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Mr. Chairman and Hepbers of the Subcommittee:

We are pleased to b2 here ©o provide the Subcommittes
with an evaluation of the foreign assistance and related
prograns aﬁd observations on AID management based on the
work we have done or are doing. Our statement is relatively
brief therefore we have prepared a supplement with further
details for submission for the record.

Our evaluation of the fOﬁeién agsistance programs is
based upon the recent reviews and studies wve have made of
AID's food, populaticn, housing assistance, Sahel develop-

ment, sSecurity supporting assistance programs and the U.§.



perticipation in international programs; that is, the
United NWations, the World Ban¥, Inter-american Development
Bank and the Asian Development Bank.

Qur observations on AID management are primarily bdased
on current studiss we have made or ace making of AID operat-
ing expenses, personnel management and procurement practices.
Also, Mv. Chairman, we are prepared to discuss in detail our
recent review of the general operations of the American
University in Cairo, Egypt, with varticular emmhasis on the
University's educational endowment fund. As you kinow, our
report cn this matter was issued just prior to these hearing.

CVERVIEW OF FOREIGH BTSISTANCE PROGRAKMS ’ ) o

NS

7he Congres. has expressed a general policy that devel-

opment assistance is in the United States® interest and that

the principal goals are o alleviate poverty amony the world®s

poor majority, promote conditions to enable developing coun-
tries to achieve economic jrowth with ‘equitable distribution
of benefits, to encourage development processes which result
in the respect and enhancement of civil and economic rights
and te integrate develcping countries into an open and
equitable international economics system.

We consider it important to first note that the many
foreign assistance programsg currently avthorized ané funded
by the Congress and administered by the exacutive branch

--principally the State Departmené, Agency for Internaticnal



Development, Agriculture Department, and the Treasury
Department--have contributed to each of these objectives.
On the other hand, the programs we have recently evaluated
have in each instance resulted in cobservations con our

part that substantial improvements are possible in the
planning, direction, and implementation of such prcgrams
and projects. For example, in the area of population,
AID's strategy of concentration on a contraception program
needs to be changed so that a greater impact can be made
on the willingness of potential parents tu desire small

families. The program's effectiveress could also be

“improved if greater attention were given tn more effective

mechanisus for coordinating the efforcs of the many organi-
zations and agencies providing population assistance.

In the area of food and nutrition, far more effort
needs to be ~pvlied to overcoming disincentives to increas-
ing agricultural production in the developii.g countries;
target groups for making credits te small farmers needs to
be more specifically defined; increased efforts can and
should be directed towardé greater involvement by other
developing countries in international research and develop-
ment organizations; and our P.L. 480 denation and conces-
sional sales vprograms are not always reaching the poorest

people within the developing countries.



Tn the housing assistance area, the lowest income levels
are not bsing reaciied and host country institutions need more
exhortation to continue low income housing initiated under
the Housirg Investment Guaranty Program.

More importantly, far greater efforts need to be
directed toward interrelating the many individual programs
which are sponscred under cur foreign assistance program.
There is a potential for a far higher degree of inter-
relation hetween population conkrol proarams, agficulture
programs, health and education programs and housing program.
More effective ways must be devised %o assure that each of
the individual programs contributes to and supporis each
other as well as the overall foreign assistance objectives.

The recently introduced International Development
Cooperative Act of 1978 will, in our opinion, bring the
foreign assistance program up to date organizationally as
wvell as poclicy-wice. The present organization structures
and programs are unwieldy end somewhat fragmented and
indeed in need of overhaul and change. Many of the problems
allued to earlier will be more susceptikle to correction
under the proposed recorganization and redirection inherent
in this proposal. We believe the proposed bill places an
appropriate eunphasis on the importance of development
assistance and the benefits the United States gains by

creating a community of nations which are partners in an



international econcomice system. The bunching of functions
which are now separately administered by the State Depart-
ment, AID, Treasury Department, or the Agriculture Department

will facilitate better management and enhancement of obtain-

"ing the cbjectives scught by the Congress over the nast 30

.

vears. However, there are some proposed aspects of program
administration that may be £ concern to the Congress and
particularly to this Subcommittee. For example; the pro-
vision in section 208(¢) which provides the head of the

new agency with sole avthority on a case-by~case basis to
forgive in%terzest due on loans outstanding and to cenvert
debt principal from dollars to local currency would appear
to circumvent the current Appreopriations Committee's controls.
In another instance, section 703{e) provides during fiscal
year 1979 that AID employces that otherwise would be
eligihle for retirement shall have their annuity computed

on the basis of the ﬁighest year of bésic salary rather than
the high 3 years. Provisions of this nature could have a
substantial impact on presently existing legislative and
executive branch perogatives and descrve extensive congres-
sional debate and consideration. Should Congress favorably
act on the latter provision, we would strongly recommend
that adeguate funding be provided in order not to further

exacerbate the currently projected retirement fund shortfalls.



AID MANAGEMENT

Qver the years, Mr. Chairman, this Subcommittee has
expressed concerﬁ about AID management particularly its
operating costs and personnel managenent activities. To
be responsive to the intarests of the Subcommittee we
started three teviews in 1977 to address AID cperating
expenses, AID personnel practices, and AID procurement
practices,

AID Cperating Expenses

We recently issued a report to AID's Administrator
addressing operating expenses. Th: wesknesses we identified
relate tos

--the lack of an effective AID headguarters

review and evaluation of budget reguests
submitted by oveiseas missions,

--the use of operating expense funds for
questionable and in some cases, unautho-
rized purposes, and

-=the lack of effective management and
control over nonexpendable personal
property purchased with operating
expense funds.

