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EXECUTIVE SUMMARY

1. Project supervision can play a key role in achiguilevelopment impact, through pro-
active problem solving and trouble shooting, a #ocon results and long-term
development objectives, and smart management ké.riSince the landmark “Knox
Report” of 1994, several reports and evaluationpraject supervision have pointed out
strengths and weaknesses in the Bank’s project rgspa, including an OPEV
evaluation on supervision in 1999. While marginaihyproving in recent years, project
supervision still faces an uphill battle at the Bafhe Bank is certainly doing or at least
trying to do many of the right things, but needsatlpust its supervision concept to new
realities and demands, and to its budget and grogadities. The Bank needs to perform
better in carrying out supervision effectively ailmdgood quality standards. More often
than not, key information on project performanaarfrsupervision and other sources is
not widely known, accessible, and communicated :watlgely because the electronic
data management system for project informatioh@Bank is ineffective.

2. Bank Management has already recognized the nesthtnce supervision and made new
commitments under ADF XI in December 2007. Sinentlthe Bank has taken several
actions, including the establishment of a Presidentorking group on development
results in June 2008 that included a review of sug@n. Several institutional key
performance indicators now specifically refer ttn@nced supervision. OPEV hopes that
this evaluation will add value to a stronger resoitientation at the Bank by providing
evidence on supervision performance, its conssaiahd potential, based on a
comprehensive review of supervision data and ekterssaff surveys.

Summary of findings and conclusions

3. The evaluation examined the relevance, performanceinformation systems of project
supervision for public sector projects at the Bafke main findings and conclusions can
be summarized as follows.

Relevance

(1) Supervision policies and guidelines at the BanKpasulated between 1999 and
2002, were by and large relevant, clear, and wefindd. But the institutional
arrangements for supervision were less well defiredl organized. The
interaction, communication, and pooling of supeorisfindings of the various
departments with responsibilities for project swmon were not well
established. The Department for Operations Polieiled Compliance (ORPC)
was mandated to provide supervision guidance aretsmght but lacked the
capacity to facilitate effective interactforits capacity was further diffused by
ORPC'’s broad work portfolio and several reorgarmret.

! Private sector projects were not covered by téduation as they follow different policies, guihels, and
conventions.

% |n 2008, a newly created department took on thisdate: the Quality Assurance and Results Depattmen
(ORQR).



(2)

3)

(4)

Responsibilities in supervision were not establisihvth sufficient clarity within

a multi-disciplinary team approach, across departenand complexes. Results-
oriented supervision currently rested on too feausthers, overburdening project
task managers.

Results and risks were and are not sufficientlyresiked in supervision policies
and practice. Managing risks is an important parhanaging for results, yet the
Bank does not have a clear concept or practiceaégq risk management. The
current instruments and institutional capacity loé Bank to track, report, and
respond on project risks are insufficient. Monibgrand evaluation at project and
country level continue to be weak areas as maniomaf member countries
(RMCs) still have limited capacity for effective mitoring and for consistent
collection of reliable data.

The existing supervision policies and institutiomatangements are not fully
relevant for current and future Bank requirementgyen successive

organizational changes within the Bank over the pasade. The concept and
paradigm of project supervision at the Bank is mptto-date. A revised

supervision policy would have to take account ohdgral shifts from a

centralized system to a field-based arrangemenusy feliance upon a single task
manager to a team approach; from the focus ongesgupervision instrument
(ie. periodic field missions) to an approach instigng a range of instruments;
from an administrative and fiduciary focus to ausmn managing risks and
achieving results; and from a single agency appréaa concept of partnership
with other development agents, particularly witbaifinanced projects.

Performance

(5)

(6)

(7)

The performance of supervision has improved malgirmaver recent years and
the number of Bank supervision missions to thelf@des show an upward trend
over time, particularly since 2004 when the Bankdenmacommitments on
supervision in ADF X. Yet supervision remains oVlesasatisfactory. Although
Operations carry out on average about 1.5 perisdjgervision missions per
project each year, about 20 percent of projectsalaeceive any supervisions in
a given year and many projects are under-supervideel Bank does not focus
enough on risky projects and projects with problevhgch are likely to translate
into poor quality and weak results.

The use of other supervision instruments, beyontbgie supervision missions,
is low. Although there has recently been a dramatiprovement in timely
submission of Project Completion Reports (PCREg ftequency and quality of
launching missions, mid-term reviews, and countoytfplio reviews has been
patchy. Borrower compliance with external audituiegments is weak. The
contribution of these instruments to an integratesults-oriented supervision
system could be substantially improved.

The fundamental factors that continue to affectesupion performance at the
Bank include (i) a persistent approval culture arantives stacked towards that
end, while the overall accountability for resultsmains low; (ii) portfolio

fragmentation and a large number of aging projeddspite recent improvement



(8)

(9)

(10)

(11)

(12)

in this area; (iii) shortage of dedicated admimiste funds for project operations
and a high ratio of projects to task managers, vt managers receiving little
team support; and (iv) a weak support system imgeof electronic data base
management and supervision guidance.

Frequency of supervision missions matters, butituatandards are equally
important in supervision. Quality standards areremtty not well defined,
monitored, and enforced.

In policies or in practice the Bank does not expicand sufficiently
differentiate supervision by project type and risktegory. It also does not
account for the special requirements of multi-doojyerations. The frequency of
supervision and the choice of instruments shouldd&ermined according to
specific project characteristics and demands,fstance in proportion with size
and risk exposure.

The project performance ratings system for ong@ragjects is highly deficient.
Current supervision indicators and ratings canretckedibly used to measure
results or monitor the major project risks.

Supervision recommendations are not followed up. Wéls includes the follow-
up on back-to-office and supervision reports, tleeuksion of such reports in
country teams, the timely conveyance of superviitiow-up recommendations
to the borrowers, and tracking of borrower respoii$e SAP project system is
currently not effective in supporting follow-up.

Supervision is clearly under-resourced. The inadegfrequency, duration, skills
mix, and overall quality of supervisions are testitm to this. Moreover,
resources going into supervision are not transparBotential savings in
supervision through decentralization and smartejept design (less complex
projects, with better-defined objectives) are napped. In the end, better
resourced and more effective supervision is likeljead to savings far in excess
of the cost of additional short-term inputs.

| nformation

(13)

(14)

The electronic data and management informatioresygor projects within the
Bank, the SAP projects system, is highly unsatisfgc The system is currently
not sufficiently reliable to monitor the performa@&nof the Bank’s projects in
“real time” at each level of the Bank’s institutadn hierarchy. It takes
management more time than necessary to acquireaaecmformation on the
status of the portfolio at any given point in tirdenong others, this causes major
problems for the production of Annual Performancegress Reports (APPR),
the Bank’s Annual Reports, or the aggregation cfaifdate data at the level of
complexes and their utilization for independentigatons.

The availability of up-to-date and reliable infortiea on projects at all levels of
management is low. Data in the SAP projects sysesften of poor quality and
reliability, and often not up-to-date. The systesnpoorly linked with other
electronic data systems at the Bank, such as tbas&nance or workflow.

iv



Inadequate interface, technical sophistication, @set-friendliness of the system,
as well as quantity and quality of training and ht@cal support affect
performance. The limited effectiveness and acciisgilof the SAP project
system contribute to lack of transparency in tharisly of project and
supervision information, undermining effective @) and portfolio
management. There is no central project informalioh which could facilitate
team work on projects. To tackle these and otlareis, the Bank has recently
established an interdepartmental working grouppigrade SAP with a particular
emphasis on project management.

Recommendations

4.

(1)

(2)

3)

Despite some recent improvements, the Bank is elylito achieve acceptable standards
of project supervision, even with good intentionsl @olicies in place, unless some major
steps are taken. This includes the setting of dimaets for the required reforms, with
regular monitoring and progress reporting to topnaggment. As priorities, the
evaluation recommends the following:

The Bank should pay more attention to results andisks in supervision policies
and institutional arrangements, particularly in terms of integrating these aspects
into operational guidelines and everyday supervisiopractice.

This should particularly include the developmenaaomprehensive concept of project
risk management at the Bank. An efficient and éffecresults-based supervision
system must be first and foremost risk-based. SHgpoonsistent efforts are required,
particularly at country level, so that project-lewaonitoring and evaluation systems
function more effectively to ensure the performaatthe broader results system.

The Bank must develop an appropriately resourced mject supervision system
with better integration supervision instruments and activities, while ensuring
differentiation by project type and phase.

This entails an expansion of team work in supeswisimore decentralization to the
field, and better integration of the various supson instruments. The frequency and
guality of supervision instruments beyond regulkargric missions must be enhanced,
particularly of launching missions, mid-term reveewand external audit reports.
Supervision policy and practice should be betteubht in line with the requirements
of different project categories and project cydages; and in proportion to project size
and risk exposure. Supervision guidance and oJdrsiged more attention. The Bank
must determine an appropriate resource envelopsujpervision, in line with policy
requirements, and needs to better monitor the resswexpended on supervision on the
basis of full-cost accounting.

The Bank needs to pay more attention to the qualitpf supervision and the quality
of follow-up on supervision recommendations.

The quality of activities and inputs into the syp&pn process needs to be enhanced,
such as the length of missions, appropriate skiiks during missions, project ratings,
and staff incentives. Equal attention needs tode  the quality and communication
of supervision outputs, in particular supervisieparts and follow-up on supervision

\Y



(4)

recommendations. The quality of supervision mustieasurable, with clear indicators
and targets that can be regularly monitored.

The Bank urgently needs to overhaul and upgrade th8AP electronic project data
and management information system for projects.

The SAP projects system requires urgent redesigmsoire better quality, reliability,

and scope of supervision and other data; to enhidwecmterface and user-friendliness
of the system; and to generate transparency arebsibdity of important project data

and documents. The SAP projects system, in conpmetith the Data Warehouse
System, should be developed into a central hubetwesthe various project and
portfolio data needs and management functions extBédink, particularly to support

follow-up of supervision recommendations.

Vi



1. Why supervision is important and why we evaluate it

1. Supervision can play a key role in achieving depelent results and impact, through
pro-active problem solving and trouble shooting,fatus on results and long-term
development objectives, and smart management ké.risll major development agencies
including the Bank are now fully committed to aastgic shift of staff time and money from
design to implementation. Effectively investing sheresources in supervision and, where
needed, implementation assistance can contribgtefisantly to better aid effectiveness. As
far back as 1982, Baumwbserved thatSupervision is the least glamorous part of project
work, but in several respects it is the most imguatct [It] is primarily an exercise in
collective problem solving, and, as such, is onthefmost effective ways in which the Bank
provides technical assistance to its member coesitt?

2. This evaluation comes at a point when Managementeisonsidering and re-
designing the project supervision system and ojp&iimanual at the Bank. The evaluation
is expected to add value to this effort to beconmenresults-oriented by providing key
evidence on supervision performance, reasons i@pdrformance, and best practices. Based
on extensive data reviews and staff interviews (BQxthe evaluation looked at three
guestions:

(1) Are we doing the right things in supervisiof® supervision relevant?)

(2) Are we doing what we said we would do? Are we ddimggs right? And to good
quality standardsHow is performance?and

(3) Do we know how we are doing? How do we manage miormation? How do we
report and communicatéManaging information)

The main findings and conclusions of this repoet @rganized accordingly, starting off with
a brief review of supervision over time and ongddank commitments and actions.

