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TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR [ INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT | ON \Jr\
OFICE MEMORANDUM
Mr. Mohamed Shoaib, Vice President DATE: June 25, 1973

Lester Nurick, Associate General Counsel Ya/

GAO Audits

As you probably know, a bill to revise the functions of the
Comptroller General of the United States (The Accounting and
Auditing Act of 1973) was introduced in the Senate on June 21, 1973
by Senator Ervin and referred to the Committee on Government Opera-
tions. In introducing the bill, there was also introduced a list
of so-called "incidents in which information has been denied the
Comptroller General by Executive Agencies.' These incidents include
references to information about the Bank and IDA. The relevant ex-
cerpt from the Congressional Record is attached. (S. 11696)

cc: Mr. McNamara
Mr. Broches (o/r)
Mr. Merriam
Mr. Kearns



S 11696

to the Congress any internal working docu-
ments which would disclose tentative plan-
ning data—such as is found in the Country
Program Memoranda and the Country Field
Subimissions—and which are not approved
positions.,

Since then we have experienced some
tightening up on our access to documents,
For example, the Agency for International
Development on March 23, 1972, instructed
its operating personnel as follows:

- - - - -

“In order to carry out the President’s di-
rective, AILD. Country Field Submissions
should not be disclosed to representatives of
the Congress or the General Accounting Of-
fice. Likewise, disclosure should not be made
of any other document from an AID. As-
sistant Administrator, AID. Office Head or
AID. Mission Director to higher authority
conlaining recommendations or planning
data not approved by the Executive Branch
concerning overall future budget levels for
any fiscal year for any category of assist-
ance (e.g., Development Loans, Technical As-
Bistance, Supporting Assistance, or PL-480)
for any country.

“In lieu of the disclosure of such docu-
ments, the President has directed that Con-
gress be provided with "all information
relating to the foreign assistance program
and international information activities” not
inconsistent with his directive. Ordinarily,
the substantive factual informaiion con-
tained in these documents should be dis-
closed through means of oral briefings, testi-
mony, special writien presentations and such
Gther methods of furnishing information as
sy De appropriate in the clrcumstance.

I'ne General Counsel should be advised
of any Congressional or GAO reguests for
any document described in [the first para-
graph] above or for files or records contain-
ing such a document., The General Counsel
should al:o be advised of requests for other
documents which raise Executive Privilege
questions, whether under the rationale of the
Precident’'s Mareh 15 directive or otherwise,
and a decision should be obtained from the
General Counsel concerning the availabiilty
of the document for disclosure before the
decument is discleosed.”

On Aay 8, 1972, the Under Secretary of
State issued a memorandum to all Agency
Heads, Assistant Secretaries, and Office Heads
on the subject of executive privilege., This
memoranduin eltes the Presidential Direc-
tive of Llarch 15, 1872, and contains instruc-
tions similar to those put out by AID, How-

ever. it goes a bit further in broadening the
field of applicability by stating:
“It will be noted that the President’s di-

rective is not strictly limited to Country
Program Memeranda and Country Field Sub-
misgions, but applies also to other, similar
internal workittz decuments in the foreign
assistance and international mformation
fields which would disclose tentative plan-
ning data and which are not approved p

tions, Undoubtedly, specifie guestions will
arise in the future as to whether or not the
Prezident's directive applies to particular
congressional Tegues or disel L

questions shouid be resolved in co
with the Office of the Legal Advi

Tliere is evidence t
cies mav trv to satis{
to records by prov
mation by means other
the basic documen
where such document
internal we r docunients. T

wotild not

be arceptable uniess we s able to satisfy
ourselves that the data pr d to ues i= an
arcurate presentation of the substantive
A luihneiawil Lhuwwlued a0 Lhe Dasle uocl=

ments

10 summary, our aceess to the records

documents or cther n 5 We ueed
CATTY OUL Our respons for reyie z
programs relating to inie onil act

CONGRESSIONAL RECORD — SENATE

has been Increasingly difficult. It is a mat-
ter of degree, but it has seriously interfered
wilh the performance of cur responsibilities,
The most serious interferente is in the re-
Etraints which have been placed upon agency
officials overseas and which require them
rore and more to refer to Washington for
clearance before making documents available
to our stafl. Although these are not termed
refusals, they come close because of the
interminable delays that result from having
10 refer routine matters through channels
to Washington.

In addition to the unnecessary cost and
waste of time this involves, there is the in-
creased risk of our making reports without
being aware of significant information and
the increased risk of our drawing conclusions
bkased on only partial information.

Wve are sericusly concerned with the in-
creasing restrictions that have been imposed
on overseas officials in particular, that take
away a larpe measure of their discretion for
dealing with GAO personnel, and we have
_conveyed this to the agencies.

INTERNATIONAL LENDING INSTITUTIONS

Beginning in the fall of 1970, we under-
took to study U.S. participation in interna-
tional lending institutions—the World Eank,
International Development Association, In-
ter-American Development Bank, and Asian
Development Bank. During our initial survey
and in our later reviews relating to specific
Institutions, we encountered difficulties in
obtaining Information from the Treasury
Department. =

We experienced long delays in obtaining
certain information. For example, access o
monthly operations reports and to loan sta-
tus reports for one of the institutions that
we requested In December 1970 was not
granted until August 1871 and then only
alter repeated reguests.

We were refused access to several cate-
fories of documents by Treasury Depart-
ment officials. These included the recorded
minutes of the meetings of the institu-
tions' koard of directors, periodic progress
reports on the status of projects bheing fi-
nanced by the institutions, and a consultant's
report on management practices of one of
the institutions. Also, although Treasury
oflicials advised us that they bad refused
access only Lo internal documents which they
received in confidence from the institutions,
we were reflused access to certain documesents
which, as far &5 we could determine, were
not documents furnished by the institutions
but rather were documents prepared by U.S.
officials for use by other U.S. oficials,

We were not auditing the records of the
Inter-American Development Bank as such
but only those documents that had been
provided by the Inter-American Development
Eank to the Executive Director and were
available for his use in the exercise of his
management responsibilities. We believe that
these records should have been availal
ug in cur review which was on the U.S, svs-
tem for appraising and evaluati In
American Development Bank pro s and
activities reperi on this would
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and millions of dollars in appropriated funds.
Such an evaluation, we feel, would Ereatly {gneg
assist the Congress in its review of IRS bud- jang «
get requests and in its appraisal of IRS[] :
operations and activities. Without such ac-ng G,
cess, the management of this very important oup o
and very large agency will not be subiject tO'Iil‘ldjn,'
any meaningiul independent audit, .denca

GAO has taken every opportunity to im-'msu:
press upon IRS officials that it is not in woul,
terested in the identity of individual tax-y :
payers and does not scek to superimpose Hsy) o
judement upon that of IRS in individual tat’:— &
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cases; rather, GAO is interested in examinin
into individual tax transactions only for the!.

