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Discuss the impact of the Pillar Il of the Basel II/lll-IV on the primary
prudential requirements for Development Financing Institutions.

Analyze the effect of these requirements on Board Accountabilities and
Code of Responsibilities.

Discuss how the new Business Model Analysis (BMA) Exposure Draft would

support the operations of DBG to assess the viability and sustainability of
PFls.

Discuss the risk management challenges and implications of these prudential
requirements.




Employ the new BMA \

framework to improve
the Corporate
Governance of DBG.

Promote viability and B
sustainability of the Bank
through value-based
management tools.

Sustain the Corporate
Governance Disclosure
Requirements to provide

market assurance.

Zero tolerance for non-
compliance with laws and
regulations that have
associated administrative
penalties.

Actively monitor capital,
liquidity and social
investment positions of
the Bank’s resource
allocation.
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Regulcu’rory performance is an enhanced mechanism on the part of

Regulators that tend to drum home the need for the Board of
Directors of Banks to practically understand the deep-dive into the
risks identified, analysed, measured and their monitoring and
controlling approved and manifested through the banks operating
business model.




In other words, the force of governance lenses
defined to include Directors’ accountabilities is

quantified by the extent to which the viability
and sustainability of the bank is guaranteed or
assured. This position is supported by the recent

Exposure Draft on Business Model Analysis
(2023/2024) by the Bank of Ghana.

The Regulatory Posture has been the desire that
Board of Directors of Banks are grounded in both
the theory and practice of the real business
encounters that they superintend over.




This Gold Standard in Corporate
Governance is backed by law in the
Companies Act, 2019, Section 131 and in
many jurisdictions including the UK
(Provision 31 of the 2018 UK Corporate
Governance Code) and follows the
intention behind the Pillar I, Supervisory
Risk-Based Approach by the Bank of
Ghana to supervise the banking sector.

Again, it is also enshrined in
Section 71 (1) (a) and (b) of the
Development Finance Institutions

Act, 2020 Act 1032.
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" The International

Integrated Organisational overview and external
Reporting environment

Framework (lIRF) Governance
is the current Business Model
corporate Risks and Opportunities
reporting norm Strategy and Business Resources
and has the Performance outlook
following Basis of Preparation and Presentation.

outline:




The ‘Governance’ part seeks to question how
the Board of DBG and its related governance
structures support DBG’s ability to create value
in the Short, medium and long term.

While the Audit Committee of DBG may seek
align the IR (2022) and the existing Financial
Reporting Guideline (2017) issued by the Bank
of Ghana, the ‘Business Model’ part requires the
Board to explain DBG’s system of transforming
inputs, through its business activities, into outputs
and outcomes that aim to fulfil the Bank’s
strategic purposes and create value over the
short, medium and long term.




Recent Bank Failures
Basel Il /lll-IV Regime B® and the effects of the

DDEP

The Rise of the B . :
e . B8 Satisfy International
Accountability Regime §g8 Infearated Reportin
in Bank Corporate [ 9 P 9

g® Framework Regime
Governance space -




N\YFZANYIANYIANTVI ANV I ANTY I ANY S AN

Z QﬂQﬂQﬂQﬂQﬂQﬂ% /
NYZANYZANYZANYZANYZANYZANTZAN
ZAN\YZANYZANVZANYZANYZANY/ZA\Y/
NYZANYZANYZANYZANYZANYZANTZ4N

JANVIANVIANVIANVIANVIANVIANYS




DBG- Wholesale
Development




The Development Bank of Ghana(DBG) is a wholesale
development bank wholly owned by the Government of Ghana.

* The focus currently through the PFlIs relate to the following
sectors:

* Small and Medium-sized Enterprises operating in Agri-business
* ICT

* High Value Services
* Manufacturing

* (Source: DBG Disclosure of DBG Environmental and Social Management System, 2022)







° Developmen’r Finance Institutions ACT, 2020 i

DireCTOI‘S are (Act 1032). o

genera | |y * The Anti-money laundering Act 2020, Act
1044

SRR - The Land Act, 2020, Act 1052
1810 =) dl9i=1ale=l | * The Borrowers and Lenders Act, 2020, Act
1036.

of the * These laws are central to the strategic
. operations of the Development Bank of i

fol Iowmg . Ghana. i






.............................................................................. DBG-CORPORATE GOVERNANCE 2024.-.-.-.19.-.-.-.- -









__________________________________

.........................................................................................................................




