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    Introduction 

The purpose of this paper is as follows: 

To provide some conceptual framework and historical context and 

background to the development and application of the Prudential 

Standards and Guidelines Rating System; 

To outline the steps taken so far to introduce and implement the 

system in the SADC DFI Network system; 

To present the preliminary results of self-assessments of the DFIs, 

and their implications; 

To draw lessons from the experiences in (iii); 

To make recommendations on the way forward with PSGRS in the 

Network.   
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Background 

The DFI is a distinctive creature set up by government to 

overcome market failures in capital markets which impede the 

mobilisation and allocation of resources to investment activities 

that promote economic growth and socio-economic development. 

 

They pursue this objective by providing financial resources to 

support infrastructure development, small and medium sized 

enterprises and other projects/ sectors which may be judged to be 

too risky, having low returns, or having inordinately long payback 

periods by private financiers, but have significant economic and 

social benefits, such as tourism, agriculture, industry, etc. 
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Background 

DFIs  are expected to focus and perform better on development 

issues, while the private financiers perform much better on financial 

goals, thus assuring their sustainability.  

In many cases, the DFIs develop the client from start-up and risky 

stage to a stage where they can be readily and fully served by the 

private financial sector when they have stabilised. 

DFIs may also aim to cooperate in certain areas, rather than compete 

with private sector, to complement their distinctive skills in serving, 

say, the SME market 

In the absence of a clearly defined relationship with government and 

an enabling policy framework, the prospects for a DFI may be 

severely constrained. 
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Chart1: DFI Positioning  

• High commercial focus 

• Private sector capital 

• Financial objectives 

• Known risks 

Commercial Financiers 
• Development focus 

• Sharing risk 

• Internally generated funds, 

government funds, lines of 

credit 

DFIs 

Greater importance on financial objectives 

Greater importance on social and developmental objectives 
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Venture Capital Funds 

High 
risk 

Low 
risk 

Risk 

Funding 

sources 

Seed Start-up Development Expansion Stable 

Private Equity Funds 

Commercial Banks 

Preferred DFI environment 

Actual DFI operating environment 

Chart 2: DFI Funding by company growth stage 
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Development Bank defined 

“Development Banks operate in the field of long term 

finance…extending long term loans for financing of 

projects and development programmes. (They) give priority 

to the financing of projects that yield substantial economic, 

social and environmental benefits. They provide technical 

assistance to improve the quality of projects and reduce 

their risk” (Bruck, 1997). 

 

The DFIs are established by governments with a significant 

shareholding and influence, which is reflected in their 

governance and management structures. 
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History 

Governments have historically set up development 

finance institutions in exceptional and overwhelming 

circumstances, in a bid to restore the economic well-being 

of citizens, or catalyse socio-economic development to 

create better living conditions for their people. 

post-war Europe – to aid the reconstruction effort in war-ravaged 

economies; 

Japan: to finance industrial development and modernise the 

economy; 

Post-colonial Africa: to bring about rapid and equitable 

development against a background of neglect and discrimination. 
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History 

On the occasion of the first loan given by the World Bank 

to Ethiopian Development Bank in 1950, the World Bank 

stated thus with respect to the recognised role of DFIs at 

the time:  

“ assistance to enterprise in manufacturing and transportation sectors is of 

considerable importance in assisting the growth process; that not only the 

largest in such economies but the medium-sized ones also require capital; 

and that intermediaries are required to deal efficiently with the great 

number of relatively small enterprises. The DFIs have been the principal 

vehicle for such lending”. (WB, 1967) 
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Performance of DFIs 

The early performance of DFIs was not always satisfactory. 

The FISCU project points to the following: 

DFIs have been subject to political influence leading to a diversion 

of credit; 

High incidence of non-performing assets; 

Inadequacies in the banking and financial system 

11/12/2012 10 
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Performance of DFIs 

“The majority of DFI assets have been non-performing. 

Erosion of financial discipline and resource misallocation 

have rendered most African DFIs effectively insolvent. 

