
 
December 30, 2005 
 
Ian Johnson 
Consultative Group on International Agricultural Research 
1818 H Street, NW  
MSN G6-601 
Washington, DC  20433  USA  
 
Ian,  
 
I refer to your email of August 10, 2005, in which you reminded me that CIAT did not meet the CGIAR targets 
for working capital and equity indicators  for 2004. The Board had approved a plan for CIAT management to 
increase its reserves by 0.50 million per year to achieve the recommended levels of these two financial indicators ; 
this was done in 2004. During our Board meeting in November 2005, it was clear to the Board that CIAT was 
going to have difficulty in meeting this  target increase in reserves. Until then, there were strong indications that 
CIAT would meet and likely exceed the required 0.50 million increase in 2005. Unfortunately, in late October 
CIAT was notified that Japan would further reduce its unrestricted contribution to CIAT by 0.22 million. This 
event, coupled with the reduction in unrestricted funds from Colombia by 1.30 million and the increases in 
expenses of 1.0 million due to the unfavorable Colombian Peso exchange rate (which contradicted expert financial 
predictions) has made it difficult to achieve the target set by the Board in 2004. During 2005, we estimate that 
CIAT will not have a deficit, but will add 0.30 million to its reserves, increasing its level to 6.30 million (see 
Table 1 below). CIAT is currently working very hard to recover direct and indirect costs from restricted projects 
to achieve the projected surplus of 0.30 million to close the books on 2005. 
 
After learning about these difficulties in November, the Board (in its November meeting) studied the financial 
situation at CIAT in detail and decided that changes in the management of unrestricted and restricted income were 
needed. As a part of this plan, the Board asked management to cut unrestricted fund allocation by 2.0 million 
(12%) for 2006, followed by additional reductions in 2007-8 as needed. These reductions in allocations will be 
made strategically to ensure that CIAT maintains its ability to excel in critical programmatic areas. Additionally, 
changes in financial management are being studied to ensure that CIAT remains financially stable and will meet 
the CGIAR financial indicator goals by the year 2008 (as noted in  the table below). Plans are to increase reserves 
by 0.50 million per year from 2006 through 2008. It is important to note that CIAT received an unprecedented 
level of restricted funds this year. This is great news, but it  also means that changes in financial management were 
indeed necessary  even though funding for CIAT is at an all-time high level. 
 
The Board is working closely with CIAT management to provide oversight for these cuts in allocations of 2006 
unrestricted funds. We will  monitor progress at least monthly between now and our Board meeting in May. Table 
1 below shows the summary figures as of December 30, 2005.  
 
 

Table 1. CIAT Financial Indicators Projection 2004 - 2008 
   December 30, 2005    
 US$ Million Indicators (Days) 

Year 
Total 

Expenses * Daily Cost  Surplus  Liquidity  Reserves  Liquidity  Reserves 

2004 34.96     0.096         0.53         7.38         6.00            77            63  
2005 35.50     0.097         0.30         7.68         6.30            79            65  
2006 39.50     0.108         0.50         8.18         6.80            76            63  
2007 38.50     0.105         0.50         8.68         7.30            82            69  
2008 37.50     0.103         0.50         9.18         7.80            89            76  

    CGIAR TARGET 90 - 120 75 - 90 
* Excluding Depreciation Costs      



 
Note that Total Expenses are projected to increase in 2006 by about 4.0 million due to the record income in 2005. 
Thus, the daily expenditures , the denominator in the Working Capital and the Reserves indicator calculations, also 
are projected to increas e, thus slightly lowering the indicators in 2006.  Daily expenditures were $97,000 in 2005 
and are projected to increase to $108,000 in 2006. With this higher daily expenditure projected for 2006, both 
financial indicators are projected to be lower. We also provide indicative expenses through 2008. Should those 
expenses increase, CIAT will increase its surplus accordingly to reach the CGIAR indicator levels by 2008.  
 
I also want to point out a very interesting trend that has been taking place in the CIAT financial situation during 
the last several years . CIAT has steadily increased the amount of funds that it passes through the Center to 
partners to spend on special projects. This is a healthy trend, in our opinion, because it shows that CIAT is open to 
partner contributions and cooperation, more so today than in the past. The funds provided to partners increased 
from $2.730 million in 2003 to $4.248 million in 2004, to an estimated $6.00 million in 2005, and to a projected 
$10.19 million in 2006. When these funds that are passed through to partners are excluded from the expenditures 
at CIAT, CIAT’s actual daily expenditures decrease and financial indicators increase as shown in Table 2.  It could 
be argued that there is a disincentive or penalty for Centers that provide high levels of support to its partners. If we 
compute the indicators after excluding funds that were spent by partners, the CGIAR Target indicators would be 
met this year. Please do not misinterpret my rationale for raising this point. The CIAT Board is committed to 
achieving the CGIAR target levels of liquidity and reserves. We are making solid progress toward meeting these 
targets by 2008, as summarized above and in Table 1. The point is that as the CGIAR considers alternative 
financial indicators in the near future, it would be useful to consider how Centers account for funds passed 
through to partners and the liability associated with those funds. 
 