purpose of, and in the number necessary mi‘;i;'a"‘
serve as a reasonable basis for evaluating the "nom?u
effectiveness, efliciency, and economy of =e ed i
lected IRS operations and activities, GA u.rsm-]
has, in general, directed its efforts towar ut
those areas where it believed that improved*l DEp

ments In current operations would bringong g,

about better IRS administration of prof betwe,
grams, activities, and resources, Urance
It is the position of IRS that no mattef to cer

involving the administration of the internabears i
revenue laws can be officially before GAO anfe Copy,
therefore we have no audit responsibility May g
The Commissioner of IRS, in a letter to thin
Comptroller General dated June 6, 196lgress o
stated: (nsm-._ﬂc
“I must note that the [Chief Counsel, IRSudit of &
opinion holds that the Commissioner of lally whi
ternal Revenue is barred by Sections ﬁ-lcthough
and 8022 of the Internal Revenue Code frof of the
allowing any of your representatives to IS e

view any documents that pertain to the athe C';:r*:
ministration of the Internal Revenue Lewnp g &

Thus, federal tav retiirns and relatod recordie
can be made available 1o you only where thegg to ¢
matter officially before GAO dees not involtcomm
administration of those laws.” |

Under the provisions of 26 U.8.C. 6103, thﬁitim
returns are ¢pen to inspection only on ordq Bccess
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tain tax returns. Our Office is not ir‘.c'ludaw the
among those apencies. The regulation appl of th-:
cable to our Office, 26 CFR 301.6103(a)-1¢( ngn.‘_ﬁ:
“mnijty

(1), provides that the inspection of a retur
in connection with scme matter officially be
fcre the head of an establishment of t}
Federal Government may be permitied at t
discreticn of the Secrelary or Commission
upon written application of the head of tifd FDI
establishment. °d ther
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TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

CORPORATION
OFICE MEMORANDUM
Mr. Mohamed Shoaib, Vice President DATE: May 22, 1973

L. Nurick, Associate General Counsel}:ﬁ/

Materials on Audit and Review of International Financial Institutions

We have assembled from our files and attach herewith copies of legis-
lative material and certain other documents regardings audits of several
international and governmental institutions which may be helpful to you.
In some cases the material is out-of-date; if you like, we can try to get
more recent material. The material is as follows:

GROUP A:

' IDB: SELDEN AMENDMENT

1. Public Law 90-88, September 22, 1967 (Selden Amendment)

2. Memorandum of April 14, 1969 from Miss Marchant to Mr. Nurick

3. 1IDB Basic Document and Regulations adopted by Executive
Directors in 1968 (as amended in 1970) implementing the
Selden Amendment

4. Memorandum of August 28, 1970 from Mr. Clyde to Mr. Scott

5. Excerpt from Report of Executive Directors of the Inter-American
Development Bank on their "Review and Evaluation System," ap-

proved on July 26, 1971

6. First Annual Report of the Group of Controllers, dated January 18,
1973.

GROUP B:

PROPOSED PASSMAN AMENDMENT TO FOREIGN ASSISTANCE AND RELATED
PROGRAMS APPROPRIATIONS BILL, 1971

1. Hearings of Subcommittee on Inter-American Affairs, May and
June, 1970, specifically pages 73-75

2. Memorandum dated December 21, 1970 from Mr. Nurick to which is
attached the Senate Committee on Appropriations Report regarding
the reasons for the deletion of the Passman amendment from the
proposed foreign aid bill.



GROUP C:

UNITED NATIONS: JOINT INSPECTION UNIT

1. Report of the Administrative Committee on Co-ordination
(ECOSOC Document of April 14, 1967) proposing arrangements
for establishment of Joint Inspection Unit

2. Report dated 14 October 1969 on the activities of the Joint
Inspection Unit for the period January, 1968 to June, 1969

3. Memorandum of August 14, 1970 from Mr. Szasz to Mr. Scott
describing various U.N. audit and control procedures, in-
cluding those of the Joint Inspection Unit.

GROUP D:

ATD AUDIT AND REVIEW ARRANGEMENTS

1. Memorandum of August 28, 1970 from Mr. Clyde to Mr. Scott
describing AID audit and review arrangements.

GROUP E:

MISCELLANEOUS DOCUMENTS ON AUDITING OF INTERNATIONAL
FINANCIAL INSTITUTIONS

1. Memorandum of July 29, 1970 from Mr. Merriam to Mr. Clark
describing "Morgan" letter to Comptroller General of the
United States and others concerning establishment of inde-
pendent audit unit within international financial institutions

2. Statement of Mr. Stovall of GAO before House Banking and Currency
Committee on July 1, 1970, concerning GAO's attitude toward
auditing of international financial institutions

3. Statement in Legislative History of Public Law 91-599 (1970) by
Senator Gore indicating some of GAO's comments on auditing
question

4, Statement by Senator Symington, printed in Congressional Record
of June 29, 1972 (S10585) entitled "Continuing Executive Branch
Denial of Essential Information to the General Accounting Office."
5. Memorandum of September 20, 1972 from Mr. Clyde to Mr. Nurick
summarizing Mr. Stovall's testimony on section 504 of proposed
1971 Appropriations Bill.

Attachments

JFriedlander/LNurick:vv

cc: Mr. Kearns
Mr. Broches (o/r)
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‘*ﬂ*’xﬁﬁ% Public Law 90-88
%y 90th Congress, H. R. 9547
wh—

September 22, 1967

An Act

To amend the Inter-American Dpvei'opment Bank Act to authorize the Unlted
States to participate in an increase in the respurces of the Fund for Special
Operations of the Inter-American Development Bank, and for otiier purposes.

Be it enacted by the Senate and House of Representutives of the
United States of America in Congress assembled, That the Inter-
American. Development Bank Act (22 U.S.C. 283-283k) iz amended
by renumbering section 14 thereof as section 15 and by adding a new
section 14, as follows:

AUDIT

“Sge. 14. (a) The Secretary of the Treasury shall ipstruct the
United States Executive Director to propose the establishment by the
Board of Executive Directors of a program of selective but continuing
independent and comprehensive audit of the Inter-American Develop-
ment Bank, in accordance with such tecms of reference as the Board
of Executive Directors itself {or through a subcommittee), nuy pre-
seribe. Such proposal shall provide that the audit reports Le submitted
to the Boan} of Executive Directors and to the Board of Governors.

“(b) The Comptroller General of the United States shall prepare
for the Secretary of the Treasury the scope of the audit and the audit-
ing and reporting standards for the use of the United States Executive
Director in assisting in the formulation of the terms of reference.

“(¢) The reports of the National Advisory Council on Interna-
tional Monetary and Financial Policies to the Congress shall include,
among other things, an appraisal of the effectiveness of the imple-

Inter=American
Development
Bank,

Us 5. contribue=
tion.

