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November 13, 1975

To: Mr. Robert S. McHNamara
From: Mervyn L. Weiner
Subject: Brief Statement to the Board

I believe Mr. Damry has already mentioned that I would
be raising this matter with you.

1 attach, for any comsent you may have, a statement
that will, I hope, clear the air of lingering questions in the minds
of some Directors about follow up on their October 28 discussion of
Mr. Shoaib's report on operations evaluation.

If you have no objections and agree to what is
attributed to you in the third paragraph, the only question
remaining is whether this statement should be made at the end of
next Tuesday's regular agenda or after the conclusion of the formal
meeting. I have no personal preference, but am inclimed to suggest
that a statement after the formal meeting has been adjourned would
conform better with the Board's desire to keep discussions of
operationg evaluation work informal.

cc: Mr. Damry
Mr. Willoughby




DRAFT
MWeiner/mcw
November 13, 1975

I understand that some Directors have been wondering whether
anyone is following up on various suggeatipns made during the Board's
recent discussion of Mr. Shoaib's report on Operations Evaluation.

A number of things were agreed at that meeting, the most
immediate being to discuss informally early next year the two reports
on Delays in Loan Effectiveness and in Project Preparation. However,
nothing was agreed then on the modalities of continuing contact between
the Board and the Operations Evaluation Work. In view 9f the general
interest in this matter, I have asked the Chairman to afrange for me
to tell you this morning what is being done by way of follow up.

I plan to have ready for your consideration early next year a
draft paper which I will call, for the moment, '"Operations Evaluation
and Reporting Standards in the World Bank". The paper will, among other
things, address the questions raised during the October 28 discussion,
including the modalities of Board and management contact with the
planning, implementation and follow-up of Operations Evaluation Work.
The Chairman has agreed to convene an informal meeting of the Board to
Idiscuss the draft when it is ready. The final version of that paper
would be ciréulated to the Directors and Bank staff. It would indicate
clearly that it is the first edition of a Bank evaluation code and will
be updated as evolving experience requires.

In the interim, I have told the Vice Chairman of the Joint Audit
Committee that Mr. Willoughby and I stand ready to attend all meetings
of the Joint Audit Committee to keep the Committee up to date on the
evolution of the 0.E.D. work program and the highlights of the most

_recent audit and evaluation reports.
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FROM: The Secretary November 7, 1975

OPERATION AND IMPACT OF THE BANK'S EVALUATION SYSTEM

Attached hereto, as requested by Dr. Sen, is a copy of the
statement made by him at the meeting of the Executive Directors held on

October 28, 1975.

Distribution:

Executive Directors and Alternates

President

Senior Vice President, Operations

Executive Vice President and Vice President, IFC
President's Council

Directors and Department Heads, Bank and IFC
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Mr. Mervyn Weiner, Director Ceneral, Operations Hovember 4, 1975
/|| Evaluation

P. N. Damry, Secretary LﬁV'JMFU/”T -
Follow-up on Board Meeting: Operations Evaluation

1. Mr. McNamara, responding to Mr. Reynolds during the Board meeting
on October 28, requested you te clarify with Mr. Reynolds the suggestiom
which Mr. Sethness made on codification of the Bank's evaluation standards

and procedures, and to consider what might be done.

2. Attached, for reference, is an excerpt from the tramscript of

the meeting.

ec: Mr. Willoughby /
CFO/abg

Attachment

NOVE 1475
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Department Directors and Projects Advisory DATE: November 5, 1975
Staff in Central Projects Staff
A. Israel, Office of the V.P., Projects Staff f%L/

Items of Interest at October 29 Meeting of Directors and Advisers

Messrs., Baum, van der Tak, Ballantine, Christoffersen, Jaycox, Kalmanoff,
Kanagaratnam, Rovani, Tolbert, Carmignani, Finne, Israel, Lithgow,
Raizen, Ray and Weiss

Operations Evaluation

Mr. Baum reported on the Board discussion of Operations
Evaluation the day before. The discussion was based on a memorandum
from Mr. Shoaib (of September 29, 1975) analyzing the operation and
impact of the Bank's evaluation system, and on other reports prepared
by OED, in particular the Project Performance Audit Review summarizing
the lesson drawn from the 50 Audit Reports completed until end March
1975 and a report on delays in loan/credit effectiven:ss. The EDs
had generally expressed a great deal of satisfaction about the way
the evaluation work was being carried out, and about the quality of
the reports produced by OED. They had stressed the need to ensure
that all Bank staff study and seriously consider the operational
implications of the OED reports, and that the borrowers' reactions
to evaluation studies are secured and taken into account. The EDs
had also indicated that they would like to take advantage of OED
reports to establish a more extensive dialogue with management
about policy and operational matters. Mr., McNamara had underscored
the importance of having a fully operational system for the
preparation of Project Completion Reports, which would greatly improve
the quality and efficiency of the Project Performance Auditing System;
Mr. Baum reminded the Directors that part of CPS' functional control
is to ensure that the Project Completion Report system is adequate.

In summing up the discussion, Mr. Knapp (the acting Chairman)
had stated that the Joint Audit Committee will continue to review
the adequacy of the evaluation system; that OED will prepare an
annual report of its activities for consideration by the Joint Audit
Committee and then by the Board, and that occasional informal
discussions by EDs (probably in the form of a Commictee of the Whole)
will be organized in the future, beginning early next year with a
meeting on the two Management Policy Reviews dealing with project
preparation and delays in loan effectiveness.

Mr. Baum commented that in his opinion the papers presented
to the Board, and the ensuing discussion, reflected varying views as
to the role of evaluation work at the Bank. 1In a sense, OED's role
was simply to make recommendations and ensure that they were given
careful consideration by management (c.f. Mr. Shoaib's statement P 3)1

31
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Department Directors and Projects Advisory November 5, 1975
Staff in Central Projects Staff ;

but if OED recommendations were not fully accepted by management,

the question would arise of how differences should be dealt with

having in mind the need to keep a balance between the roles of the
Board, the Management and OED in the conduct of operations and the
establishment of Bank policy. Similar issues arose with respect to
OED's "follow up" of Bank action with respect to its recommendations.
Mr. Baum concluded that a proper delineation of OED's role was
important to CPS in view of its responsibilities for policy formulation
and functional control in the fields covered by OED's studies.

During the following discussion several CPS directors
highlighted the potential problems of a Board discussion, however
informal, of policy and operational matters on the basis not of a
document summarizing management's views on the matter but of an OED
report. Several directors questioned whether the dual roles of
Operations Evaluation as a management tool and as an independent
auditor constitutionally separate from management were fully compatible,
It was also pointed out that the EDs had emphasized the desirability
of wide dissemination of the OED reports both in the Bank and in the
member countries (the latter, some CPS directors felt, could, in some
cases undercut the position of the operational staff) «nd the need not
to overtax the "absorptive capacity" of Audit Reports and to explore
the possibilities of having a selective rather than a full coverage
of Bank operations (a suggestion also supported by several CPS directors).

