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devised whereunder audit practices are

frequency and comprehensiveness to disc

ciencies, overbuying, overpricing, z

and similar defects which are not unus execution of
large-scale development projects.

The internal audit departments of the IFIs engage basical
in internal administrative and financial reviews of various
functions and offic of the IFI--they do not pe audits
of projects or of borrowing ent es. Al Y part,
the internal audit departments do not enga g rational or
program~-type auditing within the IFIs, nor do ot ank depart-
ments except for budget formulation and >y fe resentative
samples of internal audit reports were re we Investi-
gative Staff, ex t at IDB where ¢t} : -

r not normally available the

LY

Since ‘a reorganization in 1977, the i
at ADE has been strengthened and upgraded,
to the President. At the World Bank and
auditor reports to operating depart

cutive Directors' overs

> : work of the internal audit
is no such review by the Board's over: l arm | Group of
Controllers). At IDB, it is difficult t > e Executive
Directors can be informed of managerial defects w out knowing
what the internal auditors are auditing, what they are finding
and recommending, or what manage t is doi about the
recommendations.

With respect to evaluations of projects and operational
activities (often misnamed as audits), the World Bank per forms

post evaluations of every completed project by a department
which reports to the Board and the President (124 project eval-
uations performed in FY 1978). At IDB, the Board instructed
establishment of such a function in 1972; an office was estab-
lished in 1975 and, to date, 11 project evaluation reports have
been issued. The reports are not available to the IDB Executive
Directors and, accordingly, were not available for review by

the Investigative Staff. At ADB, a new office for post
evaluation of projects and other activities, re rting to the
President, was established in 1978; prior thereto selective
evaluations were made, many by outside consultants. The post
evaluations do not always incorporate site visits but may be
desk reviews of supervisory mission reports a the proje
completion report prepared by the operating department. Th
World Bank and ADB reports are professional but often couched

in muted and diplomatic language to avoid giving offense to
borrowing country representatives. Although t post evaluation
reports surface substantial and valid self-c icisms, there

has been insufficient adaptation of lec 5 learned to other




projects--objective evaluation is needed of ongoing projects,
at least on a selective basis, so that timely corrective
action can be taken,

The oversight arm of the Executive Directors at the World
Bank and at ADB is represented in an audit committee which
reviews work of both the internal audit and project evaluation
departments, reporting results directly to the Board, though
such reports likewise are toned down. At IDB, the Group of
Controllers serves a similar purpose although they do not
review the work of either the internal audit or project evalu-
ation function. The Group of Controllers makes selected studies
of bank operations and submits three to four reports per year
to the Board.

AEDB has neither an internal audit nor project evaluation
function and insufficient data is assembled in the files upon
which to conduct an objective, comprehensive evaluation of
completed projects. AfDB currently is engaged in management
studies designed to lead to the tablishment of both functions,

Administrative Budgeting

Annual IFI administrative budgets (ranging from $25 million
at ADB to 5240 million at the World Bank for FY 1978) distrib-
uting anticipated expenses (75 percent of which are personnel

costs) from earned revenues are prepared with little partici-

pation by the Executive Directors. Each bank permits various
degrees of reprograming without Board approval. 1t is apparent
from comparative indicators set forth in the details of the
report that, among the IFIs, ADB operates more austerely in its
administrative costs., All of the IFIs find it difficult to
measure productivity and cost effectiveness of the operating

departments; within support departments, it is easier to measure
productivity and gauge budgetary needs. The Treasury Department
reviews the administrative budgets but can do little more than
compare one against the other and against the prior year's

costs, though Treasury has taken issue with the levels of certain
administrative expenses,

Annually, the IBRD Board of Governors approves transfers
from IBRD earnings to the International Development Association
(IDA) of $100 million or $110 million which has resulted in a
cumalative amount of $734 million carried on IBRD's books as
due to IDA (not yet transferred) as of June 30, 1978. Since
1974, a practice has been followed of requiring IDA to utilize
the entire amount of donor contributions of each replenishment
before drawing upon the IBRD transfers; prior to 1974, the
transfers were drawn upon on a pro-rata basis. There has been
some pressure within the World Bank to cease the transfers of
IBRD revenue to IDA and declare dividends instead as a means
of creating greater cost consciousness and control over admin-
istrative expenses.

viii




Staffing

IFI staffs are multinational with an informal stem of
allocation among member countries, U.S. nationals constitute
27.6 percent of World Bank (IBRD/IDA) employees; 24.1 percent
of IFC; 15.4 percent of IDB; and 3.7 percent of ADB (most all
support staff at ADB are Philippine nationals). Treasury
considers the matter of overall staffing needs primarily a
determination that must be reached by IFI management. The
growth of professional staff tends to follow the growth of
monetary lending commitments, which is not necessarily sound.

Salaries and Other Benefits

The Executive Branch has made considerable effort to effect
changes in World Bank and IDB compensation programs which has
resulted in extensive reviews and studies within the banks.
Consultants retained by the major donor governments Ffound that
the current method of computing tax reimburs nts for U.S.
employees results in overcompensation and r 2nded that a
different approach be established, The so~c £}
Committee, following review of both VWorld Bank v
structures, submitted a report in January 1979 recommending
that professional compensation be based on a composite of the
U.S, civil service and the private sector, with a 10 percent
premium added to assure quality and to attract employees from
high-salaried countries. No composite base was established
by the Kafka Committee and at the time of the writing of this
report, the Board of Directors of the World Bank had not acted
on the recommendations. IDB is expected to follow the direction
of the World Bank on the compensation issue. Set forth in the
details of this report is a listing of the U.5. civil service
grades, World Bank grades, and a payline of private industry

reported in the annual study conducted by the Office of
Personnel Management as a guide to the President in making
recommendations for adjustments in civil service salaries.
Also set out are the most recent available salary scales of
each IFI.

Fringe benefits represent 25.5 percent of the World Bank's
FY 1979 administrative budget and 23 percent and 19,4 percent,
respectively, of the IDB and ADB administrative budgets. The
single largest benefit cost is employee pension plans and the
second largest is the tax reimbursement which is designed to
equalize or eliminate the effects of assorted national tax
structures on staff members--primarily applicable to U.S,
employees. Nearly 50 percent of employees eligible for tax
reimbursement received amounts in excess of their actual taxes
paid on total family income, with the average amount of such
excess being over $2,300. U.S. employees at ADB receive no
tax reimbursement payments and, in fact, their remuneration
is less than other ADB nationals and less than other U.S.
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Government employees in Manila because of recent changes in
the U.S. tax code, To date, the Treasury Department has not
proposed to the Congress a solution to the peculiar situation
applicable to U.S. employees at ADB,

Each of the IFIs, using assorted methods of calculation,
provides a dependency allowance designed to afford staff
members additional income on behalf of dependents--the purpose
being to replicate national income tax procedures which

result in higher after-tax incomes to married persons with
dependents.

As of June 30, 1978, the World Bank had 659 housing loans
to employees totaling $6.1 million outstanding and 262 other
loans to employees totaling $1.3 million. Housing loans are
made for a maximum period of 12 years and the interest rate
is the same as that charged by the Federal Housing Adminis-
tration. IDB housing loans are made from the Staff Retirement
Plan and are considered a part of the investment portfolio of
that Plan--the outstanding balance as of October 31, 1978, was
$432,318. ADB does not make housing loans but does provide
salary advances on which interest is charged. Other miscel-
laneous benefits include education grants, spouse travel on
business trips, and recreational and meal subsidies.