Quecstionable and udnauthorized uses of operating expense
funds resulted, in many case, from the railure of AID offi-
cials to adhere to policies and regulaciones governing use
of such funds. For example, missions are not allowed to

spend more than $1,500 in making alterations, improvements,



and repairs to short~term leased properties without prior

Washingten .pproval. We identified rencvations to 33 lzased

properties in 7 countries that exceeded the limitation.

We alse identified numerocus weaknesses in acquiring,
using, disposing and safeguarding AID's nonexpendable
property. In Washington, where there is a high concentra-
tion of nonexpendable property, the weaknesses resulted
largely from an absence of adeguate guidance. 1In the
case of overseas property management, the weaknasses
resulted not from lack of guidance, but from failure to
adhere to existing guidance and procedures.

The results of our review have been of ccnsiderable
interest to the Administrator and other AID management
officials. Even before our report was issued, AID
initiated several actions tc inprove its management of
operating expense fun@s. In early December, the Adminis-
trator directeé AID's Auditor General‘to thoroughly
investigate the specific cases of noncompliance, includ-
ing excessive expenditures on leased property, and to
identify corrective acticons. In addition, a program of
management audits of overseas missions is now underway to
insure that operating expense funds and U.S. Government

property are appropriately controlled and administered,
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Regzarding the budget review weaknesses, AID has

significantly expanded the informational content of budge:
submigsions tcgether with other steps to permit more
effective review in Washington. AID also inteads to take
steps to insure greater staff continuity,

AXID shares our concern over the problems of property’
ﬁanagement. A currant inventory of Washington property
was intitiated and completed in December 1977 and the
raeconciliation to propert¢y records is now in process.

AID is also developing better cguidelines for domestic
property management., The Auditor General's review of
overseas missions will focus attention on each mission's
compliance with agency and Federal regulations and estab-
lish adeatizz local policies and procedures regarding
acquisicvion, issue, use and disposal of nonexpendable
property.

AID Personnel Practices

Over the years this Subcommittee has expressed its -
concern with AID‘s management of its personnel resources,.
Overstaffing in the top three pay grades, especially those
in the Foreign Service ranks, and the heavy concentration
of its staff in Washington have been of ongoing concern.
We have commented on these problems before this Subcommit-
tee in years past and our relsent review ¢f AID's staffing

showed that many of your concerns continue to exist.
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AID continues to have imbalances in its staffing
lavels, gra&es and skills. For example, we found many
FSR empiovees wera occupying Civil Service position one,
two, and three grades below their equivalent FSR rank
and many remainad in Washington longer than the normal
3~-ysar rotaticn tour. We also noted that some 64 FSR
employees were not assigned tc a permanent Washington
position. Many of these employees had limited assignment
prospects in Washington or overseas because of their rank
and occupatioazl background. We alsc observed that there
are many questionable positions authorized in AID's overseas
missions at the FSR-~1 and FSR-2 rank. Many are related
to administrative and management functions. We have noted
a wide variance betwéen mission staffiny patterns.

These conditions arise, and are further aggravated,
oy- rotation of upper level personnel from overseas to
Washington where only a lLimitad numbef of positions at
their equivalent rank frequently existé, This necessitates
AID placing many of these employees in positions of lower
rank or, when no appropriate position is available, to
assign them to its subcomplement pocol to await a vacancy.

As you know the AID Administrator is aware of the
Subcommittee's concerns and is actively engaged in bringing

about the improvements the Subcommittee has been seeking.
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AID's organizational

initial effort was to direct extensive studies of

structure and personnel system and

AI2 has, since November 1977, been engagad in carrying out

a reorganization which it expects to complete in mid-1878.

The majer thrust of the reorganization
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menting on personnel management in its

congressional presentation, AID points

is to decentralize

»
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fiscal year 1979

out that it has

established a policy Jenerally restricting new Forzign
Service hiriﬁg to mid and lower grades. AID expects that
this policy, together with limited promotions te higher
grades, will over cime result in a lower and more

balanced grade structure.

AID's Procurement rfractices

buring 1976, we issued four reports which noted procure~
ment weaknesses in AID's contracts and grants with universi-
ties, private voluntary agences, and'experts and consultants.
As a result of the weaknesses noted in t! 2se reviews, we
ﬁndettock a broader review in 1977, which discl.osed poor
or guestionable practices and procedures in:

--planning the procsurement:

~~pegotiating and awarding the contract;

--monitoring the contract during the
implementation phase; and

--achievement of the contract goal.

- 10 -



A8 a result of poor pianning, LID aaarded!iaur contracts
valued at approximately $900,009 to desiyr and implemant
commercial contraceptive distribution systews in Ghaaa,
Nepa., Tunisia, and Bl Salvador. However, AID did not fully
recognize the inpact legal -estrictions imposed by recipient
countries would have on the project, nor &id they obtain
needed host covntry approvals of the wroject cencazpt, con-
tract document, or crutrector before award of the coutracts
in some of recipient countries. Consequently, the pro-ects
experierced excessive delays, the =iope ¢f the cantracts
had to be amended and increased costs were incurred.