 
Table 2: CIAT Financial Indicators Projection 2004 - 2008 Excluding Partners Costs 

        
 US$ Million Indicators in Days 

Year 
Total 

Expenses * Daily Cost  Surplus  Liquidity  Reserves  Liquidity  Reserves 

2004 30.71     0.084         0.53         7.38         6.00            88            71  
2005 29.50     0.081         0.30         7.68         6.30            95            78  
2006 29.31     0.080         0.50         8.18         6.80          102            85  
2007 28.31     0.078         0.50         8.68         7.30          112            94  
2008 27.31     0.075         0.50         9.18         7.80          123          104  

    CGIAR TARGET 90 - 120 75 – 90 
* Excluding Depreciation Costs and Funds Implemented by Partners   
 
  
 
Please let me  know if you have questions or need additional information. Thank you for your continued support of 
CIAT. 
 
Sincerely, 
 
 
 
James W. Jones 
Chair, CIAT Board of Trustees  
Distinguished Professor 
Agricultural & Biological Engineering Department 
PO Box 110570 
University of Florida  
Gainesville, FL  32611 



 
cc:  Joachim Voss 
 Juan Garafulic 
 Douglas Pachico  
 CIAT Board of Trustees 
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Lene Lange 
Board Chair 

 
November 17, 2005 

 
Mr. Ian Johnson 
Chairman, CGIAR 
The World Bank, MSN G6-601 
1818 H Street, NW. 
Washington, D.C. 20437 
USA 
 
Dear Ian: 

Exco 8. Decision Follow-Up 
 
I acknowledge receipt of a copy of your email dated August 10, 2005 regarding CIMMYT’s 2004 
financial health indicators which was addressed to Alex McCalla, CIMMYT’s former Board Chair. 
 
I am pleased to report that during the full board meeting held at ICARDA on November 4 -9, 2005, 
the Board once again reaffirmed their commitment to ensure that CIMMYT attains the CGIAR 
mandated levels for both working capital and reserves by the end of 2007. 
 

a) Working Capital – 54 Days 
 
CIMMYT continued to improve its working capital during 2004 and the Board was pleased to see 
that the need to utilize external funding had been eliminated and that the Center ended the year 
with significant a cash balance ($14.1M) in its bank account. Forward projections indicate that 
CIMMYT will remain cash flow positive and will continue to improve in respect to this 
performance indicator. 
 

b) Equity – 50 Days 
 

Despite remaining below the CGIAR mandated levels for reserves, CIMMYT has continued to 
make significant efforts to repair its reserves during 2004. At the end of the 2004 financial year, 
undesignated reserves amounted to $4.8M – a year on year increase of 17 days or 51%. We are 
pleased to note that, during the last 2 years, CIMMYT management has consistently exceeded the 
Board established target for reserve build up and is essentially 1 year (16 days) ahead of the plan 
established in early 2003. 
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We note that the CGIAR targeted range for this indicator has been reduced from the original range 
of 90-120 days to a range or 75-90 days and the Board will review the targeted level of reserves that 
were established a number of years ago to determine if there is a need for change. At this point in 
time we have a reasonable expectation of achieving the CGIAR target by December 2006 although, 
due to ongoing uncertainty regarding future unrestricted funding trends and uncertainty 
surrounding exchange rates, we have not amended our fixed formal commitment to meet this 
target by the end of 2007. 
 
Conclusion 
 
Net assets can only be built from unspent unrestricted funds therefore CIMMYT’s ability to 
achieve the required build-up of reserves is dependent on the continuing support of investors who 
provide unrestricted support. In line with all other Centers we experienced ongoing reductions in 
unrestricted funding during 2004 therefore, in order to maintain an improvement in both 
performance indicators, certain important research activities were severely curtailed due to the 
reduction in available discretionary funding. It is expected that this situation will continue. 
 
The Board of CIMMYT notes that ExCo has expressed its formal appreciation of the progress that 
CIMMYT has made towards improving its financial ratios and again reaffirms the commitment of 
both the Board and Management of CIMMYT to achieving the CGIAR targets for financial 
indicators. In particular, we recognize that CIMMYT must establish adequate reserves to absorb 
any financial shocks that may arise in the future. 
 
Yours sincerely, 
 

 
 
Lene Lange 
Chair 
CIMMYT Board of Trustees 
 
 



November 24, 2005 
 
Mr Ian Johnson 
Chairman of the CGIAR  
The World Bank 
1818 H Street, NW, MSN G 6-601 
Washington, DC 20433, USA 
 
Ref: Your letter dated 10 August 2005 
 
Subject: Level of ILRI Financial Reserves 
 
Dear Mr Johnson, 
 
In your above correspondenc e you have expressed  concern that the Institute’s excessive level of financial 
reserves could send the wrong signal to the CGIAR Membership and you have urged ILRI to bring the 
reserves down to a reasonable level, i.e., reserve levels not higher than two times the upper CGIAR 
recommended limits. 
 
The issue has been thoroughly and extensively discussed between ILRI Board and Management on the 
occasion of our recent BoT Meeting held in Nairobi on 24-26 October. This is to share with you ILRI’s 
assessment of the situation as well as the Board’s decisions and plans for the time ahead. 
 