Loans Affecting Certain Commodities

Since the passage of legislation in October 1977 requiring
opposition by U.S. Executive Directors to loans establishing
or expanding production for export-of palm oil, sugar, or citrus
crops if such loans will cause injury to U.S. producers, special
analyses have been made by the Treasury Department of all such
loan proposals arising in the IFIs. In FY 1978, the result was
an instruction to the U.S. Executive Directors to oppose two
World Bank loan proposals (one to Swaziland involving sugar and
one to Malaysia involving palm o0il). Neither, of course,
resulted in disapproval of the loan proposals. Review of
minutes of discussions surrounding the two negative votes shows
not only a lack of sympathy for the U.S. position but a counter-
productive reaction on the part of other Executive Directors to
U.S. efforts to inject political and/or protectionist attitudes
into the loan discussions. Review of the IFI pipelines of projects
in various stages of processing toward negotiation and approval
indicates no curtailment of projects involving the three commod-
ities. IFI management officials observe that though they are
concerned with the wishes of the United States, attempts by any
member to inject parochial impediments to the question of who
gets lending and for what would only lead to all countries
interposing objections to safequard their own interests.




Human Rights

The Christopher Group, acting in an advisory capacity to
Treasury on human rights guestions involved in any IFI loan
proposal, reviews each loan proposal toward that end. There
are no formal minutes of the Group's meetings and no estab-
lished guidelines or criteria by which standards of human
rights behavior are gauged or by which can be judged the
extent a project meets basic human needs so as to outweigh the
unacceptable human rights record of a country. A consensus
of views is announced by the Chairman on each discussion. No
country has been characterized as a gross and consistent
violator of human rights inasmuch as both the State Department
and the Christopher Group want to retain complete flexibility
in evaluating a country's record at any given point in time.
Thus, a U.S. Executive Director may be instructed to oppose a
loan to a human rights violator which meets basic human needs
and on the same day vote to approve a loan to another human
rights violator which has no elq ent of meeting basic human
needs--the apparent capriciousness of such actions has led to
criticisms of the U.S. position by other Executive Directors
of the IFPis.

From October 3, 1977, through December 31, 1978, 23
negative votes were cast and 22 abstentions recorded by U.s.
Executive Directors in the IFIs on human rights grounds; of
course, all of the loan proposals were approved. During that
same period, 35 U.S. approval votes were cast on loan proposals
to the same 14 countries involved in the negative and abstention
voting. Except for Uganda and Cambodia (loans are not being
processed for them because of their overall policies adversely
affecting the economic viability of their development), pipe-
lines of the IFIs show loans are being processed forward not

only for the aforementioned 14 countries but for virtually
all countries that might be considered to have human rights
problems.

While there has been some support for the U.S. position
on human rights among various Executive Directors, review of
minutes of Board meetings at the IFls conveys no impression
that the cause of human rights is being advanced in the
opposition expressed by the U.S. representatives. The U.S.
Executive Directors are chided by both management and other
Executive Directors for attempting to interject U.S. political
considerations currently in vogue in pursuit of foreign policy
objectives. As a result, one U.S. Executive Director has
adopted a practice of not announcing the basis of his opposition
at Board meetings.

To influence other governments in supporting the U.S.
position on human rights, missions have been sent to Canada
and Burope for discussions with high-level officials. The U.S.
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Governor to the IFIs also has initiated discussions with other
IFI Governors as well as with other governmental representatives
to seek support in proposing charter amendments to apply

human rights considerations in appraisal of projects. Such

a change would require agreement of a majority of member
countries as to what constitutes acceptable human rights
conditions and by whose judicial standards that should be
judged. There is a strong body of opinion that any attempt

to amend the IFI charters along such lines would fail and a
more satisfactory solution would be acceptance by member
governments that the human rights question really encompasses
basic economic considerations. The inclusion of such consid-
erations into loan appraisals would require functions and
procedures currently beyond the IFIs’ competence., To date,
efforts to persuade adoption of such a course of action have
not met with resounding success.

Assistance to the Poor

Since 1973, the IFIs have been developing strategies and
redirecting sectoral lending (from traditional infrastructure
projects to the so-called "new style" or social projects) in
earnest efforts to devote a greater share of lending to poorer
LDCs and to the poorest segments within LDCs--the World Bank
has led in such efforts. The change in emphasis in lending,
primarily toward agriculture but also including nutrition,
health, population, rural and urban development, and education,
shows marked increases among all of the IFIs. Some 800 million
people still live in absolute poverty and projections to the
year 2000 do not show substantial relief. The evidence is
clear insofar as the efforts that have been made by the IFIs
are concerned--it is mixed with respect to results obtained.

Of the projects selected for site visits by the Investi-
gative Staff, 36 were either designed primarily to benefit
the poorest people of the country or contained substantial
segments allegedly so directed. Generally, these projects
were being diligently pursued by local project managers and
staff toward the objectives set and the failures encountered
were outweighed by the accomplishments being achieved., Some
had fallen far short of appraised estimates as to the number
and type of sublender to be reached, i.e., farmers to whom
subloans were made were relatively prosperous; others were
reaching the rural or urban poorest of the poor, Examples
of both situations are set forth in the details of the report.
The new-style projects suffer higher-than-normal implementation
delays and local budgetary problems, principally because of
the lack of institutional capability within the LDCs and the
multifaceted administration of the programs spread among a
number of ministries,
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beneficiaries in some cases. Many of the 66 projects covered
multiple loans for follow-on purposes to continue development
of the project. The projects selected for examination covered
a wide cross section of sectors though emphasis was placed
upon projects designed to aid the poor. The countries visited
were Honduras, Bolivia, Colombia, India, Pakistan, Malaysia,
Indonesia, Philippines, Ivory Cpast, lawi, and Kenya. It
was necessary to sharply curtail the visit to Kenya because

of the coincidence of the death of President Kenyatta while
there. Also, during the course of the tudy, officials of

the U.S. Agency for International Development (USAID) in
Washington, D.C. and abroad and other persons f liar with
the operations of the IFIs within the U.S. Government and
outside were interviewed,

The IFIs include the World Bank Group,
national Bank for Reconstruction and Dev
International Development Association (1DA),
International Finance Corporation (IFC); the ric
Development Bank (IDB); the Asian Development B © (ADB);
and the African Development Fund (AfDF)., In view of the
considerably lower levels of funding for loans and credits
IFC and AfDF and the fact that the United States is not
member of the African Development Bank, the study
more upon IBRD, IDA, IDB, and ADB. Throughout the re
use of the term World Bank will denote the three institutions
forming its complex; when ne sary to refer a single
institution for clarity, its own designation is used { IBRD,
IDA, or IFC).

Document Classifications

The 1FIs utilize various classifications to control
access, dissemination, and use of documentary material, e
"Confidential," " Strictly Confidential," "R stricted,”
Official Use Only," and "Not for Public Use. The cl:¢
fication systems, of course, are not directly related to
United States classifications for security purposes under
applicable executive orders and these internal classifications
did not inhibit the Investigative Staff's access to documentary
material. U.S. agencies, in distributing IFI documents or
material drawn therefrom, assign the IFI classification so
that caution may be exercised to avoid public disclosures
which may cause economic embarrassment or disadv +-1; to a
member country and to recognize the implicit assumpt that
release of the material by the IFI is only for internal
by the U.S. agency or other agencies to which it may be
disseminated. Executive Order 12065 requires retention of
the original classification designation to ensure a degree of
protection equivalent to that required by the entity furnishing
the information.

use
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At the World Bank, ADB, and AfDF int erviews of managem
officials and staff : their own offices were acconpl ished
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offices « the U, Executive Director and on ¢
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practice The Alternate or explai
he fe to ke bank man ent fully info :
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In general, the attitudes of bank manadgem
the World Bank, ADB, and AFDF toward open and
fully inform the U.5. Congress of bank positions
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were in marked contrast to the attitude ex
limited responsiveness as we as hindranc




Staff's inquiries. Throughout the report, it will be noted
that the more prevalent specific instances cited to illustrate
points made are those from World Bank projects. The reason

is not only because of greater time devoted to the largest

IFI but also because of the high degree of candor and openness
on the part of its personnel and of access to Bank material
through the office of the U.S. Executive Director,

One of the more serious constraints encountered was the
refusal of the Government of Mexico to permit the Investigative
Staff to visit the country to discuss IFI projects and to
visit sites., After selecting a group of projects from both
IDB and the World Bank about which questions pertinent to the
points of the directive could be raised and interviewi
project personnel at the headquarters of those two Is,
arrangements were made to visit Mexico alonqg with other Latin
American countri Upon being apprised of suc intention,
the Government of Mexico informed the U.S. § that such
a visit was una *ptable as the Government is quite
satisfied with in ection/supervisory contrc nech isms of
the IFIs themselves and it cannot permit legi
sentatives of one IFI contributor to in
out permitting all contributors' legisla to do so which
it is not prepared to do.