Box 1 - Supervision evaluation approach

Activities. The evaluation consisted of three major activities:
= acomprehensive desk review of supervision systeapervision frequency, and
compliance with policies;
= a multiple-question electronic survey, focusingewaluation quality, and applied to
300 professional Bank staff, with a 43% responss end
= in-depth interviews and focus group discussions Bink staff at all levels.

Period. The evaluation covers projects that were disburBetgeen Jan. 2001 and Dec. 2007,
plus those not yet disbursing but approved by B&c2007. The year 2001 was selected as the
starting point since the Bank’s Operations Manuas wedesigned in 1999, an earlier OPEV
supervision evaluation was completed in the sarae, yad the SAP project data base
commenced in 2001. The Annual Portfolio PerformaRegiew 2008 (APPR) and informal
interviews with Bank operational staff provided apetl information for 2008 and 2009.

Interaction. The evaluation was designed and implemented irecoasultation with the
various Departments of the Bank concerned witheatagupervision.

¥ Baum, W.C.The Project CycleyVashington, The World Bank, 1982



2. Supervision over the years and current Bank comitments

2.1 Pastreviews and evaluations of Bank supervision

3. The Bank’s supervision and monitoring system hadved over time and has been
given more focus ever since the Knox report drelendibn to implementation effectiveness
and supervision in the mid-1990s. The 1999 OPEMuatian on supervision pointed to
several deficiencies in supervision and came up wihumber of specific recommendations
that also serve as a benchmark for performanceiraptbvements to this evaluatibn In
2004, the independent evaluation of ADF VIERI¥nderscored that the Bank’s supervision
system was not sufficiently used as a tool for sleaikmaking and that monitoring in the
Bank remained in general an area of considerabékmess. Over time, the Bank reinforced
and introduced new supervision and monitoring umegnts and processes, at corporate and
project levels.

2.2  ADF X commitments and achievements

4, The Action Plan to improve ADF Operatioagpproved by the ADF Deputies in
December 2004 called for improved skills-mix of enpsion missions, the need for 1.5
supervision missions per project, and 2 supervisiogssions for projects with problematic
performance. Mid-term reviews should ensure thai-performing operations are identified
and corrective actions taken before too much implgation elapses. These goals were also
reflected in the Bank’'s Strategic Plan 2003-200%t taimed to create a stronger
implementation culture.

Much of what is needed in supervision is well-knawa straightforward, but it
needs to be done fully and well. New institutidd@ls (2009) include a number
of supervision indicators.

5. During the negotiations of ADF XI Bank Managemeeparted some progress on
implementation including (i) strengthening the wddogical frameworks in project design;
(ii) increasing supervision ratios; (iii) speeding procurement processes; (iii) reducing
aging and non-performing projects; (iv) lowering tbhare of problem and at-risk projects;
and (v) expanding the preparation of project cotibereports for enhanced learniniyet,
the report also recognized that pace of progresssieav. Much of what needed to be done
was ‘well-known and straightforward—but needs to beel@ully and done well: Thus the
report suggested for ADF-XI to aim at instillingcantinuous supervision culture to support
implementation; creating incentives for resultented supervision; strengthening portfolio

* For a summary of conclusions and recommendafions the 1999 OPEV evaluation see Annex IIl of
Technical Report

® ATDB. 2004.Stepping up to the Future: an Independent EvaluadbADF-VII, VIII and IX Tunis, African
Development Bank, Operations Evaluation Department.

® Results Reporting for ADF-10 and Results Measumank@gamework for ADF-11. Background Paper for
ADF-XI Replenishment. African Development Fund. Bedber 2007.’

" ‘Results Reporting for ADF-10 and Results Measumgni@amework for ADF-11. Background Paper for
ADF-XI Replenishment. African Development Fund. Beber 2007.’



management information; preparing timely projectmpéetion reports; and harmonizing
internal ratings systems.

6. The Bank’s 2008 Medium-Term Strategy reiterateth@se aims and stresses the
‘imperative of enhanced supervision and qualitgraty’, including the enhancement of an
‘underexploited SAP system’ to track operationsadhtoughout the project cycle (Medium
Term Strategy para. 2.15). The Bank’s 2009-201yfRarame and Budget reflects the Bank’s
commitment to improve project cycle managemengnioance quality at entry, implement a
results-oriented supervision culture, improve legagrand accountability through ex-post
evaluation, integrate results reporting into infatron system, and advance decentralization
and harmonization for better development resulttherground.

2.3 Ongoing management efforts to enhance project supasion (ADF XI)

7. In the last two years, the Bank has taken a nurmbactions to enhance supervision,
most importantly (1) the presentation of a repartdevelopment results by a Presidential
working group in June 2008 that included propogaisupervision; (2) the establishment of
an inter-departmental working group to revise thpesvision report format and harmonize
project performance ratings, (3) the beginning eédefinition of responsibilities in project
supervision through the new decentralization gundsl (June 2008), with a focus on stronger
interdepartmental cooperation and team work anéxganded role for field offices. More
responsibility for loan administration and supeimshas been delegated to the Field Offices;
and (4) the establishment of the Quality Assuraama Results Department (ORQR) in 2008,
to ensure internal communication, coordinate im@etation across complexes and liaise
with shareholders and donors on quality and resaltded reforms, including supervision.

8. Management set specific measures and progressaiadicthat were included in the
Bank’s key institutional performance indicators dhdse for reporting on ADF-XI (Table 1)

Among others, by the end of ADF-XI, 50% of operaticshould be formally supervised
twice a year; the percentage of problem projectsnigoing portfolio should be reduced to
10%; and average elapsed procurement time shouledoeed from 70 to 40 weeks. 15% of
projects should be managed and supervised frord G#ices. The rate of timely project

completion reporting was targeted to increase fédmto 33%.

9. The Annual Portfolio Performance Review 2008 repabdme remarkable project
cycle improvements, among others an exceptionajrpss in the rate of PCRs that were
completed on time - 96% for 2008 (up from 9%)— andncrease of the share of operations
supervised at least twice a year to 46% in 2008r@m 36%) - above the rate targeted.

10. It is clear that Management is responding to kegllehges related to effective

supervision and in some areas is exceeding its tavgets. It will be important to maintain

this momentum. However, the following chapters wflbw that some significant issues have
not yet been addressed, and that much remains tdohe to build a comprehensive
supervision system able to help the Bank achiewradipnal results with greater efficiency
and impact.



Table 1 - Key Bank Performance Indicators (KPI) br project supervision (2007/09)

Baseline Target | Institutional ADF-11
2007/2008 2009* KPI Results
Indicator
Portfolio Management
Problematic projects 14% 10% X X
Operations supervised twice a year 36% 50% X X
Supervision missions conducted 16% 25% X
jointly (Paris # 10)
Lapse of time between approval ang 24 12 X X
first disbursemengmonths)
Annual disbursement rate of ongoin 18% 22% X
portfolio
Average elapsed procurement time 70 40 X
(weeks)
Share of projects eligible for 27% 15% X
cancellation
Portfolio managed from field offices 0% 15% X
Enhancing learning and accountability — quality atentry and exit
Exiting projects with timely project 9% 33% X X
completion report (PCR)
Project completion reports rated 45% 75% X
satisfactory
Projects with satisfactory baseline 37% 60%

data at entry

* Targets and baseline are for ADF XI. They slightiffer for the Institutional KPI.




3. Relevance of Bank supervision

Are we doing the right things?

3.1  Supervision at the Bank — purpose and instruments

11. The Bank’s Operations Manual (OM) of 1999 is clearthe importance of project
supervision. It emphasizes pro-active learning &wltbw-up actions on supervision to
enhance development effectiveness. The Bank sqesvision as an integrated activity,
carried out at each stage of the project life cyitlat begins with loan signature and runs
through the preparation of the project completi@port”. (Operations Manual 1999, Section
800 and 900, Para. 4) Bank includes loan administraduring implementation in its
supervision concept. Implementation assistanceotootvers and related capacity building
have also been a mandate and integrated featuBard supervision policy over time (see
Appendix 1 for some more details). Yet the premige supervision remains that
implementation of the project including the achmeast of results, is primarily the
responsibility of the borrowing country, while thBank is primarily responsible for
supervision. This evaluation focuses on six projepecific supervision instruments,
including regular periodic supervision, projectriahing, mid-term reviews, quarterly project
reports, project completion reports, and externdita (Table 2). Several other instruments,
mainly portfolio reviews, are evaluated qualitalyve

12. Ever since the Bank’s 2001 reorganization the padcresponsibility for project
supervision has rested with the sector departni{entls the exception of policy based loans
until 2006 when responsibility for these was movedOSGE). Sector task managers and
their superiors are fully in charge of all aspeatgroject specific supervision. But other
parts of the Bank play an important role in portfohnd fiduciary supervision, and
increasingly so, in particular the Regional Depanits, ORQR (formerly ORPC), ORPF, and
OAGL. The decentralization guidelines of 2008 proposeremiask sharing in project
implementation and supervision. They are expeatedet followed up by new supervision
policies soon.

Supervision policies were by and large relevant elearly defined.
Institutional arrangements were less well defined.

3.2 Relevance of policies and guidelines

The Bank’s guidelines and provisions on supervigiothe 1999 Operations Manual were by
and large adequate and relevant. Most are sldivaat today although some updates are
called for. The main supervision instruments, tipeirposes, and specific requirements have
been spelled out in detail, and responsibilitiesenstearly assigned. But the evaluation also
identified areas where relevance was not optimngharticular, policies did not well take into
account the great diversity of projects at the Bdnkm regular investments to PBLs and
technical assistance operations. In general, gslia@nd guidelines were too ambitious for
available resources and operational reality atBaek. Policies could have provided more
guidance on how to be creative and set prioritisdeu these constraints. Also, policies and

5



guidelines were only slowly adjusted to changingtitantional commitments, eg. ADF X in
2003 and re-organization, or not at all.

Table 2 - Supervision Instruments

Project Specific Instruments

Bank
1 Launching mission once per project cycle Sectors
2 Periodic supervision 1.5 per year Sectors
Field mission 1 per year minimum;1.5 Sectors
preferred
Desk review complementary to or in Sectors
place of field missions
3 Mid-term review (MTR) once per project cycle Sectors
Bank & Borrower
4 Project completion report (PCR) | once per project cycle Sectors / Borrower
PCR Report Borrower Borrower
PCR Mission Sectors (since 2008 Sectors,
PCR Report Bank supported by Field Office Staff
Borrower
5 External audit report (EAR) 1 per year Borrower
6 Quarterly progress report (QPR) | quarterly or semi-annually Borrower

Portfolio Instruments

Bank

7 Country portfolio review (CPR) once every 2-3 years Regions

8 Sector portfolio review (SPR) occasionally Sectors

9 Country procurement assessment| annually, in collaboration ORPF
review (CPAR) with World Bank

10 | Confidential procurement audit annually, in 6-8 projects ORPF

11 | Audit missions 10 countries per year Audit (OAGL)

12 | Annual portfolio performance annually ORQR
review (APPR)

13.  For the most part, policies and guidelines werenfdated clearly. There were some
ambiguities, such as how the required 1.5 supervishissions per year were to be
implemented. However, major deficiencies were foumdommunicating policies and policy
changes to staff, in maintaining an updated anésstisle Operations Manual, and keeping
staff informed and alert through regular traininthe Operations Manual was not established
as a ‘living document’ that could be regularly ugahand available on line for all concerned,
and since early 2006 the OM has not been availabline, as it was outdated in key
provisions. The production of a new Operations Manunder the overall responsibility of
ORPC is now planned for 2010.