The 2004 level of reserves is the result (i) of prudent financial management taking into account the specific 
nature of livestock production and animal health research, on the one hand, and (ii) a number of particular 
circumstances which have occurred during 2002 - 2004, on the other: 
 

(1) Research in the field of livestock production and animal health is highly complex, lengthy and 
hence, more expensive and risky as compared to research in the crop sector. For this reason, ILRI 
must adopt a more prudent financial management than other CG Centres. Part of this prudent 
management was the decision to close a number of projects during 2001 and 2002 due to financial 
constraints and to reduce investment in infrastructure and equipment over a period of years. 

 
(2) In September 2002 ILRI adopted a new strategy moving from a traditional disciplinary organisation 

of its research towards broader inter-disciplinary themes seeking to develop a comprehensive 
integrated approach that would strengthen the Institute’s poverty focus and impact. As a result of 
this change the pace of programme implementation was somewhat slowed down. Over a period of 
roughly two years ILRI was required: 
• to develop a new research agenda 
• to recruit new skills and knowledge 
• and to screen the existing project portfolio  

 
…/2 
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It is only during 2005 that the implementation of ILRI’s new research agenda is fully under way. This fact has 
been reflected in the Institute’s 2005 budget, and even more clearly in ILRI’s recently approved operating 
and capital budgets for 2006 as well as the projected budget allocations (see herewith attached (i) 
Comparison of 2005 and 2006 Operating Budget). Over a period of three years ILRI will boost the 
investment for new staff and programmes; it will at the same time consolidate major animal health research 
and upgrade infrastructure and equipment. One major area for investment in the coming years will be BecA, 
the biosciences facility for eastern and central Africa, a NEPAD-sponsored shared biotechnology platform 
for African researchers. As a result of all these developments the Institute’s financial reserves  are 
anticipated to come down to CGIAR recommended levels (see herewith attached (ii) Projection of Net 
Assets for 2005-2008) despite the fact that we consider the CGIAR recommended levels of reserves as 
being rather low. We will therefore continue our prudent financial management and seek to use our reserves 
in a strategic way and not just as buffer mechanism against shocks resulting from unexpected drops of 
unrestricted income. 
 
Finally, I would like to inform you that ILRI’s BoT has requested Management to revise the Institute’s 
Treasury Management and Investment Policy formulated in 1999 to guarantee the best possible (i) 
preservation of capital, (ii) liquidity, (iii) competitive returns and (iv) diversification. In addition Management 
will further develop an initial proposal to provide ILRI with a Policy on Reserves and Net Assets as a tool for 
guidance and decision. 
 
I do hope that I have been able to dispel your concerns and remain at your disposal for any further 
information that you might require. 
 
Sincerely, 
 

 
Uwe Werblow 



Attachment (i) Comparison of ILRI 2005 and 2006 budgets 
 
 2005 budget 2006 budget Comparison 2006 vs. 2005 

 
Theme or 
Unit 
 

Unrestr/ 
Program 

Restricted Total Unrestr/ 
Program 

Restricted Total Unrestr/ 
Program 

 Restricted Total 

 
PROGRAM 
 

 
7,298 

 
18,099 

 
25,397 

 
9,726 

 
22,096 

 
31,822 

 
2,429 

 
33% 

 
3,997 

 
22% 

 
6,426 

 
25% 

 
NON-
THEME 
UNITS 

 
 

9,691 

 
 

112 

 
 

9,803 

 
 

12,023 

 
 

40 

 
 

12,063 

 
 

2,332 

 
 

24% 

 
 

-72 

 
 

-64% 

 
 

2,260 

 
 

23% 
TOTAL 
EXPENSE 
BUDGET  

 
 

16,989 

 
 

18,211 

 
 

35,200 

 
 

21,749 

 
 

22,136 

 
 

43,886 

 
 

4,761 

 
 

28% 

 
 

3,925 

 
 

22% 

 
 

8,686 

 
 

25% 
 
 
Attachment (ii) Projection of Net Assets for 2005-2008 

 2005 2006 2007 2008 

Operating budget         

Total Revenue  40,854 40,827 37,283 

Total Expenditures 45,629 42,620 36,619 

Variation in Net Assets  

  
  
  -               4,776 -             1,793 664 

Variation as a % of the  expenditure budget   -10% -4% 2% 

Capital budget      

Total Capital budget 5,359 2,480 929 
Depreciation 

  
  

1,935 2,137 2,040 

Long term assets at the end of the period           
11,833  

15,257 15,600 14,489 

Net Assets          

Undesignated reserves 16,832 8,632 6,496 8,272 

Designated reserves 14,299 17,723 18,066 16,955 

Total Net Assets  31,131 26,355 24,562 25,227 

World Bank indicator on long-term stability (# days) 232 89 77 108 



 



       October 11, 2005 
 
 
Dear Ian, Kevin, Per and Francisco, 

At the request of several donors IRRI has put together a statement on our net assets, or 
reserves.  Please find attached IRRI's BOT-approved designation of our "reserves" and our 
statement  of how they were derived and are to be used.  Some salient points are:  

1)      According to our audited financial statements IRRI has spent $20 million more than it has 
received from donors over its lifetime.  The difference has been met by earned income.  So,  if 
there are concerns that IRRI has squirreled away donor funds, they are unfounded. 