AID*3 questiunable use of noncompetitive procurement
was Jemonstrated in an award of (296,300 for tachnicai assis-
tance to help a gcvernwment determine the effectiveness and
related costs of different mixes of education delivery systems.
The award was made c¢n tne basis of a reguesi from the Teconical
Assistance kureau ¥rr the services of a svecified contractor.

AID needs to improve and strengthen its mounitoring of
performance under its contracts and grunts {5 assure com-
plizance with the terws of the BAgreement.

Tl Administrator of AID has had an intensive review
made of the Agency's contrarts and grantg 2ad we beliave
that .ue actions he "= taking will go far in improving
and strengthening AIN's procurement vrocess.

This completes my statement Mr. Chairman, we will be

sleased to answer any questions.

- 11 -



APPENDIX I

SUPPLEMENT TG STATEMENT

SUMMARY OF WOREK ON

DEVELOPMENT ASSISTANCE PROGRAMS

DEVELOPMENT ASSISTANCE

- e ——— s meean - . —-

For fiscal year 1979 the President has requested about
$1.3 billion to carry out the development assistance programs
administered by the Agency for International Development.
buring the past past year, our efforts to evaluate this
program have been primarily directed toward reviewing those
programs involving assistance to stabilize population growth
and provide adegnate food and housing to poverty stricken
people. We also have an effort underway to address tne
overall development gtrategy in the Sahel area of Africa.

Population

The long standing problems identified as retarding
the progrese of developing countries are exacerbated by
spiraling population which has created greater demands
on the need for food, housing, education, and health.
Population is growing at a rate of 2.4 percent annhually
in developing countries. This will double the population
by the year 2004.

During 1977 we issued two reports which highlighted
some of the problems encountered by AID in administering

popuiation assistance. For example, we found, iIn one
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country, that growth rate reduction objectives wer% nct
being met. We feel that AID entered into the program for
this country without adequate assurances of the country's
capability to carry out the program and with iittle atten-
tion to the social and economic circumstances that would

be necessary for potential parents to desire small families
and use family pianning services.

AID agreed with our observations and stated it is
taking action to change its strategy. AID also plans to
f»llow a carefully focused approach of proGiding support
only to specific components of a program for which the

suvent rat of the country has prepared well developed plans.

g

In anc cher country, we found that rapid population
growti wes an impnriant hindrance to development efforts
an? reta.ded iwpreovements in the gquality of life. We
noted that per cupita ceal income has been declininé,
domesntic food production has not kept'pace with growing
demana, and the percentage of eligible children in school
has been declining. Family planning services were provided
at goverament health clinics and privite family ovlann.ng
«"iniles. While 190 clinics had been registered by the
=ng¢ &E 1975, not all were active an'' some only provided
fanily planning services a few hours a week. About three
Juarters of the clinics are in urban areas where 70 mercent

of the people live.
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AID agreed with our-description and analysis cf the
populaticn situation in this country. and agreed to take
actions ¢n olwr recommendations to integrate population
and developmenc assistance., We also believe that there is
a need to establish an effective mechanism for coordinating
the efforts of the many organizations and agencies providing
population assistance in this country and other countries
where none exist. While AID agreed that better coordination
was needed, it cautioned us that formal mechanisms were not
always desirable.

We are currently processing a report on the issue of
influencing fertility through social and eccnomic change
in developing countried. We found that AID's programs to
reduce the rate of population growth in develcoping coun- e
tries have focused on providing farily planning information
and services. While progress has been made, acceptance of
family planiing has not approached leéels needed to achieve
any acceptable stabilization of population.

although it is well recognized by authorities in the
£ield of pcpulation and health that large families in
developing countrieg are the result of complexz sscial and
economic factors as well as lack of effective birth control,
AID hes not devoted sufficient resources to those programs

which would builéd motivation for smaller families.
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There i3 alse a need o give greater consideration to
population growth in development planning for the rgegion
of Africa known ag the Sahel. This past June, we addresszed
a letter on this subject to your Subcommitt:e, and to several
other committees of the Congress, pointing out that the
United States is involved in & multi-billion dollar, multi-

P R Y omonw et memomam wA o o mwes e
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[nd

that those drafting development strategies were not giving
adeqguate attention to the implications of population growth
for achievement of development goais. AID adviséd us of
plans to intensify its efforts to promote a better under-
standing of the wide range of activities under the heuding
"population,® and the relationship of these of the total
development effort,

We will continue to focus our efforts on population
programs, including our current review of coordinatiocon
practices in six countries in Africa,.Asia, and Latin
America.

Food

The food and nutrition problems of developing
countries have beuwn a2 major concern of the foreign
assistance vrograms, and consequently, the subject of

several of our reviews during the past 3 or 4 years.
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puring the past year, we repcrted on the humaroas
constraints in developing countries which diszcourage
farmers from increasing crop production by using more
fertilizer. For example, developing countries chcose
to maintain artifically low food prices thereby reducing
the incentives to increase production.

We recommended that the United States should work
with other donors to encourade recipient governments to
revise policies which discourage increased focd produccion.
The responsible agencies generallv agreed with this recom;-
mendaticn, but it is not apparent what pogitive acstions
are bheing taken.