Although subsequently the U.S. Executive Directors of the
World Bank and IDB indicated that a Future visit might be
possible if accompanied by one of the U.S. Executive Directors
of either institution, the U.S. Embassy in Mexico responded
that it had received no indication of any reconsideration of
the Government of Mexico's opposition to such visit by the
Investigative Staff. Pertinent material gleaned from the
headquarter reviews of certain projects in Mexico bearing
upon guestions of accountability, alleged conflicts of
interest, aid to the poor, etc., will be commented upon under
the appropriate topics later in the report.

The overriding constraint is the in':lr_.nl;mi].ity of the
IFls' archives and documents, pursuant to their respective
charters establishing their sovereian character : inter-
national institutions. Without direct access to accounting
records and archival documentary and file material to verify
oral statements and formal reports rendered, no meaningful,
indepth study really can be accor plished with assurance of
the validity of findings, U.S. Executive Directors face the
same dilemma--although they give assurance that they have not
been denied anything they reque: they abide by the guide-
lines established as to what is s not available
them from management.

to




Overview

Extensive documentation has been suppl @ Committee

concerning the origins and history of
1FIs, 1inc in-‘] General Accounting Of
Research ¢ ice (CRS), and the U.S.
reports submitted during 1978. Conseq
not being burdened with an extensive re
historical data.

Set forth as frame of reference on ti followi
is a summary of basic fact data pertaining t
funding mechanisms of the IFIs, including the sc¢
wing s of concessional lending; i.e., IDA, Fund
Operations (FSO) of IDB, Asian Developm
and AfDP. The African Development Bank
included as United States is not a
and it was not a part of ir nt study
with it bear upon U.S. inter ms
for the World Bank Group is as of J 30, 1978, the
its fiscal year; for the regional 1stitutions it
December 31, 1977, the latest published :
those institutions. However, the U.S. share of subs
and voting power allocation is as of June 30, 1978,
1FIs.

the
T-3

eport
£

of suc

onal

18
h

ng page

of A
not
inst
ations

close

al
DB,

it
hips

ion shown

of




6 4 [¥IGL

Za - y F : — PASINGSTIRY

> pasanqsTa
PUR3SIND SJULUL TULKD uRdr]

B/ . TP31dR0 BIQRITRD

092°1$ " . 6ET'¥TS SEB'S § —————— shutuaeg peutTEIay pue

'sanzesay ‘Te3Tde) ul-prEd

&
¥

9
1
S

Jav Te3TdeD waI Q¥EI
Azeurpag Teuot baaaequy
pue Azeutp
BaI anoap yueg pPTaoM

Ul saeTTeq)




29

The U. 3 e of total callable i
the close of fiscal year (FY) 1978 a n
510.7 billion. Of that amount, $5.7 billion
in prior years and the remaining $
not. r rasury's bo ; both are carried
to year as unobligated balances, the former
and the latter as authority to borrow.

5.0

All paid-in capital is not freely usable in IFI lending
operations. Many members restrict the use of caj 1l paid
in their own currencies (usually for procure D O £
services within that member country) and such stricted
currencies are usable by the IFI only with the cc 1t of the
respective member. For example, at IBRD some 30 percent of
paid-in capital upon a new capital increase is in restricted
currencies and thus not freely available for lending.

For soft lending, the IFIs require continuous infusion of

new replenishments of capital in view of the long repayment

of such loans made (usually 50 years). On the other

paid-in capital is a relatively minor source of funds
for hard lending with the membe commitment of callable
capital providing the support for borrowings in international
markets which provides the principal source of funds for hard
lending. For example, at IBRD from 1970 to 1976, the source
of funds was as follows:

Paid-In Capital

Loan Sales --

Retained Earnings ---—-
Loan Repayments
Borrowings

The cost then to donor countries of the total of all hard
lending is relatively minor, whereas member donations constitute
the major source of soft lending; e.g., 98 percent of IDA
resources provided in FY 1978 was from member donations.

Because of the distinction in members' contributions for
soft and hard lending with the former having a strong aid or
grant component to it and the latter being more in the nature
of investment and guarantee to allow the IFIs to serve as
financial intermediaries, the Treasury Department has considered
separating the requests for appropriations into two different
forms. Officials of some of the IFIs believe that perhaps it
would have been wiser at the outset to have established a
system of dividend declarations and payments upon the donor
member investments to more clearly display the nature of the
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contribution for hard lending. The use of IFI earnir

be discussed more fully later in the report in sections
dealing with administrative costs and transfers of earnings to
soft windows.

S8 can be seen from Table I, the World Bank Group accounts
for 78 percent of total loan and credit commitment: 83 per-
cent of those disbursed and 72 Percent of those undisbursed.
The lag in disbursements keeping pace with nitments is a
continuing problem at all of the IFIs, contributing to an
unnecessary and undesirable level of liquidity among the Bank
assets. The World Bank attempts to hold its liquidity to 40
percent of the succeeding 3 years' borrowing requirements but
has been cons tently running higher than its set policy in
recent years--it is currently over 50 percent. Also affecting
ligquidity is the practice of borrowing at faster than fore-
casted rates in order to take advantaqe of favorable interest
rates. The lag in disbursements is affected principally by
delays in implementation of approved projects which plag
all of the IFIs,

All of the IFis except IFC by charter provision require
that the total amount of disbur ed loans outstanding not
exceed the total of unimpaired pital, reserves, and retained
earnings. As can be seen in Table I, all are well within
such provision.

The U.S. share of subscriptions of the IFIs, as depicted
in Table I differs from its voting share because of the
allocation of a basic number of votes upon membership admission
irrespective of the proportionate share related to each
member's subscription. At the World Bank subscriptions by
member countries are based on each memb quota in the
International Monetary Fund (IMF) plus the sic allocation
(250 votes) so that any attempt to limit a member's share of
subscription would skew the relations to IMF quotas. For
example, if the United States attempted to hold its IBRD sub-
scription below its IMF quota, other countries would want to
follow suit as all countries would prefer to keep IMF quotas
high but to reduce shares of IBRD subscriptions. Though
individual loan presentations require only a simple majority
approval, any chanc in the Articles of Agreement requires
approval by 80 percent of the total voting power; accordingly,
s0 long as the United s ites maintains voting shar over
20 percent it has an e ive veto over such major policy
changes,

The regional IFIs have similar allocations of voting
power. IDB assigns 135 vaotes upon me hip admission andg
ADB divides 20 percent of the total v among members with
the remaining 80 percent related to = s of subscriptions,
The soft-window funds of the IFIs have still different voting
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B. Procs
The basiec st 3 n proce: I ject are
similar for all of the IFls i ) oject ddentifi-
cation, (2) preparation,
and approval, and 4) rision. I'ne IFI1
force in these four phs " project cy«
tion, and frequently i s in that too .
>val of the yEm y tak 2y 5 durirs
»eriod the proje 3 ¢l et 3 being i the IPI's
ine.
tive a

otiation

misSsS10r
ongoing
at 1IDB),

I 2 k
lcation and preparation of projects.

about 75 percent of projects ider
the Bank's suggestion.

at

Preparation involves all necessary acti bring
project to the point ere 1ts technical, 1¢
financial feasibilities have . »stablished and is ready
for appraisal. Though pri ~ily resg 3ibilility of the
borrowing entity, the IFI nders substantial assistance in
varying degrees depending inly upon the institutional

d
and

capa-
bility of the member countr hnical Ivisors from the

IFI may be used or manac nt consultants with guidance from
the IFI in how to go about sel n 3 ant. The
World Bank has a j | which

loans are made to $500,000) ¢t aid khe t© rower in
preparing projects, such loans then being refinanced from
procee of the project loan. The IFIS recognize the internal
conflict of interest situation in their roles of prepar ing
projects and then appraising them favorably for lending
approval, but feel they do not get enough -'.]-Ju:i proj Lo
appraise unls they are intimately involved in their identi-
fication anc reparation.