2)      IRRI’s reserves (or, more precisely, its net assets) were derived over a 45 year period from 
two sources: a) Earned income (constituting over 2/3); b) Depreciation allowances as prescribed 
by CGIAR accounting practices.  

3)      IRRI BOT and Management believe that our reserves are required for two purposes.  The 
first is to assure the financial viability of the institute and the second is to allow us the flexibility to 
adjust to a rapidly changing world.   

a.      For financial viability our reserves at the very least must be sufficient to cover: i) Cost of 
paying off all staff (i.e. avoiding the ISNAR debacle that all centers ended up subsidizing) ii) Risk 
management fund that covers for plausible worst-case scenarios (i.e. avoiding the WARDA 
serious financial circumstances caused by civil disturbance); iii) Capital refurbishment (i.e. avoid 
the situation that several centers face of a disintegrating infrastructure). 

b.      IRRI’s ability to be relevant, especially in the fast moving world of rice science, demands 
that it be able to make investments in cutting edge research that go beyond what is contained in 
its MTP. IRRI is a leader in applied plant genomics in the CGIAR and is recognized in the 
international scientific community as a preferred partner for ARIs interested in development 
applications.  This leadership was made possible by our ability to tap into reserves to invest 
millions in infrastructure and hum an resources. Likewise we have the flexibility to initiate activities 
in a number of areas, including Africa, before we have donor support. It is critical for IRRI’s future 
relevance that we be able to continue to make such strategic investments.  We believe that this is 
also in the long term interests of the CGIAR. 

4)      We believe that it is correct and appropriate for the donor community, via ExCO or other 
mechanisms, to set a minimum level of reserves below which a Center must not fall.  However, 
the absolute level of reserves, if accumulated properly, is within the responsibility of BOT and 
management.  This will be determined by their perceptions of the risks facing the Center and the 
priority they give to addressing future challenges and opportunities. 

I trust you will find this document useful.  Please feel free to circulate it as you wish.  Of course, 
as always, we welcome your input and feed back.   

You will recall that the ExCo Chairman requested IRRI’s BOT Chair to submit a report to the 
ExCo Chair by December 31, 2005, on how IRRI planned to deal with its reserves.  Kindly inform 
me of how this statement should be modified to fully comply with this request.  Also, as this will 
form the basis for our response, please note that this represents only our position and does not 
necessarily reflect the views of other centers. 



On another note, I am very pleased to inform you that IRRI has made significant forward progress 
in developing its Africa program.  As you will see in the reserves document we have earmarked 
$1 million for Africa.  However, funds from other parts of the strategic research fund are certain to 
be used for Africa as well.  More importantly, we have made significant progress in developing a 
common agenda with WARDA/ARC.  We are preparing a joint proposal submission to IFAD for 
Eastern and Southern Africa, and look forward to developing a strong and comprehensive joint 
proposal portfolio in the coming years. 

Best regards, 

Bob 

 
Dr. Robert S. Zeigler 
Director General 
International Rice Research Institute 
Telephone:  (63-2) 810-5337, 580-5618,845-0563 
                      or, through USA: +1 (650)833-6622 
E-mail:          r.zeigler@cgiar.org 
Fax:              (63-2) 892--354, 845-0606 
Mail:            DAPO Box 7777, Metro Manila, Philippines 
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Financial Reserves in the CGIAR 
Strategic Choices for Centers 

 
 

Preamble 
 
The typical CGIAR center operates in a very unpredictable funding environment.  
Characteristics of the environment include: 
 

• No assurances of funding from one year to the next 
• Irregular pattern of disbursements of grants 
• Pledges are not always 100% reliable 
• History of major donors abruptly reducing their commitments or defaulting 

entirely 
• Multi‐year commitments are not particularly reliable (resources available to 

donors may fluctuate wildly as political and other circumstances shift in a donor 
government) 

• Exchange rate fluctuations 
 
This is the climate within which centers must develop and implement strategies that 
extend over many years. A typical time line for a major piece of a center’s strategy could 
easily reach a decade.  Financial stability is essential for centers to embark upon longer 
term, high impact activities. 
 
The CGIAR has not had a formal policy on reserves except for a recommended level of 
“operating fund” mentioned in the CGIAR Financial Guidelines FG1.  Centers have 
always worked this out on their own.  In the 1990s, the CGIAR realized that there was a 
need to consider capital replacement from center’s annual grants and began evolving a 
set of guidelines on how to manage and account for depreciation and capital 
expenditures.  
 