73 Stat. 299,
79 State 23,

22 USC 2831,

Reports to
Congress,

mentation and administration of the loans made by the Bank based .

upon the audit reports. The Comptrolier General shall periodically
review the reports of nudit and findings issued and report to the See-
retary of the Treasury and the Congress any suggestions he might
have in improving the scope of the audit or auditing snd reporting
standards of the independent nuditing firm, group, or staff.”

Sec. 2. The Inter-American Development Bank Act is further
amended by adding a new secticn 15 at the end thereof:

“Sgc, 16. (2) The United States Governor of the Bank is hereby
authorized to vote in favor of the resolution entitied ‘Incrense of
£1,200,000,000 in Resources of Fund for Special Operations' proposed
by the Governors at their annual meeting in Avpril 1967 and now
pending before the Board of Governors of the Bunk. Upon the adop-
tion of such resolutisn, the United States (roverror is autherized to
agree, on behalf of the United States, to pay to the Fund for Special
Operations of the Bank, the sum of 3000,000.000, in accordance with
and subject to the terms and conditions of such resolution, and sub-
ject to the further condition thut in consideration of the United States
halance-of-payments deticit any iecal cost finanema, by project or
othersize, W he tun f 1 y w0 e R0l g
minimum possible level, The United States Governor is also authorized
to vote in favor of the amendment to Annex C of the cgreement, now
pending before the Board of Governors of the Bank, to modify the
procedure employed in the election of Executive Directors,

5 )
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Pub. Law 90-88 -2 - September 22, 1967
g1 STAT, 227
Appropristion. WD) There is hereby authorized to be appropriated without fiscal
year tation, for the United States shars in the increase in the
Tesources of the Fund for Special Operations of the Bank, the sum
of $900,000,000.
Loan disapprove  “(c) The voting power of the TUnited States shall be exercised for
el by U. S the purpose of disapproving any loan which micht assist the recipient
country directly or indirectly to acquire sophisticated or heavy mili-
tary equipment.”
Approved September 22, 1967.

LEGISLATIVE FISTORY:

HOUSE REPORTSt No, 266 (Comm, on Bankdng & Currency) end Nos, 641 &
650 (Corm. of Conference).
SENATE REPORT No,. 501 mocompanying 5, 1638 (Comm.
CONGRESS IGNAL RECORD, Vol, 113 (1957)s
July 26t Considered and passed House.
hug, 23t 5. 1688 sonsidered in Senates

on Forelgn Relations)e

Aug, 24t Considered end passed Senate, emended, in lieu of S, 1688e

Sept, 20t House reconmitted oconference report No, 641.
Sept. 21 House and Senate agreed to sonference report Noe B650e

GFO 85-13%9
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Form No. 57 INTERNATIONAL DEVELOPMENT INTEGNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATICN RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

TO: Mr, Nurick DATE: April 114, 1969
FROM: A, Marchant

SUBJECT: Audit Provision = IADB

I am attaching hereto a copy of the memo dated September 25, 1967,
prepared by lr. Jones in regard to the Selden amendment and its legislative
historye

Ong June L, 1968, HR 1536L was approved as Public Law 90-325,
authorizing an increase in the capi.al stock of the IADB. Senate Report
Noe 1131 on this pill contained the following statement in regard to the
audit provisicns

"B, Audit and End-use feview

"Late this past ‘ebruary the Bank's Board of Executive Directors ap-
proved a new proposal -- resulting from a congressional initiative last year
-- to create witnin the Sank a system of comprehensive and continuing inde=
pendent audit, with special attention to be given to the effectiveness of
loan procedures, This new system, which originally was developed from a set
of guidelines offered by the U,S. General Accounting Office, was unanimously
accepted by the Dirsctors and is being implemented. It is designed along toe
lire of what we would term an end-use review, and it will be aupplementary to
the regular financial audit undertaken by the firm of Price Waternouse & Co.

A special small auditing sroup, includins a member from the United “tates, will
be expected to examine procedures and operations both in Washington and in the
field, And the results of such audits will be availatle for scrutiny by
member governments of the Bank, These auditfors will be under the guidance of
the Fxecutive Tirectors rather than of the Zank's manascomente Their work will
be completely additicnal to the extensive loan control technigques already in
use and described in a July, 1967, report to the Director of the Bank's
Executive Vice Presidenty a copy of this paper is available in the cormittee
files.

"Although not every committee member was fully convinced of the likely
efficacy of the proposed new m2asures, there was much appreciaticn expressed
for the forthcoming atntitude of the Bank. There was no member who was not
willing to withold judegment until evidence had been accumulated about the
workings of such a systema."

I have not been able to find any discussion of this matter on the floor
of the “enate or the House,
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Files September 25, 1267
T.M. Jonss

Inter-Axrican Develorwnt Pank Act;
Arendents of 10073 "iudit® Provision

The princinal purpese of H,R. 95L7, ori~inally introduced in July,
1567, was to au.lorize ths U.S. to particitiie in an increasa in the
resources ol Loo buad for Special Uperations of the 1403, Iede Selden
(D-21a.), howover, sciced the opportunity o insludo the following provie
slons

"AUDIT

"37C, Wi, (a) The Secretary of the Troasury shall
instruct tho United States ixecutive wvirector L propose
tho establisiment by the doard ol .ecutive Directors of
a prooram ol scleciive bul continuilny independent and
e- mreliensive audit of Wis Inler- cricin uevatopment Bank,
in AS0SPUANCO Wilh Euch teras of roioronce a8 il zoard of
Freputive virectors itselr (or throuh a subcazailiee),
r2 vrescride. ouch proposal saall nrovise thalb tho audit
rcsoris oo suoitted 1o wWie Joard of sxocutive Jlreciors

-3 t0 tha Board of Governoirs.

n(k) Tha Corntroller Gencral cf the United States snzll
proare for tia Jecretary ol o Treasury the scope of taz
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forulotion of the terms of ToIoTTllTe
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Tniematicnal Jonetary end Firanmeial Folicizs to 1o
gl dmelio, @wonT glier Loln~g, &1 L7 wraisal of
ivena3g of taz imolomentaticn ana c.rministravion ol tua
13 rode by the Iank basad woon 02 awidb rcooris. e
Cavitroller Coraral shall periccic liv raoview the reports of
ev.it and findinms issued and renort vo the Secrstary of tha
Yeongury and the Conoress any surrestions na ni-at have in
$-~povin~e tha scode of the avait or auditing and rcoorting
stoniards of the independent auditinz firm, group, or staif."

n(¢) The reports of the latinnal fdvisory Council on
>
i

(Douse Report lio. 630, Sept. 21, 1057)