Appraisal by the IFI covers both the project and the
borrowing entity. It is conducted F1 staff from the
operating division covering the ]
frequently with the aid of cons t 5 Oor borrow technical
experts from member governments and i r 2 in the field.
It covers creditworthine ; managerial € an i tional
aspects of the borrowing entity, and technica mercial,

17
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D. Planning and Policy Directions
1. Allocation of Resources and Se¢

The basic framework from which IFI re

allocated and projects selected is 1e. long-ra
program for each countr normally c ring a
There is no global or regional str ¥y governin
cation of resources. / d Bank and ADB, f
the country programs lectively are made inst economic
conditions in e h countr 8 repo t periodic
economic reports and mem 3 ONom
conditions, e.q., Come istr fon i ita income,
population, export cr ; 1 5, absorpti capacity,
per formance on existing loans, . ( irisons
to arrive at tentative allocation of resources IDB and
AfDF are less concerned with the whole economic condition of

countries and tend to evaluate more e basis of the

of individual projects,

The individoal projects, ther on sele :d by count
enter a 2-year "pipeline" constitut E Isting of all proj¢
under consideration for lending wit} brief d ription of
each. Consideration is given in : >tion pre 35 Lo ar
appropriate distribution of proj § & ‘ ctors within e
country, with the sectors foc g L I 18 OVEers: economic
models., Specific projects » sel ed on the basis of hi
priorities in the economic model and acce ptable rates of
return for develo; nt & are intereste in aspects
of the country E wmy wherein the most influence might t
exercised emphasizing broad economic policies
and in building institutions within the country: wugh at
I1DB, planning suffers from the inability to link proposed
projects to an overall economic framework.

The country planning docume for the S5-year program
cycle are not available to the ecutive Directors and the
Board does not get involved in the allocation of resoure

and lending strategy by country or by sector. Coun try planning
drives the resource allocation more significant ly than doe
sector planning.

A project normally takes some 24 to 30 months Ffrom
identification to presentation to the Board for a val

yroval,
> pipeline of projects being worked up has a deliberate

planned overage beyond the annual lending program envisioned
at each IFI. At the World Bank, the overage hi been running
40 percent and at IDB 33 per« . e n n is essential
50 as to replace projects that drop out wit] suitable
fEor lending in the country or region and to the
timing and mix of Board presentation At the same time, an
excessive marqgin is costly and undesirable in te of the

26







50

URBAN DEVELOPMENT PROJECT

COMMUNITY CENTER

SWIMMING POOL







POPULATION PROJECT
AND TOURISM PROJECT

TOURISM CENTER







54

eligible for soft lending,

Bank have recommended bre

factors other than per cap

tribution of income, infant mortality,
The Chairman res nded to s jgest
such points were interesting and would !

In the presentation of
to Romania during FY 1978, ] 2 Lot f the World
rai d objections based on
their reluctance to supply @
Bank could be sure of its creditworthine
million in IBRD loans in PY 1978). Manas
the World Bank's position on Romania is
15 to aid it in its lack of convertit

3. Program Lending

Program loans are
resources to support d 1ent 2 t J tively
achieved by financing investment projects provide
foreign exchange for financing > credi relief
of a natural disaster, or simply elle
of trade balance or overall balance-c payme condit
By charter, such loans are not > 3 @) under

cumstanc however, such tern zen construed rathe:

erally. Program lending by th ~1¢ (IBRD and IDA
combined) has ranged from 2 percer percent of total
lending during the past 5 ye - . IDB, it is les 1
percent; ADB and AfDF do not ake pro cans., They
difficult to monitor to conf

are
v funds are put.

In 1977 after brie Qard iscussions of two prog
loans to relieve balance [ (Jamaica a
Tanzania) wherein it was pointed out . am loan
being used as a substitute for a tranche dra ¢ m IMP
that there was a lack of rdination with

agreed they represented a deviation from polic

review of Bank policy with the d was summ
agement’'s announc nt that future

be reasonable, that c »r coordination

desirable,

i lo

that there

loans

raised

an approj
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project manager had no records fro
any breakdown of » expenditures

foreign exchange costs, but said the
all costs incurred in the prajec
international competitive bidding
firm was interested in bidding.
appears many proj« s may involve
costs which are not appar . in docu

management and show up
of the total amount: local cos:

16 percent range s wn above) .,

time of formation of
ited States that pr 3ed for re
2rning : : st Einancing,
3 of control over the use of fu
primarily expended

sm Le

The World Bank and IDB
ADB and AfDF have not. It has
of total World Bank lending
slightly greater in IDB lending
1978, the World Bank, following
lending, prop > ]
Bank lending in view o
imited nu f countries
for suc s | 1light
other dev opme| A cts; (c)
sts of workine 1 superv
finding that most h proj
source of foreign exchange
M courx r Private capital mark
that promise commercially profit
approved the recommendation, givi
contributory financing
companies or thre
for such inves
to time at IDB
projects

The Investigqative
country fin
loan--a $36 million
building housing ¢t
photograph, the projec
implemented, and was integ
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Existing businesses in the adjacent city were not permitted
to move into the new park. It could not be determin how
the new business enterprises were selected, though one was a
relative of an official of the borrowing entity

An industrial loan on which records were examined
IFI headquarters and which the Investigative Staff
to visit before the trip to Mexico was de
reported, was a combined IDB/IBRD loan in
to construct a steel plant at Lagzaro Card s, Mexico, at a
first-stage total project cost of $678.5 million. Of the
total, foreign exchange requir $310 million met by

inte

the two IFI loans plus bilateral credits froa
British Steel Corporation was

advisor. Funding w to a G

created in 1969, through the National

plant was to achieve a 1.1 ll1ion-ton ¢

was for the dome i : t was the X
steel plant financ DY ther bank since early

War-11 reconstruction da steel plant built from

uvpon a green field, instead of expanding an existing

At the time of approval, gquestions raised b ;

Directors included (a) whet petitive

sufficient to warrant such an addition to

service burden; (b) pansion of existing j

f sible in view of substantial infrastructure required
(construction of port and railroad urs as well as a town);
(c) training problems of workers drawn from the rural country-
side and (d) deviation from usual bank policy in allowing pref-
erence to Mexican components of forelgn bids instead of o
total bids, In addition, the then U.S, Executive Dir

nine countries.

nly on
ctor at
IBRD had raised questions to Treasury Department; nanely (a)
depres 1 condition of U.S5. steel industry; (b) la coal
and coke supply at site; (c¢) Mexico's steel-pricing prackices
protective of high-cost producers; and (d) his information

that the project was a political deal. Information received

by the Investigative Staff from IFI staff personnel was that
the political overtones referred to the strong desire of

a high government official of Mexico to ac lish the new con-
struction in the home region of a former h government ficial
who had a relative working for the steel company and there was a
strong appeal for both IDB and IBRD to participate in the financing