3.3 Institutional arrangements of supervision within the Bank

14.  Most responsibilities for supervision were cleaatyd relevantly assigned within the
Bank. Many of the original deficiencies of the ga2D00s, such as defining the role of field
offices in supervision, the responsibility for mmming external audits, and the role of the
Bank’s procurement department in supervision havieast partly been relieved in recent



years. While it is too early to assess the impathese relatively recent changes they have to
be monitored carefully over the next few years.

3.3.1 How effectively did Bank departments interact on spervision?

15. The extent to which the various project supervisiostruments at the Bank are
integrated and the various partners cooperateeiin &malyses and actions will determine the
effectiveness and impact of the supervision sysésma whole. However, policies and
guidelines in the Operations Manual still pay ditdttention to how the various supervision
instruments and systems are supposed to intergenerate better management information.
The different instruments do not play well together

Responsibilities in supervision are not sufficigmstablished within a
multi-disciplinary team approach.

16. For a long time, almost all responsibilities foojact implementation and supervision
at the Bank rested with the sector task managetsiadirectly, their supervisors. Assigning
a broad range of supervision tasks to a single taskager makes sense in terms of
establishing a clear responsibility for a projétt in practice, this focus on a single manager
proved too much of a burden for many. Inevitablg BBank ended up with supervision
addressing only the most urgent administrativeassiloreover, for a long time delegation
of authority was often not sufficient for task mgaes to assume their supervision
responsibilities effectively. All these factorsipotowards the need for more sharing of tasks
and effective delegation of authority in impleméimia and supervision, without diluting
individual responsibilities.

17.  Supervision as it stands at the Bank is still ddddnto separate instruments, assigned
to staff from different departments, that are ragitlvell sequenced nor integrated. Interaction
on supervision of individual projects and portfglibetween the various departments at the
Bank leaves much to be desired. Until recently,theei procurement nor financial
management staff were regular partners in fieldesugion. Internal audits by the Office of
the Auditor General were often good, yet some stakrviewed during the evaluation
considered follow-up to audits from operationsremsufficient. Project task managers had few
incentives to cooperate with colleagues from regliarepartments in project supervision.
Cooperation was often strained. Lack of transpareand limited access to project
information at the Bank is a stumbling block.

18. In the last two to three years, the Bank has tdkenhsteps towards a stronger team
approach for project management and supervisiartirgj to put the responsibility for
projects on more shoulders and introducing new kheand balances. But supervision
functions are not yet well integrated into effeetimultidisciplinary teams working across
departments and complexes. Many important speaficeoles and responsibilities still need
to be established and clariffedCreating new country teams in 2006 helped witterin

8 Decentralization Practical Operational Guidelinday 30, 2008. African Development Bank. Para. 9T&e
Bank’s Delegation of Authority Matrix and the Opgéoas Manual (yet to be approved) will further dhathe
roles and responsibilities for project implemematbetween field offices and sector departments.”



departmental coordination, although staff repoetperformance of these teams to be uneven
as yet.

3.3.2 How effective were country field offices in supengion?

19. The Bank has now opened field offices in almosftf lndl its Regional Member
Countries. An important justification for theseldieoffices was to enhance supervision and
monitoring. Yet, until 2007, country offices weretrused particularly well to enhance the
quality of supervision. The 2007 Presidential Dinex on Departmental Responsibilities in
the project cycle and the 2008 Decentralizationdélines are a good basis for strengthening
field offices, out-posting more senior staff in $beoffices, and creating stronger country
teams.

20. There are now a number of positive examples wéld foffices assuming a larger role
in supervision, loan administration, and implemgataassistance (eg. on health in Mali or
agriculture in Uganda). Where it has worked, theeee committed and technically qualified
staff in these field offices. Country presence oéldied staff in implementation assistance
and supervision facilitates communication with barers, particularly on procurement and
disbursement. Presence on the ground helps withl kapacity building in critical skills,
implementation assistance, and enhanced followfugupervision recommendations. Yet,
effective decentralization is conditional on realedjation of authority and empowerment to
the field, requiring more senior staff to be postethe field, and the maintenance of certain
safeguards(see also the independent evaluation of AfDB Deeéimation, 2009). Effective
supervision and auditing from headquarters remaiesessary to ensure monitoring of
administrative and fiduciary risks.

3.4  Managing for results and risk orientation

21. The Bank is clearly committed towards developmefiectiveness and results.
Managing risks well is an important part of managgiar results. Yet, in practice, staff still
perceive too little emphasis on results and rig4ggpéendix I, Tables A.1 to A.3). Staff see
the main objective of the current supervision gyste be identification and resolution of
administrative and financial implementation probégiine they in disbursement, procurement,
or project staffing, with attention to developmeesults often lagging. The management of
project risks and the capacity of design and sugerv to mitigate such risks, is rated far
down the list. Supervision is seen as useful fairessing some selected operational and
fiduciary risks, but less so risks impacting onelepment objectives.

22. The case for risk orientation in managing for results. Development in much of Africa

is inherently a risky business. High risk enviromtsecannot be avoided by a public sector
institution such as the African Development Banki these risks need to be managed. This
refers both to risks classified sgernal (those that are under the direct control of theggmt
teams and where they can take corrective actiotheaternalrisks over which managers of
projects and programmes do not have direct inflaebat against which they can only
mitigate. A better recognition of the fundamemtdé of risk in supervision had already been
a principal recommendation of the 1999 OPEV evauabn supervision. Risk analysis in
project appraisal at the Bank was also the topi lahdmark report by ORPC of June 2506

° See also OPEV’s independent evaluation decerataliz at the Bank (OPEV, 2009).
19 Framework for Project Risk Analysiafrican Development Bank. ORPC. June 2006.



responding to Board concerns over the quality sk @nalyses presented in project appraisal
documents?

22. A key function for project supervision is teeidify and mitigate potential problem
areas and problem projects. Successful supervigisnh and foremost works to identify
sources, or potential sources, of trouble. Onceetlage clearly known and understood, which
may happen as early as project design, launchingang point during implementation,
efficient and effective measures can be planned exetuted. Were Bank policies and
guidelines anchored in a results and risk managemmamtality? And to what extent is
supervision being managed for risks?

Managing risks is an important part of managing ffesults. Results and risks
are insufficiently addressed in current supervigomhcies and practice.

23.  Project risk management at the Bank. The absence of a clear and comprehensive
concept of risk management in the Operations Maimialotable. Arguably, the current
instruments in place, such as the country riskgmateation, the planning Logframe with its
assumptions/risk column, and the supervision remgprformat are insufficient. Ongoing
efforts to revise the supervision format and Logkeaare partly trying to address this. To
some extent the supervision system is being mané&gedsks, but far from the extent
desirable. The evaluation found major problemslantifying projects at risk and mitigating
these problems (for more details see Ch. 4.4 orffleetiveness of supervision in managing
risks and projects-at-risk). These problems aréypeglated to the lack of candor in ratings,
partly to the definition of criteria for projects$-ask. Supervision in problem projects and
potential problem projects is only marginally higliean in those without problems or high
risks.

24, Several staff pointed out that risk managenseants at the beginning of the project
cycle, as early as preparation and appraisal, avjpnoper charting of risks and a continuous
follow-up of pertinent risk factors during implentation (Box 2). In sum, the institutional
capacity of the Bank to identify, track, reportdaiespond on risks is weak. The Bank does
not have a convincing concept and practice of mskagement to underpin its results-based
agenda.

25. Implementing a stronger results and risk orientation. Making current policies and
guidelines relevant for results in the Bank is cem@nd there is still too little emphasis on
transforming the goal into specific policies, guides, and formats, th&@ow to do it’. The
Bank also may still besimply too far away from the action to know thgkd’as a respondent
pointed out during the evaluation interview&any staff argue that a stronger role of the field
offices in assessing and mitigating risks and imsneing results and capacity building in the
field through implementation support are absolutdgential. In the past two years the Bank
has moved steadily towards achieving a strongerfaoolfield offices in supervision.

1 The orRPC report concluded that risk analysis andagement should start with analyzing the risk fathe
projects early on, followed by the design of sotis management measures, allocating the budget to
implement these responses and reporting on ristisglall phases of the project cycle. The follow-amprisks
and risk management measures throughout implenm@miatcritical.



26. M&E at project and country level. One of the largest challenges for a stronger result
and risk orientation in supervision is that Monimgr and Evaluation at project and country
level continue to be very weak areas at the AfDBspite of some recent progress with
corporate indicators and the definition of standedicators by sector. Better M&E will
depend on improved project design, such as moeetefé definition of indicators and targets
in LogFrames and good project M&E arrangements, andthe M&E capacity of
implementing agencies. Many RMCs still have limiteghacity for effective monitoring, and
for consistent collection of reliable data. Capadiir evaluating projects, programs and
development effectiveness is even weaker. StrengthédfDB field offices could lead the
way towards a stronger focus on M&E and results.

Box 2 - Staff call for candid assessment and miation of risks, starting with project design

‘We have to pay more attention to critical risks fiooject implementation already at the time of jpd
identification and appraisal. During implementatione has to monitor these risks carefully and erditve
to any warning signals that may come up. Theretioeesupervisor has to establish a permanent diadogu
with those responsible for the project in the copiand establish specific instruments that wouldwalhim
or her to monitor from a distance, if possible the local field office.’

‘Above all, potential risks have to be addressedndupreparation. It should not come as a surptisend
up with problem projects when we ask the Boardotmrave projects that are not really ready for
implementation (with implementation plans not wetdy, project management not being recruited.etc.)
Secondly, we need to detect problem and potensdlgm projects much earlier, and with an open mind
Then put more emphasis on these projects duringrgigon. For this reason we have to carefully nitag
risks, what triggers problems, and their solutioge need to share this information widely and imaprthe
systems that monitor whether the Bank’s supervisoommendations are being followed by the borreve

Source: Electronic staff survey

3.5 Relevance of policies and institutional structuresor future Bank requirements

27. Until very recently supervision practices a¢ tBank have been mainly relying on
periodic missions from headquarters. Yet, the odnter supervision is rapidly changing

with the Bank’s accelerating decentralization amd eamerging supervision concept that
includes more implementation assistance and thegdebn of certain administrative and
day-to-day monitoring and supervision functionshte field. With the opening of more Field

Offices in recent years and the expanded stafffripese offices with sector experts the field
IS gaining increasing importance in supervision &ah administration. While formal SV

missions from headquarters are certain to remasoraerstone of future supervision their
nature, numbers, and standards may have to chdarge.rapid advances of enhanced
communication technologies with the field offer nepportunities, and new managerial
concepts that are being introduced at the Bank beglefor future supervision, which by

definition has to bring together the field and ropaatters.