More recently as part of the World Bank’s Performance Management System, the centers 
have agreed on what should be the recommended range of unrestricted net assets 
(loosely termed reserves).  This has been arrived at by computing an indicator called the 
long term stability indicator that is measured in “number of days of total expenditure 
less depreciation (i.e., cash expenditures).”  This has two problems.  First, each center 
will have different reserve requirements based on the nature of its work, infrastructure, 
staff size and regional distribution of its work force.  A “one‐size fits all” approach, even 
when adjusted for size of overall annual budget, is clearly not appropriate.  Second, 
since centers are apparently penalized in the WB Performance Management System if 
their net asset fall below the lower end of the indicator, there is considerable motivation 
for the centers to set the indicator as low as possible.  
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The group of Center finance directors that reviewed the indicators felt that setting a 
single number minimum was not realistic and so a range was agreed upon.  This is the 
range for the minimum reserves that an institution should have, or the level below 
which a center must not fall.  The upper limit of this range was never intended to 
represent an upper limit of reserves.  Nor was this minimum range ever intended to act 
as a “target” for reserves. 
 
Interestingly enough, there appears to be a new move to penalize centers whose long 
term stability indicator exceeds the higher end of the agreed range.  They are considered 
to have “excessive” reserves.  This is intriguing, in  light of a recent dissolution of a 
center with no reserves of its own that resulted in the World Bank diverting some of its 
CGIAR funds to cover the liabilities of that center.  Also some centers facing extreme 
financial conditions have gone to commercial banks and/or sought extraordinary 
contributions from some of their traditional donors or even sister centers because they 
had insufficient or no reserves. 
 
IRRI has prepared this note on reserves for donors and the ExCo Chairman. Our 
intention is to inform CGIAR members of the many issues surrounding the question of 
reserves including how and why they are accumulated.  The matter of IRRI’s particular 
reserves situation is also addressed in this piece in order to respond to some questions 
raised during the May 2005 ExCo  meeting in Berlin. 
 
Net Assets in IARCs 
 
1. Net assets (reserves) of a center defined 

Net Assets are defined as residual balances of total assets minus total liabilities (i.e., 
the equivalent of retained earnings in a business).  Net assets are classified into three 
types: 

  (i)  Unrestricted 
 (ii)  Temporarily restricted 
(iii)  Permanently restricted 

 
Unrestricted net assets are those without any specific donor‐imposed restrictions.  
Limitations or designations imposed upon unrestricted net assets by a Board do not 
affect the “unrestricted” classification.  All of IRRI’s net assets are of the unrestricted 
class.  It is the unrestricted net asset which is the subject of this paper. 

 
2. Why the need for the accumulation of net assets 

a. Donor default such as 
 Sudden reduction in unrestricted funding from a “hard pledge” 
 Occasional mid‐project cutback in funding to a restricted project to which 

a Center has certain legal or ethical commitments 
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b. Staff separation in the event of Center closure (as is the case of a center recently 
depending on WB to finance that) 

c. Short term structural adjustments to align with sudden donor funding 
reduction (recall the case of two major donors in 1999 and 2001) 

d. Natural catastrophe which may require infrastructure repair and replacement, 
protection/rescuing of irreplaceable assets (in IRRI’s case these could include 
the gene bank, various breeding lines, DNA constructs, etc.) and sometimes 
humanitarian action 

e.  Political instability which could result in 
 Staff evacuations and relocations (as is the case of a center having to 

depend on the WB) 
 Separation of staff 
 Protecting/rescuing irreplaceable assets 
 Closure of offices, stations, or other facilities and the need to establish 

temporary or new facilities 

f. Capital acquisition and replacement, as donors normally don’t provide 
funding directly for fixed assets acquisition and replacement 

g. Strategic research initiatives 
 Seed money for “proof of concept” studies 
 Matching  funds  to  attract  donors  to  somewhat  risky,  long‐term,  but 

potentially high payoff projects 
 
3.  How net assets arise 

In simple terms, unrestricted net assets are the cumulative difference between total 
revenue (donor grants and center earned income) and total expenditure since 
inception to date.  Any increase in net assets reflects a surplus of revenue (grants and 
earned income) over expenditure.  It is the residual value of the center after all 
liabilities are settled. 
 
Earned income can be from  

• interest on investments; 
• sale of products and used assets; and 
• fees for services. 

 
Accumulation for capital acquisition and replacement account also contributes to net 
assets formation.  Capital acquisition and replacement funds come through the 
annual depreciation charge, a method mandated by CGIAR accounting practice. 
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4.  Appropriate level of unrestricted net assets  
Center Boards have the fiduciary oversight responsibility for centers.  As such, the 
Boards are the ultimate bodies that can and should decide what level of reserves are 
appropriate or adequate for a center, based on a center’s particular circumstances 
and research activities. 
 
We believe that the reserves level should be center‐specific with a general 
recommendation on a minimum range below which a center should not fall.  
Currently, the recommended minimum range below which a center should not fall 
and risk insolvency is set between 75 to 90 days of expenditure.  An appropriate 
level is where a center would be financially secure and able to weather most 
financial challenges.  This is probably several times higher than the minimum range 
level. 
 
A center’s level should be determined based on 

 Number of staff and center polices on separation and involuntary termination 
 The amount  and nature of infrastructure 
 The number research sites 
 The size and nature of its research program 

 
Net assets at IRRI 
 
1.  Current reserve level  

The level of IRRI’s net assets (excluding investments in fixed assets of $9.127m) as of 
December 31, 2004, was $41.510m. 

