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I 
t COMPTROLLER GENERAL'S 
I REPORT TO THE CONGRESS I 

I 
I DIGEST w----B 1 

; WHY THE REVIEW WAS MADE 
t 
I 
I The U S Government 1s relying in- 
I 
I 

creaslngly on multilateral organi- 
I zatlons to assist the economic de- 
I velopment of other countries 
I 

U S contributions to these organi- 
zatlons have increased about 350 
percent, from $0 4 billion in 1963 
to $1 9 bllllon in 1973 Funds for 
bilateral assistance meanwhile have 
decreased about 16 percent, from 
$2 5 billion in 1963 to $2 1 bil- 
lion in 1973 

I 

t 
GAO made this study to determine how 

I 
effectively U S officials have man- 

; 
aged participation by the United 
States in the Asian Development 

1 ' Bank, one of the multilateral or- 
I ganizations 
I 

GAO previously has issued two re- 
ports dealing with U S partici- 
pation In other financial lnstitu- 
tions an August 22, 1972, report on 
the Inter-American Development Bank 
and a February 14, 1973, report on 
the World Bank and the International 
Development Association 

'/ The Asian Development Bank was es- 
I tablished in December 1965 Member- 

t ship in the Bank 1s open to all mem- 
I bers of the United Nations or any 
I 
I of its specialized agencies 

I As of December 31, 1972, the Bank 
I 
I had 37 members--23 regional members, 
I lnclucl~ng 20 developing countries 

IMPROVEMENTS NEEDED IN SYSTElul 
FOR MANAGING U S PARTICIPATION 
IN THE ASIAN DEVELOPMENT BANK 
Department of the Treasury 
Department of State 
and other agencies 
B-173240 

and 3 classified as developed (Japan, 
Australia, and ilew Zealand), and 14 
developed nonregional countries, in- 
cluding the United States, Canada, 
the United Kingdom, and 11 Western 
European countries 

Responsibility for management of the 
U S participation rests with the 
Secretary of the Treasury who 1s as- 
slsted by the National Advisory Coun- 
cil for International Monetary and tcr\l 
Financial Policies (NAC) 

NAC members include the Departments 
of the Treasury, State, and Com- 
merce, the Federal Reserve System, 
and the Export-Import Bank of the 
United States 

FINDINGS AND CONCLUSIONS 

The U S Government's role in the 
Asian Development Bank's lending 
activities involves reviewing proJ- 
ects for financing as proposed by 
the Bank's President, voting its 
approval or disapproval of this fi- 
nancing, and suggesting changes in 
the proJects when it believes such 
changes are needed 

Although recent improvements have 
been noted, such as the earlier re- 
ceipt of information on proposed 
loans, in GAO's opinion, the Treas- 
ury does not yet have a fully 
functioning system for managing U S 
participation in the Bank As a re- 
sult, Treasury 1s not in a position 
to assure the Congress that funds 
contributed are being used 

, Tear Sheet 
I 



efficiently and effectively for the 
intended obJectives 

The current U S system of manage- 
ment needs strengthening in the 
following areas 

--Formal loan documentation on pro- 
posed proJects is received late 
in the loan-approval process and 
frequently sufficient time 1s not 
available to permit an adequate 
appraisal Information available 
earlier in the process appeared to 
be lnsufflclent for assessing the 
soundness of a loan (See pp 22 
and 23 ) 

--As a result of the late receipt 
of formal loan documents on pro- 
posed proJects, the U S missions' 
comments on the proposed loans 
are frequently not received in 
time to be effectively used dur- 
ing the NAC review process 
(See pp 25 to 28 ) 

--Further, NAC instructions to the 
U S Director of the Bank on pro- 
posed loans are frequently not re- 
ceived In time to permit the Di- 
rector to take effective action 
before the Board votes on the 
loans (See pp 31 to 34 ) 

--The NAC review process, the formal 
mechanism for establishing the 
U S poslt-lon on proposed Bank 
loans, has no formal guidelines 
for assessing the 
ects (See p 19 P 

roposed proJ- 

--U S missions could provide use- 
ful information on Bank proJects 
in process and the economic re- 
sults of completed proJects, how- 
ever, the missions have no re- 
quirement to provide such infor- 
mation and very little was sup- 
plied (See pp 29 and 30 ) 

--Regular, Independent, evaluative 

reporting to the Bank's member 
government5 on (1) efficiency of its 
operations, (2) success or failure 
of proJects, and (3) results achieved 
is nonexistent (See pp 35 and 36 ) 

RECOMMENDATIONS OR SUGGESTIONS 

To improve management of U S par- 
ticlpation in the Bank, the Secre- 
tary of the Treasury should arrange 
for 