They were ineffective in mobilising resources relying 

instead on foreign currency resources provided by the 

MDBs. Their project appraisal, monitoring and supervision 

proved inadequate. Along with political interventions they 

were subjected to, that resulted in adverse project selection, 

inadequate sectoral diversification and over-concentration 

in particular industries.” (FISCU, 1998, p. 12) 
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Performance of DFIs 

In a review of the 1989 (World Bank) Task Force on Financial Operations, 

Sisungi (1992):  

 

It was “acknowledged that the DFIs‟ poor performance has been due to 

unstable economic environment, political instability, interest rate controls 

by the government, the weakness of the legal framework…(As a 

consequence), savers in most third world countries do not consider 

development banks as suitable institutions in channeling domestic savings 

into the local economy. Hence the total dependence of development banks 

on government budget…”. 

 

This dependency has obvious governance and management implications 

for the DFI. 
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Improving Performance of DFIs 

The World Bank Task Force (Sisungi, 1992) made the 

following recommendations: 

DFIs clean up their books, but this would be the first step in 

proposing a set of accounting benchmarks specific for DFIs; 

There was a need to strengthen their risk management processes 

for long term finance; 

DFIs should minimise their dependence on governments. 

Should consider adding related banking services to their 

portfolios. 
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Addressing the Challenges 

For the going reasons, it is important to define the 

standards that make for the sound governance and 

management of the DFI, and assure its longevity, while 

fulfilling its purpose and raison d‟etre of catalysing 

socio-economic development in the country. 

These standards provide guidance to the Board and 

Management of the DFI, and helps define the 

appropriate relationship between the government and 

the institution, as well as that between the Board and 

management, and best practice in financial and 

operational management for a financial institution. 

11/12/2012 14 
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Expectations for the DFI 

Specifically, the DFI must strive to attain the following in 

their operations:   
Must achieve financial sustainability, and reduce dependency on 

government; 

Must be able to raise funds in the open market, as well as to raise 

development funds from international development institutions; 

Must deliver on their development mandates. 

 

The DFI must therefore develop, establish and conform to performance 

norms and standards which conform to best practice in corporate 

governance, financial management and core operations for the industry. 

This the entry point for the PSGRS. 
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PSGRS as a Tool 

The PSGRS Tool is a self-assessment tool to allow the DFIs to assess their 

performance in the three areas of governance, financial, and operations in 

relation to defined and predetermined norms of best practice. 

It aims to respond to such questions as follows: 

To what extent does the Board exercise effective oversight over the 

affairs of the organisation to ensure that it pursues its mandate, and is 

run in the best interest of its survival and longevity; 

What is the quality and diversity of its financial assets? How 

efficiently is the DFI using its assets and how profitable is it? What are 

the sources of long term funding and how liquid is the organisation?  

Does the DFI have adequate risk management policies to protect the 

organisation from eventualities? Does it have an adequate system of 

approvals, disbursement as well as supervision and collection of loans? 

11/12/2012 16 
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PSGRS Tool 

The PSGRS has 100 questions altogether covering the three areas of 

governance, finance and operations, each of which is broken down into 

subsets of norms and standards of compliance. The three areas are 

weighted to reflect importance to sound DFI governance and 

management of 40%, 40% and 20% respectively; 

 

It is a general, though not necessarily comprehensive, diagnosis of the 

state of practice in the DFI, and will involve various players in the 

company, and will, at the end, provide some indication of the likely 

prospects of an  institutions; 

 

It should identify the gaps and weaknesses in the DFI, which call for 

intervention, if the institution is to meet the requirements of key 

stakeholders. 
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Governance and Management Standards (40%) (39 

standards) 

 Sufficient Independence from Government (No. of government  

officials on board, chairmanship of board by government officials) 

Management Independence and Incentives (appointments of CEOs, 

delineation of board and executive functions, etc.,) 

Operating in Accord with Reasonable Commercial Principles 

(Comparability of remuneration with private and public sectors and 

performance management of senior management, etc.,) 

Accounting and Auditing (Conformance with international accounting 

standards, regularity and timeliness of audit, etc.) 

Management Information Systems and Procedures (timeliness of 

annual budget preparation, monthly reporting, cost accounting, etc.,) 

Corporate Citizen Governance Standards (Performance agreement 

with owner and strategy to fulfill mandate) 
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Financial Prudential Standards (40%)  (30 standards) 

Capital Adequacy  (capital v risk-weighted assets, etc.,) 

Profitability and Efficiency (administration costs v value of assets, profit  

percentage of increase in risk-weighted assets, etc.,) 

Asset Quality (incidence of non-performing loans, provisions of bad 

debts, etc.,) 

Asset Diversity and Safety (Does the DFI have an Asset Liability (ALM) 

Committee, policy on maximum single financial exposure risk to one 

credit risk, percentage of total assets denominated in foreign exchange, 

etc.,) 

Liquidity (monthly cash forecasts? adequacy liquid resources on hand the 

projected liquid resources for 3-12 months, debt-service coverage  

policies, etc.,).   

