Corporate Governance


Instruction Sheet – Advanced Methodology for Financial Institutions


Objective of the Advanced Methodology for Financial Institutions
Each bank’s institutional framework and structure must vary depending on the nature of its business, applicable regulation and local business practices. Nonetheless, there is an important degree of convergence around global best practices, driven in part by financial market globalization, but also increasingly by detailed international regulation, such as Basel II. Since 2001, CCGCP and GFM have developed a variety of tools and collected useful outside resources to assist GFM and CCGCP staff to both assess the quality of a client financial institution’s governance and to work with the client to make improvements.  However, experience revealed a need for a single consistent and practical methodology to guide IFC staff on what they should be looking for in terms of the key elements of a bank’s corporate governance.
Bank Governance Tools
Accordingly, IFC worked together with Sinclair Capital, a g3 affiliate, to develop the Advanced Methodology for Financial Institutions (Advanced Methodology) to analyze bank governance through the lens of the content of key bank governance formalities, including:

· Board Charter;
· Audit and Compliance Committee Charter;
· Compensation Committee Charter;
· Corporate Governance/Nominations Committee Charter;
· Risk Policy Committee Charter;
· Terms of Reference for the Chief Executive Officer;

· Terms of Reference for the Chief of Internal Audit;

· Terms of Reference for the Chief Risk Officer; and

· Terms of Reference for the Chief Compliance Officer.
The tools provide users with guidance on what responsibilities, rights and processes are of particular importance in common situations. They identify/suggest what elements should be regarded as “acceptable,” “better,” “desirable”, and “best practice”, in line with the approach followed in the IFC Corporate Governance Methodology.  This differentiation of governance practices should not be construed rigidly.  It is not intended to rate the bank’s governance practices, but rather to help improve its governance in line with best practices and taking account of the bank’s specific circumstances.  
The tools cover the main Board functions, Board committees and responsibilities of key executives based on best practices and IFC’s experience in developing and transition economies.  We are not advocating that every bank has all the Board committees, covered by the tools.  Decision about board structure should depend on the particular jurisdiction, size and other specifics of the individual bank in question. We also acknowledge that functions of two committees may be effectively combined in one; or that certain tasks ordinarily the responsibility of a committee may in certain cases be performed by a full Board (or its independent directors).  Similarly, at some financial institutions, particularly smaller ones, functions of the Chief Risk Officer (CRO) may be split among the Chief Compliance Officer (CCO), Chief Financial Officer (CFO), and others.  Even at institutions that have CROs, some functions may be divided differently among CRO, CCO and others. In all cases, the relevant functions should be coordinated so that no gaps are left.
Using the Advanced Methodology and Individual Bank Governance Tools
The Advanced Methodology and individual bank governance tools are intended to help IFC and its clients identify gaps, priorities and next steps for improvement in the corporate governance of IFC financial institution clients.  GFM and CCGCP staff involved in operational due diligence, and PEP and PDF staff and consultants, can make use of the Advanced Methodology and individual bank governance tools in their work.  IFC-nominated directors working to improve the governance of the institutions on whose board they sit might also find the Advanced Methodology of value.
The Advanced Methodology is intended to complement the IFC’s standard Corporate Governance Methodology (see “Financial Institutions Paradigm” and GFM’s “Non-Business Specific Questionnaire for Financial Institutions”, which incorporates the information request list for financial institutions developed by CCGCP).  The Advanced Methodology’s components should be used selectively as a follow-up to the initial assessment of the client bank’s corporate governance risks and opportunities.  On the basis of this information, detailed recommendations in specific areas covered by the Advanced Methodology can be drawn.
The Advanced Methodology is intended for use across jurisdictions and does not account for specific laws and legislation.  Therefore, the tools should be used with caution keeping in mind that some of its recommendations might contradict domestic law and regulation or such legislation may be more advanced than “Acceptable” practices.
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