 
2.  Development of net assets 
      Since its founding in 1960, the International Rice Research Institute (IRRI) has 

carefully managed and developed its net assets with two goals in mind:‐ 

(i)  to support the Institute’s own strategic research initiatives; and 

(ii)  to insulate it against any unexpected downturns in donor funding and any other 
potential adverse financial shocks.  

 
Two guiding principles have been the major planks of IRRI’s financial management.  
First, on an annual basis, the Institute plans for balanced budgets.  Second, cash 
resources over and above immediate needs are prudently invested to generate 
earned income, which goes to increase IRRI’s revenue. 
 
From inception in 1960 to December 31, 2004 based on its audited financial 
statements, IRRI has received a total of US$915.348m in grants for operations.  
Against this, IRRI implemented research and training programs costing 
US$935.343m in expenditure.  As can be seen from these figures, the value of IRRI’s 
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expenditure have slightly exceeded grants received i.e., every dollar of donor grant 
funds has been spent, ‐ and then some ‐ resulting in a shortfall of US$19.995m.  This 
shortfall has been funded by the Institute’s earned income. 
 
Over the same period as per the audited financial statements, IRRI generated earned 
income totaling US$49.244m.  IRRI used this earned income to fund the cumulative 
shortfall of US$19.995m mentioned above and retained the remainder as 
unrestricted net assets or reserves. 
 
It is clear, therefore, that earned income is the main source of IRRI’s current level of 
unrestricted net assets.  The other source  was the accumulation for the Institute’s 
capital replacement and acquisition needs through the annual depreciation charge, a 
method mandated by CGIAR accounting practice.  

 
 
3.  Designation of IRRI’s reserves 

In order to better manage these assets and in pursuance of its responsibility to 
ensure the financial stability and viability of the Institute, the IRRI Board has 
designated unrestricted net assets for various purposes. IRRI management and its 
BOT believe that IRRI requires $22.000 – 25.000m in operational reserves to be 
financially sound.  Assuming IRRI’s budget grows via addition of a significant 
Africa dimension and addition of one or more “New Frontier” projects, this will 
correspond to approximately 180 days of reserve. 
 
The status of these as of 19 September 2005 which is essentially as booked in IRRI’s 
last audited financial statements is shown in tables 1  and 2 below.  
 
Table 1 shows projected activity in and out of each designated category indicating 
management’s plan for utilizing a portion of the reserves to improve the future 
prospects of the Institute. 
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Table 1 

US$ʹ000

2005 2006 2007 2008 2009 2010 2011 2012 Total

Capital Acquisition 9.000            (0.489)    (2.350)  0.239    0.600    0.600    0.300    0.300    0.300      (0.500)      8.500             
Staff Separation 6.632            0.068    0.068       6.700             
Risk Management 5.160            (0.920)    3.246    0.114    0.100    0.100    0.100    0.100    0.100      2.940       8.100             
Sub‐total 20.792          (1.409)    0.964    0.353    0.700    0.700    0.400    0.400    0.400      2.508       23.300           

6.518            (1.339)    (3.179)    (2.000)    ‐         ‐         ‐         (6.518)      ‐                  

Strategic Research 3.200            (1.802)    (0.770)  (0.198)  (0.180)  1.750    (0.500)  (0.500)  (2.200)      1.000             
Africa 1.000            (0.150)    (0.425)  (0.425)  ‐       ‐       ‐       ‐       ‐         (1.000)      ‐                
Frontier Projects 10.000          (2.000)  (1.000)  (1.500)  (1.500)  (1.500)  (1.500)    (9.000)      1.000             
Sub‐total 14.200          (1.952)    (1.195)    (2.623)    (1.180)    0.250      (2.000)    (2.000)    (1.500)    (12.200)    2.000               

41.510          (4.700)    (3.410)    (2.270)    (0.480)    (1.050)    (1.600)    (1.600)    (1.100)    (16.210)    25.300             TOTAL

 Status      
19 Sept. 
2005 

Addition/(utilization) in  Balance end 
2012 

Operational Reserves

Unrealized Forex 
Gains

Research Innovation 
Fund

 
 

Table 2 shows the annual year end balances of the various components of reserves 
after taking into account the planned activities as described in the next section. 
 
Table 2 

US$ʹ000

2005 2006 2007 2008 2009 2010 2011 2012

Capital Acquisition 9.000            8.511    6.161    6.400    7.000    7.600    7.900      8.200      8.500   
Staff Separation 6.632            6.632    6.700    6.700    6.700    6.700    6.700      6.700      6.700   
Risk Management 5.160            4.240    7.486    7.600    7.700    7.800    7.900      8.000      8.100   
Sub‐total 20.792          19.383  20.347  20.700  21.400  22.100  22.500    22.900    23.300 

6.158            5.179      2.000      2.000      2.000      2.000      ‐         ‐         ‐        

Strategic Research 3.200            1.398    0.628    0.430    0.250    ‐       2.000      1.500      1.000   
Africa 1.000            0.850    0.425    ‐       ‐       ‐       ‐         ‐         ‐      
Frontier Projects 10.000          10.000  10.000  8.000    7.000    5.500    4.000      2.500      1.000   
Sub‐total 14.200          12.248  11.053  8.430    7.250    5.500    6.000      4.000      2.000   

41.150          36.810    33.400    31.130    30.650    29.600    28.500    26.900    25.300   

Research Innovation 
Fund

Balance at the end of
 Status      
19 Sept. 
2005 

Operational Reserves

TOTAL

Unrealized Forex 
Gains
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4.  A brief description of the current unrestricted net assets designations  

IRRI designates its reserves into Operational Reserves, Unrealized Foreign Exchange 
Gains, and Research Innovation Fund. 
 