In ancther report, we note that AIL has heen success-
ful in providing credit to swall farmers in Latin Amervica.
However, in some countries, target groups to which credit
may be made available were too broadly defined. We beliea
that AID can better meet its overall 6bjectives to ass;st
the poorer majorities and direct credit assistance to
operators of small farms by refining target group defin-
itions and criteria. AID agrees and i3 in the process of
doing so.

In another report, we focused attention on the inter-

national agricultural research centers. As part of its
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fcod and nutrition assistance programs, AID contributes
up to 25 percent of the budgets of international agri-
cultural research centers zsupported by the consultative
group on international agricultural research.

We examined AID's usupport of international agricul-
tural research centers and its research strategy for inter-
regional programs. We made seviral recommendatiors for
improving research strategy, such as defining objectives
more specifically and establishing relative pricrities
among teseérch programs. We also highlighted the need
for AID te be more forward looking regarding igsues that -
affect the scope and direction of the centers' f{uture
evolution.

The United States is virtually the sele financial
supporter of the Core Program of the International Ferti-
lizer Develcpment Center at Muscle Shoals, Alabama, and
the only major external donor (37 neréent in 1976) to the
Asian Vegetabhle Research and Development Center in Taiwan.
These research centers were established at AID's initiative
with the hope of gaining international financial support.
However, other major international donors are reluctant
to support these institutions for political reasons;
therefore, the United States is in the position of contin=-

uing to provide most ¢f their long-term costs.
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We believe that the operating costs of internatienal
research and development crganizations that are performing
work vital to developing countries should be financed by
contributicns from the developed countries of the world.
Therefore, this Subcommittee may want to explore with AID
the likelihood of international support for these centers,

" ard the probability that a substantial and sustained
long~term AID commitment may be reguired.

We are curreatly reviewing the effectiveness and
management of the Public Law 480, Title II program. This
is an important part of U.S. efforts to alleviate malnu~
trition in developing countries. To date, we found that,
while the Title II programs in the six countries we examined
are generally benefitting large numbers of needy people,
there are also a number of areas where substantial improve-
ment can and should be made in the programs. Specifically,
AID and its overseas ﬁissions need to Eevote nore effort to
identifying and targeting Title II food aid to the poorest
people within these countries. Equally, some of the poorest
countries are receiving little U.5. food aid, while large
amounts of Title II food continue to be furnished to other
relatively more affluent nations.

Due to the lack of transport facilities within these

countries, there are some cases where significant problems
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are being experienced in reaching the intended retipients,
particularly those in the critical rursl maternal-ciiild
health category. Moreover, efforts to date by AID overseas
misgsions and voluntary agencies to integrate Title II
programs with host government development programs, in
order to gain an additional development benefit from our
food aid, have been spotty. We believe this area deserves
more emphasis and direction by top AID management. Weak
project administration at the country level has also been

a recent prcbhlem in several cases, resulting in some diver-~
sion of U.S. food aid or a failure to reach the intended
beneficiaries, and this indicates a need for increased AID
attention to the day-to~day aspects of running the program.

Housing Assistance

Qur recent report on worldwide shelter aésistgnce
activities noted that inadequate housing aggravated
by rapid but haphazara urban growth has profoundly affected
the overall development prospects in developing countries.
In order to reach the lowest income levels and the most
people, international donors have sought to reduce housing
standards, and thus housing costs, to a minimuw. In our
view, there is a need to distribute housing investment
guaranties among a greater number of low-income countries;
a need to develop host country instigutions capable 6f

continuing the kind of low-income housing initiated by

. ———————
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the housing investment guaranty preogram: and a need to
improve internal AID coordinaztion and project analysis

to assure integration of AID housing efforts with overall
developrment activities. AID generally agreed with thesc
views and teld us that positive efforts are being made

to address most of the issues and problems identified in
our report.

In a current review of AID's housing investment guar-
anty program, we are examining ongging low-income housing
guaranty programs in several countries t¢ identifving
problems that may be arising and to assess how theses are
peing managed. We are also leoking at the activities of
AIl's QOffice of Housing in Washington, its regional housing
offices zbroad, and their relations with AID's geographic
bureaus and overseas missions. The key issues we are
addressing include: (1) the program's ability to serve
the low-income tatgeg groups, (2) ptoétam accomplishmente
in developing host country institutions capable of financ-
ing and replicating these low-income housing projects; and
{3, effectiveness of AID's current management structure
-=Qne thch separates housing programs from bureau-managed
development programs.

Sahel Development Program

Since the end of the 1968-73 drought in the 3abelian

area of Africa, much attenticn has been focused cn developing

- e ——— g,
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a long-term program to help the countries there achieve
a basic measure of food self-sufficiency and social and
economic wrogress. The Congress, in fiscal year 1976.
anuthorized $200 million to participate in the program being
formulated under the broad development strategies enunciated
by the Club du Sahel--an international planning and coordi-
nating mechanism representing the Sazhelian countries and
the principal aid dcnors.

In recognition of the importance of this program,
which is estimated at about S$1 billion annually for a
20~ to 3i-yzar period, we started a broad review of the
overall progress and constraints toward development in the
Sahel. While much progress has been made, we found that
there are many problems which we believe will requize
continuing attenticn; such as:

-=improving management capability,

-—stfengthening the development grogram,

--clarifysing the structure for managing
~development in the Sahel,

-~dealing with some of the basic constraints
impeding effective aid delivery, such as
training needs and local cost financing,

--defining the interrelationships between
the AID's develcpment program and the
overall development effort,

-~zlarifying the AID's policy of financing
needed infrastructure projects, and

- 10 -
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--gnguring more effective use of funds

allocated for sgtudy and research
purposes,

We plan to continue our efforts to review and evaluate
U.S8. participation in the Sahel development program.