--More timely, substantive informa- 
tion on proposed Bank loans, before 
receipt of the formal loan proposal 
documents With earlier lnfor- 
mation, meaningful and timely in- 
put from U S missions would be 
possible Many of the questions 
raised during the NAC review 
could be resolved with the Bank 
before the final approval stage 
where the Bank 1s reluctant to make 
changes in the loan proposals 
(See p 39 ) 

--Guidelines for U S officials to 
follow l'n appraising and evaluating 
loan proposals (See p 39 ) 

--Instructions requiring U S mis- 
sions to furnish available infor- 
mation on Bank activities to 
Washington, D C , including pro- 
spective loan requests from would- 
be borrowers and progress in lm- 
plementing Bank proJects (See 
P 39) 

AGENCY ACTIOiVS AND UNRESOLVED ISSUES 

Treasury generally accepted GAO's 
recommendations for improving U S 
participation in the Bank, as did 
other U S. agencies who are members 
of NAC 

MATTERS FOR G'OiVSIDERATION BY THE 
CONGRESS 

The Congress should consider having 
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I 

I 
I 
I 

the U.S. representative to the Asian NAC, and other responsible U S 
I Development Bank propose a program 

of continuing independent review of 
agencies with necessary information 

I 
I 
I the Bank's development activities. 

to determine whether funds are being 

This should provide the Treasury, 
used efficiently and effectively to 

I accomplish intended ObJectives 
I 
I 

I 
I 
I 
I 
I 
I 
I 

I 

I 
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CHAPTER 1 - 

INTRODUCTION 

Over the past decade, the U 5 Government has 
lncreaslngly relied on multilateral organlzatlons as a means 
of channeling resources to assist the economic development 
of other countries U S annual contrlbutlons to these 
organlzatlons increased about 350 percent, from $0 4 bllllon 
In 1963 to about $1 9 bllllon in 1973 Funds made available 
In the annual foreign assistance approprlatlons acts for U S 
bilateral economic assistance over the same period decreased 
about 16 percent, from $2 5 billion In 1963 to $2 1 bllllon 
in 1973 1 

On September 15, 1970, the President submitted his mes- 
sage to the Congress on foreign assistance for the 1970s 
He proposed a malor reorganlzatlon of U S bilateral forelgn- 
aid mechanisms and greater reliance on a multilateral approach 
In the field of foreign assistance, stating 

"The U S should channel an increasing share of its 
development assistance through the multilateral 
lnstltutlons as rapidly as practicable. * * *'I 

"Our remaining bilateral assistance should be 
provided largely wlthln a framework established 
by the international lnstltutlons I' 

The principal lnternatlonal lnstltutlons to which the 
President referred are 

The World Bank Group 
--International Bank for Reconstruction and De- 

velopment (World Bank) 
--Internatlonal Development Assoclatlon 
--International Finance Corporation 

Regional development organlzatlons 
--Inter-American Development Assoclatlon 
--Asian Development Bank (ADB) 
--African Development Bank 

'Figures fo r 1973 are based on requests for approprlatlons. 



United Natlons Development Program 

Each of the lnstltutlons is an intergovernmental entity 
and sts governing body consists of representatives of member 
governments The U S Government holds membership in all 
but the African Development Bank, although the Unlted States 
has made a technical assistance grant of about $1 mllllon to 
this Bank. 

On April 21, 1971, the President submitted another mes- 
sage to the Congress on the reorganlzatlon of U S foreign 
assls tance programs e He agaln emphasized the role of the 
rnternatlonal rnstltutlons and said that they can effectlveily 
meet the lnltlatlves and efforts of the lower income coun- 
tries and that the United States can thus place greater re- 
liance on the lnstltutrons and encourage them to play an 
lncreaslng leadership role rn the world development process 
The President said also that his proposals would bring about 
greater efflclency and help other nations to nncreaslngly 
shoulder their own responslbllltles so that we could reduce 
our direct involvement abroad 

SCOPE OF REVIEW 

We have long recognized the constraints on unilateral 
actlons that follow partlclpatlon in multilateral organl- 
zations 9 but we believe that opportunltles exist for improving 
the management of U S partlclpatlon in the organlzatlons so 
as to improve their effectiveness and thereby contrlbute to 
the overall accomplishment of their ObJectives. We believe 
that th1.s 1s equally applicable to U S partlclpatlon in the 
international financial lnstltutlons 

On August 22, 1972, we Issued a report on the Inter- 
American Development Bank, and on February 14, 1973, we 
Issued a report on the World Bank and the International 
Development Assoclatlon 

