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TO THE AD HOC COMMITTEE

APRIL 30, 2007

I appreciate the opportunity to meet with you today. With me are my attorneys Bob
Bennett and Amy Sabrin from the international law firm of Skadden, Arps, Slate, Meagher &

Flom.

As you know, 1 was not provided the materials which I asked for in my letter to Mr.
Wijffels of April 25" So I am at somewhat of a disadvantage. But I do have an opening
statement concerning the conflict of interest issue, and then I will answer any questions you

have.

When I came to the World Bank, I tried in good faith to resolve the potential conflict of
interest caused by my pre-existing, personal relationship with Shaha Riza:

I disclosed my relationship with Ms. Riza.

I proposed that I would recuse myself from all personnel matters concerning her.
The issue was submitted to the Ethics Committee.

The Committee decided that recusal was insufficient.

The Committee decided that Ms. Riza should be relocated outside the Bank, over
her objections.

The Committee also said she should receive a promotion that she was due, before
she was relocated, and also that the terms of her forced departure should
recognize the damage this would do to her “career perspectives.”

The Committee members did not want to implement this plan themselves,
however, because they said they could not “interact directly with staff member
situations.”

They also told me — over my strong and repeated objections — that I would have to
be the one to work with Human Resources to get it done.

At the time, I understood the Committee was the final arbiter of ethics questions,
so I followed their advice, even though I questioned it.
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e The agreement reached with Ms. Riza was in line with other World Bank
settlement agreements and was consistent with the goals that the Ethics
Committee set out for treating her fairly in difficult and unprecedented
circumstances.

e The Committee reviewed the resolution of this matter on two occasions and
determined that it was “consistent with the Committee’s findings and advice” and
that the conflict of interest had been “dealt with appropriately.”

e I find it inconceivable that the Ethics Committee did not know the details of the
arrangements with Ms. Riza. The information certainly was available to them and
I assume they were not negligent in their duties. The evidence, moreover,
certainly suggests that they did know:

o The Committee itself said Ms. Riza should receive a promotion — which
necessarily includes a salary increase.

o It was the Committee itself that said the disruption this caused to her
career should be recognized — in other words, that she should receive some
compensation for having her career derailed.

o [1did not seek to hide any of the details about how we implemented their
advice. I assumed the Committee had access to any information it wanted
about it.

o Most significantly, more than a year ago, the Committee received an email
expressly detailing her salary increase. After reviewing the matter,
Committee Chair Ad Melkert notified me in writing that they had
conducted “a careful review” and that they had decided that the allegation
“did not contain new information warranting any further review by the
Committee.”

I believe that both I and the Committee acted in good faith to try to resolve what we all
recognized was an unprecedented and difficult situation. For the Directors now to declare my
actions to be improper and to criticize me would be unjust and frankly hypocritical. Such a
change of course would not survive public scrutiny.

With that overview, let me provide some of the details.

As I said, at the outset, I disclosed my pre-existing relationship with Ms. Riza. In order
to avoid even the appearance of a conflict of interest, I proposed that I be recused from any and
all personnel matters involving her. Prior to my joining the Bank, there were some exchanges
between my then-counsel and the Bank’s General Counsel concerning the scope of the proposed
recusal. By agreement, the matter was referred to the Ethics Committee, which is designated in
the Bank’s Code of Conduct as the mechanism for resolving conflict of interest issues. The



matter remained unresolved at the time I signed my contract, but I understood the Committee
was working on the matter and I intended to follow whatever advice the Committee rendered.

After consulting with counsel and other experts within the Bank, the Ethics Committee
advised me as follows:

1) Ms. Riza —and I quote from documents prepared by the Committee — “will withdraw
from the current selection procedure for job promotion within the MENA department”
and instead, “the staff member’s career prospect will be recognized by an in situ
promotion on the basis of her qualifying record as confirmed by her shortlisting for the
current job process;”

2) The staff member “will be relocated to a position beyond (potential) supervising
influence by the President;” and

3) The goal was “to have a procedure in place and an outcome reached that would duly
recognize the record and career perspectives of the staff member.”