Loan Program

Cn January 5, 1978, we issued a report to the Congress
entitled "Legislative Changes Urged in Loan PFrogram of the
Agency for International Development." We bhelieve that
legislative changes are needed to provide for more realis-
tic administration of foreign assistance lending by AID as
well as for more cong ltation with the Ccngress.

The report shows that AID has been experiencing
increased loan collection problems, which have been
resclved generally by adding uncollected interest to the
loan balance and rescheduling principal due dates to
defer payment. By June 30, 1975, for example, borrowers
in countries owing $9.3 billion of dollar~repayable loans
had missed making payments on loans having unpaid balances
totaling $5.4 billion. Pour of these countries, owing
$4.2 billien, reguired debt relief on all their dollar-
repayable locans., During fiscal year 19876, some of the
countries were making payments in accordance with their
revised agreements; others were not.

AID has continued to lend to most countries having

problem loans, Some loans were made after the recipients

- 11 -
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had been provided relief from making pavments on earlier
lecans., Current lending patterns indicate that come
relatively minor problem countries today could become
major problems.

To provide for more realistic administration of
n assiszance lending hy AID as well as for more
consultation with the Congiess, we recommended that debt
relief be furnished from approrriated funds and that new

lending be subjected to closer s~rutiny when borrowers

are unable to repay prior loans. We have prepared specific

legiglative languege for implementation of our recommenda-
g

ticng and plan to rurnish such language to zappropriate
committees upon requgst. BID opposes our recommendations.
We reported alsc that AID has reduced the age of its
undisbursed loans. On March 31, 1973, for example, 3%
percent of undisbursed loan balances represented leoan
agraements over 2 years old. This was down to 28 percent
at March 31, 1976, so that 72 percent represented loan
agreements 2 years old or -less. AID accomplished the
reduction primarily by making disbursements on many of
the older loans. It also deoblicated some of the funds,
but '+ adopted this solution on a relatively limited scale.
In sme cases, in lieu of deobligating funds that were

not disbursed when planned, AID extended the disbursing

.12 - .
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periods; conseguently. its undisbursed loan porifoelio
as of Mavch 31, 1976, sfill included some very o.?

loans that were not fully disbursed. We razcom 'nded
that AID alsc cancel undishursed lcans that have been
outstanding for lony periods and rejustify them as new
loans when a valid need for the assistance still exists.
AID did not comment to us on this recommendation.

SECURITY SUPPORTIKG ASSISTANCE

We have given priority attention to the security
program because of the program's size and the iicreas-
ing concern of the congress znd this Subcommitte~ with
with the prograwm impact. The President has reguested apout
$1.8 billion in fiucal vear 1979 to carry out this program.

In September 1977, we issueé a report on the resulés
of our review of the Egypt program. Since the U.S5. level
of our assistance to Egypt is based on political considera-
tions and not on Egypt's economy capaéity to accelerate i.s
dgvelopment program, taere is great need for AID to assure
itself that Egypt develops the capacity to effectively
absorb the assistance available to it. In view of Egypt's
limited capacity to provide local currenéy financing, we
suggested t'tat the Coﬁgress consider the merits of provid-
ing hard-currency financing for the local cost of selected

projects in the U.S. assistance program. Suco financing,

- 13 -
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'l
could segve as an incentive to obtain Egyptianlsuppo:t
for projects which would be more consistent with the
"new directions" of U.S. foreign assistance.

We are also prepar’ ¢ a report on the.results of onr
review of Lhe Israel security supperting assistance orogram.
Prom £iscal year 1972 to 1978 the United Statec has provided
Israel with about $2 billion to reimburse Israel for pur-
chases made in the United 3States under the commodity import
program, In recent years, this assistance has financed
about half of Israel's annual commercial purchases in the
United States.

Beginning in fiscal year 1976, tne Israel program 2lso
included 1 cash grant component. Initially this grant was
related to Israel's costs stemming from the 197% Egypt-Israel
Sinai Agreement. Mure recently, the objective éf the cash
aid is to help the Israel Government cope with the problems
of 3 large undisbursed level of aid iﬁ the commodity import
program. The cash grant is not tied to U.¢. purchases.
Through fiscal vyear 1975, Israel hLas received $763 million
as cash grant.

In the repcrt, we will comment on (1) a $250 million
pipeline of undisbursed aid that has build up in the program,

(2) the preblems in handling the large amount of documentation
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reguired to reimburse Israel for procurements in the
U.S., and (3) our owservations on alternative methods of
how the program may be tied to U.S8. procurcment.

During the course of our work cn the security
supporting assistance program to Israel, we also took
the opportunity to obtain information on the status of
U.S. development programs that AID and the U.S. voluntary
relief agencies are conducting in the Israeli occupied
territories of the west bank and Gaza. This assistance
is furnished under the Middle East special requirements
fund. From what we learned, the following observations
can be made:

-=-3I0 has not developed an over.ll assessment

of the needs for the area or an aid strategy
for carrying out the program.