Frot tho Canressional Record of Sinta-ler 29, 1957, pH12139, the

backrround 7 bo swoarited as {ollouat s11owins a visit to soverzl
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Septeahor 25, 1047

that the use of the 1023 U.S, contributed Socisl Pro-ress Fund by ths 102,
Ifroa wiich the projects in cuestion had beoin finaneed, be auldited by
Uuie Gonzcral lfeocountin: 0ffice., For fusr ¢ causiny "serious nisuvers
stonding rrd vrnceenzary rezentmiont® smonv I000s rovk sers, hewever, Coldon
did not lirk this rroncsal to tha pendivz .",:‘.'.'-""'-1 zation for additional Ua.e
firds, wLusteod, ha oxilored the above-cuotsd anandacnt to tha authorizatisn
bill, a rrovision which hs stated was "‘»‘:;:.: ~d out in eonsultation with tha
Treasury Teoartment® after he had been ssourcd by the UlS. Txecutive
Director of the I:03 that tha lztwr v:mlc. "edliznily seok to hoive catabe
1ighed" the provosed svstem of audit,

Tha Sclden emend-ent was adonted by thz2 Fouse without a disscat, bub
was drorped in ca::.ere 1Ce upon sirens odjecticns b'f the Jenate iansorsm
(Fulbr;,..u, Sparican, ansfield, Hiskealcovsr and Ailien. See YNouss . onort
Io. oll, Sente 1k, 1937)e hien the Coafsrorce oovort came up for ecnad

ion on tie Iloor of tie House, Patnan was called upon to ex=lain vy 2o 00
longer sunnorted the provision, Ho pointed ocut taip the c‘_' inal Selien
repart critical of some IAD3 omerations hod Leen znswered point Ly pownt oy
the Bznk J.n a nannezr he dagned satm:‘:cta,ﬂr ::‘.l that ke EL..-.A not mosn ooiure
to what extent vhe Dank in fact was cwidltod and subject to intormal conuriis,
In sbort, h¢ felt ths provision ur*:xec:;:a::, .
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er ayranen 3% nro 'y 2 L2 Luiernousa
audit and t=¢ information alrendy a":;‘ o c i 8 i O 'L:r‘: Uele Zawe WETO BiL L1«
clonty tane imxornal eatpdls vore suilisicords L. too Provision wagd a

threat to tre “rincinics of rmuliinational aid ard to Ulsde rolations wi
international lendinz institutionsy and ti2t it :.""lica.u-.-,, iisoiar al

D5, Jutids g conzarnad, 4 nrovisien in € romlins [orearn JooigtinTd .04
of 1357 mrvivirns suisics of ok furds B o0 Totreller o morake 4
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The President simed the bill intc l-w on Friday, Seplembder 22, 1io/.

Cne c:1 only soeculats as to whither such a thing could hawpen to us.
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L. Nurick

IDA Second Replenishment - United States

.

The Senate Committee on Appropriatiens, in recormending the
foreipn asaistanca and ralated orocrams aporooriationa bill, 1971,
4n which was included tha anount for the third {nstalment of the
United States under the Secoad Penlenishnont, strusk from the bill
Sections 5C% and 305 waiech had bean dncluded in the House varsion
of the bill. Tho secticn of the Committze vaport (Tenort Yo, §1-1370),
November 24, 1270) which describas the Cermittee's reasors for striking
these sections from the bill is attached as an appeundix hereto.

“

Attachment .

cct Sir Denis Rickett

<+ ¥r. Broches . .
Mr. Yerrian v//’ ' '
Hr. Scott
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TITLE V—GENERAL PROVISIONS B

_The vornmittee has striken from the bill the following language pro-
~wisions which were included by the House

SEz. 504. None of the funds herein appropriated for “Inter-
national Financial Institutions” shall be available to assist in
the jinancing of any project or activity the expenditures for which
are not subject to audit by the Comptroller G'r:memi of the United
States. :

- Skc. 605. None of the funds herein appropriated for “Inter-

e national Financial [nstitutions” shall be arailable to assist in

the financing of any project or activity for which detailed Justifi-

ection i3 not available to the United States Senate and House of
Representatives. s 7

The committee is aware that the terms and conditions covering
U.S. conteibutions to international banks are specified in the “Articles
of Agreement” which were accepted by the Congress in previous
legislation. In effect, then, the adoption of sections 504 and 505 by
the Cungress at this time would amount to a unilateral change in this
iuternational agreement on the part of the United States and would
no doubt severely impair the effort to be made by multilateral institu-
tions in the development assistance field.

In this connection, the committee believes that if the United States
were to impose conditions on its contributions, such as those specified
in sections 504 and 505. then other members may feel oblizated to
impose similar conditions on their contributions. The effect of this.
needless to say, would result in the creation of 2 series of individual

: special funds supervised and aperated by a conglomeration of probably
conflicting rules and regulations.

The committee also believes that since multilateral banks are already
subject to complete and comprehensive auditing by firms of individual

- certitied public accountants of international renown and since these
sudits ere of the same kind which are made of our own commercial

. banks, there is really no need to require & GAO audit of particular
projects and 1 ans becaunse this would be completely inconsistent with
the multilateral character of these international banks.

B T

it
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A(/,Internal Audit
e
1o The Internal Audit Service of the United Nations is attached to
the Office of the Controller. (Originally this unit was established
as the Regulations and Inspection Section of the Bureau cf the
Comptroller, but in 1948 it was placed directly under the Assistant
Secretary-General for Administration and Finance; in 1954 the Section
became the Internal Audit Service and was made responsible directly
to the Secretary-General, and in 1958 it was transferred to its present
station.) It has 19 professional officers (headed by a Director),
and 8 General Service staff.

2. The terms of reference of the Service are largely set forth in
Financial Regulation 10.1(d):

"The Secretary-General shall:

(d) Maintain an internal financial control which shall provide
for an effective current examination and/or review of financial
transactions in order toO ensure:

(i) The regularity of the receipt, custody and disposal of all
funds and other financial resources of the Organizationj

(ii) The conformity of obligations and expenditures with the
appropriations or other financial provisions voted by the
General Assembly, or with the purposes and rules relating
to Trust Funds and Special Accounts;

(iii) The economic use of the resources of the Organization."_

These. terms of reference are further spelled out {n Financial Rule 115.1,

which provides that the Service

"Shall review traznsactions having financial implications, as to
the regularity of the reczipt, custody and disposal of all funds
and other financial resources of the Organization, the con-
formity of obligations and expenditures with the appropriations
or other finamcial provisions voted by the General Assembly and
the allotments issued thereunder, or with the purposes and rules

e s s e ey Tamy e "y ¢ Qs - . et btehe ~ ey A a ¥ =1 s
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The Board cf Auditors, which was recentlf‘requested to review the

functions of the Internal Audit Service, recommended that.thz latter'ls-———-—
terms of reference be expanded so as to have it "review . . . the

economic use of the resources of the [UN]" (A/7607 (UNGA Off. Rec.,

24th Sess., Supp. No. 7 (copy attached), Part II, Para. 18)).

1 The tasks of the Service are assigned by the Controller, to whom
it reports. Its reports are not made public, and their circulation
is presumably at the discretion of the Controller.