DISTRIBUTION: Messrs. Ballantine, Fuchs, Jaycox, Kanagaratmam,
Lejeune, Rovani, Tolbert, Yudelman, van der Tak, King,
Carmignani, Israel, Lee, Lithgow, Raizen, Ray and Weiss.

cc: Messrs. Knapp, Baum, Bell, Chadenet, Chaufournier,
W. Clark, Husain, Krieger, Stern, Wapenhans,p%;zer,
Gabriel, Gordon, Kearns, Weiner, Willoughby,“Burmester,
Finne, Golladay, Koch-Weser, Overby, Tixhon.

Alsrael:lic
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Attached hereto, as requested by Dr. Sen, is a copy of the
statement made by him at the meeting of the Executive Directors held on

October 28, 1975.
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Mr. Chairman, Members of the Board, I believe that Mr. Shoaib's
memorandum which is before you speaks for %§e1f, so that I want to make
only very few introductory remarks, briefly reminding you of the main stages
in the evolution of the Bank's evaluation systen,

The evaluation unit was originally established by management in
September 1970 as a final step in a three-pronged effort*to improve internal
controls, the other steps being establishment of the Joind Audit Committee by
the Board of Directors and substantial strengﬂtening of the then Office of
the Internal Auditor. Its main purpose was as a tocl of management for
learning from the Bank's own past experience, but, to help achieve this pur-
pose, it was from the start given a great degree of independence, and its
reports were also all distributed to the Executive Directors for information,
- as soon as they began to appear early in 1972, and without any management
interference with their content. |

A year later, in 1973, it was decided that the instrument was
sufficiently developéd ﬁk that its independence could be formalized aund its
utility to the Bank further increased by giving it a stronger link with the
Board cf Directors and the member countries. Together with the Internal Audit
Department, the unit was placed under the sole charge of Vice President Shoaib
in July 1973 and later that same year the terms of reference of the Joint
Audit Committee were extended to include responsibility for assessing the’

adequacy and efficiency of the evaluation work. , 3

n_&

. - g ApNAN :
The U,S. Foreign Assistance Act of/ December 1973 required the U.S.
o

Executive Directcr of the World Bank, like the American representatives to
certain other multilateral institutions, to promote the establishment of

what the U.S., authorities considered a fully independent review and evaluation



system. Throuzh negotiations over 2 prolonged period, the Bank management
reached the arrangements, approved by you last October, to enable the exist-

ing evaluation unit to meet the requirements of the legislation, without

o A
A S
sacrificing the crucial advantages for staffing, planning}apd‘budgeting/pur— ¢

poses of full iategration into the Bank Group; the unit would be under the
charge of a Dirsctor-General, to which post you elected Mr. Weiner in July
1975, and it would be responsible to the Exeéutive Directors, with an
administrative link to the President,

Throuzh these changes, and particularly thanks to the efforts of the
Joint Audit Committee and of Mr. Shozib, as well as through accumulating inter-
nal experience, the work of the unit has developed and diversified, and, I
think, improved - and I am sure that cur new Director-General will bring
substantial further improvement. The unit has always been entirely free to
deal with whatever issues arise - whether of policy, procedure or practice -
in its work on Barnk operations and activities, and it has always been free to
present whatever findings it reached.

Beyond this vital element of independence and freedom of reporting,
the operating effectiveness of the evaluation unit depends most crucially on
the closest interaction with the management and staff of the Bank at all
stages of work - from initial conception and design of studies, where it is
the admixture of the unit's problem~-solving focus with the Bank's experience
and knowledge of the problems that arise which results in the most incisive

studies, through the stage of follow-up to conclusions and suggestions reached,

{
Y

J*”“j when the unit's periodic return to points that have emerged in earlier studies

AL e R oD
i txmda/.{th@m:ﬁgr action at

can perhaps do most to help

én operational level. What success the work has had to date has depended not



only on the forbsearance, understanding and openness of the Bank management
and staff, bur 2iso importantly on their ideas, as well as those of the
borrowers, as to topics of study, methods and suggeétions for improvement
in Bank operations. Mr. Shoaib notes in his memorandum a number of ways in
which interacticn between the Bank staff and the evaluation unit can be
further usefully increased - particularly on the Project Completion Report
component of the Bank's evaluation system and on help to member countries in
the development of their own evaluation systems and agencies - as well as in
securing the best dissemination of the reports and ideas developed so that
they may contribute most effectively to future Bank operations. He also
notes that the Bank management has alrzady reacted favorably to the large
majority of the suggestions made in ths very recently published report on
Delays in Loan and Credit Effectiveness; action is now underway to prepare
the necessary revisions in Bank operating instructions, and we do hope that
a quiet pursuit of some of the operaticaal suggestions which have so far
proved less acceptable will also uncover solutions that can draw more general
support. Certainly this has generaliy been the experience with the recommenda-
tions and suggestions contained in the earliest evaluation reports which we
did, as recorded in the Closing Reports which we have circulated in the last
months: policy questions raised have been appropriately treated in management's
policy papers and the much more numerous operational issues have, for the most
part, equally received appropriate consideration and action in one way or
another.

The reports that emanate from the evaluation system have to be seen
then as tools for both the Executive Directors and for the management, but
in rather different ways. For the Executive Directors, the reports; and more

particularly the cumulative summaries and&?ssessments of action on suggestions



i

made, are an additicnal window for assessing the overall effectiveness of ZZ
Bank mamagsfiEhe and ore particular source for indicating points that may
need ko be given more consideration in Bank operations. For the management,
211 the reports provide a running assessment of the effectiveness of the

Bank's operation

n

aznd one among many sources of ideas for their improvement,
mainly at a quite datailed non-policy level. I believe that to maintain
the effectiveness of the evaluation system, it is important to remember that
the resultant reports are contributions to the broader debate from a particular
vantage point, assessment of the past, whether recent or distant - I have
‘always considered that, at the margin, our role is rather to try to generate
oLl

stimulating lessons and suggestions ;%;%2% than to attain a perfect comprehen-
siveness and full balance that will anvway be provided by management before
acting on our suggestions - and to recognize the differences I have described
among the purposes which the reports serve for their two principal addressees

i
within the Bank.ilﬁefore ending I would like to take the opportunity of thank-
ing the many Executive Directors who have helped us to develop the evaluation
system to its present stage and to secure the support of member countries in i:zs
day-to-day operation. We particularly value the link that we have had with the
Joint Audit Committeze and the opportunity this has provided to secure an outsica
view on the adesquacy of our programs, studies and methods and ways to improve
them, It is our ardent effort and hope to repay the trust that is reposed

in us with a useful contribution to our member countries' development efforts.
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INTERSA L ONAL DEVYELGENMENT IMTERNATIONAL BANK FOR INTERNAT FOGNAL | ENANCE
ASLICTAT|ON RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

TO: Mr. Shoaib DATE: October 24, 1975
u"’\

FROM: P. N. Damr:y ij N R P | -

sSUBJECT: Evolution of Operations Evaluation

i For ready reference please see the top page below, the
chronology of principal developments. Supporting excerpts from Board
discussions follow, as well as

a) The ecircular setting up the OFE unit,

b) Willoughby's statement at Board Meeting February
1971 on the first phase of his work,

c) President's memorandum July 1972 on the work program,

d) President's memorandum April 1973 on the introduction
of PPA,

e) President's memorandum September 1974 on establish-
ment of DG's position and links with Executive
Directors and President, and

) Mr. Sethness' memorandum of October 9 on the in-
dependence of OED (you will recolleet that a change
was made at the Board Meeting of October 1974
regarding the responsibilities of the OE Nepartment
to the Beard with an administrative link with the
President).