--Agsistance has been used to support vocational
training, education, health and rural develop-
ment activities. This has contributed to the
growth of a healthy, edocated and skilled popu-
lation. Although, some participants have
emigrated from the area.

-~Reaction to the program has been positive and
much good work is being done by the various
institutes and organizations involved with the
prougram.

We are preparing a document which will detail our

observaticns concerning assistance to the occupied terri-

tories. We propose to pravide a copy of this document

to the appropriate committees of the Congress.

- 15 -
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We intend to continue our efforts in the secur%ty
supporting assistance area. We currently plan to ihitiate,
in the near future, a broad review of the program in order
to identify for the Congress (1) the criteria or absence of
criteria for selecting countries for this type of assistance,

(2} the relationship belween supporting assistance aid and

develooment aid.
gevelopment ald.

i

nd {3} why the nrograms has
b iS) the pregrams na

W re huilt un
oy e Dui.Lt

ams hav up
such large undisbursed pipelines and what is being done
about those undisbursed funds.

INTERNATIONAL ORGANIZATIONS

In 1977 we issued five reports to the Congress on the
management of U.5. particination in International Organi-
zations. These reports show a ccntinuing need for the
Executive Branch to upgrade this aspect of U.S. foreign
affairs and we made several recommendations to this end.

Of specific interest o this Committee are our findings
with respect te the funding of development assistance through
the voluntary contributions and not through the assessed
contributions of member states.

We support the U.N. Development Prdgyram (UNDP) country
programing concept wherein technical assistance is coordi-
nated and funded primarily through a single channel. The
UND? system of couﬁtry programing is based largely on the

needs and priorities of a developing country as agreed to

- 16 =
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by the country. These needs are assessed in terms of UNDP
resources, and a 5 -vear plan or country program is estab-
lished by the recipient country and UNDP. Approved UWDP
assistance projects, funded through voluntary contributions,
are then carried ocur primarily by the specizlized zagencies
under the team leadership of the UNDP resident represen-
tative.

Our Government continnes to support and follow the
concept of funding development activities through voluntary
contributions and using UNDP as 2 central funding channel
and focazl point for development planning and programing.

We urge that U.S5. efforts in this area be increased, and we
encourage strengthening the leadership role of the UNDP
resident representgtive.

INTERNATIONAL FINANCIAL INSTITUTIONS

Amendments to the Inter-American Development Bank Act
in 1967 and the Foreign Assistance Act in 1973 required
the President, acting through the U.S. representatives to
the internaticnal financial institutions, to propecse and
actively seek establishment of an independent review and
evaluation system for the Banks. These amendments also
directed the Comptroller General to:

--prepare auditing and reporting standards

to assist in formulating the terms of
reference for a review and evaluation group,

-17 -
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-=periodically review audit reports snd related
“infermation, and

-~geport to the Congress and the President.

The Comptroller General has submitted the required
stataments of auditing and reporting standards and inde-
pendent review a2nd evaluation systems have been established
in the World Bank, Inter-American Developrment Bank, and
the Asian Development Bank.

. We are reviewing the procedures, activities, and
reports of these organizations and pursuant to the respec=-
tive legislation we will be reporting our findings to the
Congress and the President. We have completed our field
work at the World Bank and the Inter-Amegican Developmernt
Bank, and we are now working at the Asian Development
Bank.

We believe the World Bank has made considerable
progress toward developing an independent review system.
Buditing and reporting standards have been adcpted and
the review group has been placed under a Director-Genaral
who is responsible to the Board of Executive Directors.
Under guidance of the Director-General, the Bank's
Operation Evaluation Department has worked with operating
departments in establishing a framework for improved pro-
- ject reporting which in turn provides a basis for review

of other important activities.
- 18 -
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In view of this progress, we believe that.now is an
oppor tune time for enhancing the effectiveness of the
system by improving auditing and reporting standards.

With respect to the Inter-american Development Bank,
the effectiveness of the Group of Controllers, an indepen-—
dent review and evaluation system of the Bank, has improved
since its creation in 1968. 1Its reports have heen instru-
mental in improving the Bank's cperations.. The Board of
Directors, however, is considering reorganizing the Group
in 1979. Some of the proposals being considered would, in
our opinion, significantly chenge the Group. We believe
the Group's independe.ce should be protected and its role
strengthened.

With regard to the Asian Development Bank, we believe
the Bank has made some progress in establishing an effective
review system, but the expansion cf Bank activifies and the
need for more current independent reviews of Bank procedures
calls for a more independent and wide-~scope appreoach than
the present system to evaluating completed projects.,

We believe that the-Secretary of Treasury should
instruct the U.S. Executive Director to suggest that the
Bank openly announce recognition of the principal of a
truly independent review group to perform selective

reviews of major Bank programs and activities.