DBG has successfully partnered with 6 universal banks to
lend to MSMEs and small corporates. The banks include:

CBG

CAL Bank
Fidelity Bank
Access Bank
Ecobank
Zenith Bank
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INDICATORS DBG’s BASEL IlI-IV -
PERFORMANCE REQUIREMENTS REQUIREMENTS

1 Capital Adequacy Ratio (%) 151% 10% 14%
CET 1 151% 6.5%
Leverage Ratio (%) 56% 4.5% 5%+
Liquidity Ratio(%) 1582 10%+ 100%+
NPL Ratio (%) - 1% -
Climate —rating Status 5-star Green rating Nil CVaR Required

" The Basel lI-IV measures liquidity ratios based on Liquidity Coverage Ratio (LCR) and Net Stable
Funding Ratios (NSFR). Both are set above 100+%. The LCR is set for 30 days under stressed
conditions.

The above indicators show that the Board of DBG has governed the Development Bank as a CLASS

A Bank. DBG CORPORATE GOVERNANCE 2024 - 27 -






This Exposure Draft is based on the recent failures
in the USA and other financial institutions. The
Exposure Draft cites the cases of Northern Rock in
the UK in 2008, Silicon Valley Bank(SVB) in 2023,
Banks and other Specialised Deposit- taking
Institutions(SDlIs) in Ghana which had heavily
invested in longer term Government of Ghana
(GoG) securities were highly impacted by the

Domestic Debt Exchange Programme (DDEP) with

some of the PFls required to recapitalize due to

their solvency ratio falling below the minimum

regulatory requirement.













Where:

Expected Credit Loss = Exposure at Default (EAD) x Loss Given Default x
Probability of Default (PD)

Liquidity Cost = Refinancing cost for the bank which should take into account

the refinancing maturity and currency and where applicable, Fund Transfer
Pricing (FTP)

Economic Capital= Minimum regulatory capital requirement as per the Capital
Requirement Directive (CRD) including where applicable any regulatory Pillar |-
2 capital requirements.




| ACCEPTABLE RETURN

The RAROC at the enterprise and business lines
(mapped to the Basel eight business lines for
operational risk under standardized approach)
should be compared with the hurdle rate and
where RAROC is less than the hurdle rate then
consideration should be given to requiring the bank
to take the appropriate remedial action so as to
preserve capital.




The Board is expected that assurances by
management indicate the following:

* Return on Equity does not fall below the cost of equity

* The Bank constantly maintain solvency status

* Cost to income ratio is always below acceptable regulatory
level e.g. 70% and never above 100%.

* Interest expense should not exceed interest income.

* Minimize volatility, concentration or mismatch (maturity and

currency) in funding mix. Develop or establish high-quality
liquidity pool as required under Pillar 2 in Basel lll and IV.
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DBG is exposed to GHS1 billion MSME loan portfolio that offers a headline return of
B 9%. DBG has an operating direct cost of GHS 9 million per annum and an effective tax

rate of 30%.

The portfolio is funded by GHS 1billion borrowed funds with a transfer priced interest

charge of 6%.

Risk analysis of unexpected losses associated with the portfolio shows that the Bank need
to set a economic capital of GHS 75 million (7.5% of the loan amount) against the
g8 portfolio.

DBG’s Capital Policy requires that capital should be invested in risk-free securities and
@ return tradable government instrument is 5%.




The Expected Loss on this portfolio is assumed to be 1% per
annum (1% x GHS 1billion = GHS 10 million).

From the Case Study, the following information can be
established:




If we ignore transfer price considerations, |

Then . PSP

The RAROC rtor this loan portrolio is 14%. lhiscan |

be inferprefed as The AnnUCII Aﬂ'er —tax eXpeCTed L

rate Of return on EqUiTy needed to SUpporT The |0C|n PP

porTfOIiO. L




Where RAROC is used as ex-post and not ex-ante basis,
realized revenue and realized losses are used to replace
expected revenues and losses.

Where the weighted cost of equity capital is used as the
hurdle rate, a simple decision rule for governance can be
inferred :

If the RAROC ratio is greater than the hurdle rate, the
activity is deemed to add value in the Bank.