B. External Audit

4, In 1946 the General Assembly, by its Resolution 74(I), established
the Board of Auditors, to consist of the Auditors-General (or officials
with a corresponding title) of three States designated from time to
time by the Assembly to overlapping three-year terms. The Board at
present consists of the Comptroller and Auditor-General of Pakistan
(Chairman), the Auditor-General of Canada and the Controller-General of
Colombia -- a composition which has remained unchanged for some years
through the periodic reelectien of the incumbents.

5. The members of the Board of Auditors rely on their own national
staffs to perform their audits, though recently a "Secretariat" of the
Board was estahblished, consisting of two professionals and three
General Service staff. Since under its agreements with the External
Auditors, the UN pays the travel and subsistence costs of the three
members of the Board and the salaries, travel and subsistence costs of
their staffs, the intensity of the audit effort depends on how much the
UN budgets for this purpose -- an amount established annually by con-
sultation between the Board and the General Assembly's Advisory Com-
mittee on Administrative and Budgetary Questions (ACABQ). In 1970 this
is $229,600, not including the amounts required for the audit of ICJ,
UNJSPF and certain other UN activities having separate budgets for this
purpose.

6. The terms of reference of the Board of Auditors are set out in
the Appendix to the Financial Regulations (attached), and include:

"5. The Board of Auditors, in addition to certifying the ac-
counts, may make such observations as it may deem necessary with
respect to the efficiency of the financial procedures, the ac-
counting system, the internal financial controls and, in general,
the financial consequences of administrative practices."

"7. The Board of Auditors shall prepare a report on the accounts
certified in which it should mention:

(c) Other matters which sheould be brought to the notice of the
General Assemblv such as:
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(ii) Wasteful or improper expenditurg-of United Nations money or
otaer assets (notwithstanding that the accounting for the
transactions may be correct), '

(iii) Expenditure likely to commit the United Nations to further
outlay on a large scale,

(iv) Any defect in the general system or detailed regulations
governing the control of receipts and expenditure, or of
supplies and equipment,

n
.

The Ad Hoc Committee of Experts to Examine the Finances of the United
Nations and the Specialized Agencies, in its second report to the

General Assembly (A/6343, reproduced in UNGA Off. Rec., 2lst Sess.,
Annexes, Ageénda Item 80), recommended that '"The various organizations,
wherever necessary, amend their financial regulations which set out

the duties of the external auditors, in order to enable them to make
observations on the administration and management of these organizations;"

(id, para. 67A(a)). No amendment of the UN Regulations was considered
necessary for this purpose.

1 The principal Report prepared annually by the Board of Auditors
is that relating to the Financial Report and Accounts; this Board
Report, which in recent years has covered ten or more pages (50-60
paragraphs), deals with a number of subjects, both descriptively and
critically (a copy of the 1969 Report on the 1968 Accounts (A/7607,
UNGA Off. Rec., 24th Sess., Supp. No. 7) is attached). This Report is
submitted to the General Assembly, where it is considered first by
ACABQ, then by the Fifth Committee and finally but merely formally by
the Assembly itself; at least one member of the Board must be present
during these deliberations. In addition to the main Report, the Board
prepares about a dozen on other activities and funds (e.g., UNJSPF,
UNICEF, UNHCR), and may also submit a number of individual reports to
the Secretary-General (see lists in paras. 8 and 60 of the attached
Report). During the course of the audit and subsequently, members of
the Board and of their staffs hold extensive discussions with members
of the UN Secretariat and also with ACABQ, and most questions resolved
at that level are not reflected in the formal reports -- or these
merely indicate the understanding reached. .

8. In 1949 the General Assembly by its Resolution 347(IV) established
the Panel of External Auditors, consisting of the members of the UN
Board of Auditors and of the officials performing corresponding
functions for the related agencies. Its composition at the end of

1967 was: -
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Members of the Panel of External Organizations
Auditors e audited

A.M. Henderson, Auditor-General

(Canada) , Chairman ICAO

Evaristo Sourdis, Auditor-General
(Colombia), Vice-Chairman UN

Roger Peltot, President of the Audit
Office (Belgium) UN

Volkmar Hopf, President of the
Federal Audit Office (Federal IAEA
Republic of Germany)

Bruce D. Fraser, Comptroller and FAO, UNESCO,
Auditor-General (United King- WMO, IMCO
dom) and GATT

Lars Breie, Auditor-CGeneral
(Norway) ILO and WHO

S.M. Raza, Comptroller and Au-
ditor-General (Pakistan) UN

Charles F. Pochon, Federal Audit
Office (Switzerland) UPU and ITU

The terms of reference of the Panel were revised in 1959 by Resolution
1438(X1V) (attached). The establishment of this Panel and its_ terms of
reference reflect an extended struggle between the UN and the specialized
agencies on whether the UN itself should arrange for the audit for

these affiliates by assigning external auditors to them. This issue

was recently revived when the Ad Hoc Committee of Experts recommended a
study of the question of establishing a common panel of auditors,
responsible for auditing, on a rotational basis, the accounts of all the
organizations of the United Nations family (op. cit., supra para. 7,
para. 67A(b)); this recommendation was one of the few flatly turned down
by the specialized agencies, on the ground that the existing system was
functioning well; the Panel and the Board, which were also formally
consulted, concurred in this view (A/C.5/L.902, paras. 22-27, reproduced
in UNGA Off. Rec., 21st Sess., Annexes, Agenda Item 80).

Joint Inspection Unit

9. The Joint Inspection Unit was established in 1968 on the basis of
General Assembly Resolution 2150(XXI), approving the report of the Ad
Hoc Committee of Experts (A/6343, Chapter VI -- attached). In ad-
dition to the UN, the legislative or governing organs of the following
agencies agreed to participate: FAO, IAEA, ICAO, ILO, IMCC, ITU, UNESCO,
UPU, WHO and WMO. The costs of the Unit (budgeted at $370,000 for

1970) are shared among all these organizations, according to a formula
developed by ACC.
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10. The Unit consists of eight persons afpointed by the Secretary-

India, Tanzania, USSR, UK, USA and Yugoslavia, after consultatiocns with
the cooperacing agencies. The members of the Unit have initially been
appointed for four years, and may not after ceasing to function as such
be employzad by any of the participating organizations for at least
three years. The Unit is based at the Geneva office of the UN, where
it has a small secretarial staff. The Chairmanship is rotated among the
members of the Unit for six-month turns, but the Chairman only provides
for administrative coordination. Decisions on what investigations to
undertake (which may be performed by one or by a small group of
inspectors) and the methods of inquiry are taken by the individual
inspectors, without directives from any UN organ or collective action
by the Urnit.