2« Mr. McNamara mentioned a law of Congress. The appended state-
ment of the Comptroller General-of the U.S. refers to dt. The 1961
foreign assistance act was amended by Publiec Law 93-189 in December 1973
to provide that in the case of the TIBRD and ADB the President of the U.S.
should, acting through the U.S. Executive Director, '"propose and actively
seek the establishment by the governing authorities'" of the two Banks,
groups of professionals for providing an independent and continuous
program "of selective examination, review and evaluation of the programs
and activities of such organizations". The same amendment also provided
that the terms of reference should be prescribed by the governing
~authorities and the reports of such groups should
be submitted directly to such governing authorities for transmittal to
the member countries. The same law also provided that the U.S. Ezxecutive
Director should have the groups’ report transmitted to the U.S. CGovernment
for onward transmittal to Congress and the Conptroller General, who
would eventually report simultaneocusly to the Congress and the President.
Any suggestion he might deem appropriate concerning auditing and reporting
standards followed by such groups and its recommendation; and the
action taken thercon.
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ANNEX B

International Bank for Reconstruction and Development
International Finance Corporation International Development Association

ADMING LA L CIRCULAR

ESTABLISHMENT OF AN OPERATIONS EVALUATION UNIT

Effective audit and control procedures have always been matters of
major concern to the World Bank Group. Two of the most important innovations
introduced by the World Bank in its early years were the procedures developed
for supervision of loan disbursements and of the execution of the projects
(end-use supervision). Over the years these procedures have been continuously
strengthened and adjusted in the light of changing circumstances.

This process continues. In addition, in the last two years, budgetary
controls have been strengthened by the creation of the Programming and
Budgeting Department. Financial controls have been improved by the establish-
ment. of the Audit Committee of the Executive Directors and by the strengthen-
ing of the Office of the Internal Auditor.

I feel that, with the growth of the Bank Group, the time has come to
carry our systematic auditing procedures a stage further - to cover the con-
tribution of our operations to development. Some review of our operations
from this point of view has of course always been carried out in the course
of Economic and Sector Missions, but these have other overriding responsibil-
ities. As regards projects which we have helped to finance, end-use super-
vision generally stops with the completion of construction, but the results
of many of them have been reviewed by the Projects Departments in the course
of appraising further loans or credits to the same entity or sector. Here
again, however, the review of past operations is only a subsidiary issue and
time seldom suffices to carry it very far. A number of thorough reviews have
been carried out by the Sector and Projects Division of the Economics Depart-
ment in connection with their responsibility for helping to improve the
methodology of project appraisal, but the number of projects covered in depth
is small and the focus is generally more on methodological improvements than
on re-evaluation of costs and benefits as such. Ewvaluation of the impact on
development of our operations is thus at present limited. I believe that the
growth in the funds that we are responsible for channelling into development
and in the number of countries with which we are actively involved makes it
imporvant for us to develop a more systematic approach.

I have therafore decided to establish, in the Programming and Budgeting
Department, a unit whose sole t’espons:l.bility will be to evaluate the contri-
tion of our operations to the development of member countries. The principal
task of the unit wlll be to review past lending operations with the central
objective of establishing whether the actual benefits of the completed projects
are in accordance with those expected at the time of appraisal and, in case



of divergence, the reasons. Our methods of project appraisal have developed
and improved over the years. Our quantification is sounder now than in the
past, our view of development more comprehensive and our analyses of projects
and sectors deeper. Naturally, our current techniques and methods will be
used in evaluation of past operations, but in comparing results achieved with
original forecasts due attention will be paid to the cost and benefit concepts
prevailing at the time these operations were appraised.

Since this type of work has not been carried out to any extent before
in the Bank I envisage the new unit starting with a modest staff complement
of three and a workload of some fiveé projects in several different sectors.
Especially in the beginning, the staff of the unit will need to draw heavily
on the advice and knowledge of those in other Departments of the Bank Group
who have been concerned with the projects selected.

T believe that this initiative will have two principal benefits. It
will contribute to the formulation of policy and procedures by enabling us
to learn more from our past experience. And it will give us a degree of
conviction about the impact of what we are doing which we could obtain in no
other way. '

/ﬁf/Mm/%

Robert S. McNamara
President
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FROM: The Deputy Secretary ' " February 11, 1971

Operations Evaluation Unit

Attached for information is a copy of the statement by Mr. Christopher
Willoughby at the meeting of the Executive Directors on February 9, 1971,
on the first phase of the work of the Operations Evaluation Unit of the

Program and Budgeting Department.
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FROM: The Secretary culy 20, 1972

OPERATTONS EVALUATION FCLLOW-UP AND WOIK FPOIAlL

FIes

Atteched is a memorandum dated July 20, 1972 from the President
on the future work program in Operations Evaluntion. It outlines,
for your information, (a) the plunued FY 1973 Work Program of the
Cperations Bvalwation Iivislon and (b) the proceduves we propose to

adopt in follew-up of evaluation r=ncrts.
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INTERNATIONAL BANK FOR '
RECONSTRUCTION AND DEVELOPMENT

: S WASHINGTON, D.C, 20433, U.S.A,

N @9
AFFIGE OF THE PRESIGENT %% Q’
el

July 20, 15972

%

MEMORANDUM TO THE EXECUTIVE DIRECTORS

SUBJECT: Future Work Program in Operations Evaluation

8 The Operations Evaluation Unit was established in the Program-
ming & Budgeting Department late in 1970 and converted into a Divisien
of that Department in the middle of 1971. In view of the novelty of the

work to be undertaken, it started with a pilot phase. The main results
of this pilot phase were distributed to the Executive Directors earlier
this year: ‘"Operations Evaluation Report: Electric Power' {{BRD Renort
No. Z-17, dated March 10, 1972) and ''“Bank Operations in Colombia - An
Evaluation' (IBRD Report No. Z-18, dated May 25, 1972)%e¢ These reports
were discussed at meetings of the Executive Directors on April & and
July 11, respectively.

2. As could be expected, the pilot phase of the Operations Evalu-
ation Division's work has not produced sound procedures for evaluating
the Bank's operations which now need only to be applied on a standardized
basis. In some respects the reports have raised more questions than they
have been able to answer. Nonetheless experience has been gained in the
difficult methodological problems of evaluation, and the time has come to
move into a second phase of work, still experimental, but initiating more
systematic coverage of Bank projects. The second phase must also include
the introduction of procedures for follow-up to the recommendations and
suggestions which emerged in the studies undertaken in the first phase.