In the opposite case, the activity is deemed to destroy
value for the Bank and the activity should be closed down,
project rejected or re-engineered.
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Justification | Composition | Construction




6

. g8 This will reduce Directors’ duties
Directors should e B
Market

justify the signing &8

s C'nd
indiscipline & responsibilities

annual reports i : .
challenges & are in action now

No more
speculative
approach to
governance

Directors must
understand the [
future with rigour [




OPERATIONAL Discuss operational resilience pillars and
gl RESILIENCE outcomes

~ CONCLUSION Assert why the Bank is viable by affirming that

High areas of vulnerabilities are identified,
tolerance levels can be contained, key staff are
in place with evidence.




In addition, Corporate Governance
Disclosure Directive, 2022 and the
emerging Viability and Sustainability

Sections 71-73 of The Development (Exposure Draft) 2023, require the
Financing Institutions Act(2020) requires &% S Directors to make a statement in the
the financial statements and accounts on a & Annual Report regarding the viability of
going concern basis. the Bank, including an explanation to how
they assessed the prospects of the Bank,
the period of time and why they consider
that period to be appropriate.




The availability of DBG's The Draft Exposure recommends
Working Capital and Viability a maximum of 3 years. This
&= framework is expected to give means that it is the period likely
g management and Board sufficient to be covered by the formal
viability and confidence on the projections of profitability, cash
# future operating environment for flows, capital requirements and
the time period. capital resources.




It is also within the It is representative of

period over which the level of
regulatory and anticipated regulatory
internal stress testing change in the financial
is carried out. services industry.




~ Carry out a robust and detailed assessment of the

- Bank’s risk profile and material existing and emerging

o risks.
Notable among these are risks which senior management believe could cause the
Bank’s future results of operational or financial conditions to differ materially from
current expectations or could adversely impact the Bank’s ability to meet
regulatory requirements.

Reviewed how these risks are identified, managed and controlled.

Consider the Working Capital Report which provides an assessment of forecast
CET 1, leverage, Tier 1 and total capital ratios as well as built up Marginal
Eligible Liquidity up to the third year.










[ Evidence of bank-wide stress tests against a

| severe but plausible near-term climate

| scenario particularly with respect to agro-

| business sectors targeted. The aim is to

| identify key vulnerabilities that are most

| relevant and material to the Bank’s business

| model and geographical footprints.




Legal proceedings, competitors, regulatory and remediation / redress
| conduct matters should be assessed as part of the stress testing process.

| Capital and liquidity risk appetite are ascertained if they reflect the level
| designed to enable the Bank to withstand various stress scenarios. As part of
| this process the Board is expected to ascertain if management identified

| actions including cost reductions, withdrawal from lines of business available




| Directors are expected to consider PFls whose businesses point to a potential |

o exposure of the business model to Money Laundering and Terrorist Financing |

| (ML/TF), climate-related risks and risks due to the increasing adoption of o

~ | financial technologies by Regulated Financial Institutions(RFls) which include Chnmimii

| the PFls. o

| Enforce the Basel IlI/Ill-IV Classification of Banks into three categories —A, B Snnnn

| and C using the Standardized Credit Risk Assessment (SCRA) at follows. S




oosot Credit Risk Assessment Grade A Grade B Grade C L

L Of Coun’rerparfy el

- " Base’ risk weight 40% 75% 150% o

DO Risk weight for short — 20% 50% 150% B BORRNRNNNNREE







(CRE 20:22)Grade A refers to
exposures to banks, where the
counterparty bank has adequate
capacity to meet their financial
commitments (including repayments
of principal and interest) in a timely
manner, for the projected life of the
assets or exposures and irrespective
of the economic cycles and business
conditions.

DBG should consider the impact of
material climate-related financial
risks on the counterparty bank’s
capacity to meet their financial
commitments in a timely manner for
the projected life of the bank’s
assets or exposures to this
counterparty bank.




[ Prudent practice by the bank to evaluate the

| counterparty bank’s ability to repay commitments

| could include incorporating consideration of

| material climate-related financial risks into the

| entire credit life cycle, including client due

| diligence as part of the onboarding process and

| ongoing monitoring of clients’ risk profiles




| exceed the published minimum regulatory requirements and buffers o

| established by its national supervisor as implemented in the jurisdiction S

A where it is incorpora’red, excep’r fOI’ bank-specific minimum regulq’rory L

| requirements or buffers that may be imposed through supervisory actions S

| (CRE 20:24)If such minimum regulatory requirements and buffers (other than |

o bank-specific minimum requirements or buffers) are not publicly disclosed or |-

| otherwise made available by the counterparty bank, then the counterparty |

oo bank must be assessed as Grade B or lower. R
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