Significantly, the Ethics Committee, through its chairman, told me that I, and not the
Committee, must work with the Vice President of Human Resources to implement the
Committee’s advice, because the Committee “cannot interact directly with staff member
situations.”

In view of the appearance of conflict this would create, I strongly objected to being
involved. But the Committee Chairman reconfirmed in writing that the Vice President of Human
Resources, Xavier Coll, should act on my instructions in this matter. He also told me to get back
to him by the end of the week.

Therefore, consistent with the Committee’s written and oral guidance, I told Mr. Coll to
meet with Ms. Riza to discuss whether she would agree to out-placement, the terms of the
promotion the Committee said she would receive, and other terms and conditions. Mr. Coll
reported back to me on Ms. Riza’s negotiating positions. I understand that the initial meeting did
not go well and that she subsequently insisted on having a lawyer present. Mr. Coll then asked
to receive instructions in writing as to the scope of his authority to conclude the negotiations,
and, consistent with the Ethics Committee’s wishes that I instruct him, I gave such written
instructions.

Generally, Mr. Coll was instructed to accept Ms. Riza’s offer to take an external
placement to the U.S. Department of State, and to offer her a promotion and other compensation
that would recognize the lost opportunities and the disruption to her career occasioned by her
forced departure. The details were not “dictated” by me, but flowed from the back-and-forth
negotiating process between Mr. Coll and Ms. Riza, who had her own counsel in the matter.

I want to stress that at all times, the Ethics Committee, Mr. Coll and I were acting in good
faith to try to resolve a situation that was unprecedented. As Mr. Coll noted in handwritten edits



that ke made to the instructions before they were finalized, there was “no precedent for this kind
of situation and no policy that would clearly apply to resolve it.”

At the time, I was new to the Bank. I was just learning its culture and policies. Irelied
on the guidance provided by the Ethics Committee and Mr. Coll. There were no clear policies
that applied because the situation we were addressing was not routine. For example, I
understood that Bank employees who voluntarily took assignments at member country
institutions outside the Bank could do so for only two to four years while remaining on the
Bank’s payroll. Because the Ethics Committee had advised, however, that Ms. Riza could and
should be externally placed inveluntarily for so long as I remained President, the term of her
external placement would have to be longer than was routine.

Moreover, the $180,000 annual salary that accompanied her in situ promotion to an H
Level — the promotion the Ethics Committee said she should receive — was in line with salaries
paid to Bank employees in H Level positions. At the time, indeed, I was told the salary she
requested was in the “mid-point” range for H Level employees. This seemed reasonable to me.
[ have since reviewed bank data that shows that there are more than a thousand staffers who hold
H Level positions, and that the pay range for H level positions is from $132,000 to $232,000 a
year. Many World Bank employees are, comparatively speaking, generously paid, and hundreds
of them earn more than the U.S. Secretary of State.

I also understood — and documents reflect that the Ethics Committee was also advised of
this — that in cases where an employee was being forced to accept job reassignment over her
objection, management had the discretion to compensate the staffer appropriately for the
disruption to her career either in the form of an up-front lump sum payment, or through an ad
hoc salary increase. In this case, as the Ethics Committee recognized, just when Ms. Riza had
been short-listed for promotion, she was forced to withdraw and take external placement, over
her objection, for five to ten years. As a practical matter, this effectively ended any career
advancement she could hope for at the Bank. Mr. Coll proposed giving her a lump sum payment
as compensation for this damage to her career prospects, and I authorized him to pursue such an
agreement. But Ms. Riza refused and would settle only for future promotions. Therefore, in
order to get the deal done, and done within the very short deadline I had been given, my written
instructions ultimately gave Mr. Coll the authority to offer her a choice between her proposal and
lump sum payments.

I should also add that Ms. Riza did not get everything she wanted in these negotiations. I
rejected her proposal to receive future promotions automatically, and insisted that she be subject
to objective evaluations of her work by an independent committee before she could receive such
promotions. Such a mechanism was in fact built in to her agreement. I also rejected her
proposal that she would be able to extend her detail unilaterally.