3. A distinction may usefully be drawn between 'Audit' and'Evalu-
ation', In the work of the Operations Evaluation Division 'Audit' has
come to mean comparison between the targets and projections contaired in
the project appraisal reports on the one hand and actual develupments on
the other, in order to see whether or not appraisal objecutives were
attained; if not, why not and if so, was it due to the proiect? 'Evalu-
ation', on the other hand, has come to mean a deeper aralysis of the con-
tribution to development made by the project and by the Bank in its sup-
port of the project, with a view to seeing nol unly whether Lhe project
met its assigned objectives but also whether thesz objectives were them-
selves correct in retrospect and whether they miaght have bLeen improved

R e

* R72-55 and R72-131 respaciively
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in any way. Of the studies undertaken to date, the review of past power proj-
ects was mainly in the nature of an Audit, although ft ran over to some extent
into an Evaluation, while the review of Bank operations in Colombia was mainly
an Evaluation. It can be argued thet all Bank projects should be audited, but
since even sudit is quite costly it may be preferable tc cover a sample in
this way, while other projects, selected for the potential lessons they may
yield, are subjected to evaluation.

L. The intended work program of the Operations Evaluation Division for
FY73, to be carried out by a professionzl staff of eight professionals together
with consultants, includes audits, evaluations and follow-up studies. (It is
summarized in Annex |. It is envisaged that roughly 65% of total effort will
be devoted to evaluations, 25% to audits and 10% to follow-up work.

5. As regards audits, a start is being made toward systematic coverage
of all Bank projects, Two trial principles have been established for select-
ing projects for audit: (a) projects will be audited approximately five years
after completion of loan disbursements and (b) where projects so selected be-
long to series of projects financed by the Bank (e.g. & third loan to a power
company, port authority or Government highway department) then the opportunity
will be taken at the same time to audit earlier projects in the series and, in
some cases, later ones too; hence, the distinction drawn in Annex | between
Audits of Individual Projects and Audits of Series of Projects. The further
distinction between Summary and Detailed Auditc rests on the fact that some
projects are simpler and raise less problems than others. Projects have been
selected for audit in FY73, from among tliose For which loans were fully dis-
bursed in 1968, considering feasibilitv of undertaking brief studies, avail-
ability of technically qualified staff in the Operations Evaluation Division,
and the need for increased emphasis on transportation projects in view of the
large amount of time devoted last year to electric power, the other main tradi-
tional field of Bank activity. It has not yet been decided whether it will be
worth distributing small (Z-5 page) reports summarizing tihe conclusions and
recommendations, if any, emerging from each of these audit siudies, estimated
to take between two and three professional man-months, or whether it would be
preferable to distribute all these brief reports in a package once or twice
during the year.

6. In the area of evaluation, two major studies and one minor cne are
being planned. Completed highway projects in four cifferent countries, located
in different continents, have been selected for =valuation in a study which will
focus particularly on the developmentzi impact of highway improvements on the
region traversed, the degree to which this impsct was affected by the competi-
tive structure of the transport industry in the area, and other factors con-
straining or increasing positive develeopmental iwpact; the purpose is to
identify possible ways of maximizing such impect. The second maicr study

would be a review of the Bank's work with Deveiscrent Finance Companies around
the world, based mainly on study of zelected companiss with which the Bank be-
gan working at different periods and designed to identi*y suggestions for possi-
ble improvement in Bank policies, proctices and procedurgs in this important

T e e &
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field of lending. Thirdly, in order to make a start in the field of education
lending, a thorough evaluation would be made of one of the three secondary
school projects for which loan dishursements were completed before the end of
1871; this study would include a survey of students' education achievements
and of graduates' contribution to meeting manpower needs. Reports on these
three studies, which would be considerably shorter thas the evaluation reports
so far distributed and would confine themselves mainly to presentations of
conclusions and recommendations with supporting analysis, are targeted for
completion during the next 12-14 months.

T The last part of the program consists of follow-up work on the
recommendations and suggestions put forward for examination in evaluation
reports. A few of the recommendations emerging from the studies may raise
issues of such character as to require the preparation of Policy Papers for
consideration by the Executive Directors. Most of the recommendations however
will relate to the application of policies already in existence and tc the
Bank's day-to-day practices and procedures in selection, preparation, appraisal
and supervision of projects and in the preparation of reports. These recommenda~
tions will be referred to the various operating departments responsible for cen-
sidering them and the Operations Evaluation Division will monitor the progress
being made in their implementation.

God S0 A e
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ANNEX |

OPERATIONS_EVALUATION DIVISION: WORK PROGRAM FY73

2 b
Disbursement Amount —/

/

Loan/Cr. No.2 Name of Project Period ($m)
I. Audits of Individual Projects Against Appraisal Objectives J

(a) Summary

299/Cr. &4 Costa Rica Highways 1961-69 11.0
293 Trinidad & Tebago Power 196i-68 23.5
(b) Detailed

306 " Venezuela Expressway 1961-68 L5.0
Cr. &3 Botswana Highways 1964-68 3.6

1. Audits of Series of Projects Against Appraisal Objectives

276/346 Costa Rica Power/Telecom. 1961-68 30.8
198/294 india - Calcutta Port 1958-68 50.0

111. Evaluation of the Developmental Contribution of Projects

(a) Education
Cri 93 Kenya - Education | 1966-70 7.0

(b) Selected Highways (Developmental lmpact & Transport
industry Structure)

166 Ethiopia - Highways 1 1557-63 15.0
135/195/Cr. 1 Honduras - Highways 1955-67 18.7
341 Thaiiand - Highways | 1963-69 35.0
344 Yugoslavia - Highways | 1963-66 35.0
(c) Development Finance Companies

A broad review of Bank activity in support of Development

Finance Companies, with special emphéasis oa:
24k0/422/459 lran -~ 1MDBI 195969 40.2

= Korea - KDFC 1968~ -
Lhg Tunisia - SN! 1566-71 5.0

a/ Shows only loans and credits already fully disbursed.
b/ Original amount of loans already fuily disbursed.
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FROM: The Secretary ' April 13, 1973

NOT FOR PUBLIC USE

OPERATICNS EVALUZTTION AND PROJECT PERFORMANCE AUDITS

Attached is a memorandum dated April 13, 1973 from the President
on the introduction of Project Performance Audits and the future work

program in Operations Evaluation.

Distribut%gg:

Fxecutive Directors and Alternates

President

Senior Vice Pre51dent Operations

Vice Presidents, Bank, and Officers of IFC
Directors and Department Heads, Bank and IFC
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Aqﬁ? 13, 1973

MEMORANDUM TO THE EXECUTIVE DIRECTORS

SUBJECT: Operations Evaluation and Project Performance Audits

1 Evaluation reports on past Bank operations in Colombia and in the
electric power sector were distributed to the Executive Directors and
discussed in the middle of last year. In a memorandum of July 20, 1972
(Sec M72-388) I outlined to you an operational evaluation and audit
program for FY1973, dealing mainly with projects for which loan/credit
disbursements were completed some five years ago. The Operations
FEvaluation Division has been carrying out this program, and audit re-
ports on a number of projects have been distributed -in the last few
months; further audit and evaluation reports are due for completion in
the next five months.