This report deals with the various aspects of U S 
partlclpatlon in ADB As dlscussed ln greater detail an 
chapter 3, responslblllty for managing U S partlclpatlon In 
ADB rests with the Secretary of the Treasury The Natlonal 
Advisory Council for Internatlonal Monetary and Flnanclal 
Pollcles (NAC) assists the Secretary In carrying out his re- 
sponslbllltles as Chalrman The membership of NAC includes the 



Departments of State and Commerce, the Federal Reserve Sys- 
tem, and the Export-Import Bank of the Unlted States 

We obtalned such lnformatlon on the Aslan Development 
Bank's operations as was available from the U S executive 
departments and agencies partlclpatlng In the work of NAC 
and from the Agency for International Development (AID) 
We discussed the management of U S. partlclpatlon with U S 
Embassy and AID offlclals in the Republic of China, the 
Republic of Korea, Malaysia, Nepal, and the Phlllpplnes We 
also held dlscusslons with the U 5 Executive Director to 
ADB and his staff and reviewed pertinent records at their 
offices. 

We did not examine ADB operations since this lnstltutaon 
1s not within OUT audit authority, however, In our oplnlon, 
this should not prevent us from pointing out any potential 
problems In the Bank's operations noted In our review of 
Bank documents which were furnished to the United States as a 
member of the Bank 

We did not make an In-depth analysis of the Impact of 
the Bank's borrowings, investments, and procurement pollcles 
and practices on the U.S balance of payments. We did review 
and assess the adequacy of the procedures established within 
the U S executive departments and agencies for appralslng 
proposed prolects and programs to be financed by ADB and for 
evaluating the efficiency and effectrveness with which the 
projects and programs are carried out 

Offlclals of the Departments of the Treasury and State 
denied us access to certain documents which they received 
from the Bank and which they presumably used to manage U S 
Interests In the Bank These documents were refused on the 
basis that they were internal documents of ADB and not to be 
released outside the executive branch Documents prepared 
by the U.S Director for use by U.S. agencies were also 
withheld. It would seem that these documents form a sngnlf- 
lcant part of the total record on which management declslons 
regarding ADB operations were based We believe that the 
documents should have been made available for our review and 
this report should be consldered within the context of these 
constraints. 
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CHAPTER 2 

DESCRIPTION OF THE ASIAN DEVELOPMENT BANK 

AND U S. PARTICIPATION IN IT 

CREATION, PURPOSE, AND MEMBERSHIP 

ADB was, in part, a product of a strong movement toward 
Increased regional cooperation which developed among the 
countries of non-Communist Asia in the early 1960s. Serious 
attempts to organize an AsIan reglonal financial lnstltutlon 
began in 1963, when a resolution adopted by the first Mlnls- 
terlal Conference on Asian Economic Cooperation (set up by 
the Unrted Nations Economic Commlsslon for Asia and the Far 
East) set the machinery in motion which culminated in the 
establishment of ADB 

The agreement establlshlng ADB was signed by'representa- 
tlves of the United States and other natlons at a conference 
held in Manila In December 1965, and the Bank offlclally came 
into existence in August 1966 The Bank opened for business 
In December 1966 and made its first loan in January 1968 
The Asian Development Bank Act (22 U S C 285) approved on 
March 16, 1966, authorized U S membershlp In ADB 

Although much of the groundwork of promoting the concept 
of ADB was done by the Asians themselves, ADB would not have 
come into being when it did without the very strong support 
of the United States During 1964, 1965, and 1966, State 
Department offlclals and the President's Advisor on Southeast 
AsIan Development were very active in Consulting with and 
encouraging the Asian nations and zn promoting membershlp in 
ADB to European natlons. 

ADB's purposes are to foster ecbnomlc growth and cooper- 
atlon in the region of Asia and the Far East and to contrl- 
bute to the acceleration of economic development of its 
developing member countries 

Membership in ADB 1s open to (1) members and associate 
members of the United Natlons Economic Commlsslon for Asia 
and the Far East and (2) other regional countries and non- 
regional developed countries which are members of the Unlted 
Natlons or any of Its speclallzed agencies 



As of December 31, 1972, ADB had 37 members--Z3 regional 
members, lncludlng 20 developing countries and 3 classlfled 
as developed (Japan, Australia, and New Zealand), and 14 
developed nonreglonal countries, 
Canada, the Unlted Kingdom, 

including the United States, 
and 11 Western European coun- 

tries 

MANAGEMENT STRUCTURE OF ADB 

A Board of Governors, a Board of Directors, and an 
admlnlstratlve and professional staff headed by the Bank 
President carry out ADB's work 

All ADB powers are vested in the Board of Governors, 
which consists of one governor and, usually, one alternate 
appointed by each member government The U S Governor 1s 
the Secretary of the Treasury, the alternate 1s the Deputy 
Under Secretary of State for Econonlc Affairs The Board of 
Governors concerns Itself largely with policy matters and 
overall ADB performance, generally on the basis of recommen- 
dations by the Board of Directors The Board of Governors 
holds annual meetings and such other meetings as may be pro- 
vlded for by the Governors or called by the Board of Dlrec- 
tors. 