 Funding (availability and dependability of long-term resources  to the 

DFI) 

11/12/2012 
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Operational Standards (20%)  (31 standards) 

 Risk Management Policies (market pricing, asset and liability 

management , foreign exchange practices, etc.,) 

Lending Policies (frequency of loan repayments, duration of loans, 

availability of guarantees, etc.,) 

Loan Approvals and Disbursement Policies and Procedures 

(Duration of loan appraisal processes, debt service coverage, etc.,);  

Supervision and Collection Policies (frequency of supervision, detailed 

monitoring reports, collection procedures, sanctions for late payments, 

etc.); 

Operations Strategy Policies (Diversification policies, policies on 

deposit taking); 
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The Rating Process in PSGRS 

Each of the questions has three possible responses reflecting the level 

of compliance, i.e., Full Compliance, Partial Compliance, or Non-

Compliance, each of which carries a numerical score of 2, 1 and 0 

respectively; 

Where a particular question is not relevant to the DFI, it is given a score 

of 1; 

The scores for all the question/ standards are aggregated at the level of 

each category of standards, and then the overall score is computed;  

Assessment is done in terms of categories of standards, and the overall 

result in relation to the potential score.  

11/12/2012 21 
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Table 1: 

PSGRS 

Worksheet 
Col 1 Col 2 Col 3 Col 4 Col 5 

Potential Compliance  Rating Overall Overall 

Maximum Raw weighting Rating Rating  

Score Score Base 

100% 

Governance Standards (40%) 

    Sufficient Independence from Government 12 2 0 0.0 

    Management Independence and Incentives 12 2 0 0.0 

    Operating in Accord with Commercial Principles 8 2 0 0.0 

    Accounting and Auditing 18 2 0 0.0 

    Management Information Systems and Procedures 12 2 0 0.0 

    Other Governance  16   2 0 0.0 

Subtotal: Governance Standards 78 0   0.0 

Financial Prudential Standards (40%) 

    Capital Adequacy 6 2 0 0.0 

    Profitability and Efficiency 10 2 0 0.0 

    Asset Quality 12 2 0 0.0 

    Asset Diversity and Safety 14 2 0 0.0 

    Liquidity 12 2 0 0.0 

    Funding 6   2 0 0.0 

Subtotal: Financial Prudential Standards 60 0   0 0.0 

Operational Standards (20%) 

    Risk Management Practices 10 1 0 0.0 

    Lending Policies 16 1 0 0.0 

    Loan Appraisal Policy and Procedures 18 1 0 0.0 

    Supervision and Collection Policies 14 1 0 0.0 

    Operations Strategy Policies 4   1 0 0.0 

Subtotal: Operational Standards 62 0   0 0.0 

        

Total Score 200 0 0 0.0 

Total Score when calibrated to 100 (Multiply by 0.296) 

Verified by ____________________________ (Name of external auditor or rating agency) 

Notes: 

Column 1 represents the total potential maximum raw score for each subcategory if every question was rated in full compliance. 

Column 2 should be completed by transferring the added rated score for each question within a subcategory. 

Column 4 is calculated by multiplying column 2 by column 3 (the weighting) 

Column 5 represents the average percentage compliance within each category and is calculated by dividing Column 2 by Column 1. 

The total row score is calculated by adding the scores for the three subtotals for governance, financial prudential and operational standards in column 4. 

 The total score is then multiplied by 0.296 to calibrate it to 100 to obtain the overall rating weighted for the DFI. 
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Scoring Process and Ratings Determination 

Column 1 represents the total potential maximum raw score for each 

subcategory if every question was rated in full compliance. 

Column 2 should be completed by transferring the added rated score 

for each question within a subcategory. 

Column 4 is calculated by multiplying column 2 by column 3 (the 

weighting) 

Column 5 represents the average percentage compliance within each 

category and is calculated by dividing Column 2 by Column 1. 