On August 12, 2005, I informed the Chairman of the Ethics Committee, Ad Melkert, that
Ms. Riza had agreed to be detailed outside the Bank. I also advised him that I considered the
potential conflict of interest to be closed. Steps were taken to finalize the details of Ms. Riza’s
new terms and conditions and to document the agreement that was reached with her with respect
to compensation. At the time, the Ethics Committee surely knew that Ms. Riza received a
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promotion, which necessarily entailed a salary increase. After all, it was the Committee that
advised in the first place that this should occur. I do not know whether the Ethics Committee
was aware of the other details of the compensation arrangements at the time, but certainly they
had access to that information if they wanted it.

Mr. Coll and Ms. Riza signed the agreement on September 1, 2005. Seven weeks later,
on October 24, 2005, Mr. Melkert sent written confirmation that “the outcome was consistent
with the Committee’s findings and advice,” and that the Committee concurred that the matter
was closed. Handwritten notes indicate that Mr. Melkert orally briefed the Executive Directors
of the Bank about this matter the following day. An Ethics Committee document prepared about
this time stated that the Ethics Committee “is pleased to confirm to the Executive Directors that
the conflict of interest has been dealt with appropriately.”

Significantly, the Ethics Committee and the other Executive Directors had a second
occasion to consider the appropriateness of Ms. Riza’s promotion, salary arrangements and out-
placement, and again concluded the matter should remain closed. In January 2006, all the
Directors received an anonymous email alleging, among other things, that Ms. Riza’s promotion
and salary increases were improper and that [ had violated Bank rules. The email even provided
the amount of Ms. Riza’s salary increase and complained that it was “egregious.” On February
28, 2006, the Ethics Committee informed me that it had conducted “a careful review” of the
allegations in the email, and determined that it “did not contain new information” warranting
any further review. The other Executive Directors, all of whom had received the email, were
informed of the Committee’s resolution and took no other action.

I would like to address some questions that have been raised about my handling of this.

First, it has been suggested that I erred in becoming involved in the negotiations with Ms.
Riza. I knew that my contract prohibited me from engaging in any conduct that created an actual
or apparent conflict, and, as I noted, I protested to the Chairman of the Committee about the
appropriateness of this course of action. But my contract also said that I must submit all conflict
of interest questions to the Ethics Committee, which under the Code of Conduct was responsible
for resolving such issues. Therefore, when I was told orally and in writing by the Ethics
Committee Chairman, that I should be the one to instruct Mr. Coll in this matter, I deferred to the
Committee.

To this day, I wonder why the Committee insisted that I, rather than one of its members,
be the one to instruct Mr. Coll. I only know that Ms. Riza was very upset by the Committee’s
decision that she should be separated in some form from her current career at the Bank, and that
Mr. Melkert commented on several occasions that we needed to reach a “pragmatic solution” to
this difficulty. Perhaps the Committee felt that I, because of my personal relationship with Ms.
Riza, was in the best position to achieve such a “pragmatic” solution with her. Or perhaps the
Committee simply did not want to get in the middle of a sticky employment situation. Clearly,
Managing Director Shengman Zhang, who would have been the logical person for the
Committee to call on to handle the matter, was compromised because his wife worked under him
and had not been required to relocate.



Moreover, [ believed that I had to follow the steps laid out by the Committee. First,
during my contract negotiations, the Bank’s General Counsel advised me and my lawyer that the
Ethics Committee was a “mechanism within the legal framework of the Bank” to provide a
resolution of the conflict issue. Once I signed my contract, it too required that I seek guidance
from the Committee as to any ethical questions that arose. Further, I was subject to the Bank’s
Code of Conduct which required submission of conflict of interest issues to the Committee.

Much has been made of the fact that the Ethics Committee characterized its guidance to
me as “advice.” Surely the Ethics Committee is not suggesting that Bank officials may ignore its
pronouncements with respect to ethical issues, simply because the Committee characterizes them
as “advice” rather than “directives.” Whether they are called “directives,” “instructions” or
“advice,” I had every reason to believe that the Ethics Committee was the final arbiter of ethics
issue, and of this issue in particular. I never imagined that I could ignore the advice of the Ethics

Committee, even though I disagreed with it.