The Board of Directors 1s responsible for the direction 
of the general operations of the Bank as conducted by its 
President and for all powers delegated to 1-t by the Board of 
Governors Because the Board meets weekly at ADB headquar- 
ters in Manila, the position of Director is a full-time Job 
The Board consists of 12 directors, each elected for 2-year 
terms by the Board of Governors Eight directors are 
elected by governors representing regional member govern- 
ments and four are elected by governors representing non- 
regional member countries The United States, Japan, Aus- 
tralia, and India, each have sufflclent votes to elect 
lndlvldual directors to represent their respective govern- 
ments. The Australian Director also represents Hong Kong 
and Papua, New Guinea, by agreement Each of the other 
eight directors represents a group of those member countries 
whose votes elected him Voting power 1s weighted In pro- 
portlon to shareholdings of subscrlbed Ordinary Capital 
stock. 



ADB’s President 1s elected by the Board of Governors 
for a term of 5 years and the Board of Directors appoints the 
vice-president(s) The term of 3ts first President, Takeshl 
Watanabe, expired In November 1971, and he was reelected for 
a second term 

10 



SOURCES OF FINANCING 

ADB has two separate funds for lending operations, 
Ordinary Capital Resources and Special Funds Ordinary 
Capital Resources are obtained through paid-In capital 
from members' capital stock subscrlptlons, borrowings in 
the world capital markets, Income from Investments, and 
sales of loan participations Special Funds are obtained 
primarily from two sources --contrlbutlons from members and 
a provlslon in ADB's Articles of Agreement that permits the 
Board of Governors to transfer up to 10 percent of the un- 
impaired paid-in portion of Ordinary Capital to Special 
Funds 

Ordinary Capital 

As of December 31, 1972, subscrlptlons to ADB's Author- 
ized capital totaled $2,204 mllllon The Articles of Agree- 
ment called for 50 percent of each member"s capital subscrlp- 
tlon to be paid Into the Ordinary Capital Resources, one-half 
in convertible currency or gold and one-half in the member's 
own currency The other 50 percent was to be in the form of 
callable capital to be used to support ADB's borrowings In 
November 1971 the authorized capital stock was increased by 
150 percent for additional subscrlptlons and became effective 
In November 1972 The resolution for the increase calls for 
20 percent of each member's capital subscrlptlon to be pard 
In, 40 percent In convertible currencies and 60 percent In 
the member's own currency. The remaining 80 percent 1s to 
be in the form of callable capital to be used to support 
ADB's borrowings. 

Since 15 members, ancludlng the United States, have not 
yet subscribed to the addItiona shares of the increase in 
capital stock, the amount each country has subscribed 1s 
misleading Japan has subscribed $542 9 mllllon and the 
United States $217.1 mllllon to ADB's total subscribed 
Ordinary Capital of $2,204 4 

As of December 31, 1972, Japan held 24 63 percent of 
the capital stock and 20.24 percent of the voting power and 
the United States held 9 85 percent of the capital stock and 
8 422 percent of the voting power. When the additional 
shares of the increase in capital stock are subscribed by all 
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members p both Japan and the Unlted States will own about 
20 percent of the capital stock and hold about 16 5 percent 
of the voting power Regional country members now own 
76 482 percent of ADB’s capital stock and hold 73 6 percent 
of the voting power These percentages will drop to about 
62 percent when the addItIona shares of the increase in 
capital stock are subscribed by all members. When the in- 
crease in capital stock 1s subscrlbed, the developing coun- 
tries will have contributed about one-third of the Bank’s 
capltallzatlon and about two-thirds will be widely dls- 
trlbuted among the developed member countries (See app I 
for a llstlng of members, subscrlptlons, and voting power.) 