Cost of the Eirst ge the project overran &

nercent. A proposal for a s stage loan | 1976 £

million from each bank [ } and IBRD) to

capaci to 3.3 nillion appri

a $3.6 billion projec Ho yer, in 1977
ration had t: ¥

the twa loan commitments

adninist

Production in 1978 originally es xd at 500,C
tons will run about 360,000 tons with 80 to 100,000
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largest single
slopment finance and since the 1960s
in sectoral 1ing from infrastructure
transportati and to agricultu:
predice s ts case 5 percent

t need

and to reduce absolute poverty

produc

poor i those i The ne T financ
of LDCs wing oil exporters P ojected at
bill 19 $30.3 billion
and .2 billion in poor count

is foreseen for Portugal, Roman

uguay .

per year in real ter » 5 growth
about 12 perce i S AL or a »od to double capi
about

selec 1
y officials c erved that on receiving 3t
increase, the World Bank would be able to operate initely
at its current (FY 1977) level of lendi without ever coming
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The overwhelming majority F Boar > historica
have been taken on the basis of consensus rather than thi
formal voting. The Executive Directors tr ionally X
the Chairman (Presi the IFI1) to seek informal
on any contentious is before the issues are pr
the Board for formal action. At IDB, the
into a C i 2¢ 0of the Whole for infor
i \ : ons are regularly . at
and Af there is no particular format for inforr
Executive Director o not have * range of expertise to
examine al

oL

of the technical ts of individuval proj

1
presented for approval but use such j sentations as

raise policy questions or sues which management
under consider: There 3 no tutionaliz
I 2 sed, though
: i i there I nted the Board
outlining management's position.
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cumentation, oft

to the Exec C are toao late ) armit them
effective in informal cont: of their counterparts prior
the consideration of the ue Al close of the IFI
fiscal year, it is not unu 1 for Treasury pers £ to
receive double or the normal volume proposal
for review and analy aew days' tim

é Y Submits
loan proposals and other

endations, to meetings of the National .
(NAC) and/or the Development Coordinating Committe
from which flow the 1inst tion to the Executiv
on how to cast his vote. On human righ
mendations are supplied by the Interagenc

i Assistance, usually refe

which will be discus

report dealing w

NAC, originally creat by the Bretke
Act in 1945, is an advisory b« which rev
transactions and programs to coordinate
to assure that the IFIs are conducted
policies and ob
are g sury, State, Com
Export—-Import Bank. USAID
cipated in the loan review
such as Agriculture and Defens i
issues arise involving their sts. th the
ment of DCC in 1978, NAC's responsibilities have

'

be

The framework of a DCC was described in the Internat
Development Cooperation Act of 1978 (H.R. 10691) under
consideration in the last Congress but which did no
Pursuant to a May 17, 1978, White House directive,
created and became effective in July 1978. It a
responsibility for review of all individual loan
the IFIs as well as of guestions on economic a

ional

88

issues., NAC has retained consideration of new capitalizations
and replenishments, IFI borrowings, annual budgets, and broad
policy questions such as proposed changes in IFI ch

The regular members of DCC are Treasury, St
Commerce, Labor, Agriculture, Office of Manage
Overseas Private Investment Corporation, Na io Security
Council, Office of Special Trade Representative & ACTION.

DCC is chair by the USAID Administrator who is responsible
for annual preparation of an aid policy stateme ine

the different types of aid to be sought from tk

will relate to each other and will be used. He also

present to the Congress a c rehensive overview of

how
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11 public
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The general practice each of th ions has bee
the Bo of Gove 5 to delegate 3 its authority
'd of Executive ectors. 1 me cases, Executiv
e appoi i individual me Br G “nments; in
are e :ted by the gover s of a gr of member
By charter, the Board tecutive tors is

the p ipal decisionmakinc i esidence at

the IFI headquarters, vide for
ident who, as chief I ati officer, cc cts the
ary busines the institution under the direction of
Executive Direc

Board of cutive Directors and the
stit Jointly submit an annual ort to the Board
s evidence of their ac int 3 or operations
r the year. The annual report
iblic document and is given wide distribution.
atements of financial condition and of profit
distributed.

The annual reports are quite c rehenslve on the subject
matters covered. They provide tens > data on (1)
current year's activitie bot can and general m
(2) borrowings and finance, statements of financi:
sition, and (4) various statistic annexes. The financial
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ion by an independent public
tional reputation that they tested the
that, in their opinion, the financial
the financial Dsition and the results
operations f the year.

and
fairly

The Board of Governors of
meets once a year to handle suc
before the Governors. Attend:
invitation. Attend include
development specialists and org
private banking community, and
tution. 2 are open and ¢l
meetings are well publicizec
2 15, and there is reasona
nt of capital® negotiation
eting of tt Board of Governors.

The Board of Executive Directc

2ssion at the princip office of eac

inctions in
*h institution
the institution may

3 15 generally limites
Rirectors, ¢ the Presid

Lo manac erned wit the

discu » The minut of such meeting
distribution within the institution

distribution.

Attendanc

documentation and records whicl
per actlions and decisions
are consi  fi e in-house
documents are st to show that t
use in the dis f of the bus
There are other documents, su
papers, sta : agreement formats, sel t
sional monogra on development topics, e
available for external informational purposes
In s Y+ in respect to the broader
ountability, he IFIs tend to ope
5 than institutions operati

s of public
lke private
tic o
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than pu [ itability.
mation, records and dac
within each "I and not

umenta
normall
annual rep press rele
and tech

ages,
¢ the main
The "evaluation"

changeab that reference




audit of a project often means a review of its 2ffectiveness
rather 1an an accounting of funds. In this report tldr‘l—
tional efinitions are adhered to in that audit re s to the
methodical review and verification of rec yrds un
evaluation refers to the study and appraisal o 1 rth of
a function or of its product. Both audit and

Functions of each of the IFIs are described in

dealing with each IFI individually.

ne form of overall public account ;hil;ty
nized by the IFIs, the prim ary concern of m
ccountability to its top executives, to the C
Board of Executive Directors. IJIa\.}]. ic account 1.|ilpty is
ared largely to pporting the IPI's financial reputation
as to continue to merit confidence and s -anding in the world
capital markets.,

Management Controls

Generally effective syste of management cont r')I

operative in all of the I ¢ With World Bank'®

rhaps the St sophisticated. significar
the busine of making and monitor g loans are
of propo loans, negotiation and ar oval, and s 1 o :1\-Lnn
of proje implementation. Each the IFIs substantial
time and fort into these three s . I
that proper juodgments are made t the de opment and
implementation of the project s nistrative 3 to
attirm such assurance are responsiv to manag 2N ot to

Sha
the
t

t

E % & Directors ot chan i :riodic evaluation reports

on the effectiveness In discussing

processes heretofore in the report, de

have been pointec --the lack of information di

the E utive Directors (whether institutionali 1 ¢

the essentially pro-for or "rubber stamp" approval

of loan proposals presented to the Executive Dir

lack of input by Executive Directors to budget forx :

and 1_’\ S-year lending programs, and the lack of dir >t

by -: 2cut 3 TliL'—’-\‘tu‘r\' to files and work documents
ncluding country planning document
showing how a loan project is ari

The practice of carryi a loan I_‘Jl'li!‘L'l'. Ehrough the
tiation phase with the bor: r befq = T : for
val to the ecy ve D actors anu» |r at IDB where
otiation follows ¢ rd approval), with the ap rent tacit
understanding that all loans pr nted will be 21,
that expression of views of Executive Director !
ponents of any proposed loan will be taken into co
management only in the formulation of future 1 yans.
a ;lfcacl_'ii_:ru_l viewpoint, st expressions may not have
effect for considerable time, if at all.