The total row score is calculated by adding the scores for the three 

subtotals for governance, financial prudential and operational 

standards in column 4. 

 The total score is then multiplied by 0.296 to calibrate it to 100 to 

obtain the overall rating for the DFI. 
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Development of PSGRS Tool in SADC DFIs: 

Training and Review Sessions 

First Training Session - on various aspects of the PSGRS tool convened 

on 21 - 25 February 2011 at Southern Sun, OR Tambo (facilitated by 

IDC senior staff). 

Second Training and Review session - 8-9 September 2011 at IDC, RSA: 

presentation of  surveys, (supported and facilitated by IDC senior staff); 

Third Review Session- 30-31 July, 2012: Presentations  made on results, 

interpretation and experiences, and comparisons (facilitated by AADFI 

consultant) 

11/12/2012 24 
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Review and Further Consultations 

Processes and preliminary results subsequently discussed and  shared 

with CEO‟s forum of the African Association of Development Finance 

Institutions, Kinshasa, November 2011; 

 

Progress on Implementation of  PSGRS tool reported to DFRC Board 

and SADC DFI Network; 

 

Tool also discussed in Corporate Governance training programmes of 

the DFRC May/ June and July 2012; 

 

Strategic review by Network in May 2012 endorsed the need to 

actively use PSGRS self-assessment in conjunction with Credit Rating 

to strengthen DFI stakeholder relations and enhance resource 

mobilisation capacity. 
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Results from DFI self-Assessment 

We present the results of  DFI self-assessments for 2011 and 2012. 

The 2011 self assessment presented in 2012 (with fourteen DFIs 

assessed); 

• Sample Score for Single Institution 

• Overall Score Sheet for DFIs 

• Summary of PSGRS Score for DFIs 

The 2012 assessment presented in July 2012 

• Overall Score Sheet for DFIs 

• Summary of PSGRS Score for DFIs 

• Summary Ranking by area compliance, 2012 
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Table 2: Sample DFI Scoring -  from single 

institution, 2011 

11/12/2012 27 

                             –           

 Criteria
 
MAXIMUM 

 
Score and Action  

 
 
SCORE 

 
SCORE ACTION 

 Governance Standards (40%)
46.2 39.7 

 
 Financial Prudential Standards (40%)

35.5 33.7 

 
  Operational Standards (20%) 18.3 14.8 

 
 Overall Weighting (100%)

100.0 88.2 

  

ACTION KEY 

Colour Code Action 

 Continue 

 Review and Investigate 

 Stop and Investigate 
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Table 3: Overall Summary Score Sheet for DFIs, Sep. 2011 
SADC DFI PSGRS SUMMARY SCORE SHEET, NOVEMBER 2011 

DFI NORM B C D E F G H I J K L M N O AVG 

Summary score sheet before 
weighting 

Governance Standards  78 59 72 67 60 25 52 67 68 69 52 70 62 61 64 60.57 

Financial Prudential Standards  60 58 52 43 30 29 31 57 31 47 36 44 35 33 35 40.07 

Operational Standards  62 46 47 44 31 26 51 50 49 52 36 51 31 44 44 43 

Overall Rating 200 163 171 154 121 80 134 174 148 168 124 165 128 138 143 143.64 

Summary score sheet after weighting 

Governance Standards (40% 
weighting) 46.20% 34.90% 43.10% 39.60% 35.50% 14.80% 30.80% 39.70% 40.20% 40.80% 30.80% 41.40% 36.70% 36.10% 37.90% 35.88 

Financial Prudential Standards (40% weighting) 35.50% 34.30% 31.10% 25.40% 17.80% 17.20% 18.30% 33.70% 18.30% 27.80% 21.30% 26.00% 20.70% 19.50% 20.70% 23.73 

Operational Standards (20% 
weighting) 18.30% 13.60% 14.10% 13.00% 9.20% 7.70% 15.10% 14.80% 14.50% 15.40% 10.70% 15.10% 9.20% 13.00% 13.00% 12.74 

Overall Weighted Rating 100% 82.80% 88.30% 78.10% 62.40% 39.60% 64.20% 88.20% 73.10% 84.00% 62.70% 81.40% 71.00% 68.60% 71.60% 72.58 

Number of SADC DFI Network Members of staff 
that Attended 20 

Number of SADC DFI Network Members that 
Responded 14 

 
 