Current policies and institutional arrangementssapervision are not fully
relevant for the Bank’s future needs. The paradifmroject supervision at the
Bank is not up-to-date with emerging requirememis apportunities.
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28. The Bank has formally undertaken to meet itsnmottments under the Paris
Declaration. The harmonization, alignment and rgaships agenda entails putting
supervision more firmly into a partnerships conté&xtirrent policies and guidelines do not
differentiate between single and multi-donor fineshcprojects. Joint supervisions and
delegation of supervision are often seen as diffiigee Box 3). A completely new set of
supervision issues arises out of the growing demdraim the private sector portfolio, in
particular the new range of private enterprises atiér non-public partnefs These are
some of the new challenges to which the new sugiervipolicy at the Bank will have to
respond.

Box 3 - Partnerships in supervision in co-finanak projects

Partnerships with other donors through co-finangedjects have long been a feature of the
Bank’s portfolio. Yet, surprisingly, the evaluatifmund very little evidence of the Bank
paying attention to the needs and opportunitiesstguervision in co-financed operations
and partnerships. The number of joint supervisiossions increased, yet there is
widespread skepticism regarding joint supervisi@uo-financed projects are seen as
creating often more, rather than less supervisi@ankWor the Bank. Joint supervision
mission are notoriously difficult to organize amabedinate. Mission members promote
different partner interests with different repodiprocedures. For these and other reasons
few Bank staff currently regard the delegationugfexvision to partners as a viable option
Procedures and reporting requirements remain tdtedent. Most importantly, staff believd
that the Bank has to be seen engaged. In partichigh-stake projects cannot be left to
others.

3.6  Supervisionguidance and oversight

29. Is there a clear role for guidance and ovetgthe supervision system at the Bank?
For ensuring that the various supervision instruiand actors perform in line with what's
required by policies and guidelines and that theyt@gether as an integrated system, unified
in purpose? Since 2008, the main responsibilfbeguiding and overseeing supervision are
with the Department for Quality Assurance and Results (ORQRhey include the
formulation and update of operational policies gnwtlelines, advice and guidance on project
management and portfolio improvement, and the Ahmatfolio Performance Review
(APPR). Previously, these responsibilities werenwite Department for Operations Policies
and Compliance (ORP&)

3.6.1 How relevant and effective was supervision guidancand oversight?

30. ORPC performance in developing and updatingatipes policies was only partly
satisfactory. The ORPC mandate for guidance andsmleg was less of a problem for
fulfilling its supervision oversight function thathe department’s capacity to actually
implement and deliver on this mandate. This wastdug combination of factors, including
deficient Bank-wide systems of data and informatimanagement, poor enforcement
mechanisms, and resource constraints in the Depattm

12 supervision of private sector operations was beytha scope of this evaluation.
3 ORPC replaced the Operations, Policies and ReRiepartment (POPR) in 2006
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The former ORPC did not have the capacity to implgrand deliver on its
mandate to guide and monitor project supervision.

31. ORPC contributed to several policy initiativas business processes and introduced
new guidelines and formats, such as a revised @igpmT report format in 2006 which was
however only partly adopted. Communication of pgekcwas ineffective and not pro-active.
The preparation of the Annual Portfolio PerformaRaports (APPR) consumed a large part
of ORPC's time and resources. Annual reports weoelyced and submitted to the Boards,
although sometimes with delays. These reports ibanéd substantially to the information
and knowledge on the Bank’s portfolio performandeativeness. Overall, cooperation
between ORPC and Operations was often difficult. PGRhad limited enforcement
mechanism for data entry, quality assurance, aridrnmation sharing. Only 5% of
respondents in the staff survey assessed the fo@R#IC’s guidance and oversight of
supervision as effective, 55% call it ineffective anly fairly effective and 39% had no
opinion. To quote one view:..from [the] Operations [perspective] ORPC seemsb®
locked up in splendid isolation. There is no cohtatalone synergy’.

32.  There were four major constraints to ORPC perémce: (1) the ORPC mandate was
broad, and internal priorities were often set ddfely from implementation and supervision,
focusing more on broader policy review, developnedfectiveness, and quality-at-entry; (2)
from 2001, the department (then known as the OjpastPolicies and Review Department)
was institutionally delinked from sector operatiomBich reduced its relevance, credibility,
and involvement as a partner in quality assura(®ethe capability of ORPC to implement
its mandate in supervision was low, as the Bankestenic project data systems were
deficient, staff turn-over was high, and few resesrwere put behind a systematic overhaul
of supervision and the defunct data-base; anduilagce and oversight by ORPC in the past
was not primarily geared towards achieving a bettizgration and interaction of the various
instruments and systems.

3.6.2 Ongoing work by ORQR and ORPC

34. In view of the issues noted above, it is nopssing that supervision did not achieve
the prominence it deserves. However, since itdbskanent in 2008, ORQR has been very
active in reforming project cycle management, stgrtwith work on new reporting
procedures and responsibilities for Project ConoteReports (PCRs) and on enhancing
Quality at Entry (also a focus of the 2009 ADF Méitm Review). In early 2010, ORVP and
ORQR organized a seminar on project supervisionpas of the ORVP Learning and
Knowledge Series. The seminar was well attendedtaff from operational departments,
CIMM, and OPEV, and served to launch current worlORQR and ORPC to develop a new
supervision policy and instruments by the end df@®Mowever, the constraints which held
back ORPC’s performance in this area could alsecafORQR if the Department is
overburdened and if other departments fail to redgo its lead.

3.6.3 Future directions on oversight and guidancégstaff views)

33. For the future, staff suggest to enhancing expanding the role of ORQR in
providing training on supervision, in pulling tobet supervision information across
departments and making it widely available, andnionitoring and enforcing good quality
standards of supervision. Staff also call for bletmmunication of supervision policies, in
collaboration with CIMM.
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4. Compliance, effectiveness, and quality of supasion

Are we doing what we said we would do?
Are we doing things right?
And to good quality standards?

4.1  Staff views on project supervision

35.  The large majority of staff, about 70%, judige turrent project supervision system at
the Bank asinsatisfactory(26%) or onlyfairly satisfactory(45%) (Figure 1). But staff also
acknowledge that project supervision changed ferditter in recent yeaid/e have come a
long way in supervision over the yeai® 10-year Bank veteran said during one of the
interviews. Others agreed. Supervision reportimg ppoject performance became more
systematic. But supervision quality and qualityngi@ds, such as duration and skills mix of
supervision missions, remained wFor many there is still far too much attention in
supervision on administrative matters, on inputsd above all, on procurement and
disbursement. The achievement of technical exaesdleefficiency, and development goals in
projects are still often neglected, including gendavironment and poverty alleviation.

Figure 1

Overall Satisfaction with the Current
Supervision System

60%
50% |
ggfy/z T 26% 28%
20%

45%

Unsatisfactory Fairly Satisfactory Highly
satisfactory satisfactory

Source: Electronic staff survey

36. Many recent project completion reports stigntfied poor supervision as a major
problem in implementation with the consequence tibatfew problems are caught early on.
Yet, some at the Bank still do not regard supemvisind good planning of supervision as a
high management priority, with staff observatioeaahing fromThere is a continued lack of
consistent supervision at the AfDBhd Rigorous supervision planning process does not
seem to exist at department leveid ‘Usually, supervisions rank rather low on the
agendas/work programs of our departmenthere is a palpable sense among those
interviewed that management still puts too much lesjs on portfolio building compared to
portfolio implementation. Below the results rhé&tpfor many the approval culture is still
alive: ‘As managers we still stare at overall externalimgs criteria for the African
Development Bank, which mainly are financial indoca’.

37. Two factors are still weighing heavily on supgion. One is the number of aging
and non-performing projects, an issue that is gaiglbbeing addressed at the Bank in recent

14 as will be discussed in more detail later inphaper
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years. Secondly, there is an excessive numberopéqis per staff, or in other words, a high
project to staff ratio. Task managers are ofterrloaded with the result that many things are
‘simply slipping away’ Some staff felt that there is too little thingiat the Bank on what
essentially constitutes good project supervision Bow that may differ by project type or
cycle phase. For them, we may not be looking atritjie things in our supervisions. They
tend to see current supervisions as repetitivaraglévant, a reason why reports are often not
taken very seriously.

38. Clearly, staff are very much aware that thera iproblem with supervision at the
Bank, but many feel helpless given their limitedawrces and high workloads. Many wish to
see an active debate on the Bank’s concept ofgrsigervision and how supervision can be
carried out more effectively in the future. Thehargiastic staff participation in the electronic
survey of this evaluation testifies to this and shevey recorded many practical suggestions
for improving supervision at the BankORQR propose to consult widely in developing a
more effective approach to supervision at the Bank.

Performance of supervision has been marginally oaprg over the past years,
yet remains overall unsatisfactory.

4.2  Supervision compliance with policies 2001-2007

39. How frequently are projects supervised at thakBand how does this correspond to
policy requirements? And what changes do we olsemer time? There clearly is an
upward trend in the frequency of supervisions, altfh overall policy compliance levels
remain unacceptably low. For the period of 2001a0&upervision instruments are below,
and sometimes far below full compliance, which vaoloé 1009%°.

40. Periodic supervison missions. Currently, supervision at the Bank pays most
attention to the core instrumentmériodic supervision missions to the fieléolicies require
1.5 missions per project and yFarwith 1 field mission being regarded as the aksolu
minimum for each project. Policy compliance of dighission$® was found to be 51% for
2001-2007 which means that only half of all pragecéceived on average 1.5 supervision
missions per year, ie. three every two years (Bd@)r Compliance went up to 77% for the
bare minimum of 1 field mission per year. But ab®@tpercent of ongoing projects failed to
comply with the minimum threshold of 1 field missiper year: in other words, they were
not visited and field-supervised by the task managhkis number fell slightly to 17% in
2007.

41.  Project launching missions and mid-term reviews (MTR) are still highly deficient,
despite some progress in recent years. For 200I-#0ey average no more than 20%
compliance for launching missions and 17% for MT&bgeit with an increasing trend fort

15 For detailed suggestions see Technical Annex dE\OReb-site.

16 Basically, project level compliance was calculateda simple binary scale assigning a one for polic
adherence and a zero for non-adherence. Fromystisms of zeros and ones, individual project conmgiéa
scores are aggregated to generate the percentagejedts in compliance, and hence a complianee rat

7 In exceptional cases a desk review can subsfiut field mission, for instance when the secusityolitical
situation in a country is not amenable for a missio

'8 This includes desk reviews.
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launching missions. Yet, launching missions aik sften not well staffed and geared
towards effective start-up. Equally, MTRs are edfiectively used as a comprehensive
review of progress and the validity of project desat mid-term, an opportunity to adjust the
project if necessary. One reason for low complianfc®ITRs are administrative difficulties
involved in reformulating projects, a disincentifeg management to carry them out. The
importance given ttaunching missions and mid-term revielwsthe Operations Manual and
earlier supervision reviews and the current praaicthe Bank are in stark contrast.