2, With the exception of these reports, the Executive Directors
have not been receiving an independent accounting, on a systematic and
comprehensive basis, of the extent to which projects supported by the
Bank and IDA have fulfilled the objectives on the basis of which loans
and credits were approved. This is a gap which needs to be filled to
give us a more complete and timely idea of our own performance as an
institution trying to assist development. I therefore propose to intro-
duce a system of Project Performance Audits, covering all projects
financed with Bank/IDA assistance, and to add responsibility for their
preparation to the existing functions of the Operations Evaluation
Division. $

3. Project Performance Audits will be prepared on all projects in
developing countries about one year after completion of loan/credit
disbursement (i.e. typically 4 to 8 years after approval by the Board

of Directors). Their purpose will be to analyze the extent to which
objectives stated in loan documents have been, or show promise of being,
achieved and the reasons for deviations. The feasible sophistication of



this enquiry, one year after completion of Bank/IDA disbursements, will
vary considerably among projects, depending on the nature of the objec-
tives sought, the sector to which the project belongs and the duration

of disbursements. But the aim will be to match the scope of the appraisal
report, on the basis of which Bank/IDA support was approved, and to cover
economic and institutional objectives to the extent possible as well as
physical and financial ones. We believe that even at this stage it should
usually be possible to identify the pattern of incipient benefits — which
of course weigh heavily in investment analysis.

L)
4. In the preparation of the reports maximum use will be made, as in
any audit, of existing information, without, however, in any way violating
the crucial principle of independence.

D Preparation of Project Performance Audits will fit well with the
other, more evaluative work of the Operations Evaluation Division, assist-
ing it to identify topics of greatest relevance to the ongoing operations
of the Bank. In some cases an important conclusion of a Project Perform-
ance Audit will likely be that the project should be subjected to a

deeper evaluation a certain number of years later when results are more
fully visible.

6. The new scheme will be introduced for all projects on which loan/
credit disbursements ended after July 1, 1972. A major part of the work
program of the Operations Evaluation Division for FY1974 will consist of -
steps to get the system underway and preparation of Performance Audits on
each of the 25 projects for which loan/credit disbursements were com-
pleted in the first half of FY1973. The other part of the work program
for that year will consist of a major evaluation study on past Bank
lending for agricultural credit and the first phase of a study investi-
gating, on the basis of an appropriate sample of past projects, the
spread of administrative, managerial and technical innovations from Bank-
assisted projects, and designed to establish the efficacy of this fre-
quently expected phenomenon and how it could usefully be strengthened.

NS D A
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DOCUMENT OF ANNEX F
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

/ 2
NOT FOR PUBLIC-USE g
W Ay, j Hh’f) -
FOR 6’(’("‘( ' Ui | For consideration on
EXECUTIVE ('"QJVQ? October 1, 1974
DIRECTORS’ 22-
MEETING | R74-197 .

FROM: The Secretary September 27, 197?

LY

OPERATIONS EVALUATION

Attached is a copy of a memorandum entitled "Operations Evaluation

Work in the Bank Group", dated September 27, 1974 from the President.

Distribution:

Executive Directors and Alternates

President

Senior Vice President, Operations

Executive Vice President and Vice President, IFC
President's Council

Director, Operations Evaluation Department
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September 27, 1974

MEMORANDUM TO THE EXECUTIVE DIRECTORS

Subject: Operations Evaluation Work in the Bank Group

Over the past months we have had some discussions with the Executive
Director for the United States, relating to legislation enacted by the U.S.
Congress in December 1973, about our operations evaluation work and its
place in the Bank Group.

t

The Executive Directors will recall that this activity, to which I
have attributed very high priority ever since launching it in September 1970,
has undergone a rapid evolution - in formerly uncharted areas of work - to
the point that we now have emerging a tested instrument for objective report-
ing on the results of the Bank Group's activities, especially their impact
on development, and for critical analysis of their efficiency and effective-
ness to see where 1mprovements can be made. In essence we have expanded the
Bank Group's traditional 'project cycle' by addition of three significant steps -
preparation of a project performance audit report for each and every project
assisted by the Bank and IDA within about a year of completion of loan/credit
disbursements, deeper evaluation and review on a more selective basis of
particular policies and activities of the Bank Group, and systematic follow-up
of Bank Group action in response to recommendations and suggestions emerging
from such audit, evaluation and review work. We are attaching top priority
at present to completing the establishment of systems for producing thorough
project performance audits on all completed projects, so that, with this
solid and comprehensive basis, a greater share of effort can again be devoted,
starting next fiscal year, to evaluation and review studies.

The unit responsible for this work has always had a high degree of
independence from management, and as it has grown in stature and experience
its independence has been increasingly formalized, most recently by making
it a separate Department in July 1973 under a Vice President without other
direct operating responslbllltles and by giving it a formal link w1th the
Joint Audit Committee of the Executive Directors in November 1973.1/ The
Committee reviews its annual work program and budget, its procedures and
standards, samples of its reports and the progress of its work, and reports
to the Executive Directors on the results of its review. Several components

1/ Report of the Joint Audit Committee for 1973, October 25, 1973, Document
R73-243/1; and Terms of Reference of Joint Audit Committee, November 21,
1973, Document SecM73-704.



and emphases in the current work program result directly from the Committee's
suggestions. Standards applied in audit and evaluation work, which are
basically those generally accepted worldwide for this type of work, have
been given special attention by the Committee and their actual use examined
in review of sample reports, as dlSCUSSEd in the Committee's forthcoming

annual report for 1974.

I think that the time has now come for the growing link between the
Executive Directors and the Operations Evaluation unit to be recognized
formally by drawing lines on our Organization Chart directly linking the
unit, and the Vice President in charge of it, to the Executive Directors as
well as to the President. I also propose that, following the retirement
in 1975 of the Vice President presently responsible, and in any case not
later than December 31, 1975, a title of Director-General, more indicative.
of independence from the normal operations of the Bank should be instituted
for the manager of this function. Appointees to this post, which would
have rank equivalent to that of a Vice President, would be selected by the
Executive Directors from one or more names put forward by the President of
the Bank, after informal consultations with the Executive Directors, from
among persons then working inside or outside the Bank Group, but normally
drawn from the senior staff of the Bank Group so as to ensure familiarity
with the problems of development and the operations of the Group. Appointees
would hold office for renewable terms of five years, be removable only by the
Executive Directors and be ineligible for subsequent appointment or reappoint-
ment to the Bank Group staff except in unusual circumstances.

The basic work program of the unit would be reviewed and approved
periodically by the Executive Directors and all the reports of the Operations
Evaluation unit would be sent simultaneously to the Executive Directors and
to the President, without any interference by the latter with their content.
However, I do believe that the head of the Bank Group should continue to play
a role in ensuring the excellence of the staff and shaping the work program,
in the light of other on-going work and plans of the institution. It is.

for this rsg?onlgha‘h%r_ ‘é?M%ake the unit responsible bBER to the Executive {/’J<
Directors” resi of the Bank Group. Appointment, termination,
promotion ahd compensation decisions for the staff of the unit, to be drawn

from inside or outside the Bank Group, should be at the discretion of the
Director-General within the normal policies and procedures governing all

Bank Group personnel, and the staff of the unit would be considered as

regular employees of the Bank Group.