11. The cerms of reference of the Unit are, in effect, sketchily set

out in the recommendation of the Ad Hoc Committee of Experts, as follows:

"Functicns and powers. The inspectors should make on-the-spot
inquiries and investigations, some of which may be without prior
notification, as and when they themselves may decide, in any of
the services of the different organizations of the United Nations
family. Acting singly or in small groups, they should have the
broadest powers of investigation in all matters having a bearing
on the efficiency of the services and the proper use of funds,
and should be accorded at the highest level full co-operation and
facilities for the discharge of their duties, including access to
any particular information or document. They should be bound by
professional secrecy as regards all the information they receive
and the contents of their reports. Standards for the conduct of
the inspections, and the inspection programme, should be determined
by the unit itself. The inspectors themselves should have no power
of decision, nor should they interfere in the operation of the
services they inspect.'" (Id., para. 67B(c).)

Though it does not appear clearly from the above terms, it could be
argued that post hoc evaluation is not included, for the Ad Hoc Com-
mittee made separate recommendations in that regard, without mentioning
the Unit (id., para. 79 -- also attached).

12. The reports of the Unit are prepared and signed by individual
inspectors, though drafts are circulated among all the members of the
Unit. Up to June 1969 the following had been issued:



(1)

(ii)

(iii)

e 1
Formal Reports A
(a) United Nations activities in Turkey
(b) The Economic Commission for Africa
(¢) Co-ordination and Co-operation at the country level
(d) Documentation
(e) WHO assistance to developing countries
(f) Overhead costs of extra-budgetary programmes and on
methods of measuring performance and costs*
(g) Rationalization of the proceedings and documentation of

the UNESCO General Conference

Informal Notes

(a)
(b)
(c)
Work
(a)
(b)
()

(d)
(e)

(£)

Field inspection in Ghana

Field inspection in Mexico

Field inspection in Morocco*

was in progress on:

Selected ideas for improving field operations#*

Branch offices of the UN High Commissioner for Refugees

Some aspects of technical assistance activities of the
United Nations

The Economic Commission for Asia and the Far East®*

Programming and budgets of the United Nations family
of organizations*

Budgetary problems of WFP in its relation with FAO
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(iv) Studies were being considered dn:

(a) The role of the regional economic commissions}
(b) Co-ordination at the country level;

" (c) Standardization of budget presentation; and
(d) Methods of work of legislative bodies.

The texts of those reports that were submitted to UNESCO (which are
marked with asterisks above) are attached to the original of this
memorandum (UNESCO doc. 84 EX/3, containing also the preliminary
observations of its Director-General). The reports listed under (i)
and (ii) above are also summarized in document A/C.5/1241 (also at-

( tached). It will be seen that several of these reports are quite
critical of cartain aspects of the activities to which they relate
(e.g., proposing the closing of UNESCO's Regional Centre for Educa-—
tional Information and Research in Africa, as an irremediable failure),
and that the studies and their recomnendations deal with both short-
and long-run considerations.

13. The procedures for distributing and considering the reports of the
Joint Inspection Unit, which is one of the crucial aspects of the opera-
tion, is still somewhat in flux and has given rise to a certain amount
of controversy. In principle the reports are submitted to the executive
head(s) of the organization(s) concerned, who are to submit them promptly
to their executive boards or governing bodies (ACABQ in the case of the
UN) , which must decide both on the action to be taken and on any further
distribution; if a report relates to more than one organization, ACC
has decided that the executive heads concerned should consult before
formulating their comments. The Unit has complained to ACC that the sub-
mission of its reports to the governing organs has sometimes been

(ﬁ= unduly delayed, particularly when inter-organizational consultations

4 are undertaken, and that certain organizations (in particular the UN)

did not distribute them widely enough (i.e., to the entire membership) .

Attachments

cc: Mr. Clyde

PCSzasz/eb
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FROM: Thomas M. Ciyde ~ “/,/
Agency for International Development (AID): Audit and Review

SUBJECT:

L

Arrangemecr ts

This memorandum has been prepared on the basis of (i) con-
versations with Edward A. Dragon, Assistant General Counsel,
Management and Administration, AID, Robert Stufflebeam and Thomas
Bracken, Fcreign Assistance Inspectors in the office of the
Inspector General, Foreign Assistance, Department of State and
Joseph F. McFarland, GAO Liaison, Office of the Auditor General,
AID, (i) materials furnished by these gentlemen and (iii) the
last two Annual Reports of the General Accounting Office (GAO)
and the reports of GAO on selected AID activities in Korea and
Colombia and on the U.S. Executive Branch management of the U.S.
participation in the Food and Agricultural Organization and
World Health Organization.

The scheme of audit and review arrangements for AID involves
the following:

Qffice of the Auditor General

~ This Office was established in June 1969 as the result of
recommendations of the GAO that the internal audit and review
procedures within AID be strengthened. The AG Office replaced
an internal financial audit office which had been attached to
the Controller's Department and which had had little status in
or impact on AID.. The AG Office also consolidates with the
internal financial audit and management review functions certain
other activities related to the "integrity of operations". The
AG reports directly to the Administrator of AID.

The AG Office has the following principal divisions:
(i) Office of Audit: This office carries on systematic

internal financial audit of AID activities and provides
external financial audit of contractors' financial

records.

(i1) Operations Appraisal Staff: This office carries out
management effectiveness studies and appraisals. It
emphasizes "operations audits'' and does not undertake
evaluations or "end-use audits'". The staff is made

up largely of individuals assigned from other parts
of AID, particularly the operational departments.
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(iii) Office of Imspections and Investigations: This office
carries out investigations of irregularities involving
possible violations of criminal and civil fraud
statutes.

(iv) Office of Security: This office is concerned with
personnel loyalty and the physical security of AID
ocuments and buildings.

The AID' Manual Order desﬁribing the AG Office is attached as
Annex¥Y1l. The professional staff of the entire AG Office around
the world numbers approximately 300.

Director of Program Evaluation

Evaluation studies to determine whether AID is achieving its
objectives are carried out internally by the Director of Program
Fvaluation in the Office of the Administrator. He is assisted by
the Operations Evaluation Staff (OES) which is described by Manual
Order 202.3 as being "a staff facility of the Administrator for
making special assessments of AID policies and programs in AID
receiving countries and of the performance of mission staff and
related headquarters staff in carrying out the country program'.
The OES is made up of senior AID officers detailed to it and
occasionally of officials from other agencies and persons outside
the government.

Inspector General, Foreign Assistance

The Office of the Jhspector Ceneral, Foreign Assistance (IGA)
in the Department of Sfate is established by Section 624(d) of the
Foreign Assistance Ack of 1961 (22 USC § 2384(d)), a copy of which
is attached as Annex'2. The Inspector General is given extremely
broad review powers over the foreign assistance programs, the Peace
Corps, PL 480 activities and programs under the Latin American
Development Act. The statute directs the IGA to:

(i) determine whether these programs are in compliance with
applicable laws and regulations;

(ii) ascertain the efficiency and economy of the administra-
tion of these programs;

(iii) evaluate the effectiveness of these programs in attaining
U.S. foreign policy objectives; and

(iv) determine whether the objectives of the programs are achieved.