Operational Reserves (total of $20.792m).  The components are Capital Acquisition 
and Replacement Reserves, Staff Separation Reserve, and Risk Management Reserve.  

 
Capital Acquisition and Replacement Reserves is to be used to replace, 
refurbish, or upgrade our capital assets, and is set at $9.000m.  This is set at 
roughly the current net book value of our current fixed assets.  
 
Staff Separation Reserve is to cover major or complete staff retrenchments in 
the case of a severe downsizing or closure of the Institute.  This value of 
$6.632m is based on our estimates of the cost of paying out all obligations to 
international and national staff. 
 
Risk Management Reserve of $5.160m is to allow the Institute to adjust in an 
orderly manner to a donor default, serious realignment of donor priorities 
away from IRRI, or exchange rate fluctuations.  This value is set to allow us 
toad just over a three year period to a hypothetical worst case realignment of 
our two largest donors suddenly reducing their contributions by 50%.  IRRI 
would fully cover the shortfall over the first year, approximately 50% the 
second year, and 25% the third year.  
 

Unrealized Foreign Currency Translation Gain 
IRRI has substantial investments in non US$ holdings.  Over the last 3 years, about 
US$6.518m in unrealized exchange gains have accrued to IRRI as result of translating 
(i.e., booking) these non US$ currencies into US$ (the reporting currency) at the end 
of the financial year.  Since some of these non US$ funds are held in long term 
instruments, IRRI continues to hold these non US$ currencies so there is the potential 
for exchange loss to arise.  The BOT has designated the translation gain as a reserve 
to manage the movement on unrealized translation gains until the funds are 
converted into US$.  
 
Research Innovation Fund.  This fund consist of three sub‐funds. 

• The Strategic Research Initiatives fund of $3.200m.  This fund provides seed 
money for innovative projects and opportunities that arise and may be 
outside our MTP. 

 
• The $1.000m Africa and Needy Countries fund.  This fund is to allow IRRI 

the flexibility to launch programs and proof‐of‐concept activities in areas 
we believe to be important, but for which we have not yet received donor 
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support. Resources from the other funds may also be invested in activities 
of direct relevance to Africa and/or used in activities undertaken in Africa. 

 
• The Frontier Research Projects fund of $10.000m.  IRRI is presently engaged 

in a strategic planning exercise that will identify and develop two to three 
major new scientific ideas into projects with the potential to revolutionize 
rice production and have a major impact on IRRI’s main goals of food 
security and poverty alleviation.  Considering the frontier nature of such 
projects, it is unlikely that any of IRRI’s traditional donors would be willing 
to fully support such pioneering research on their own.  The IRRI BOT has 
designated a significant portion of its accumulated net assets in these “new 
frontier” projects seeking in turn donor matching funds.  Topics under 
discussion include:  a) Creation of a C4 rice plant; b) Development of N‐
fixation in rice through endophytic bacterial symbionts; c) Impact of socio‐
economic determined changes in rice cultivation on greenhouse gas 
emissions from rice fields; e) A new plant type for rainfed lowlands.  
Following BOT approval of the candidate frontier projects in April 2006, we 
expect that it will take the remainder of 2006 to finalize plans, identify 
appropriate partners and seek complementary funding.  Significant 
expenditures on these projects, therefore, will not begin until 2007. 

 
 

Conclusion 
IRRI’s BOT and Management believe the Institute’s net assets provide the security and 
flexibility that are essential to the success of any major international organization, 
especially one supported – as IRRI is – by unpredictable and uncertain donor funding 
coming from many different sources, largely on an annual basis.  The current level and 
designation of reserves positions IRRI to move aggressively into new areas of research 
for development while maintaining a very secure financial base. 
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Dr. Ian Johnson 
Vice President ESSD 
The World Bank 
1818 H Street 
 
Berne, 25 August, 2005 
 
 
 
Dear Ian,  
 
Thank you for your e-mail, dated 11 August 2005, conveying ExCo’s concern with 
regard to the financial health indicators of IWMI. I note your comment that at the end of 
2004 IWMI’s reserves indicator at 65 days is below the required recommended range of 
75 – 90 days.  Indeed the IWMI Board of Trustees has discussed and monitored carefully 
this issue at its last couple of meetings so we are very much aware of it.  We do not 
necessarily agree, however, that IWMI’s reserves are correctly calculated at 65 days. In 
our view the correct number is 76 days, and within the norm. In this letter I will respond 
in detail to your concerns. I would also like to briefly reiterate my and the IWMI Board 
of Trustees understanding of how we view our fiduciary duty.  
 