42. For the period under review, only 60% of Bank Project Completion Reports
(PCRs) falling due were submitted, and many of these atee But as a result of Bankwide
efforts to revise the completion reporting proceduand to prepare them jointly with
borrowers, the Bank in 2008 and early 2009 mademianal progress by achieving a 96%
timely completion reporting rate for 2008 publicte operations (APPR 2008). Challenges
remain to sustain this breakthrough, enhance tladitgof PCRs, and mainstream lessons
learned into the preparation of new operations.

43. Borrower Supervision. For supervision instruments under borrower resmlrtgi
compliance withexternal audit reportss highest at about 51% over the study perioduieig
3). These reports are normally a condition of disbment, helping Bank and Borrowers to
identify financial management weaknesses, flaggireps for assistance and follow-up in
fiduciary governance, from record keeping to actimgnand procurement procedures. The
Bank has been making special efforts for higher ml@ance since 2005. Yet, the figure is
unacceptably low for an instrument of such stategartance. The will to enforce sanctions
in cases of non-compliance appears to be muted.

44. Borrower quarterly progress reports are only submitted regularly for less than a
quarter of projects (22%), and so aearower project completion repor{24%). Quarterly
progress reportsif well done, could be a valuable input to ovespervision, but the
instrument is currently underutilized.

Performance of other supervision instruments beymarddic supervision
missions is low. Their contribution to an integmhteesults-oriented
supervision system could be substantially improved.

45.  Portfolio instruments. In the study period, many country portfolio revie(@GPR)
were not done well, although quality and compliahes improved in the past two yedts.
Portfolio procurement reviews were regularly cafraut, jointly with the World Bank, yet
findings appear to have been given little attentiorday-to-day operations at the Bank.
Internal audit missions by OAGL that typically coxke Bank’s portfolios in approximately
ten countries per year are widely considered aBilisget were not seen to be sufficiently
integrated with operations management and follovsuwgervision.

¥ Technical Report, Ch. 6.2.1.
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Figure 2

Bank Supervision Compliance 2001-07

(% of projects meeting requirements)

Bank PCR
60%

MTR

Figure 3

100%

80%

60%

40%

Launching Mission

M

1.5 Supervisions/yr

2070

0%

17%

519

g

Field Mission (1/yr)

Borrower Supervision Compliance 2001-06
(% of projects meeting requirements)

Quarterly Progress Report

Borrower PCR

External Audit

16



Figure 4

Compliance with Supervision Requirements
(Bank Instruments)

2001 2002 2003 2004 2005 2006 2007

Note: Bank PCRs are not included in this graphic

Figure 5

Compliance with Supervision Requirements
(Borrower Instruments)

2001 2002 2003 2004 2005 2006

Note: Data availability required use of a differenethodology to determine compliance
with regard to External Audit
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46. Management bias towards periodic supervision. As the figures and charts above
indicate, there has been great disparity in compéabetween instruments. There has been a
clear management bias towards periodic field missiand a neglect of other instruments.
More effective application of these (and some oghgrervision instruments not mentioned
here) could contribute substantially to an improwed better integrated results-oriented
supervision system.

47.  Compliance trends. How did compliance develop over the years? ThekBan
periodic supervision missions to the fiekhow a clear upward trend, reaching 59%
compliance in 2006/07 for 1.5 supervisions perguband year, and a high of 84% in 2007
for at least 1 field mission per project and yeagyre 4). The low point was during the
Bank’s move from Abidjan in 2003. The positiveniein supervision frequency appears to
be continuing. The APPR 2008 reports that the sboperations supervised at least twice a
year increased to 46% in 2008, from 36% in 20070 Tactors appear to have contributed to
the overall progress according to the APPR. Sedtase been encouraged to budget for
supervisions, and, secondly, there has been amsased use in missions led by the Bank’s
Field Offices

48.  The rate of compliance feaunching missions went up strongly, from 4% in 2001 to
43% in 2005 before slightly dropping again to 35%@2006. There is also a small upward
trend in the rate of compliance farid-term reviews, from the mid-teens in 2001-2003 to
slightly above 20% in recent years, yet still veyw. The rate of compliance for Bank PCRs
was much higher, averaging 60% over the study gerio

49.  The trend in compliance for two of three supmeown instruments undertaken by the
Borrowers is upwardsegternal audits and quarterly reports), in contrast to the downward
trend in relation tdborrower project completion reports (Figure 5). Partly for this reason,
Borrower and Bank completion reports are no lorepared separately but jointly since
2008. As noted above, the compliance rate for eateaudit reporting is low, averaging only
51% over the period.

50. Timingis a factor in compliance, but is not reflectedhase figures. The Operations
Manual sets time frames for non-periodic supemiditstruments: project launch missions
are to take place between project approval and &activeness; and mid-term reviews
around mid-point between project start (loan effectess) and planned completion. When
taking timely performance into account, the ratecofmpliance is more than halved for
launching missions and MTRs. Similarly, for theipdrunder review, Borrower PCRs and
Bank PCRs were usually late, with only 7% of Bar®R8 submitted on time (Figure )
However, as reported above, 2008 saw a remarkatiease in timely delivery of PCRs.

% Borrower PCRs and PCR missions were to take pladater than 3 months after completion, and thekBa
PCR is due no later than 6 months after completion.
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Figure 6

Compliance and Timing of PCRs, Launching
and Mid-term Missions (2001-2007)
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51.  Aggregate supervision compliance. The evaluation also compared the total number
of annual missions actually carried out against tttal number of supervisions required
overall (Figure 7). The trend aequired supervisions was rather flat, with some ups and
downs, and a 15 % increase in 2006/2007 compargd2001/02. But the number of actual
supervisions increased steadily from 758 to 10Iltlie same period, a remarkable 33%
increase. Between 2005 and 2007, Operations amg&earried out 1.68 supervisions per
project. Of these, 1.51 were field missions andrés¢ were desk revie/s Ever since 2004
the total number of supervisions actually conduttasl exceeded the number of supervisions
required to meet the policy standand,the aggregate However, only half of all projects
were supervised 1.5 times per year or more as netjbly policy, while one in five projects
was not field supervised at all in any given yelar.other words, the distribution of
supervision activity has been patchy and compliahes been uneven, despite the
considerable (and increasing) overall effort pt isupervision.

Operations are field supervised on average 1.5dipex year. Yet, only half of
all projects are supervised 1.5 times per year oraras required by policy.
One in five projects is not field supervised atimlhny given year.

L In recent years desk reviews substituted for fimigisions in no more than 10% of all periodic sujséons,
their trend declining since 2003/04 (Technical Rggdeéigure 5)
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Figure 7
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52.  Supervision by project category. Rather similar policy compliance for the major
sectors, except for Policy-Based-Loans and Induatrgg Mining, suggests that there is
currently very little differentiation of supervisioby project category (Table 3). This also
suggests that problems related to supervision ysmic, rather than problems related to
specific departments. Supervision is higher in AIB&n in ADB countries and for regular

investment projects than policy-based loans. Smallejects and very large ones are less

frequently supervised than those in the middlgnficantly lower supervision in fragile

than non-fragile states reflects the general probléhe Bank often has in keeping or getting

these projects moving forward.
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Table 3 - Supervision Compliance by Project Catexyy
2001-2007

Findings

Project Category

Projects with 1.5
missions/year

Sectors: Supervision is relatively similar across the
major sectors: compliance is highest in the social
sector, followed by infrastructure and agriculture.
Finance, multi-sector, industry and mining projects
are least supervised.

Social

Infrastructure

Agriculture

Finance and multi-sector
Industry and mining

57%
53%
48%
40%
25%

ADF and ADB: Project supervision is higher in ADK
than in ADB countries

. ADF
ADB
Multinational

47%
40%
13%

Fragile states. Projects in fragile states are visited
less often

Fragile
Non-fragile

28%
53%

Policy-based loans: Policy-based loans are
significantly less likely to be supervised thanuleg
investment projects

Regular investment projects

Policy-based loans
Institutional support & project
cycle grants

53%
17%

16%

UA 2-5m 44%
Project size: Smaller projects and very large ones ar&A >5 — 10m 53%
less regularly supervised than those in the middle,| ya >10 — 50m 54%
UA >50m 27%
Problem projects (PP) 57%
Risk: Projects-at-risk have somewhat higher Non-PP 50%
supervision rates, both problem projects (PP) and | Potential problem projects
potential problem projects (PPP) 51%
Non-PPP 40%

4.3 To what quality standards is supervision done?

53. Supervision goals in the past were often foatea in terms of frequency of

supervisions. And indeed, quantity targets in sup&m are useful. But getting the numbers
of supervisions up alone is not enough. What matteto enhance the quality of missions, in
terms of their duration and staffing, the qualifyreports and ratings, and the timely follow-
up on supervision recommendation. This entails@prate training of staff, and quality

support in all supervision related matters, paliidy to new-comers to the Bank or to
Operations. Quality standards in supervision aresatly not well defined and enforced. Itis
difficult to assess the quality of supervision lthee the information available in the central
data base. Only well defined and monitored qualndards can ensure quality supervision.

Frequency of supervision missions matters, butityuial equally important.
Quality standards are currently not well definedymtored, and enforced.
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4.3.1 Duration and team skills-mix

54. Insufficient mission time and team skills-mixeathe primary problems for
supervision at the Bank. 90% of respondents regadime for supervision as either not
adequate at all or just ‘fairly adequate’ (Figuje &nly 9% feel they have adequate time. In
the ranking of the most important problems in suiségsn resources and mission duration
were number one, closely followed by poor skills¢rfiigure 9, page 23).

Figure 8

Does staff have adequate time for
supervision activities?

60% 54%

0,
40% - 35%

20% - 2o/

0% : B —

Not Fairly  Adequate Very No
adequate adequate adequate opinion

2% 2%

Source: Electronic staff survey

55. It takes a minimum of 15 days, or about twokgeen average to do a proper project
field supervision. Yet the average duration of sug@ns from 2005-2007 was 8.5 days per
project (Box 4). Almost half of all supervisions/(percent) were clustered, which means that
a single mission covered at least two projecthatsame time or more, leaving less than 6
days per project. Operational budget cuts in regears posed particular problems for
organizing supervision missions. Possibly evenamorportant than the duration this also
affected team size, composition, and skills mixsgpervision missions. As one interviewee
said ‘Some rather typical experience from a recent CPRsion to a tourism project in
Lesotho was that there was no engineer availabhe-were just ‘looking’ at the buildings’.
Many missions at the Bank don’t consist of morenthar 2 persons at most, usually too few
to make informed judgments across all administeatitechnical, or target group related
matters.

Box 4 - Staff: Too little time, too little money

‘We as task managers are placed under too muckssteesupervise projects. During December
2006 a colleague and | supervised between us &giopver a three week period. It was tough gqging
and we had to prepare the aide-memoire. We workeddt night and whole weekends. Due to
budget constraints management is placing more pressn Task Managers to increase output andl it
has a very disheartening effect on us. Provide rnding for supervision.’

‘Above all there should be more time for supervisidcSometimes we are asked to supervise six
operations in two weeks. This is neither seriousafi@ctive. The SAP does not make a difference
between a supervision of 2 days and one of 10 édaypghe quality cannot be the same. Yet, the on
thing that Management is interested in is to obthmrequired rate of 1.5 supervisions per project
and year. It is always quantity over quality.’

y

Source: Electronic staff survey
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4.3.2 Operations staffing and resources.