~<

At present the Internal Auditing Department also reports to the
Vice President responsible for Operations Evaluation. This Department,
which has also grown significantly since 1970, is carrying out independent,
systematic and objective audits and appraisals of the Bank Group's financial,
administrative, accounting and other activities, with particular emphasis



o ia
A
i

on internal controls and related systems and procedures. I believe that

the essentially management-oriented functions of this department make it
desirable, as a matter of principle 1n connection with the proposed )
changes, to separate it by December 31, 1975 from the rather special opera-
tions evaluation responsibilities by leaving it under the supervision of

one of the Vice Presidents. jﬁﬁﬁile the existing relationship between the ,
Joint Audit Committee and the Internal Auditing Department would in any

case be maintained, it will then be a question for consideration by the r//

Executive Directors whether a separate standing Committee should be
establiched as liaison between them and Ehe Director=General's unit. l e
— P —— e

Adoption of the specific changes outlined above will, I believe,
help to assure us a fully effective independent review and evaluation system,
an objective .to which I attach the greatest importance,

/ﬁfffﬁc Ao
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FROM: The Secretary October 9, 1974

OPERATIONS EVALUATION

At the request of Mr, Sethness in hils memorandum of October 4
(copy attached) the President has agreed to distribute the memorandum

together‘with its enclosures for information.

Distribution:

Executive Directors and Alternates

President 3
Senior Vice President, Operatioms N
Executive Vice President and Vice President, IFC
President's Council

Directors, Operations Evaluation Department
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FROM:

SUBJECT:

INTERNATICNAL DEVELOPMFMT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION ! : RECONSTRUCTION AND DEVELOPMENT A CORPORATION

OFFICE MEMORANDUM

Mr. Robert S. McNamara (,'//‘L//, DATE: October 4, 1974
095

Charles 0. Sethness

Your Proposals for Operations Evaluation Work
in the Bank Group :

-~

I would appreciate it if you would arrange early distribution
of copies of this memorandum to the other Executive Directors and
Alternates in advance of the Board Meeting at which your timely
and welcome paper on this subject will be discussed.

1. Issue of Independence
[] -

My authorities and I appreciate the excellent work done to date
by the Operations Evaluation unit, and are very pleased to ncte the
direction indicated in your proposals to formalize the unit's
position. We feel it important, however, to urge some revision of
your proposals. I believe that we share with you in principle the
goal of creating a performance audit and appraisal mechanism that
both is, and is recognized to be, effectively independent.

The primary point which we feel should be changed is that by the
end of 1975, the responsibility relationship of the unit should be
to the Board of Executive Directiors rather than divided. With this
change, your very commendable proposals would adequately reflect the
necessary independence from operating management. (This would not
interfere with the proposal in your memorandum to continue the present
practice of sending the unit's reports simultaneously to the Executive
Directors and the President.) In addition, the staffing and shaping
of the work program should be the responsibility of fthe Director-
General, subject to the review and approval of the Board, on which, as
Chairman, you have a very significant role. There is no question that
in this process your views would be given full weight.

The reasoning behind this amendment to your proposal is, I think,
fairly clear and persuasive. It would be very difficult to argue
that effective, much less "optical", independence of management (an
essential prerequisite for independent evaluation) is adequately
represented by a unit which is responsible to the President of the Bank
(as well as the Board), whose work program is in part shaped by the
Presicdent, who also is playing a role in staffing the unit -- and whose

“head is, in any event, a man proposed by the President, norma11y from

among senior Bank Group staff..



Mr. Robert S. McNamara -2- October 4, 1974

.

2 Auditing and Reporting Standards

We are very interested in and appreciative of the work
and special attention already given by the Joint Audit Committee
on the terms of reference and auditing and reporting standards of
the Operations Evaluation unit. I understand that thought and
work has been directed to further codification and formalization
of both of these items. To assist in the Committee's work, I am
attaching a statement of auditing and reporting standards prepared
by the Comptroller General of the United States, who has long
experience in my country in these matters. We propose the incor-
poration or full reflection of the attached standards in the materials
prepared, so that they may become an integral part of the guidance
for the independent Operations Evaluation unit.

Attachment




COMFTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20848

B-161470
B-175281

JUN 24 1974

The Honorable \
The Secretary of the Treasury

Dear Mr. Secretary:

Pursuant to the provisions of Public Law 93-189,
approved December 17, 1973, we have prepared the enclosed
statement of auditing and reporting standards for use by the
U.S. Executive Director of the World Bank Group in proposing
the establishment of an independent review and evaluation
system for the Bank Group and for consideration by the Boards

.of Directors in formulating the terms of reference for an
independent review system.

We are also enclosing a copy of GAO's Standards for
Audit of Governmental Organizations, Programs, Activities §
Functions, which describes the scope and standards for eval-
uation reviews which our office considers appropriate for
all U.S. Government programs. This booklet contains addi-
tional details on the standards included in our statement
and should assist the U.S. Executive Director in pursuing
the establishment of an 1ndependent review system in the
Bank Group.’

Subsequent to the establishment of the independent
Teview organization, our office will be making periodic
reviews of the reports issued by the organization in accord-
ance with the above cited legislation. During these reviews,
we plan to consider the adequacy of the auditing and report-
ing standards being followed and to make appropriate recom-
mendations for any revisions considered necessary.




B-161470
B-175281

We appreciate the excellent cooperation and assistance
of your staff during discussions on this matter prior to
preparation of the enclosed statement of auditing and report-
ing standards

Sincerely yours,

Comptroller General
of the United States

Enclosures - 2 "



STATEMENT BY THE
COMPTROLLER GENERAL OF THE UNITED STATES
OF AUDITING AND REPORTING STANDARDS
FOR USE BY THE U.S. EXECUTIVE DIRECTOR OF
THE WORLD BANK GROUP
IN é§0POSING THE ESTABLISHMENT OF AN INDEPENDENT

REVIEW AND EVALUATION SYSTEM FOR THE BANK GROUP |
3 |

Public Law 93-189 (see p. 10) required that the President,
acting through the U.S. representative to the International
Bank for Reconstruction and Development, propose and actively
seek the establishment of an independent review and evaluation
system for the Bank by its governing body. The law also re-
‘quired that a statement of auditing and reporting standards be
prepared by the Comptroller General of the United States and
presented for the consideration of the governing body to assist
in formulating terms of reference for this independent review
system.

This statement sets forth the auditing and reporting
standards prepared by the Comptroller General for use by the
U.S. representative to the World Bank Group in proposing the
establishment of an independent review and evaluation system.
For purposes of this statement, the Worid Bank Group includes
the International Bank for Reconstructien and Development, the
International Development Association, and the International
- Finance Corporation.

+In considering these standards, the term "audit" may be
used to describe not only work done by accountants in examin-
ing financial reports but also work done in reviewing (1) com-
pliance with the ‘articles of agreement and applicable rules
and regulations  of the Bank Group, (2) efficiency and economy
of operations, and (3) effectlvcness in achieving program
resuvles.

The work contemplated by the proposed independent review
and evaluation system is beyond the scope and standards



applicable inithe expression of an opinion by an independent
public accountant on financial statements. However, the in-
dependent public accountant's work should be given full con-
sideration but not duplicated in performing the management-
type reviews envisioned in this statement.