It is the IWMI Board’s very clear understanding that we have overall responsibility for 
the sound financial management of IWMI. Although day to day financial affairs are 
conducted by center staff, the IWMI Board develop policies and create a system of 
checks and balances that leads to a high standard of financial accountability. We exercise 
this duty partly by: 
 
Ø reviewing IWMI’s interim financial statements, annual accounts, and budgets; 
Ø monitoring cash flows and reserves; 
Ø reviewing and approving IWMI’s annual financial statements; 
Ø reviewing internal audit plans and results; and 
Ø meeting both the external and internal auditors. 

 
The IWMI Board of Trustees takes its fiduciary responsibility very seriously and we 
would like you to know this. I will now address specifically the issue your e-mail 
commented upon; 
 
Longer/Term Management of Resources Reserves 
IWMI’s reserves expressed in days have declined in the period 2000-2003, but increased 
in 2004. The reasons for the decline are as follows; the ratio is calculated by dividing a 
numerator (net assets less fixed assets) by IWMI’s turnover. IWMI’s turnover has 
increased from $8.8 million in 2000 to $22.5 million in 2003. This represents an increase 
of 255%. Thus as IWMI’s total funding and expenditures increased the denominator used 
in the calculation increased. This increase is far greater than the increase in the absolute 
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level of the reserves leading to a sharp reduction in reserve days. It is the position of the 
Board that it is acceptable, even reasonable, that the Institute’s reserves are used to 
finance a period of rapid growth and that the reserves are built up more slowly over a 
longer period.  
 
You should also be aware that the CGIAR Secretariat in calculating IWMI reserves at 65 
days have included all of the Challenge Program on Water & Food (CPWF) expenditures 
in the calculation. We divide the CPWF funds in IWMI-CPWF and non-IWMI-CPWF. 
IWMI-CPWF comprises all expenditures (Secretariat and projects) implemented by 
IWMI. Non-IWMI-CPWF comprises all CPWF funding for projects for which other 
CGIAR centers have primary responsibility; these funds are part of the other centers’ 
income and expenditure statement and reserves are maintained to cover risks associated 
with these projects by these centers. It is the refore the view of the IWMI Board and 
management that non-IWMI CPWF expenditures should be excluded from the 
calculation of IWMI reserves on the grounds that IWMI reserves will not be utilized to 
fund a non-IWMI CPWF deficit should the need arise. On this basis IWMI’s reserves 
were 76 days at the end of 2004 which is within the recommended range of 75 – 90 days. 
Total CPWF expenditures were $3.777 million in 2004 of which $2.106 million were for 
non IWMI activities.  
 
I would also like to add that IWMI absolute level of reserves increased by about $1.0 
million during 2004. This comprised of an audited operating surplus of $740,000 and an 
increase in the capital fund of $212,000. The institute is projecting an operating surplus 
of $0.5 million for 2005. IWMI is therefore actively rebuilding its level of reserves. 
 
Please be assured that the IWMI Board and management are aware of the situation you 
have highlighted and take their fiduciary responsibilities very seriously. If you require 
any additional information please do not hesitate to get back in touch with me. 
 
I would appreciate your feedback on our position that the non-IWMI-CPWF should not 
be included in the calculation of IWMI reserves (as, indeed, it is no longer included in the 
IWMI MTP). If you agree with our position then I would appreciate it if you could 
instruct the Secretariat to calculate the IWMI reserves henceforth accordingly. 
 
 
Regards, 
 
Remo Gautschi 
Chair, Board of Governors 
IWMI 
 
 



 
 
October 20. 2005  
 
Ian Johnson 
Chairman 
Consultative Group on International Agricultural Research 
1818 H Street, NW 
Washington DC   20433 
 
 
Dear Mr. Johnson, 
 
I am pleased for the opportunity to address the three financial indicators for 
the assessment of the financial health of WARDA.   The below table provides 
the historical trends for the last five year period of WARDA’s annual financial 
results and the two key financial ratios. 
 
  2004 2003 2002 2001 2000 

Operational Surplus - US$ 424,783 854,446 449,764 149,339 -407,800 

Working Capital - Days 59 22 3 30 51 

Equity - Days 59 22 -3 -30 -51 

 
WARDA has continued to succeed over the last few years to improve its 
working capital position and the success of 2004 has pushed the two ratios in 
the positive territory of 59 days.  WARDA continues to strive to further 
improve its financial position through:  1)  Prudent financial management to 
generate a surplus annually, 2) Streamlining its portfolio of activities, 3)  
Generating cash from written-off assets, and 3) Increasing fundraising of 
Members State’s contributions. 
 
The November 2004 in Cote d’Ivoire event forced WARDA to relocate to 
Cotonou, Benin and operate out of the IITA-Benin station.  The relocation is 
completed, however, WARDA will need to invest significantly into the 
insfrastructure for its new location.  With a small positive increase in net 
assets, the investment has put a pressure downward on the financial ratios 
probable about 2 days for 2005.   
 
I appreciate the positive feedback and the opportunity for the WARDA Board 
to share these plans with you and your ExCo. 
 
With kind regards, 
 
Cordially, 
 
 
 
Mr. Gaston Grenier 
Chair, WARDA Board of Trustees 



 
 