]
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The statute provides that the IGA is to report directly to the
Secretary of State and empowers the IGA upon notice to the
Secretary to suspend individual projects.

In fact the IGA role is quite limited and ignores its broader
writs under the statute. The IGA staff numbers only 40, of which
25 are Foreign Assistance Inspectors. Its procedure is to assign
two Foreign Assistance Inspectors to a given inspection. The
inspections are selective and almost invariably of an individual
project or of a specific problem which has arisen in connection
with a particular project. '

‘ports are sent to the head of the agency involved,
s provided to the Secretary. The reports are

and I could not obtain one. Periodically, however,
ovides the Senate Foreign Relations Committee with a
list offexamples of its work. The most recent is attached as
Annex 3. You will notice that IGA concentrates on finding
individual instances of waste, inefficiency and incompetence and
does not provide constructive management effectiveness reviews
or evaluations. '

The IGA
with summari
classifie
the IGA

In accordance with the statute all copies of audit reports
and other reviews within AID are automatically sent to IGA. The
IGA also monitors AID correspondence between headquarters and
the missions in its entirety.

As with all federal govérnment agencies AID is also subject
to audit and review by the [GAO which is responsible solely to
the Congress. GAO's sweeping statutory powers to audit and
investigate Government agencies are described in my memorandum
to Mr. Broches of June 15, 1970.

GAO is increasingly emphasizing management effectiveness
reviews and end-use evaluations of the activities of the federal
agencies. These reviews and evaluations are carried out on a
selective basis. Activities or matters to be investigated are
selected because of interest demonstrated by the Congress or
specific requests from committees or individual Congressmen.

The scope of these reviews may be extremely broad (the entire
poverty program) or quite narrow (the military services' use of
manually fed furnaces for heating barracks and similar buildings).
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No matter how broad guaged the review the thrust of GAO's
effort is ultimately financial - did Congress and the Taxpayer
get their "money's worth'". GAO does not evaluate the objectives
of a program but only the extent to which those objectives are
being achieved. For instance, if $10,000,000 is appropriated
for family planning, GAO is interested in whether $10,000,000
worth of family planning is being obtained, not whether family
planning contributes to economic development or general happi

AID is monitored by GAO's International Division. T give
you the flavor of GAO's reports I am attaching as Annex copies
of the International portion of GAO's Annual Reports for FY 1969
and FY 1968. If you're interested, I have copies of the GAO
reports on AID project lending in Korea and Colombia and on
the Executive Branch's management of the U.S. participation
in WHO and FAO in my office.

Attachments

BEE N Reess Note: Annexes are not included becau§e
they are very voluminous. Copies
are in Legal Files.

TMClyde:ep
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1. The Chairman of the Housce Foreign Affairs Commlttce, Thomzs lMorgan
(Dil. - Permsylvania) has written the Compiroller General of the United
States urging that the United States "aggreseively suppori' the establish-
ment within inrternational organi “ctlou”, including developuent finance
institutions, "independent audit, review and evaluation stzffs which would
report their findings to the highest policymeking body (Board of Executive
Direchtors, etc.) on which each COUUT]bthH governwment has a represcntabive."
Copies of the Morgan letter have been sent to the Secretaries of State and
Treasury and the Aqm1n¢st1ator of AID,

Morgan reveals in his letter that he has been engeged in corres-
pondence with the General Accounting Office, and its principal, the
Compiroller Gensral, concercing the role 1hlch the GAO should plav in
these organizations. He states that he does not believe that present GLO
surveillance is adequate and that the GAO should take the initiative
nghrough the U.S. representatives of the vardious multi-financed operations,
actively to propose and follow up on the early establishment off such
audit and review staffs ... ". HMorgan coutinues, "In short, what I would like
to see is an external-type audit and management review staff group, some-
what anslosous to the General Accounting Office, which would serve all of
the contributing governments in their overall need to know that the
organization's affairs are being run in a competent and efficient meuner.
Such a staff would be independent, and the scope of its operations and
functions would be determined at the country representative level and

not by the President or other top management official.”

Finally, Morgan points out that the GAO should share with the U.S.
representative access to 21l audit reviews vhich testify to the effective-
ness of an agency's operations.

2y Paul Nelson, Chief of Staff of the House Banking and Currency
Comriitiee, is deeply disturbed by Chairman Morgen's initiative. Nelson
believes that Morgan is attempting to extend h1 commitiees Jurdsdiclbion
over internaulon\¢ organla ations to include multilateral developrnent
institubions by waking use of the auditing issue. Nelsen says that
representatives of the IULC'H%t’Ot 2l Se.tion of the General Aco~uﬁLinﬂ
Office have trzditionally been close to the Foreign Affairs Coumitvise shall,
and implies that the Morgan/Steats letier is cdesigned to seb up a controlled
dizlogus which will have the effect of telling downtown agencies lhat the
General Accouniing Office and the Foreign Affairs Conmittee hzve tsken the
matter in hand,

|
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Nelson states that the Chief of the International Division of
the GAO called on him earlier this year to ask assistance in "eetling
the goods" on multilatersl developwment institutions. Nelson, who
admittedly distrusts the Ceneral Accounting Office, said that he sent
the man packing with a clear instruction to stay oul of the Banking and
Currency Commitice'!s Jjurisdiction. '

Comment
ke To the IBRD the importance of the Morgan/Staats letter (copy is

attached) is less the dircction in which Morgan is moving (vhich seens
to pose few operational problems) and more the jurisdictional squabble
which it is likely to incite. All Hill sources indicate an interest in
a multilateral audit system of some kind. What Forgan is doing is to
get oul in front in the hopes of gaining expanded authority.

2. Nelson has earlier indicated doubts about using the General
Accounting Office as the agency delegated to particivate in a multilateral
audit. The Banking and Currency Committee tends to favor a specially-
appointzd U.S. representative serving on a new international audit body.
One reason for this position is clearly the Committee's distrust of the
GAO in questions involving other House cormittees.

54 From the Bank's point of view, GAO participation in an audit
would have certezin political advantages. A clear bill of health through
a procedure epproved by the GAO would be almost autonatically accepted
by the Congress as a whole. WNotwithstanding Nelson's criticisms, the GAO
enjoys fairly wide-spread support on the Hill, and most members (even in
the Banking and Currency Comnittee) will defend its findings.

| In any Jurisdiclional battle between the House Banling and Currency
and Foreign Affairs Cormittees, the former has the uppar hand. The reason
is simply that the Banking and Currsncy Cormibttce deals with significant
financial issues which in turn are closely related to the source of supply
of campaign funds and other vital political considerations. The Foreign
Affairs Cormittee, on the other hand, hendles remarkably 1ittle legislation.
The bilatersl Foreign Aid authorization is its najor effort of the year.

In 1970 no authorization was required. Consequently Chairman Morgan has
been cesting about for a meang of strengthening his position.