means
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E'-u[':(‘t‘.'s f p rojects is a m f 1 Ronitoring
of the borrowe " *E activity and embraces he control
on use of bank-provided funds; a continuous review of borrowers'
adherence to loan agreements technical and
with project implementation, including aid
procedur and in administrative probl '
to develop their own Institutions;
improving the 1k's future operations,
of supervision effectiveness at the
that bank staff had widely differe I
of the ing roles is most importe
the technic: o be n

1at two i
istance aspe A much
loan covenants as the pr B 1
viewed supe imarily as

Project supervi
by bank management. The
involvement with
supervision docum
external audit reports or Orrowers,
borrowe concerning 1 8 in the
able to Executive I z 3 In add
of the supe 510 't b inager
to the Boar 1 Executive Directors
arm for wnagerial sight, should have
to bank doc nt W activiti i C
input 1t
of the b:

Need for Central Internal Control :chanism

None of t
operating ms
funcktion), t investigate
suspected irct arities, pos
of internal regul
sensitive matter:s

are handl
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project funds which ar ly a part otal receipts or
available ag 3 reflected in the 1nancial statements.
only exceptions were three relatively a s whose
busine was dispensing the project fu P W O other
onies as yet, so that ine in

annual reports did relate directly ¢t > of the project
~ In these three, auditors r corded exc S such as
erificatio > i d set:

inventorie no internal control procedure onverification

schedules not made available, no v

Of i

f s : the absence Proper records, etc. ! h proper
followup procedures in the normal rgse of 1
would require corrective action to tighten a
the borrowing entity, the aforementioned study of effectiveness
of super lon indicate that reliance not aced upon the
auditing s ndards in using the submitted re rts as an

junct to supervision. The need for more rect auditing of

j with accounting for utilization of the funds provided

iewed in the succeeding sections of the report dealing

Wwith each IFI's audit procedures and wesz inesses therein.

The Alternate Director of IDB, after learning of the
efforts at the World Bank ¢t make a group of t audit reports
available, addressed a letter dated February 1, 1979, to the
Investigative Staff stating that he was willing to initiate
the nec iry procedures with IDB management to s wi
audit reports on IDB projects that had been made publ
borrower countries might also be made 2 ailable, Inasmuch

tant report was then in tyYping and as it had taken the
Ban 3 months to go through that pProcess, no action was
(The request for the audit reports of individual projects
submitted > the World Bank, IDB, and ADB on October 27,
and had been denied by IDB on November 28, 1978.)

lorld Bank
General Institutional Procedures

The IBRD management staff performs all management
functions for IBRD and IDA; IFC h its own oper ating and
legal staff but draws on IBRD for certain administrative ang
other servi The World Bank conducts its bi = on a
highly centralized basis While there are some personnel at
various field locatio throughout the world, the principal
decisions are a headqu ) function and most opraisal,
technical assistance, an supervision missions to field sites
are from headquarters. Field st Ef mainly for liaison
contacts and followup work afte a headquarters visit. From a
management viewpoint, the World Bank is tightly controlled in
the areas of pProgram planning, budget, finance and operations.

The IBRD has an operating manual and other written
guidance which prescribe the systems and procedures to be

]
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followed in the c its busine

developed ot i al structure which inc 28 six
graphic areas, a finance department (programming and
controller, treasurer, and internal audit), dej
administration, organization and per le

and a department for operations evaluation.

As a general 14 the BExecutive Direc
key document alated to the discharge of »
ities. Many cuments d ped by the
not distributed or avail

mple, the country pre m 3 (the
defining the IBRD's posture toward
which assistance is contemplated) and
:rvision reports are not ilable
Also, there is an > tem of
doc
ared by nt
ribut i and review. Only
3ion, cleared for distribution to the
available to them,

Inasmuch as the
the ating Func
Directors, and
pres M ward the s e objective

that a freer exchange information between

helpful in exe
Internal Audit

The Internal Audit Department (IAD) is one
departments und the Office of
The Director, IAD, has access
and to the Executive Direct
through the Joint Audit
which has oversight
auditing.

The IAD servic 2 IBRD, 1IDA, and IFC. Its func-
tional stat nt provid that the department will furnish
management with periodic, independent, objective apprais
and audits of financial, accounting, adminis
other activities. The functional statement is
consistent with the current approach to internal
L public sector except for the placement of
function and the 2 E emphases on operat

With respec > the placement of
IAD reports to the same officer who has
the three departments that handle the main
of the Bank. A high proportion of IAD's wor
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1 protection of assets. The
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*ring the size of the
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ial. All
account ants in l'Eﬂ_‘

S,
annual a. t progra Pla s done witl
of a multiyear plan
audit of field offic
portfolio and large ¢
proposes 27 audits. IAD
¥ epor i FY 1977, and

The type of coverage currently being effected
can be seen from 1 following

recapitulation of repor
issued in FY

Number
Coverage
Reviews of Fie )Efices ---

Leave, r and Other Staff Benefits
Cash, Inve nents, and Other Assets

Computer Oper:
Program Activitie
Administrative




102

In gener: *ach internal audit report
of fice audited. C N tribute to a 11

bank offices o© shat ughly might be terme
IAD does send opies to the Executilve
Joint Audit C ittee f Board does review se
(usually tw reports per year) to satisfy itse on
£ ce, One copy of e IAD au repor 3 n to the
ern: auditors for : e in r C O ting upon

internal audit

The internal . ‘reports i 2d i *Y 1978 appear
aningful, 1 and c t ith IAD functional
sibilitles, I'he gative Staff ned a repre-

ion and

As ly yted, the internal audit

jenerally is directed primarily toward Einand

trative matters. It is bellev the Bank

served if dit coverage was expanded throu e . 3is
: al auditing and through selectec

rational Auditing

The trend 1 internal auditing in recent

to perform more operational audits go into p jE

3 jement substan in addition t aight ncial

ational auditing Xxamines ] ari Yy ¢ management

ntrols over oper: ns " SOUrc t n if they
are functioning pr : effective doing s0, Op«
tional auditing is di »d toward appraising performance
evaluating efficiency, economy, and effectil : For example,

14 =

it might guestion stly or inefficient p¢ s andd procedures,

inordinate delays, duplication or overlapping efforts, over-
staffing, faulty buying practices performance of work of little
enefit or purpose, inadequate work performance, dec sionmaking
weaknesses, etc.

1AD has done sor f is type of auditing. .8 recent
"Audit of Bank Loans - Supervision" for : yecific

geographic area 3 an illustration of a broade: a review
that beyond financial auditing and into operational matters,

The World Bank does not have a department that makes
regqular reviews of an entire department or function to apprai
efficiency and effectiveness and to identify operational
weaknes s that may exist which have not received jequate
management attention. IAD would be a natural partment for
sstablishment of such procedure.
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Given the nature of a multilateral
considerations in carefully selec ting
avoid giving anyone offen is understanc
bility procedures simply do not work i
findings are not permitted to cle arly s
learned can be applied to policy change

Ca Inter-American Deve lopment §

1. General

Institut ional Proce

In broad terms, IDB' system of
similar to that of the World ank though
appear. Among them are a greater of
(one in each borrower country), submissi
to the Board of Executive Directors
the loan, and a level of evalua
to the Board of Executive Directors

The office of the President

offices (External Relations Advisor and Contr
dominantly executive departments (Operations,
Analysis, and Economic and Social Deve
departments (Legal, Administrative, Se
Programs)., The field offices report to ti
(geographic) divisions of the Operatic
monitoring and supervision of loan proj
sibility between headquarters and field staff

Loan proposals are submitted initially
Directors for discussion with the Board me
their capacity as a Committee of the Whole