Although it is recognized that, to a degree, similar
standards may be applicable to both, distinct differences
exist between financial auditing and management or opera-
tional auditing. The latter focuses on the auditors' role
in analyzing situations and developing recommendations for
operational, managerial, and administrative performance.
Hence such management reviews concern iaentifying opportun-
ities for increased efficiency, economy, and effectiveness
in achieving Bank Group objectives for its programs and
activities.r The management auditor, therefore, contributes
more input into the management decisionmaking process than
traditionally has been done in the past. |




LY

1 AUDITING STANDARDS

Auditing standards are general measures of the quality
and adequacy of the work performed., Auditing procedures, on
the other hand, represent the specific procedures followed in
achieving the objectives of an audit.

The distinction drawn is not always a sharp one. Gen-
eral measures of quality and adequacy of work performed
should not vary, whereas specific audit procedures will vary
between assignments. At the same time, however, some pro-
cedures are so basic to the performance of a satisfactory au-
dit that they may be considered as standards relating to
adequacy of work performed.

SCOPE OF REVIEW SYSTEM

The review system should provide the Boards of Executive
Directors and, ultimately, the Boards of Governors with an
independent and continuous program of selective reviews of all
major programs and activities of the Bank Group, including the
administration and implementation of loans to both public and
private borrowers and the granting of technical assistance.
The review should be directed generally to examining whether
Bank Group activities attain the intended financial and econ-
omic development objectives in an economical, efficient, and
effective way. Within this general aim, the effectiveness of

'loan implementation and administration and the technical as-~

sistance activities of the Bank Group should be evaluated in
the light of its articles of agreement and bylaws and the
policies and directives of the Boards of Governors and
Executive Directors. Recommendations should be made con-
cerning ways those programs and activities can be improved,
bearing in mind the *international character of the institu-
tions and their assigned roles in financing world development.

In reviewing Bank Group assistance to developing coun-
tries, -determining its contribution to social and economic pro-
gress in the project area should be emphasized in order to
help evaluate its effectiveness as a development institution,

These audit standards provide criteria for conducting
reviews for efficiency, economy, and effectiveness, The re-
view should also examine policies, procedures, practices, and
internal controls applicable to any aspect of the activities




for which the auditor attempts to make judgements regarding
whether existing practices can be made more efficient or
economical. In determining effectiveness, the auditor should
review those policies, procedures, practices, and controls
having specific bearings on the attainment of the goals and
objectives established for the program, activity, or function
under review.

Internal review is an important part of internal control
and consideration should be given to such work. The auditor
should consider the extent of the internal review work and
the extent to which that work can be relied on to insure that
other aspects of internal control are functioning properly.
The auditor should take full advantage of the products of the
internal review in making his own review. Independent public
accountants' work, performed at the request of the Boards of
Governors for the purpose of expressing an opinion on Bank
Group financial statements, should also be considered but not
duplicated. ~

The effective discharge of these responsibilities requires
the prompt reporting of the findings and related recommenda-
tions to the Boards of Executive Directors together with com-
ments of the Bank Group management.

The procedures established should provide for systematic
followup on the actions taken by Bank Group management to im-
plement the reccommendations. Periodic reports of such actions
should be made available to the Boards of Executive Directors
and, through them, to the Boards of Governors,

The provisions for a program of continuing reviews should

not require that a¥l Bank Group activities be examined in a
single year. To provide systematically for the required cov-
erage over a reasonable period of time and for the assignment
of priorities in conducting the work, a time-phased audit

plan should be prepared, and revised periodically, and given
to the Boards of Executive Directors to comsider and approve.
These independent reviews should be coordimated with the in-

ternal reviews and the f1nanc1a1 audits by the 1ndepende1t public

accountants.



GENERAL STANDARDS AND PERSONAL QUALIFICATIONS

One of the primary considerations in establishing an
effective review and evaluation system is to ensure that it
is independent of the Bank Group's president and other man-
agement officials.,

The organization should be headed by a highly qualified
individual in the financial and administrative management
area, and his staff should be built around a nucleus of sea-
soned accountants, economists, management analysts, and others
experienced in 1nternat10nal f1nanc1al dnd/or developmental
assistance programs and other appropriate areas.

The following standards should apply to all work.

T
1., Each review should be directed by persons having

adequate technical training and proficiency.

2. An independent and objective attitude should be
maintained,

3. Due professional care should be exercised,
4. The work should be adequately planned.
5. Assistants should be properly supervised.

6. Sufficient, competent, and relevant evidence should
be obtained to afford a reasonable basis for express-
ing opinions, judgements, conclusions, and recommen-
dations.

- o
The organization established under these standards should

be responsible to the Bank Group Boards of Executive Directors
and, ultimately, to the Boards of Governors, which represent
the member governments. Therefore, the staff should preserve
an independent viewpoint in all its work so that the value of
the examinations will not be impaired. Such independence re-

_ quires objective consideration of facts and unbiased Judgements
in performlng reviews and formulating conclusions,

Objectivity is an extremely important and basic require-~
ment for the auditor, His goal in each case is to determine
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the actual situation and to convey the most accurate knowledge
possible to his report readers. He should develop all signif-
icant and pertinent information, pro and con, and give genuine
consideration to all such information in reaching conclusions.
Convincingness in reporting his findings and recommendations
must be based primarily on portraying the situation that ex-
ists. Complete honesty and integrity are essential in car-
rying out his work and reporting on it.

In the exercise of due prdfessional'care the auditor :
must use good judgement in choosing and applying audit
procedures and in preparing reports. A1l confidential in-
formation in Bank Group records should be appropriately pro-
tected. ' : ' s :

The following basic audit procedures can be considered
standards in the sense that they are standard requirements
that should be observed and satisfied in making an audit.

1. The auditors should become fully familiar with the
history of the Bank Group, its articles of agreement
and bylaws, and with the policies adopted by the
Boards with respect to the-

a, purpose, scope, and objectives of the activities
or functions being examined, -

b. manner in which activities are to be conducted
and financed, and

‘. c. general nature and extent of Bank Group authority
and responsibility.
2. The Bank Group's actual operating and administrative (

procedures and practices, reporting, -internal re-
view, and other elcments of the system of internal
management control should be reviewed and tested for
effectivencss in achieving the aims and objectives

- _outlined in the scope of revieéw section of this state-
ment. -

3. Pertinent and significant information available to the
Bank Group which is necessary to properly consider,
support, and present any findings, conclusions, and
recommendations should be fully explored and devel-
oped. '




REPORTING STANDARDS

The effective discharge of review rcsponsibilities
requires the prompt reporting of findings and related recom-
mendations to the Bank Group Boards of Executive Directors
and, ultimately, to the Boards of Governors. Comments of
Bank Group management on the findings and recommendations
normally would be obtajined and made available to the Boards
at the tlme they coqsider the repqrts. :

To insurg complete and apprpprlate reports, the fol-
lowing standards should govern, '

1. Written reports should be submitted to the Boards of
Executive Directors and through them to the Boards of Gov-
€Inors and Bank Group management

2. Reports should be issued on or before the dates
specified by regulation ar other grrangement and, in any
event, as promptly as pessible so as to make the information
avallable for tlmely use by management, the Boards, and mem-
ber governments. :

o

3. FEach report should

a. 'Be as cenc;se as’ p0551b1e but, at the same time,
clear and complete enough to be understood by the
users,'

b, Present factual matte; accurately, completely, and
fa;zly,_- S

c. Present findings and conglusions objectively and
if 13nguage as ¢lear and simple as the subject
matter permits,

d. Include only factual inforpation, findings, and
conclusions that are adequately supported by
enough evidenge in the auditer's working papers
to demonstrate or prove, whem called upon, the
bases for the matters reported and their correct-
ness and reasonableness. Detailed supporting in-
formation shoquld be included in the report to the
extent necessary to make a convincing presentation.
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concerned,

Include, when possible, the auditor's
recommendations for actions to effect improve-
ments in problem areas noted in his audit and
to otherwise make improvements in operations.
Information on underlying causeés of problems
reported should be included to assist in imple-
menting or devising corrective actions.