5. I hove not made the substance of this report available to the
Treasury or the U.S. ixecutive Director as of this writing. The GAO has
been working closely with the Treasury. I believe that it would be better
if word were to come from that source, since the Bank will have to avoid
being caught in this jurisdictional problemn.

Attachment
Jri/pam

cc: lMessrs. Mcllamara, Knapp, Sir Denis Rickett, Mr. Gaud
-Messrs. Adler, Nurickv/
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July 1, 1970

Honorable Elmzr B, Staats

Compiroller General of the United Statss
Ll G Street, N. V.

Washington, D. C. 20548

Dear Mr, Stasts:

I have reviewed with great interest the enclosures to your letter
of July 7, 1970, in vhich you describe the views of the General Accounting
Office concerning the role of the United States Government in auditing
internationzl organizations in which the United States Goverament is a
participant.

Because of the proliferation of regional, multinational and inter-
national organizations and the increasingly heavy U. 8. participation, I have
long felt the need for the Congress to have greater assurance that these
organizations are being effectively managed, I believe it is necessary,
therefore, that the United States aggressively support the establishment
within these orgenizations of independent audit, review and evaluation staffs
vwhich would report their findings to the highest policymszking body (Board of
Executive Directors, Council, Council of Ministers, General Assembly, etc.)
on which each contributing government has a representative.

The description of the General Accounting Office role, contained
in the material supplied with your letter, does not adequately deal with
this problem area. The role of your Office should not be limited to reviewing
reports when such reports becoms available,

I believe that your organization should take the initiative, through
the U. S. representatives to the various multi-financed operations, actively
to propose end follow up on the early establishment of such audit and review
staffs, suggest organizational and staffing steps, as well as the audit,
review and reporting procedures that will provide the comprehensive coverage
necessary for your Office to render an informed judgment of the operations.

In short, vhat I would like to see is an external-type audit and
management review staff group, somewhat analogous to the General Accounting
Office, which would serve all of the contributing governuents in their overall
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need to know that the organization's affairs are being run in a competent
and efficient msuner. Such a staff would be indepondent, and the scope

of its operations and functions would be determined at the country repre-
sentative level and not by the President or other top management official.

It seems to me that it is essential that the U. S. representative
and the General Accounting Office should have access to all audit reports
on which a judgnent as to the effectivencss of an international ageuncy's
operations is bascd in order that you can evaluate the adequacy of the
coverage by such audits as well as the quality of the agency's operations.
Presumably the governing body of aty international organizaltion is as
interested in adequate auditing as is the United States. There appears to
be a danger, however, that member countries may take the position that if
the auditors will avoid stirring up trouble with respect to operations in
"our country", we will not stir up trouble in "yours." It is essential that
the General Accounting Office be in a position to provide guidance to the
United States representatives to internztional organizations so as to
prevent this happening.

I would very wmuch appreciate any comments or suggestions you
might have concerning wy views above, including the need for additional
legislation, if any.

Since my views relate to multinational and regional undertakings
as well as internationzl organizations, I am sending a copy of this letter
to the Secretary of State, the Secretary of the Treasury, and the Admini-~
strator of the Agency for International Development.

With best wishes,

Sincerely yours,

Chairman
TEM:ham
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Thomas M. Clvde "\' .~

Audit of International Financial Institutions: Testimony of CAO Official

On June 4, 1970 the U.S. House of Representatives passed HR 17867,
the appropriations bill for foreign assistance and related programs
for Fiscal Year 1971. Title III of the bill appropriated amounts for
"Foreign Assictance (Other)'" and included an appropriation of $160,000,000,
to remaia available until expended, for "payment of the third installment
of the U.S. share of the 1969-1971 increase in the resources of the Inter-
national Development Association".

§504 of the bill, which was applicable to the IDA appropriatiom, pro-
vided as follows:

"Section 504. None of the funds herein appropriated for
"International Financial Institutions' shall be available to
assist in the financing of any project or activity the expen-
ditures for which are not subject to audit by the Comptroller
General of the United States." .

On July 1, 1970 the House of Representatives Committee on Banking
and Currency was holding hearings on HF 8236, a bill to increase the
U.S. subscription to the capital of the tater-American Development
Bank and contribution to the IDB's Fund for Special Operations. One
of the witnesses was Oye V. Stovall, Director, International Division,
General Accounting Office (Hearings, pp. 164-178). Mr. Stovall's
testimony was directed to the concept underlying §504 of the appropri-
ations bill, HR 17867. '

In his opening statement Mr. Stovall presented the GAO's view of its
role in reviewing the U.S. participation in international financial
instituticns:

"In the simplest terms, the GAO objectives in reviewing
the management of U.S. interests in international lending
programs are to:

1. Ascertain how U.S. interests are being managed
(not the operation of the international organization,
but the operation and invelvement of those U.S. agencies

1 3

and U.3. officials who are responsible for managing U.S.
interests);

2. Evaluate the executive branch systems and pro-
cedures, includine necessary coordination mechanisms
amione U.S. Federal azencies, that dre beiung employed
the respcnsible executive agencies having tinancial and
management responsibilities from the viewpoint of the
U.S. participation;
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3. Report to the Congress and to the heads of the
agencies concerned on how the U.S. participation operates,
with recommendations to the Congress or to the executive
agencies wherever they appear to be needed."

The principle underlying Mr. Stovall's testimony was that the GAO
could not audit or review directly the operations of an international
financial institution but rather could only audit and review the U.S.
executive branch's management of the U.S. participation in the insti-
tution. At one point Mr. Stovall stated as follows:

"In our reviews we clearly recognize the sovereignty of

the international organizations. It would be contrary to the

concept of participation in an international organization for

the many participating nations individually to seek direct

access or audit authority which would inject them into the

internal administration and operations of the international

organization."

Mr. Stovall also referred to a statement made in March, 1970 by the
Comptroller General to a subcommittee of the House Foreign Affairs Com-
mittee:

"We recognize that U.S. efforts toward improved manage-
ment of activities of the intermational organizations, of
which the United States is a member, must be undertaken and
assessed within the framework of the international character
of the organization and that membership presumes a willingness
on the part of member nations to rely on the management of the
organization. We also recognize that constraints on actions
that can be taken unilaterally are an inherent part of such
membership no matter how constructive the proposed actions
might be."

During the questioning Mr. Stovall was asked to confirm that the GAO
opposed the language of §504 of the appropriations bill. In one of his
replies Mr. Stovall stated:

"I think that our position is clear that we do not think
that it is appropriate for each participating country to make
FAGEES s

One of the reasons I think I appear to be hedging your
question is that I don't know what interprecation is intended
on that language. If the interpretation is that we would go

i o
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It muy be that an interpretation could be placed on this
which would again relate to the expenditure within or the ex-
penditure action within the U.S. Government. I don't think
that was iatended. If it were working only within the U.S.
Government we would agree with it. If it means going into
the international organization we, of course, would not."

TMClyde/jh
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