In the event that Committee raises questions

respond to or suggests modifications, man: ent thereupon may
withdraw the loan in order to later respo to the

raised as well as to consid any modifications proj

Changes or modifications suggested by the Committee of

Whole may or may not be made by management and the Propos

loan may or may not be ultimately presented to the Executive
Directors meeting as a Board for formal approval, though the
vast majority of loans considered by the ( ittee of

Whole are subsequently considered by the Board for forr
approval. It is through s e a . Ve

soft loan, under the Fund - Specie erations, can
effected without bein a5 a veto, i.e

stronqg objection pre 1ted during the meet

of the Whole that management withdraws

does not later present it for formal

Such occurrences are rare but allow t f

of a member country not presented with for »

Board of a loan sed for its benefit. Also, ¢t is no
clear record of such instances inasmuch as reasons f a loan

£af.s
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President. The organizational a Ang el
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policy, it considered itself vulner

riticism. In February 1978, the W
travel in the short zone (flig

I 3 and in the long

a and ia, Africa,
1@ class of travel is r
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Staffing Patterns and Remuneration

1. Staffing

As stated earlier, pers
contractual servic
75 percent of IFI administrative
excluding consultants and contracti
68.4 percent of the World Bank adm
percent of IDB's, and 70.0 percent of ADB's adminis
budget. The following table illustrates the number

employe professional and supporting, budgeted

cach of Is for the most current yea for whicl
were available.
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IAN DEVELOPME
-ALE A5 OF

ident -==—=--
President
acutive Directors
Alternate ecutive

Directors —--——=—===--

nals
$38,560 42,170
36,250 41,110
12,345 18,630
28,242 16,249
23,990 12,345
20,692 28,242
10,454 23,990

Nonprof
8 - —_— 4,173
T - 3,383
2,816
2,378
2,059
1,759
1,557

1,345
Total
individuals may 50 receive a dej

sentation purposes we have included
family of four.

Under the provisions of Section 3-B of
Bank Act, the U.S5. Executive Director i
and allowances equal te those authori
- within tHe meaning of t} For

ensation
ission,
1946.
Executive Director is entitled t« cefve 1 ifferer
$52,500 salary of a Chief of : y an the Al

salary for an Executive ; ($40,800). e alsq

residence provided by the U.S. Treasury Department.
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tifies, in part, premium salaries
at midcareer, although the above
last 7 years revea that I

new professional emp rees during that per rre under

at time of hire.
and Nature of

budqget, and

IDB and ADB

public
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Thus, the package of fringe
according to the Hewitt report £
that of the U public organizations
direct salary remuneration.

Benefits in the World Bank Group adminis
for FY 1979 are $74,201,000 including IFC
totaling $69,674,000 represent 37 perce
costs for FY 1979 of $186,836,000, or,
fringe benefits represent 59 percent of
personnel cc s in the budget of 5117,
ratio than iown in the Hewitt report
down the salary scale into the nonpro
ratio of benefits to salary grows larger.

The World Bank administrative budge

fringe benefits with the corresponding
1979, as follows (in thousands):

Benefits Amount

Post Allowance and Local
Staff Costs ——-—ccoeeee e § 5,999

Dependency Allowance —-----—=--—-=- 5,021
Retirement —==—cceccmmmc e 32,207
Tax Reimbursement --—---- - 20,817
Health Services ==————cmmmmaa__ 4,540

Education Grants -——==-—=emaa-. 2,612

Other -—====c—cwa-- 3,005

Total

IDB budgeted for benefit costs of
FY 1979, or 45 percent of the remaining
$38,301,000. The following sched
except that the $3.8 million in g
in field offices was not separately itemized.




Amount

Benef its (000)
Tax Reimbursement --——-—--
Dependency Allowance ----
Retirement Contributions
Life and Medical Insurance
Home Leave Travel —---—--
Travel Benefit Program -~

aff Development —————-—-
BEducation Allowance
Other Benefits ——————ue-

Total Headquarters Benefitsg -

Field Office Benefits ——--

Total —=——em e

ADB benefits are $5,045,000 in the FY
budget, or 38.4 percent of the remaining
$13,129,000. The cost of benefits to ADB
reduced by the absence of tax reimburs

included in the World Bank and IDB ber

following schedule itemizes FY 1978
ADB :




Benefits
Retirement ———-—-—w-—
Life and Medical Insurance ----
Education Grants ————==-
Dependency Allowance ------
Rental Subsidy --—-
Home Leave -—======-
Welfare and Recreation —----
Staff Develop
Staff Benefits Total

Board of Directors and
Supporting St: Benefi

IF1 contributions to employees' pension
the largest single benefit cost at each bank--
the World Bank, 29 pe nt at 1DB, and 40
following schedule compares both employers ploy
contribution rates of the World Bank, IDB, ADB, and the United
States civil service, showing the salary scale on wh
contribution is based (net or gross):

Institution Employ: ployer

World Bank —=-==—-=======- 7% gross 14%

gross

Inter-American
Development Bank - 7 2/3% net 15 1/3% net

Asian Developn t Bank 9 1/3% net

vil Service —=---- 7% gross

Pensions under each
either the method and/ox




annual pension income. The World Bank plan is bas on

2 percent of gross salary per year of service. For purpose

of determination of retirement pension, all loyees of the
World Bank have their salary "gros ed-up” ! the same
premise as used for fixing a gross taxable salary for U.S.
employees because the retirement pensions of virtually all
former World Bank employees are subject to income taxes in
their home countries, and employees of all other nationalities
are thereby kept on an equitable footing with U.S. & oloyees.

IDB's plan is based on 2.5 percent of net salary per
year of service which, according to the Treasury Department,
is roughly equivalent to 2 percent of gros incom The ADB
plan is based on 2 percent of net salary and thus is the
least generous of the three IFI systems, (As will be seen
the discussion of tax reimbursements, there is no grossin
of salary for U.S. employees at ADB and no provision for
reimbursement.)

2. Tax Reimbursement

Each of the IFIs has been organized with the intent
of equalizing or eliminating the effects of assorted tax
structures on staff members in order that employees' remuner-
ation be equitable., The Articles of Agreement preclude
member governments From taxing staff members' bank compean-
sation except for the member countries' own nationals., 1In
the World Bank and IDB, most countries have waived the right
to tax their own nationals. The United States, France, and
the United Kingdom have retained the right to tax their own
nationals employed by the IFIs when actually working in their
native country; further, the United States taxes its nationals
wherever they reside. This leaves the United States with the

vas jority of taxed nationals employed by the IFIs. A
system for tax reimbursements has been devised by the World
Bank and IDB to offset the effect of income taxes in order to
maintain equity of compensation amony employees,

Tax reimbursement is accomplished by "grossing-up™ the
salaries of employees subject to income tax to a hypothetical
figure which, after tax, would produce the same net salary as
paid all other employees. The amount an employee's salary is

sed-up currently is based on an as ption that employees
standard deductions in arriving at their tax liabilities.
cally, after payment of taxes using standard deductions,
the employee is left with the intended equivalent salary which
1S suppos to be net of taxes. The difference between net
and gross salary is paid the employee as a tax reimbursement,

For the most part, those receiving tax rei

based on standard deductions are, in fact, being o
parison with their fellow employees who are nati
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Housing loans are for a maximum period of 12 years
and the interest rate is the same as the Federal Housing
Administration mortgage rate in effect on the date the loan
is approved. loans other than for housing are for furniture,
university education for children, and continuing education
for staff members. Furniture loans are at an interest rate
of 8 percent per annum and have a repayment period of up to
years. The loans for university education for dependent
children are at an interest rate of 4 percent per annum for
staff members in G-IV visa status and Ffor the remaining
staff members the rate is 8 percent per annum, all with a
max imum repayment period of 6 years, The staff members'
continuing education loans are intended for tuition and
books and are provided at an interest rate of 4 percent per
annum with a maximum repayment period of 6 years.