Questions have also been raised about whether I sought to hide the details of Ms. Riza’s
compensation from the Committee. This simply is not the case. During the negotiations with
Ms. Riza, I emphasized to Mr. Coll that he was to keep this sensitive matter confidential. The
reasons for this were obvious. For one thing, through no fault of her own, Ms. Riza had already
been subjected to very public, demeaning and unfair rumors and allegations. For another, all
personnel matters are supposed to be confidential at the Bank. I always expected that the Ethics
Committee could know the details of how the matter was resolved if they so desired. I also
understood that experts in the Human Resources department would review the contract. It never
occurred to me that they would not, and I believe that they did.

Nor can anything unusual be inferred from the fact that Ms. Riza’s contract contains a
non-disclosure provision. Mr. Coll suggested this was standard practice at the Bank in financial
compensation settlements, and that it was done to protect both Ms. Riza’s privacy and the
institution. All personnel information is confidential under Bank rules.

I did reject Mr. Coll’s suggestion that he involve the Bank’s General Counsel, Roberto
Danino, in the negotiations. I did this for several reasons. First, Mr. Danino had been advising
the Ethics Committee in this matter and Mr. Melkert stated clearly that the Ethics Committee
could not “interact directly with staff member situations.” Second, I assumed that Mr. Danino,
as advisor to the Ethics Committee, would participate in their final review of the outcome of the
negotiations, and I assume that he did so. I did consult respected outside labor law counsel from
the firm of Gibson, Dunn & Crutcher. They reviewed the proposed contract with Ms. Riza and
said it was a reasonable resolution to a conflict of interest issue which, among other things,
avoided any potential protracted legal proceedings.

In sum, in working to resolve the potential conflict of interest that was created by my and
Ms. Riza’s relationship, I acted transparently, sought and received guidance from the Bank’s
Ethics Committee, and conducted myself in good faith in accordance with that guidance. I
believe as well that the Ethics Committee and Mr. Coll were acting in good faith in attempting to
work with me and Ms. Riza to resolve an unprecedented situation to which no Bank policies or
rules clearly applied.



My counsel have prepared a submission that sets out the evidence that supports
everything I have said to you today. I have copies for all of you and I would ask that it, and my
opening statement, be made part of the official record.

In closing, let me say that I regret the tumult this has caused the Bank. However, to
criticize me when I did nothing other than attempt in good faith to follow the guidance of the
Fthics Committee would be unwarranted and grossly unfair. Moreover, it would be harmful to
the institution.

I also want to say that I am concerned that the handling of recent events may set a very
damaging precedent for the Bank and for anyone who might lead it in the future. I believe that
the record is so clear that I acted in accordance with the guidance of the Ethics Committee, I can
only conclude that the rush to judgment, and the orchestrated leaks of false, misleading,
incomplete and personal information about me and Ms. Riza, are all part of a conscious
campaign to undermine my effectiveness as President and derail important programs of the Bank
to aid the poor, especially in Africa.

The goal of this smear campaign, I believe, is to create a self-fulfilling prophecy that I am
an ineffective leader and must step down for that reason alone, even if the ethics charges are
unwarranted. But, no one, it seems, has considered the consequences to the institution if I were
to be forced out in this manner. It will send a terrible message to anyone who might even think
about taking the job in the future. It will send a terrible message that the Bank does not care
about reform.  Finally, I have worked very hard to build support for IDA 15. If I am forced out
in a circus-like process, it will only give those who are already looking for a reason not to
contribute to IDA 15, the excuse they are seeking.

I, for one, will not give into such tactics. And, I will not resign in the face of a plainly
bogus charge of conflict of interest. I do not believe that doing so would serve the interests of
the world’s poor who are supposed to be the first concern of us all.

Only when the cloud of these unfair and untrue charges is removed, will it truly be
possible to determine objectively whether I can be an effective leader of the World Bank. Only
when everyone involved in this matter steps up and admits his role and responsibility for it, and
acknowledges that we all tried to act in good faith, will the Bank be able to return to normal and
move forward.