56. There are currently 5.2 projects per task managthe OSVP complex and 2.9 at
OIVP complex??. OSAN and OSGE have a particularly high workloaéxcess of five (5)
projects per task manager, with water infrastrect(®@WAS) having the most favorable
staffing per project. Operations staff at the Bdnakve a heavier workload compared with
their colleagues in the IADB and the World Bank,ilefat the same time, they receive less
funding and administrative support in undertakingjgct cycle activities"

o0 The average administrative cost per approved grojegbe Bank is US$ 1.5 million,
compared with US$ 4.6 million in the IADB and USS$anillion in the World Bank

0 There are on the average 4.3 projects per Opesapimfessional staff in the Bank,
compared with 1.6 in the IADB and 0.9 in the WdBlank;

0 There are 5 Operations professional staff to 1 supgiaff in the Bank, compared
with 1.9 professional staff in the IADB and 1.5tive World Bank.

Figure 9
Most important problems in supervision
(as ranked by staff)
1. Resources and mission duration ] 58%
2. Skills mix ] 49%
3. Delegation of authority ] 28%

4. Supervision follow-up 7: 20%

5. Role of field offices 19%

6. Projectdesign 17%

7. Results orientation 13%

8.Incentives [ ]10%

Note: The percentages in above graph refer tshihee of respondents who elaborate on
the respective problem in open-endedroents in the electronic staff survey (n = 95)

4.3.3 Supervision budgets and their transparency

57. Project supervision in the AfDB is clearly undiended. The 1999 OPEV supervision
evaluation already prominently pointed out that hunand financial resources had been the
main problem of supervision in the 1990s. Resaum®ved to be a continued binding
constraint for supervision at the Bank. All managand task managers interviewed were
concerned with the level of resources availablestgrervision. The project to staff ratio of up
to 5 projects per task manager in some departmantsthe inadequate frequency, duration,
skills mix, and overall quality of supervisions aestimony to under-resourcing.

22f all authorized vacancies were filled, this wibtiring the average ratio to 4.2 projects and 2ofepts per
Task Manager. These numbers may not include eltl Edffice staff performing supervision functions.
% Report of the Task Force on Institutional Refoff&IR), 2006.
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Supervision is clearly under-resourced. Resougm#sg into supervision are
not transparent. Potential savings through decdrgation and smarter project
design are not exploited well.

58. Operational budgets at the Bank are preparddapproved on the basis of estimates
for various activities, including supervision. Thegry annually. Bank projects do not have a
special dedicated administrative budget for theiplementation and supervision activities.
Moreover, resource allocation to supervision at Blamk is not transparent. Actual budget
utilization is not systematically monitored, aggatsgl, and reported ex-post by various
activities. Full cost-accounting by activities, including sta#f currently not practiced at the

Bank. The absence of a system of staff time rengrchakes it impossible to develop proper
activity cost accounting and to take informed mamagnt decisions on budget allocations to
supervision and other activities, across sectodscanntries.

59. Enhanced decentralization of supervision famstimay lead to some cost savings in
supervision or better results within the curresioregce envelope. Much could also be gained
from better project design and planning from th@ifeing. Supervision and portfolio
management could be facilitated through the desidarger and fewer projects; streamlining
new projects by reducing complexity and includieg&r components; and going for projects
that are more simple to supervise, focusing morehardware (infrastructure and other
material support) than software (services) proje@stter project quality at entry and proper
storage, maintenance, and sharing of all plannioguchents could also reduce costs.
Stronger capacity support to Borrowers could reddice need for supervision and
implementation assistance. In certain cases th& Banld share some of the supervision
work increasingly with financing partners, providédt progress is made in harmonization
of rules and procedures of project administration.

60. Yet, all of this could only partly compensate the resource crunch supervision at the
Bank is suffering from. Thus an increase in resesifor supervision appears to be desirable
for substantive and quality reasons. In the ergtieb resourced and more effective
supervision is likely to lead to savings far in ess of the cost of additional short-term
inputs. For additional short-term resources to ffeceve in improving supervision and
portfolio performance, however, a number of othkarges recommended in this report
would also be required.

4.3.4 Delegation of authority.

61. Delegation of authority. Delegation of authority and increasing the rolehsf field
offices ranked third and fifth among primary stafbncerns (Figure 9), in particular
delegation to task managers by their supervisalsdategation from headquarters to the field
level (Box 5). Staff claim that only more delegatiof authority would ensure the necessary
flexibility at project and field level to swiftlyc in response to identified problems.
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Box 5-  Staff: Task managers need more delegdtauthority

‘Task Managers should be given more power and aityhim ensure Project
success. As of to-day, Division Managers and Damscare more of a bottleneck
to project implementation than anything becaustheir unwarranted, delaying
and impeding checks and balances which are domaigfr or by refusing to sign
and clear letters and communications.’

‘Planning and executing supervisions should beg/felitrusted to the task
managers, and not left to the division managerstbers. Task managers should
have the freedom to decide by themselves if a gispeT is needed or not,
depending on the project and its problems, rathanttry to fulfill a quota of 1.5
supervisions per year. Ideally, supervision budgétsuld be handled by task
managers so that they could programme and undesagervisions based on
their knowledge of the projects, the portfolio, axilsting problems. Supervision
quality should be taken into account in task mansigeerformance evaluation,
which is not yet sufficiently the case right n

Source: Electronic staff survey
4.3.5 Staff incentives and training

62.  The evaluation staff survey also showed thattlbentive and reward systems of the
Bank for a long time attached more premium in seaf@luations to functions relating to
expanding the portfolio than to those relatingupesvision and portfolio management. For a
long time supervision simply did not count for mu@ut the attitude towards supervision is
clearly changing as informal staff surveys andratémce at Bank meetings on supervision
show. The Bank's Medium-term Strategy objectivdse televant KPIs and ADF XI
commitments on supervision, the emerging effortsQR, and the Bank’'s expanding
Field Offices clearly make managers and task masagay more attention to project
supervision. On the other hand, the typical taskagar continues to handle her or his
supervision responsibility without much formal oduction and systematic training. Very
commonly the job is continued in the way as it watblished by the predecessor, in the on-
the-job-learning-by-doing manner. This seems tdrbe for new staff as well as internally
transferred staff.

4.4 How effective was supervision in managing risks angrojects-at-risk?

63. Identification and classification of projects-at-risk. Two out of three Bank staff
believe that the identification of problem proje@@®®) and potential problem projects (PPP)
is ineffective. These two categories make up ptsjat risk (PAR). Problem projects are
those currently rated unsatisfactory, potentiabfgm projects are projects with satisfactory
ratings but two or more potential risks factorsttrequire monitoring and could lead to
problems down the road. Among others, these riskofa include known unsatisfactory
borrower implementation performance, a high coufdityre rate of projects in the past, low
disbursements, and long project duration. Up-t@datlicators of country, sector, or other
enabling environment conditions in which the projemperating are not included.

64. Between 2002 and 2007 44% of all projects weeatified for at least 1 year as
projects at risk, 14 percent were problem projée®), and 38 percent as a potential problem
projects (PPP), with a higher percentage in ADFtmaADB countries. 30% of projects
were problem projects for more than one year, tless 10% for more than two years (Figure
10).
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Figure 10

Problem Projects 2002-07: Duration

4 years 5 years
1% 3%

3 years
6%

2 years
20%

1 year
70%

65. Underestimation of problem projects. The number of projects-at-risk in the Bank
may be underestimated as there are many non-seeéryrojects in a given year (about
20%) and there are persistent problems with sugierviratings. If one compares ratings of
satisfactory ratings for achievement of developnudjéctives in supervisions and PCRs one
observes a more than 20 percent gap, with 90%fazttsy rating in supervisions and less
than 70% in completion reports. Many staff poiat grave deficiencies in the supervision
ratings of projects which has major implications fioe identification of problem projects.
There are currently no incentives for task managersandidly identify problems and real
risks in projects, and to report them to managemamtthe contrary. Their distance to the
project and its management is also seen as probtema

Risk is not adequately addressed at the Bank. Twofdhree Bank staff
believe that the identification of projects at riskneffective. Many staff point
out grave deficiencies in supervision ratings aoitbfv-up.

66.  Supervision and follow-up of projects-at-risk (PP and PPP) Problem projects require
more supervision than those without problems, ansl policy at the Bank to field at least
two missions per year to projects with special p@ots. The evaluation found that
supervision compliance rates are indeed slightiyéi for problem projects and for projects
with potential problems, but differences are nogéa and the goal of two missions per year is
not achieved. The follow-up on problem projectswitthe Departments and with borrowers
is also not yet optimal, although improvements hdeen seen since 2007/08 when
management became increasingly concerned with golgrojects and action plans were
developed in a number of departments, sometimgsqbrioy project.

67. Risk awareness. Although staff believe that PARs receive particuddrention in
supervision, they remain concerned that risk isat®quately addressed at the Bank. In the
evaluation survey many are calling for better idamattion and classification for PPs and
PPPs (30%) and for improving the follow-up on suson missions and recommendations
to borrowers (25%). Others demand better risk assests at project preparation and
appraisal (10%) and wishing to see clearer respitigis for project ratings (7%). One-third
of respondents see generic supervision problertteeadBank as the main factor for problems
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in projects at risk. While the issues affectings projects in the short term need to be
addressed, achieving bigger gains in the long teithrequire changes to overall system.

4.5 Differentiation and proportionality of supervision in Bank Projects.

68.  The need for project supervisions can diffedely by country and project, depending
on governance and the way project functions ararozgd; the complexity of projects and
their specific technical or administrative challeegand their position in the project cycle.
Supervision in countries served from the Bank’s AldBdow is often less complicated.
Policy already suggests that, to some extent, gr@epervision is supposed to be handled
flexibly. Project supervision plans designed atrajgal are supposed to provide guidance on
actual supervision timing, team composition etc.

69.  Supervision by project type. The Bank does not account well in supervision far t
diversity of its projects, including the speciajugements of multi-donor operations. With
very few exceptions policies are the same for iffi€ categories of projects. The evaluation
found little evidence that supervision plans arsteyatically designed and widely used to
determine actual supervision schedules, staff caitipn of missions, or to set intra-
departmental priorities. Policy compliance with siyision was found to be rather similar by
project type, sector, or ADB/ADF category. There aome variations by sector, but only
moderate ones. On the other hand, many projectswgrervised more often than others,
reflecting objective needs. Supervision requirememe clearly different for different kinds
of projects and in different stages of the promaile, which should be accounted for, both in
policy requirements, and in individual project siyi&on plans.

The Bank does not explicitly and sufficiently défgiate supervision by project
type and risk category.

70.  Supervision plans. Until 2008 there was not much systematic annuahmhg of
supervisions, in line with supervision plans set outhe appraisal reports (ie. project
implementation plans). Supervision was primarilyd@dsing problems as they arise.
Supervision plans rarely served as actual trigdgerssupervisions. Task managers, their
supervisors, and country teams seldom agreed ianadvon annual supervision schedules, or
defined clear supervision priorities, expected ltissand the needed skills-mix. However, a
more systematic approach is now being taken.