The primary purpose of the housing and furniture
loans of the World Bank is to assist employees in purchasing
their first house and furnishings in the Washington area.

New employees normally do not have established credit upon
arriving in Washington that would enable them to obtain loans
on the open market. Another problem facing the IFI interna-
tional employee is currency exchange restrictions in some
countries that preclude citizens from removing Ffunds from
their native country.

IDB housing loans are made from the Staff Retirement
Plan and as such are considered part of the investment
portfolio of that plan. The outstanding balance of the
housing loan program as of October 31, 1978, was $432,317.82,
according to the IDB Personnel Director. IDB emergency loans
are made in exceptional circumstances for reasons that are
beyond the expectations of the personal family budget.

The IDB personnel manual states, "The Bank provides
financial assistance to its employees, in the form of salary
advances, for the purpose of giving economic help in handling
obligations of an extraordinary nature involving the estab-
lishment of a new home or an emergency situvation." Eligible
employees are entitled to request up to 1 month's pay within
a period of 1 year from the date of appointment or relocation
to establish a new home when assigned to a new duty station.
Regular employees are also eligible for salary advances in
emergency situations created by extraordinary financial
obligations which cannot be resolved through normal credit
institutions. The amount of advance depénds on the nature
and circumstances of each request, .

ADB makes special salary advances on compassionate
grounds with the amount of the advance and the interest rate
determined by months of service. An employee with 6 months'
service may receive 1 month's salary repayable in 6 months
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primary or secondary education level to make two round trips,
usually between duty station and school, per academic year.,
In the case of higher education, one such round trip is
authorized, plus one additional round trip for every 2 full
consecutive academic years,

Educational benefits are provided by ADB to all
professional staff members serving outside their home country.
Grants are 75 percent of the actual cost of education per
child, not to exceed $1,500 per child at the duty s ion and
$2,500 per child outside the duty station. 1In ddition,
education travel grants provide the eligible child one round
trip during the first service year, one during the second
service year, and one every 2 years thereafter,

Another IFI benefit cost is staff develc nt
provides for new employee orientation, material conc
duty posts, and both internal and external training.

t which
erning

Each of the IFIs provide funds for em
and recreation; in the case of the World Bank ,
includes a subsidy to the employee cafeteria and Be
parking. 1IDB likewise subsidizes employee parkine At ADB,
welfare and recreation is a line item in the bud and is
described as providing employees with recreation
nities as well as social functions during the year.

The World Bank provides a program under which the
employee's spouse is entitled to accompany the staff ; Ty
on a business trip at bank expense after the staff menber has
spent 150 days on official qualified operational travel
outside the duty station in the first 3 years of enploynent,
or if beyond the first 3 years, after 200 days of eligible
travel has been accomplished during a given year. 1IDB has
substituted its former spouse travel program with a travel
benefit program which is also designed to take into consider-
ation the hardships created by prolonged frequent travel,
Under this program, after an employee has accumulated 200
days of eligible travel away from the duty station, he nay
receive $900 and 5 additional days of vacation. ADB does not
have a “"spouse travel" program.
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As can be seen, there have been but two instances when
analyses by Treasury and Agriculture Departments and consid-
evation by NAC resulted in an instruction to the U.S. Executive
Director to oppose the project. Neither, of course, resulted
in disapproval of the loan, In reviewing the documentation
of each of the analyses conducted, it was found that thorough
and probative reviews were made by Treasury and Agricul ture
personnel.

In the case of the s - project in Swaziland, it was
pointed out that Swaziland would have to obtain an additional
1

S

quota under the International Igar Agreement to export the
output of the project which was doubtful with other developing
countries vying for shares of the hardship quota available in
1979. The project was for a new sugar mill to produce 120,000
metric tons for export, The threat to U.S. producers was not
expected to be substantial in light of the then i end ing
International Sugar ement, but the potential financial
losses to Swaziland made the loan a financial risk which
could have been reduced by expanding existing mills rather
than constructing a new one in a period when the world sugar
market was entering a depressed period. It was also pointed
out that the high cost ($41,000) per job created by the
project suggested that alternative investment possibilities
should have been reviewed before putting the project forward.

The other negative voting instruction was for a project
in Malaysia of which $3 million was for facilities that would
increase palm oil production by 1990 by 14,000 metric tons,
all of which was for export. It would contribute to the
planned expansion of Malaysia's exports of palm oil which are
expected to increase from 1.6 million metric tons 1977 to
3.5-4.0 million metric tons by 1990. Because the additional
export volume could result in downward pressure on oil prices
with resulting adverse effects on U.S. producers of soybean
oil and because the substantial increase in production in an
already established industry represented a poor use of IFI
resources, the United States opposed the loan.

The $60 million IDB loan to Mexico, shown on the foregoing
chart which was not opposed by the United States, had both a
sugar element and citrus element in it. Analysis showed that
anticipated domestic consumption of sugar and citrus products
was projected as greater than the added production s pported
by the loan. However, in analyzing the individual components,
it was unclear that that would be so in the case of limes.
Because of the relatively small market for limes, substantial
import to the United States now from Mexico (believed to be
around 25 percent), and th lack of reliable data from Mexico
on citrus production for export, it was believed that injury
to U.S. producers could result unless it was firmly established
that none of the added lime production in the project would
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Review of minutes of discussions of the two negative
votes cast by the U.S8, Executive Director in the previously-
cited listing shows not only a lack of sympathy for the U.S.
position of attempting to protect U.S. producers but a counter-
productive reaction on the part of other Executive Directors.
In each case, other Executive Directors chided the U.S.
Executive Director for attempting to inject political and/or
protectionist considerations into the loan discussion consid-
ering the broad purpose of efforts to aid the development
potential of small, poor countries. .Only when discussed
from a broad economic viewpoint of IFI involvement in commodity
projects wherein future world markets are uncertain, particu-
larly with respect to sugar and palm oil, does there appear
to be any receptivity by the other Executive Directors,

At the World Bank and ADB, there are no restrictive clauses
in loan agreements routinely inserted affecting particular
commodities., Officials at these IFIs advised that in light
of world market projections, care is taken in working up
projects involving palm oil and sugar to assure that projected
world production is in line with projected increases in domestic
consumption, particularly in the LDCs, to avoid a market
imbalance that might adversely affect the economic viability
of the project.

At IDB, a standard clause has been included in agriculture
credit projects proscribing use of the loan resources to
promote increased production of (1) coffee, bananas, or cacao,
or (2) other products intended primarily for export wherein
surpluses exist in the producing country or elsewhere in the
world with the identification of such products to be the
subject of agreement between the borrower and IDB. However,
in a recent loan of $48 million to Mexico in Wovember 1978 for
irrigation rehabilitation, the foregoing clause was deleted
from the loan agreement, over the protest of the U.S. Executive
Director. At the time of the writing of this report, IDB
management was reviewing its policy with respect to the above-
cited clause but had not determined what change therein, if
any, may be proposed.

In field visits to project sites, the Investigative Staff
viewed two sugar projects (one in Africa and one in Asia) and
six palm oil projects (five in Asia and one in Africa). All
had been initiated prior to the legislative provision in
October 1977 requiring special reviews of the three commodities.
The sugar project and the palm oil project in Africa both are
designed for increased export trade with the export markets
lying in other African countries and in Europe. Four of the
palm oil projects and the sugar project in Asia are planned
for domestic consumption, replenishing and/or supplementing
former productivity. The other palm oil project in Asia
(Malaysia) is designed primarily for export to the United States.
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URBAN DEVELOPMENT PROJECT

TYPICAL STREET AFTER DEVELOPMENT
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