

disaster recovery plan.  However, early stage discussions are underway for continuity 
planning within the IT group. 

• Operations: 
o Treasury staff currently relies on data/system back up from the server(s) and 

has no specific guidelines for data recovery other than contacting the Help 
Desk. 

o Some Treasury staff independently back up/save their own work locally but 
this is not widely practiced. 

• IT: 
o IFAD buildings 1 and 2 maintain its servers on site and currently rely on tape 

back ups.  IFAD1 back up tapes are stored in IFAD2 and visa versa.   
o There are no back-up servers and therefore IFAD currently has only restore 

capability and not recovery capability. 
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Industry Practices 
• The last great business continuity planning effort was the Year 2000 threat.  

However, since 9/11 there has been  renewed focus on business continuity planning 
and management across all industries.  Global spending on business 
continuity/disaster recovery projects surged to reach $3.5 billion post 9/11.2 

• Greater importance has been put on Business Continuity Management (BCM) within 
organizations and now serves as an “umbrella” for enterprise emergency 
management, security functions, and specialized risks such as health and safety. 

• Trend is towards full integration of operations and systems continuity planning. 
o Business continuity is the ability to carry out critical business functions with 

no significant interruption during a period of unavailability of underlying 
services or facilities, e.g. failure of information technology, communication 
links, power supply or outage of a building. 

o Disaster recovery is the ability to resume critical business functions after the 
loss or failure of a technical and/or operating facility. 

• Typical business continuity planning and management life cycle involves 4 phases:  
policy, strategy, test, and implementation. (See Appendix II) 

 

Madison Recommendations 
• Continuity planning requires greater attention from IFAD management and staff.  In 

the current environment, a relatively minor disruption could have more serious 
consequences due to the absence of an agreed upon continuity plan. 

• Although the focus of this report is on Treasury, any business continuity planning 
within Treasury must be integrated into the overall continuity planning process for 
IFAD. 

• We recommend that IFAD as an organization take a formalized approach to business 
continuity planning by establishing or appointing a governing body to oversee the 
BCM process, similar in makeup to our proposed Investment Operating Committee.  
This management steering committee would be responsible for drafting IFAD’s BCM 
Policy. 

• Key objectives of the BCM steering committee would be to : 
o Establish and implement a structure that will enable IFAD to manage 

unplanned incidents as well as the mitigation of risk during planned events; 
o Define clear business continuity roles and responsibilities; 
o Establish budgeting guidelines; 
o Increase business continuity awareness and training for all staff; and 
o Ensure the continued maintenance and improvement of IFAD’s business 

continuity and disaster recovery program.   
• A Business Impact Analysis should be performed for each business/functional unit 

within IFAD.  This will identify the operational and financial impacts and exposure of 
that particular business unit and will capture the structure, functions and the 
dependencies between business units and external vendors.    

• Once the steering committee has approved a BCM policy, its primary role would be to 
ensure that the BCM policy is implemented and adequately funded.  A separate BCM 
coordinator should be selected to:  

                                                      
2 TowersGroup – Business Continuity Trends 
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o Develop business continuity guidelines in conjunction with IT and Audit; 
o Develop risk metrics and data collection mechanisms; and, 
Maintain a log of plans, track testing, and report on audit points status and 
perform gap analysis of non-compliance with policy. 

• With regard to alternate site selection, IFAD buildings 1 and 2 may be geographically 
too close for either to be an appropriate alternate site.  Recovery within target time 
during a wide scale disruption generally requires an appropriate level of geographic 
diversity between primary and back-up sites.  As a general rule, back up sites should 
not rely on the same infrastructure components as the primary location, including 
transportation, telecommunications, water supply and electric power. 

 