- 19 -
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'BEACE CORPS
We have recently completed a review of Peace Corps
and will be preparing a report on the recults of that
review, To complement our detailed audit weork, we sent
1,200 questionnaires to volunteers in six countries and
received responses from 635 volunteers--a return rate
of 53 percent. We also visited five of the six countries
where questionnaires were sent.
The major concerns of the volunteers as expressed
in their responses related to host country support and
wééknesses in the rcecruitment and placement of volunteers.
Qur review work confirmed these concerns. For example
with regard to support we found that while each of the
countries was making cash and/or in-kind contributions,
there was 3 reluctance on the part of some country direc-
tors to approach host country officials to seek increafed
contributions or to fulfill existing agreements. We also
noted an absence of standardized criteria as to the level
of contribution a host country should provide.
Some of the more prevalent weaknesses we observed
in the recruiting, selection, and placement process are:
--VYolunteer recruiting, selection, and
placement procedures do not (1) insure
that applicants are furnished with
sufficient information about overseas

hiring and working conditions to better
enable them to decide whether they can

L tem
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commit themselves for 2 years, and (2)
require indepth scrutiny of applicants
to identify unsuitable ones and to
previde guidance for placing volunteers
in a compatible environment.

-=ACTION's staff of recruiters and P2ace
Corps'® placement officers are often not
(1) sufficiently trained nor (2) provided
with uniform standards and guidance by
which to make informed decisions about
Peace Corps applicants.

As a result, a large number ¢f volunteers are
entering Peace Corps inadequately <creened for suitability
and poorly informed about the conditions under which they
will serve. A consequent and costly result is that many
voelunteers are terminating service priocr to their scheduled
completion, many within the first few months of service.
Currently, volunteers are under nc c¢bligation to complete
a 2~year service tuvur. Peace Corps policy is to pav the
volunteer's return transportation costs regardiess of the
period served.

Peace Corps continues to be plagued by problems
concerning its personnel. The more significant include
{1} a high perscnnel turnover rate, {2) cumberscme and
time-consuming employment processes, (3) inability to
£ill staff vacancies quickly, and (4) inadeguate ratios
of supervisory staff to volunteer in almost all countries.

We also observed a numher of on-going projects in

all five countries that we visited, only generally match

- 21 -
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|
host ~ountry priorities. Those projects could not be

viewed as being indirectly beneficizl to the neediest

people and were only directly related to country

- development. We believe Peace Corps programing should

be coordinated with other AID donors at the Washington

and overseas offices.

We

- 1.

We

matters

also noted:

In three of the five countries we visited,
it is questionable if Peace Corps proyrams
are appropriate in terms of stated Peace
Corps goeals and objectives.

In two countries, Peace Corps programs
were not receiving the cooperation and
crunmitment by the host government that

is essential for the program to succeed.
In another country where the econcmic
condition is comparatively géod, it is
questionable whether the Peace Corps
should maintain a large presence in

light of its new program direction of
serving hasic human needs.
hope to issue our report, which will discuss these

in much greater detail, within the next few months,

- 22 -



SHLECTZD GAQ REPGRTS RELATED T0 THE

FCREIGN ASSISTANCE PRCGRAM

ISSUED SINCE FEBRUARY 21, 1977

Nicaragua - An Assessment of Earchquaks Relief
and Reconstruction Assistance (Chaiiman,
Subcommittee oo Foreign Assistance, Semate
Conmittee on Foreign Relations)

Examination of Financial Statements of the
Export-Import Bank of the United Statas for
the Fisecal Year endad June 30, 1976

Cost of Training Graunted tc Feraign Studeuts.
undar the Milictaxry Assistance Program

Need to Coasider Population Growth in Sahel
Development Planming (Chairmen, Senate
Committees on Appropriations & Foreign
Relationy and House Committees on .
Appropriations and Intermational Relatio

Impact of Population Assistance to an
Africaa Country

U.S. Participation in Intermatiomal
Qrganizations

Observations of U.S. Military Presences
and Base Negotiations in the Philiprines(SECRET)

Restrictions on Uging More Festilizer for
Food Crops in Developing Ccuntries

Impact of Popuiation Assistance to am
Asian Country

The Iovestment Insurance Program Managed
by the Overseas Private Investment
Corporation (Chairman, Subcommittee on
Multinational Corporations, Senate
Committee on Foreign Relatioms)

ID NOMBER

ID=77-~25

ID=77-23

ID-76-79

ID-77-40

ID-77-3

© ID-77-36

ID=77=-5

ID=77<6

ID~77-10

ID~77-49
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DATE

March 17, 1977

dpril 135, 1977

May 17, 1977. _
Juae 17, 1977 -
June 23, 1977
June 24, 1977
July 1, 1977
July 3, 1977
July Lz, 1977

July 26, 1977
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Payment of Special Alicwauces to IGA
Inspectors (Letter to Secratary of
State)

Analysis of Justification for Housing
Supplensot Allowasnce Paid %o AID
Emplayees cf the U.S. Misuyion to the
United Natioms (Chairman, Subcommittee
on Foreign Opaerations, Senate Committae
on Appropriations)

Examination of Financial Statementsg of
the Inter-American Foundation for the
15-Mouth Pericd Ended Ssptember 30, 1976

Examination of Financial Statements of
the QOverseas Private Investment
Corporation, Fiscal Years 1976 and 1975

Egypt's Capacity to Absorb and Use
Economin Assistavce Effactively
(Chairman, Subcommittee on Europe and
the HMiddle East, House Committee on
Iaternaticnal Relations

Payment of Annual Housing Supplement to
Employees Assigned toe the U.S. Mission
to the United Nations in New York
(Chairman, Subcommittee om State,
Justice, Coumsrce, the Judiciary,
Senate Commitrtee on Appropriations)

Perspectives on Military Sales to
Saudi Avabia (SECRET)