                   11/12/2012 28 



southern african
development community

development finance
resource center

Table 4: Summary of PSGRS scores for DFIs, Sept 2011 

Standard   Maximum Score (%) Actual Score (%) 

 

 

 

Percentage 

Score (%) 

 

 

 

 

Ranking 

Governance Standards (40% weighting) 46.20 35.88 

 

 

 

 

 

77.70 

 

 

 

 

 

1 

Financial Prudential Standards (40% weighting) 35.50 23.73 

 

 

 

 

 

66.84 

 

 

 

 

 

2 

Operational Standards (20% weighting) 18.30 12.74 

 

 

 

 

 

69.62 

 

 

 

 

 

3 
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Table 5: SADC DFI PSGRS SUMMARY Score Sheet, July 2012 
 

SADC DFI PSGRS SUMMARY SCORE SHEET, JULY 2012 

DFI NORM B C D E F G H I J K AVG 

Summary score sheet before weighting 

Governance Standards  78 71 64 66 58 72 54 54 59 49 58 62.09 

Financial Prudential Standards  60 55 54 48 40 35 49 41 31 44 28 44.09 

Operational Standards  62 44 42 45 51 31 37 35 43 28 33 41.00 

Overall Rating 200 170 160 159 149 138 140 130 133 125 119 147.55 

Summary score sheet after weighting 

Governance Standards (40% weighting) 46.18% 42.03% 37.89% 39.07% 34.34% 42.62% 31.97% 31.97% 34.93% 29.01% 34.34% 36.76% 

Financial Prudential Standards (40% weighting) 35.52% 32.56% 31.97% 28.42% 28.68% 20.72% 29.01% 24.27% 18.35% 26.05% 16.58% 26.56% 

Operational Standards (20% weighting) 18.35% 13.02% 12.43% 13.32% 15.10% 9.18% 10.95% 10.36% 12.73% 8.29% 9.77% 12.14% 

Overall Weighted Rating 100.05% 87.61% 82.29% 80.81% 78.12% 72.52% 71.93% 66.6% 66.01% 63.35% 60.69% 75.45% 

Number of SADC DFI Network Members of staff that 
Attended 19 

Number of SADC DFI Network Members that 
Responded 9 
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Table 6: Summary of PSGRS scores for DFIs, July 2012 

Standard   Maximum Score (%) Actual Score (%) 

 

 

 

Percentage 

Score (%) 

 

 

 

 

Ranking 

Governance Standards (40% weighting) 46.20 36.76 

 

 

 

 

 

79.60 

 

 

 

 

 

1 

Financial Prudential Standards (40% weighting) 35.50 26.56 

 

 

 

 

 

74.82 

 

 

 

 

 

2 

Operational Standards (20% weighting) 18.30 12.14 

 

 

 

 

 

66.16 

 

 

 

 

 

3 
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Table 7: Summary 

Ranking by area 

compliance, 2012 

Summary Ranking by Area of compliance, 2012 

        

        

LIST IN ORDER OF HIGHEST PERCENTAGE PC SCORE RANKING 

Relatively Strong Compliance 

Management Independence and Incentives   87.0% 1 

Accounting and Auditing   85.2% 2 

Operating in Accord with Commercial Principles   80.6% 3 

  

Moderate Compliance   

Asset Quality   77.8% 4 

Liquidity   76.9% 5 

Management Information Systems & Procedures   75.9% 6 

Risk Management Practices   72.2% 7 

  

Weak Compliance   

Asset Diversity and Safety   69.0% 8 

Sufficient Independence from Government   67.6% 9 

Other Governance   66.7% 10 

Capital Adequacy   66.7% 10 

Supervision and Collection Policies   65.1% 12 

Loan Appraisal Policy & Procedures   64.8% 13 

Profitability and Efficiency   61.1% 14 

  

Poor Compliance   

Operation Strategy Policies   55.6% 15 

Lending Policies   54.9% 16 

Funding   48.1% 17 
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Comparison of performance over two years 

Table 8 below shows the comparison of assessments of the year, 

reflecting insignificant movements between two; 

This may differ for individual institutions from year to year; 

The number of institutions used differs between the two years from 

14 in 2011 to 9 in 2012; 