71.  At-risk projects. The absence of a strong risk-based supervisioroapbrat the Bank
means that mandatory supervisions are the samallf@perations, unless projects have
turned into problem projectsPotentialproblem projects receive little special attentidhis

not only prevents early risk mitigation, but alsakas the system less cost-effective in the
use of scarce supervision resources. The curratdriar for identification of potential
problem projects (PPP) are useful, but they lackofa that reflect the enabling environment
and specific country and sector conditions in whticd project is operating are noticeably
absent.

4.6  Supervision reports, performance ratings, and supefision follow-up

72.  Supervision reports. The output of the supervision work is in the forinseveral
documents, for use by the borrowers and the Bamduding the aide-mémoires of the
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supervision field missions, Bank management leterg as follow-up to these missions, and
supervision reports with the more detailed impletagon status, outstanding issues and
recommendations. Supervision reports are Banknatewnly. Both format and content of
supervision reports leave much to desire.

73.  The quality of the supervision reports as foumdhe SAP is uneven, particularly
regarding attention to development objectives. Aisexd supervision report format was
introduced in 2006 to avoid repetitive reportingoopcompletion of a mission, to build a
stronger link with SAP, and to support more resatientation. But the new format was not
adopted well by operations, mainly as it was nagagtely linked with the SAP system. In
early 2010 ORQR launched a renewed effort to reisesupervision report format.

4.6.1 Project performance ratings

74. To rate the performance of projects and borreugea major purpose of supervisions.
Yet, the evaluation concludes that the current sigien indicators and ratings cannot be
credibly used to measure results or monitor theomajoject risks. The evaluation identified
the following main problems in the current ratirsystem:

(1) the gap between ongoing (supervision) and ex-gRSR( performance ratings: over
the past two decades, this has averaged more thper@entage pointsj;

(2) the inefficiency of the current supervision ratirtgsidentify, monitor, and mitigate
problem projects and potential problem projects;

(3) the poor definition of results indicators, and tiway how individual and sub-
component indicators are aggregated to come tatvatings; and

(4) the uniformity of the current ratings system foe tharious types of projects; and

(5) potential conflicts of interest for those who urtdke the ratings (currently the task
managers).

There are currently few incentives for candidnessatings and risk assessments. The project
ratings system at the Bank has been under scridmg while and is currently again being
reviewed by ORQR.

The project performance ratings system is highficolnt. Supervision
recommendations are not followed up well.

4.6.2 Supervision follow-up

75. About 80 percent of Bank staff regards theof@tup on recommendations from
supervision missions as not adequate (see Figurealthough interviews suggest some
improvements in recent years. Too often, backHiceoreports are not reviewed in a timely
and efficient manner at the various managementideead follow-up recommendations to
borrowers not timely conveyed and trackede Box 6) below for detailed commeritskal

24 Based on data from 1985 — 2006.
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staff is still too rarely involved in follow-up, dnnot endowed with sufficient delegated
authority.

Figure 11
How good is the Bank's follow-up on
supervision missions and reports?
A42%
50% 38%
40% — ]
30%
0,
20% lﬁ_A]
10% 1% 3%
0% ‘ ‘ ‘ — 1
Very Adequate Fairly Not No
adequate adequate adequate opinion

Box 6 - Staff call for better follow-up on supervision recanmendations ...

‘At the end of each mission, aide-memoires contgiaiction points are signed; however, either
recommendations are not implemented or they lagndeh

‘After returning to headquarters the conclusionslaacommendations of the supervision mission shmeilg
transmitted to the borrowers without delay. Theesuizion programme and the supervision reports &hoy
be discussed in the country teams. Country teanmimgsevould have to be more regular and should leaq
more practical and concrete conclusions.’

‘Supervision outputs are not compiled or publisived manner likely to support Bank-wide project
improvement. The current Back to Office Reporingpby a file document. These materials need to be
compiled and published into thematic and periodanitoring reports of the Bank.’

‘| think of an issues-tracking-system that triggatarms increasing in noise and management levet ov
time.’

‘Organise periodic meetings to monitor the impletagon of recommendations from supervision missio
We have the tendancy of not caring very much of idyapens between two supervision missions.’

...particularly for projects-at-risk

‘Shorten and streamline the approval process faoremendations made by the project team to Bank's
Management for solving problems. Sometimes timassed while memoranda are exchanged to a num
of Bank's departments before communication carubeogéized to the respective Government to take the
corrective measure for managing a PP project.’

‘Management should have an institutionalized ‘fosusdow' for PP and PPPs. Now, there is no priqrity
worse, there is even avoidance behavior.’

‘Improvement plans should not be left to the Taskager alone. Management and colleagues from FFC

PPRU, GECL and ORPC should be involved to revi@emth

per

Source: Electronic staff survey

29



5. Information from supervision:

Do we know how we are doing? How do we know?
How do we communicate internally?

51 Introduction

76.  The evaluation assessed the relevance, edeebs, and accessibility of the Bank’s
project information system for results-based mameaye at the Bank, with special reference
to information from supervision. It reviewed theeusf the SAP project database and
management system (SAP-PS) used by the Bank. vidieation also reviewed the process
of reporting and communicating supervision results.

77. Management has already recognized shortconwiiidps the use of the SAP-based
portfolio management system, with the following coitment under ADF-11"priority will

be given to making the SAP-based portfolio managemsgstem easier to use, and to
eliminating barriers to access by Tunis and fietdffsresponsible for routine supervision
functions’®®

76.  The consolidated findings and conclusions mteskin this chapter were tri-angulated
from four different information sources (1) in-depdliscussions with ORPC and CIMM
during the course of this evaluation; (2) resultsrf the electronic staff survey; (3) in-depth
one-on-one interviews with selected staff;, and @PEV’s own experiences with the SAP
project information system during this evaluatiow @ther evaluations.

5.2  The SAP Project System: its usefulness for supervwm (staff views)

77. In 2001 the Bank adopted SAP (a generic ‘Sysiempplications and Products’) as
its electronic information system. At that timee thystem was customized by CIMM with
broad internal Bank consultation and remains nreti unchanged from its initial
development. The project sub-system, the SAP pjegstem, is supposed to capture all
relevant information on lending operations. In 20CGIMM introduced theCorporate Data
Warehouse (CDWh tool allowing staff to interface more easilytwsystem data and query
for specific information.

The electronic data and management informatioresysSAP) within the Bank
on supervision is highly unsatisfactory.

78. Most staff regard SAP as a potentially very edul tool that is, however, not
optimally used. Managers like idata warehousetapacity to produce aggregate reports, but
they do not always find reliable and up-to-datead#@tbout 60% of staff regard SAP as a
useful or very useful information tool (Figure 1)t at the same time almost half use the
SAP project system less than once a month. The Briect system is significantly
underutilized. There is low routine SAP use for-tiaygay project and portfolio management,

% Results Measurement Framework for ADF-11 (2007)
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and it serves poorly as an information system @reggate portfolio performance to meet the
needs of senior management.

79. Poor SAP project systems quality and databidilia creates difficulties and wastes
time in the production of Annual Performance Pregr&keports (APPR) or the Bank’s
Annual Report. The aggregation of up-to-date ddtgha level of complexes or their
utilization for independent evaluations is problémaOutput from the system requires
careful cross-checking for errors and gaps. Consigegoday’s global IT environment, one
staff member called the SAP project system andtiization at the Bank simpliarchaic’.
This summarizes the sentiments of many.

Figure 12

How useful is the project cycle SAP for
supervision?

60% 9
00 41% 33%
40% 1 199
20% - |—| 6%
0% : : :
Very Useful Fairly Not Useful
Useful Useful

Source: electronic staff survey

5.3 Why is SAP usefulness and usage for supervisi@nd portfolio management
low?

80.  The staff surveys identified four main reasforsthe low usefulness and routine use
of the SAP project data:

(1) Poor quality, reliability and scope of data in tiBAP project systemData are often
not up-to-date and do not always reflect currerdiess processes and management
information needs. Critical data are missing oryMeard to retrieve for the portfolio
as a whole, such as data on co-financing, actugegr completion, or latest risk
status of projects. There are too few internal md@scy checks, time sensitive
triggers and flags for critical information, andvfautomatic linkages and information
updates between various SAP sub-systems.

(2) Inadequate interface, technical sophistication, aisér-friendliness of the system, as
well as quantity and quality of training and tectedi support. The SAP project
system is currently not designed for easy datayetitris not intuitive, sometimes
confusing, and often time-consuming. More than thicds of staff lack more formal
training on specific SAP features.

(3) There are few incentives to update, link, maintaimg ultimately use the system as an
integrated project management tool at all levélthough SAP is mandatory proper
project data maintenance is not well enforced systeéde and there is no Bank wide
data entry policy. The system is slow and ratheeliable. Consequently system and
the data and reports produced are not sufficieetivant for everyday work.

(4) There is too little transparency in project managemat the Bank, which leads to
problems of entry, storage, and accessibility gfontiant project data and documents.
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The usefulness of the system is further limitednbgny restrictions on access to
information on the system.

Availability of up-to-date and reliable informatiam projects at all levels of
management is low. Transparency in project managéared supervision is
limited. There is no central project informationthu

5.4  SAP as an integrated management tool

81. The SAP project system database is in prina@pf@mwerful data management tool
designed in a business-intelligent way. If propesgt up and utilized it could provide an
efficient means of organizing, monitoring and impng the Bank’s investment projects and
enhancing portfolio performance.

82.  The Bank invested heavily in terms of initialtlays, maintenance, and improvement
costs in the SAP and should expect a high levettfrn for such investments. Yet the SAP
project system is currently mainly used as a systgmecording transactions, and not as an
integrated management information system. Consélguenurrent benefits seem marginal

compared to what is possible.

83. The Bank requires an integrated, transparemd, r@adily accessible information
system that can be used to measure and reportsalisrand to anticipate and manage risk.
The current SAP project system does not provids. thatabases are inadequate and are
spread around in different places and file formatg] access rights are often restricted. The
SAP projects information system is also insuffithenequipped to verify compliance,
effectiveness, and quality of supervision actigitier internal control.

84. The SAP project system is currently not a sidfitly reliable system to monitor the

performance of the Bank’s projects in real timeeath level of the Bank’s institutional

hierarchy. Management at the Bank currently cameaidily use the system to obtain

portfolio status reports, particularly at the aggte level. Accordingly, the use of the system
as management tool is low. For example, it curyetatkes ORQR (formerly ORPC) a great
deal of work to generate results from the systemtlie APPR. Yet in principle this data

should be readily available from the SAP projectem. In a well organized and regularly
updated system, such output could be availabl# toamagers at any time.

85.  The SAP project system database presentlyrtiiesontain all necessary information
on project implementation and supervision. Morepeeitical parts of the information, for
instance on project status or risk status are oftd#rup to date. The system therefore cannot
be effectively used in verifying compliance, effeehess, and quality of supervision
activities for internal control.

86.  All these factors limit the role of the SAP jed system to serve as a central project
information hub and to become a strong part ofBhek’s corporate culture of working and
thinking around projects (Box 7.

% For more analysis, findings, views, and specBicommendations on the SAP project system and ffiein
Bank see the OPEV Supervision Evaluation ‘Workiag&' and ‘Technical Annex II’
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Box 7 - Expand SAP as a corporate way of thinkingstaff view)

‘The project SAP should become a corporate wakiinking, rather than a burden and a
nuisance, as it is now. ... The Bank should try teeggte a culture of regular information
exchange on the basis of the SAP system amongribes/users (country economists, secjor
staff, CIMM, and Borrowers). ... Inthe end proj8&P should become a regular day-to-day
management tool, pretty much like email.’