The Challeuge of Meeting Shelter Needs
in Less Devaloped Countries

Credit Programs for Small Farmers in
Latin Admerica Can Re Improved

Opinion on Eximbank's FY 1977 Financial
Statements (Board of Directora, Eximbank)

Legiszlative Changes Urged in Loan Program
of the Agency for International Dewvelopment

ID~77-46

ID=77-

ID=77<43

ID-77-24

ID-77-33

ID-7,-38

ID=77-19

ID-77-39

ID-77-1

ID~78-9

ID-76-80
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July 27, 1977

July 29, 1977

August 12, 1977

September 7, 1977

September 15, 1977

September 26, 1977

Qctober 11, 1977
November ?, 1877
becember 9, 1977 -
January 3, 1978

January 5, 1978



Opinion on FY 1977 Financial Statements
of the COversesas Private Investment
Corporation (Beard of Diresturs, OFIC)

0.5, Participation in Intermaticnal
Agricultural Resaarch

Iimproved Mamagament Heeded over the
Agency for Internaticuel Development's
Operating Cost (Adminiseratsr, Agency
for Internationsl Davelopment)

Tha American Universicy in Cairo:
Alternatives for U.S. Goverumeant
Support

ID-78-12

ID=77=55

ID=7%«15

ID~78-20

'
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United States General Accounting Office
: Washington, D. C. 20548

FOR RELEASE ON DELIVERY
Expected at 10 a.m.
Wednesday, February 22, 1378
Statement of
J. Renneth Fasick
Director, International Division
| 'before the
Subcommittee on Foreign Operations
of the
Senate Appropriations Committee
on
General Ogeratiﬁns of the American 6niv&zsity

in Cairo, Egypt

¥r. Chairman a~d Members of the Subcommittee:

We are pleased to have this opportunity to discuss the
:&sulﬁs of our review of thé general cperations of the
Zmerican University in Cairo, Egypt, with particular
emphasis on the ﬁniversity Educational Endowment Fund.

Qur report was issued last week.

Since 1960, AID has granted the University over $15

millipn, mostly in dollars, undar the American Schools and

Bospitals abroad Program. This money was used to cover a



continuing deficit between the University's iacome and

operating expenses and for construction of a new library.
In 1969, AID signed an agreement granting the University
an alditional LE 25 million--equivalent to about $36
millioen at the pregent exchange rate--to set up an endow-
ment fund., In %975 the Fund was given an additional

LE 1,250,100 ($1.7 million) to replenish =qyptian pounds
used for University operating expenses.

The Fund wae to be invested in bﬁsiness ventures and
enterprises in Baypt in order to produce income to olfszet
the University's Egvptlan pound operating deficivs. No
investments were made untll December 1974 and from then
until December 1877 sbout LE 5.6 million ($8 million) wé;e
invegted. The Fund was also vsed, with AID approval, to
pay University operating expenses of LE 12.5 million
($17.9 million) and the balance was deposited in bank
accowiitg. At December 31, 1977, the balance of the Pund
on daéosit in banks was LE 8.1 million ($11.6 millien).

In July 1976, AID auditors issued a report strongly
criticizing the 6parations of the Fund. It cited quesion-
able investments indicating a lack of investment ability,
deficient managerial and administrative practices, and
an improper and unreceipted cash transaction in the

purchase of real estate which left LE 613,368 (about



1
i
1
$1.1 million) unaccounted for. The AID report zise

called for reconsideration of the endowment fund concept.

Because of the seriocus deficiencies c¢ited in the
audit report, AID “"froze® cie Fund and prohibited further
investments by it.

Based on our review, we believe that AID's severe
criticism of the Pund was justified. In the year and a
half since the audit, however, the Fund and the University
Board of Trustees have made numercus changes that havea
corrected many of the deficiencies cited in the revort.
For example, twe new loan agreements have been negotiated
to replace and improve existing loansf and the Fund has
assured itself that it will get ull title to the property
it purchaged in the criticized real estate transaction.
This will allow develcpment of the proper y to proceed
under new financing arrangewents. Also, the Board of
Trustees has made personnel and organizatioﬁal changes
in the Fund, including replacement of the former Furi
staff., In addition, the Board of Trustees is exercising
greater supervision and oversight of the Fund. Regular
financial reports are required ani investment proporals
are reviewed and approved by the Pinance Coumittee and

by the ful®’ Board.



In our view, the basic cause of the Fund's problems
was a lack of supervision by the Board of Trustees over
Fund operations. The Trustees, who were mostly located
in New York, met unly three times a year and were not
closely evaluating investment decisions or monitering
Fund cperations. A8 we have said, changes have been
made which shcould improve this situation. In our report
we have called attention to a lack of investment
criteria and some potential problems with investment
goals set by the Fund. Both these areas are under
study and will be discussed at the Board's meeting the
first week in HMarch.

We believe that economic and political conditions in
Egypt may have improved sufficiently for the Fund to
succeed now and that serious management deficiéncies have
been mostly corrected. A number of funding alternatives
are under study by the University, the Fund, and by AID.
Should the U.S. Government decide to continue financially
supporting the University, we believe that the alternative
which prouposes a loan, rather than a grant of Egyptian
pounds to the Fund has advantages over the other proposals
and may be the best means of supporting the University's
operational needs.

That concludes my statement, Mr. Chairman, a2nd we will

be pleased to answer any questions you may have.