The tool was still being perfected through training and review in 

between the years.. 
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Table 8: Inter Year Comparison of Rating Results 

Standard   2011 (%) 2012 (%) 

 

 

 

 

Percentage 

Score 

Variance(%) 

Governance Standards (40% weighting) 35.88 

 

36.76 

 

 

 

 

 

0.88 

Financial Prudential Standards (40% weighting) 23.73 

 

26.56 

 

 

 

 

 

 2.83 

Operational Standards (20% weighting) 12.74 12.14 

 

 

 

 

 

0.60 
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Observations from Results 

Some of the issues and problem areas highlighted from the 

scores include: 

Deposit-taking institutions regulated by Central Bank generally 

perform better on PSGRS tool than other DFIs; 

Structures and appointments of Board members and government 

involvement on the Board does not conform to PSGRS 

prescriptions; 

Inadequate staffing of certain departments to support 

disbursement and recoveries; 

Asset quality: need to reduce incidence of non-performing loans; 

Need to strengthen management information systems. 

May suggest possible action plans in some areas on the part of the 

DFI. 
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Overall Lessons to feature in Action Plans 

Need for Performance Management plans; 

Minimise turnaround time for processing applications; 

Effective pricing of DFI financial products; 

Improved management information systems for timely and accurate 

financial reporting; 

Continuous assessment to include all relevant staff; 

Manage undue „political‟ interferences; 

Strengthen governance system through shareholder compacts; 

Legislative reform on board appointments and government participation 

on boards; 

Use as bargaining tool at continental, sub-regional, national and 

institutional level for stakeholder engagements; 

 Informs capacity building plan for institution and Network 
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Key factors in Success of  PSGRS Implementation 

Ensure support of top management; AADFI requires sign off by 

Board Chair on self-assessment; 

AADFI recommends validation of PSGRS process by external 

auditors; 

 Identify executive to champion/ coordinate PSGRS in the DFI; 

Establish driver and coordinator for the PSGRS in the region 

(DFRC to lead and  develop database and reporting framework, and 

coordinating review meetings); 

Provide for continuous critical review and training of other DFI 

staff on the Tool. 

Provide for regular reporting to DFRC/ AADFI for continent-wide 

comparison of performance of DFIs. 
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Utility of PSGRS Tool 

The purpose of the PSGRS tool is the following: 

providing donors/ financiers with a useful set of standards and yardsticks 

by which to assess DFIs and their suitability as financial intermediaries 

worthy of funding and/or technical assistance support. 

Providing DFIs with a mechanism for identifying strengths and 

weaknesses, and possible areas of remedial capacity building and 

institutional strengthening intervention; 

improving the reputation of DFIs, and providing them with a tool for 

dialogue with government, owners and regulators; providing regulators the 

means of developing and modifying existing regulatory requirements; 

providing DFIs with useful guidance on rules and benchmark to compare 

with other DFIs in the region. 

introducing a self-regulated early warning system for DFIs to assist them 

in initiating credible remedial measures, where necessary;  
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Criticism of PSGRS in SADC DFI Context 

Not all measures are relevant to all DFIs; (Partial score); 

 

Substantially not applicable to certain classes of institutions, i.e., – 

non-lending: (Focus on applicable portions, such as governance 

standards/ but cannot be included in AADFI reports)\; 

No clear scientific basis for weighting (as below); 

 

PSGRS not comprehensive: not all possible indicators are covered; 

(Subject to further experience, research and evolution, and 

subsequent revision). 
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Way Forward 
The SADC DFI PSGRS meeting in July 2012 made the following specific 

recommendations: 

SADC DFI Peer Review should become an annual  event under the 

auspices of DFRC, and should take place every year in June/July; 

SADC DFRC should be verified by external auditors to enhance 

credibility, and signed off  by the board chair;  

SADC DFIs should submit their Self-Assessment Reports as early as 

possible, preferably before mid-June. 

SADC DFRC should enter into an agreement with the AADFI 

Secretariat concerning the forwarding of certified Self-Assessment 

Reports from DFIs to AADFI in accordance with the  prescribed 

deadline of AADFI for their processing;  

SADC DFRC should play a more active advocacy role to facilitating 

adoption of necessary reforms in State-owned DFIs. 

SADC DFRC must support the PSGRS with an appropriate 

management framework to feed into CEOs annual meeting. 
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