Source: Electronic staff survey

5.5  System design and maintenance: the need for coordition

83. The responsibility for designing and maintagnthe overall supervision system now
lies with ORQR, but CIMM has a key role in the dgsiand management of the Bank’s
information systems. SAP can only be relevant fesuision policy and procedures are well
defined and reflected in the system.

84.  This has not been the case in the past. Theatan found coordination between

CIMM and ORPC to be weak (ORPC preceded ORQR asetby@onsible Department for

supervision oversight). This was evident, for exeEnm the attempted adoption of a revised
supervision mission reporting format in 2006. Thigmately failed as the electronic systems
were never adjusted to the new format, and the foemat had not been designed taking
electronic system requirements into account.

85. However steps are being taken to address shessIn July 2009, a new Presidential
Directive’’ updated the membership of the Information Syste®bsering Committee
(originally established in 1996). In late 200% Bank formed an interdepartmental working
group to upgrade SAP with particular emphasis ajept management. Headed by the Vice
President FNVP, this working group is expectedderate for a period of 1.5 years

86. In conclusion, a well functioning and maintairedectronic management information
system is more than a matter of technology, it ireguabove all clear and well
communicated business process, well assessedrthtafarmation needs, and a culture that
values up-to-date information, information shariggnd transparency. Establishment and
management of such a system will require sustasneg@eration and collaboration across the
Bank.

27 presidential Directive 03/2009
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6. Summary and recommendations

6.1 Summary of findings and conclusions

87. Much of what needs to be done in project superv at the Bank is well-known and
straightforward, but it needs to be done fully aftectively. Bank Management already
recognized this and included a number of key parémce indicators on supervision and
implementation in the Bank’s institutional targets.

88.  The evaluation finds that supervision polidieshe past were by and large relevant
and were for the most part clearly defined. Butitssand risks were insufficiently addressed
in supervision policies and practice. Also, ingidnal responsibilities in supervision were
not sufficiently established within a multi-disdiphry team approach. Supervision guidance
and oversight suffered from the relevant departredotv capacity to implement and deliver
on its mandate and poor Bank wide management irdtom systems. The evaluation
concludes that the current policies and institwlarrangements of supervision are not fully
relevant and geared towards the Bank’s future nelus paradigm of project supervision at
the Bank is not up-to-date with emerging opporiaeitand needs, particularly those of
decentralization, results and risk orientation, padnerships. The efforts by management to
come up with a new policy, shared responsibilitaas] new procedures for supervision are
therefore timely and, given the importance of suig@n in achieving the Bank’s goals,
should be given priority.

89. Performance of supervision has been marginalproving over the past years, yet
remains overall unsatisfactory. Operations arel feelpervised on average about 1.5 times per
year. Yet, only half of all projects are supervisel times per year as required by policy.
One in five projects is not field supervised atialany given year which is not acceptable.
Further, the Bank does not systematically diffaegatsupervision by project type and risk
category. While frequency of supervision missionatters, quality is equally important.
Quality standards are currently not well definedynitored, and enforced. Supervision
instruments beyond periodic supervision missions anderperforming, in particular
launching missions, mid-term reviews, and exteraalits. Their contribution to an
integrated, results-oriented supervision systemdcbe substantially improved. Although
efforts have been made by management to enhanfm@rpance, supervision appears to be
under-resourced in view of the importance of it ia ensuring that operations are efficient
and effective. Transparency with regard to the ussEs going into supervision is lacking.
Potential savings through decentralization and sngroject design have not yet been well
exploited.

90. Project risks are not well managed at the Baihis affects performance. Two out of
three Bank staff believe that the identificatiorpodjects at risk is ineffective. They point to a
number of deficiencies in the system for ratingjgeb performance and in follow-up on
supervision recommendations. The Bank’s electr&#® data and management information
system for projects is highly unsatisfactory ancthaic”, despite some improvements such
as the data warehouse system. The availabilitypsfotdate and reliable information on
projects at all levels of management remains unmabé/ low. Transparency in project
management and supervision is limited. There iscaatral project information hub with
relevant project documents for reference.

91. In conclusion, it is clear that the Bank’s supson system, despite recent
improvements, needs to be overhauled to delivergdies which an effective supervision
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system could provide in terms of operational effettess, efficient and impact. The staff
survey indicates that operations staff are impatiensuch a system which would remove
many constraints and allow them to achieve bettgults. The evaluation therefore concludes
with a set of recommendations requiring changdsetmade across the Bank.

6.2 Recommendations

92. Despite some recent improvements, the Banknigkely to achieve acceptable
standards of project supervision, even with godenitions and policies in place, unless some
major steps are taken. This includes the settingezr targets for reforms and their regular
monitoring and progress reporting to top managemés priorities, the evaluation
recommends the following.

(1) The Bank has to pay more attention to results andisks in supervision policies and
institutional arrangements, particularly in terms of integrating these aspects into
operational guidelines and everyday supervision piice.

This should particularly include the developmenaaomprehensive concept of project
risk management at the Bank. An efficient and éfecresults-based supervision
system must be first and foremost risk-based. SHgpoonsistent efforts are required,
particularly at country level, so that project-leweonitoring and evaluation systems
function more effectively to ensure the performaotthe broader results system.

(2) The Bank must develop an appropriately resourced mject supervision system
with better integration of supervision instruments and activities, while ensuring
differentiation by project type and phase.

This entails an expansion of team work in supeswisimore decentralization to the
field, and a better integration of the various sugseon instruments. The frequency and
quality of supervision instruments beyond regulargalic missions must be enhanced,
particularly of launching missions, mid-term reveewand external audit reports.
Supervision policy and practice should be betteught in line with the requirements
of different project categories and project cydages; and in proportion to project size
and risk exposure. Supervision guidance and ovdrsiged more attention. The Bank
must determine an appropriate resource envelopsupervision, in line with policy
requirements, and needs to better monitor the resswexpended on supervision on the
basis of full-cost accounting.

(3) The Bank needs to pay more attention to the qualitgf supervision and the quality
of follow-up on supervision recommendations.

The quality of activities and inputs into the sypgpn process needs to be enhanced,
such as the length of missions, appropriate skiibs during missions, project ratings,
and staff incentives. Equal attention needs tode fo the quality and communication
of supervision outputs, in particular supervisieparts and follow-up on supervision
recommendations. The quality of supervision musewauable, with clear indicators
and targets that can be regularly monitored.

(4) The Bank urgently needs to overhaul and upgrade th8AP electronic project data
and management information system for projects.
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The SAP projects system requires urgent redesigmsoire better quality, reliability,

and scope of supervision and other data; to enhidwecmterface and user-friendliness
of the system; and to generate transparency arebsibdity of important project data

and documents. The SAP projects system, in conpmetith the Data Warehouse
System, should be developed into a central hubetwesthe various project and
portfolio data needs and management functions extBédink, particularly to support

follow-up of supervision recommendations.
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Appendix 1
Supervision purpose and activities at the Bank(from Operations Manual)

1) The Operations Manual is clear on the purposepmiject supervision: ‘The
Agreement Establishing the African Development Bamkkes the Bank responsible to its
members not only for providing loans but also foswing that the loans accomplish the
purposes for which they are made. The Bank is resple for monitoring the progress made
toward the achievement of project objectives, Bwegsing the effectiveness and efficiency of
project implementation and for evaluating the intpats projects on development. It is also
responsible for helping borrowers take appropration to correct deficiencies in project
implementation.” (OM 800, para.l)

2. The Bank defines project supervision as a ‘cwaus set of activities that begins
with loan signature and runs through the prepamatiothe project completion report’. The
main purposes of project supervision are to:

(a) ensure that the borrower implements the projgth due diligence to achieve
the agreed development objectives;

(b) promptly identify problems and modify projecncept as necessary;

(c) take timely action to cancel a project if ihcao longer be expected to achieve
the desired development objectives;

(d) prepare Project Completion Reports (PCRs) tmaat for the management of
its resources; and

(e) use the experience gained through supervisiomprove the design of ongoing
and future projects, sector and country strategied, policies. (OM, section 800,
para. 2 and 4.)

3. Supervision activities includ# headquarters (1) review of progress reports prepared
by the borrower, (2) monitoring of borrower compla with conditions and covenants, (3)
supervision of procurement and disbursement, (4hter@ance of project records, and (5) the
implementation of actions undertaken to resolvejgotodifficulties.” Field missions are
carried out to resolve specific implementation peolts as well as to obtain information
directly from project sitedlt is noted thaloan administration(in particular supervision of
procurement and disbursement) is included in thy®srision concept.

4, Implementation assistan@nd related capacity building, have been a maraladea
feature of Bank supervision in the past as statedhe Operations Manual: ‘Whenever
possible, the [sector and country departments ef Bank] should increase the cost
effectiveness of supervision, by helping strengthlee implementation and monitoring
capabilities of borrowers and local agencies to mlement the Bank's supervision.” (OM,
section 800, para. 10).
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Appendix 2

Summary tables from the electronic evaluation surwe

Table A.1

What are the main objectives of project supervisioi
(ranked in order of importance attributed by resfmns*)

Objectives Average ratings of
importance

1. Identifying and resolving administrative amhhcial 4.43

implementation problems (disbursement, procurenstatfing

etc.)

2. Ensuring compliance of Borrowers with what \eppraised, 4.30

approved and negotiated

3. Ensuring that projects achieve their ovemiger term 4.04

objectives

4. Managing project risks 3.37

5. Maintaining good relations with the Borrower 2.63

6. Maintaining good relations with the co-finaarsi 2.24

* on a scale from 1-10, 1 being least and 10 nmopbitant

Source: OPEV survey on ADB projects supervisiorn,ch@7, question 5
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Table A.2

How useful is the Bank’s project supervision systerto address and mitigate

major project risks?

(ranked in order of importance attributed by resjmnis*)

Category of risk

Average ratings of

importance*
1. Implementation risks (Loan agreement compliance, 7.1
disbursement, procurement, personnel etc.)
2. Development risks (Compliance, disbursement, 6.0
procurement, personnel etc.)
3. Fiduciary risks (financial statements, audits etc.) 5.9
4. Mitigation of risks (ie. advance identification and 5.6

monitoring of risks)

* on a scale from 1-10, 1 being least and 10 nmogbitant

Source: OPEV survey on ADB projects supervision, March 07
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Table A.3 - What purposes does the project supemsion system have?

Theme

Frequency
of response

Concerned respondents

(% of all respondents who

(number) answered this question and
mentioned this theme)*

1. Standard administrative 29 54%
implementation and fiduciary tasks
2. Support to borrowers and 11 20%
borrower capacity building
3. Ensuring that overall project 10 19%
objectives are achieved
4. Generating development results 9 17%
and improving the project enabling
environment
5. Dialogue with beneficiaries 7 13%
6. Satisfy 1.5 missions per year 6 11%
requirement
Other 15 28%

*Percentages do not add up to 100% as multiple arsswere possible
Total No. of respondents who responded to thistipre4
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