Place primary emphasis on improvement rather
than on criticism of the past; critical com-
ments should be presented in balanced perspec-
tive, recognizing any unusual difficulties or
circumstances faced by the operating officials

Hay
Identify and explain issues and questions needing
fyrther study and consideration by the auditor
or others.
Include recognition of noteworthy accomplishments,
particularly when management improyements in ome
program or activity may be applicable elsewhere.

-

Include recognition of the views of responsible
officials of the organization, program, function,
or activity audited on the auditor's findings,
conclusions, and recommendations. Except where
the possibility of fraud or other compelling
reason may require different treatment, the
auditor's tentative findings and conclusions
should be reviewed with such officials, When
possible, without undue, delay; their views should
be obtained in writing and objectively considered
and prgsented in preparing the final report.

Clearly explain the scope and objectives of the
audit. :

Be issued without restriction. When there is a
need to report confidential information, con-
sideration should be given to preparing the .
confidential portion as a supplement so that the
usefulness of the basic portion of the report is




; not limited. When significant pertinent
information is omitted because it is decmed priv-
jleged or confidential the nature of such infor-
mation should be described and the authority un-
der which it is withheld should be stated.

4. Followup reporting should be made to the Boards of
Executive Directors and through them to the Boards of Governors
on corrective actions taken by Bank Group management on all re-
port recommendations. -

al




87 STAT. 719

Public Law 93-189 _
93rd Congress, S, 1443
December 17, 1973 ;

n At

87 STAT, 714

To amend the Forelgn Assistance Act of 1961, and for other purposes,

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled, That this Act may
bs cited as the “Foreign Assistance Act of 1973,

Foreign Assis-
tande Aot of
1973, -

87 STAT. 718

INTERNATIONAL ORGANIZATIONB AND PROGRAMS

. - . \

Sec, 9. Chapter 3 of part I of the Foreign Assistance Act of 1961 is
amended as follows:
51) At the end of section 301 add the following new subsection:

(e) (I? In the case of the United Nations and its afliliated organiza-
tions, ilnc uding the International Atomic Energy Agency. the Presi-
dent shall, acting through the United States representative to such
organizations, propose and actively scek the establishment by the gov-
erning authorities of such organizations a single professionally quali-
fied group of appropriate size for the purpose of providing an
independent and continuous program of selective examination. review,
and evaluntion of the programs and activities of such organizations.

- Such proposal shall provide that such group shall be established in.

accordance with such terms of reference as such governing authority
may prescribe and that the reports of such group on each examination,
review, and evaluation shall be submitted directly to such woverning
authority for transmittal to the representative of cach individual mem-
ber nation. Such proposal shall further include a statement of anditing
and reporting standargds, as prepared by the Comptroller General of
the United States, for the consideration of the governing anthority of
the international organization concerned to assist in formulating terms
of reference for such review and evalvation group,

“(2) In the case of the International Bank for Reconstruciion and
Development and the Asian Development Bank, the President shall,
acting through the United States representative to such organizations,
propose and actively seek the estabhishment by the governing authori-
ties of such organizations professionally qualified groups of appropri-
ate size for the purpose 0} providing an independent and continuous
program of selective examination. review. and evaluation of the pro-

. gramsand activities of such organizations. Such propasal shall provide
that such groups shall be established in accordance with such terms of
reference as such governing authorities may preseribe, and that the
reports of such groups on cach examination, review, and evaluation

- shall be submitted directly to such governing anthority for transmittal
to the representative of each individual member nation. Such proposal
shall further include a statement of auditing and reporting standards,
as prepared by the Comptroller General of the United States. for the
consideration of the governing authority of the international organi-
zation concerned to assist in formulating terms of reference for such
review and evaluation groups. g

“(3) Reports received by the United States representatives to these
international organizations under this subsection and related informa-
‘tion on actions taken as a result of recommendations made therein shall

“ 3 .

be submitted promptly to the President for transmittal to the Congress
snd to the Comptroller General. The Comptroller General shall peri-
odically review such reports and related information and shall report
simultancously to the Congress and to the President any suggestions
the Comptrolf;r veneral may deem appropriate concerning auditing
and reporting standards followed by such groups, the recommenda-
tions made and actions taken as a result of such recommendations.”

»

10

75 Stat, 433;
31 Stat, 453,
22 USC 2221,

Reports to*
President,

transmittal
to Congress,

.
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October 8, 1975

h-
OED Files p\“

C. R. Willoughby

In delivering the 'advance copy' of the PPA Report on Indian
Industrial Imports Credits to Dr. Sen on Wednesday October 1, I had a
wide~ranging discussion with him about various current aspects of Opera-
tions Evaluation, particularly follow-up and the effect of the work on
Bank operations, which gave rise to the following principal points:

1. The study on Effectiveness Delays and what the Bank was
really going to do about the suggestions would, he thought, be one
major focus of the October 28 Board discussion on Operations
Evaluation.

2. Present discussions of PPA reports between Operations
Evaluation and operating staff seemed to be much too largely confined
to questions of fact or historical judgment, instead of going on to
deal with what the operating departments were now doing about the
lessons identified.

3. In illustration of his point at the recent JAC Meeting
about the need for Management Policy Review really to cover substantive
policy questions, not merely procedural issues, he added to the stress
of various JAC members on the need for review of Bank's procedures on
consultant appointment: he felt there were real questions to be asked
not only about the Bank imposing its procedures on borrowers (the point
touched on in the Loan Effectiveness Delays report) but also about the
validity of the Bank's preferred procedures themselves, with the small
place they give to price competition. He cited a recent case which had
particularly concerned him, and led to a management consultant comntract
of over $8 million, compared with about $5 million originally estimated
and $11 million initially asked by preferred firm.

4, He was worried that Board discussion and emphasis on the
Loan Effectiveness Delays report without the other parts of the trilogy
(Project Preparation and Implementation) might lead to Bank reducing
such delays only at the cost of building up delays in the period before
loan signature; it was the whole cycle which needed to be compressed.

5. Project Appraisal Reports or President's Reports should
include Project Start-up Schedules.

cc: Messrs. Sm/u! ‘/
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