As of December 31, 1972, ADB had received $539 7 
mllllon in pald-ln capital funds Of this, $26.6 mllllon 
was authorized to be set aside for Special Funds, leaving 
$513 1 mllllon for Ordinary Capital Resources It had 
$31 mllllon In Ordinary Reserves and a total Ordinary 
Capital account balance of $555 mllllon 

ADB has raised the equivalent of $231 mllllon through 
bond sales in Germany, Austria, Japan, Switzerland, the 
Unlted States, Belgium, Luxembourg, Italy, and to reglonal 
central banks It held $9 mllllon In cash In banks as of 
December 31, 1972, and $456 mllllon in Investments, mainly 
time deposits 

Special Funds 

By the end of 1972 ADB had received commitments for 
contrlbutlons to its Special Funds in the amount of $205 8 
million, most of which had actually been made available 
Also, $26 6 mllllon was transferred to Special Funds from 
Ordinary Capital Resources as discussed above, The prlncl- 
pal contributors were Japan with $122 6 mllllon, Canada with 
$27.6 mllllon, Germany with $21 mllllon, the United Kingdom 
with $14 3 mllllon, and Australia with $11 6 mllllon 
Twelve other countries, including the Unlted States, had 
contributed a total of $8 6 mllllon The U S contrlbutlon 
to the Bank’s Special Funds of $1 25 mllllon was speclfl- 
tally designated for the Technlcal Assistance Special Fund 
which had total contrlbutlons of $9 9 mllllon as of 
December 31, 1972 Public Law 92-245 dated March 10, 1972, 
authorized a contrlbutlon of $100 mllllon to the Bank for 
‘Wnlted States Special Resources It These funds are to be 
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used to finance speclflc high-prlorlty development proJects 
and programs in developing member countries, with emphasis 
on the Southeast Asia region, and are restricted to develop- 
ment loans and reimbursable technical assistance As of 
December 31, 1972, no funds had been appropriated by the 
U S Congress for this program We ~PP II for a listing 
of Special Fund contrlbutlons ) 
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DEVELOPMENT ACTIVITIES 

Through December 31, 1972, ADB had approved 116 loans 
for prolects in 18 countries, totaling $926 1 mllllon-- 
$724 6 mllllon from Ordinary Capital Resources and $201 5 mll- 
lion concesslonal loans from Special Funds Disbursements 
under these loans totaled $136 3 mllllon 

In January 1968 ADB made its first Ordinary Capital loan, 
in June 1969 it made its first concesslonal loan from Special 
Funds, 'Ihe pace of lending increased from $41 6 mllllon in 
I.968 to $316 1 mllllon In 1972 Recent proJections by ADBrs 
staff foresee total lending reaching an annual level of 
$600 mllllon by 1975, with a hope for a 50 50 ratlo between 
conventional and concesslonal lending In the seventies 

Ordinary Capital lendlng 

As of December 31, 1972, ADB's conventional lending 
from Ordinary Capital Resources consisted of 72 loans total- 
lng $724 6 mlllzon for proJects In 11 countries Of the 
72 loans, 16 loans totaling $221 8 mllllon were approved 
during T972 Disbursements under the the 72 loans totaled 
$118 7 ml11 ion by the end of 1972 

Loans are currently made at 7-l/2-percent interest, 
before May 1970 the interest was 6-7/8 percent A commlt- 
ment charge of 3/4 of 1 percent 1s also levied on unwlthdrawn 
portions of ADB loans The repayment terms of these loans 
have ranged from 7 to 27 years, lncludlng grace periods rang- 
ing from 2 to 7 years However, maturities and Interest 
rates for most of the loans made to development banks are 
not fixed until each portion 1s credited for a speclflc 
prolect 

Special Funds lending 

As of December 31, 1972, ADB had approved 44 Special 
Funds loans to 14 countries, totaling $201 55 mllllon Of 
the 44 loans, 16 totaling $94.34 mllllon were approved in 
1972 Disbursements under the 44 loans totaled $17 6 mllllon 
by the end of 1972 

Loans from Special Funds are currently made at interest 
rates ranging from l-1/2 to 3 percent per annum and repayment 

14 



terms have r’anged from 12 to 40 years, with grace periods 
from 3 to 10 years For one loan the ,naturltles were not 
fixed until each portlon was credlted for a speclflc project 

Dlstrlbutlon of assistance 

To date, ADB loans and technlcal assistance have been 
concentrated in the sectors of Industry, including develop- 
ment banks, transportation and communlcatlons, public utlll- 
ties, and agriculture, including fisheries and lrrlgatlon 

The Bank’s Articles Gf Agreement state that special 
attention should be given to the needs of the lesser developed 
countries. However, two maJor factors hamper the accompllsh- 
ment of this objective. First, the less developed countries 
lack the expertise to quickly develop prolects sultable for 
ADB flnanclng Second, there IS generally a shortage of 
Special Funds and these countries frequently cannot afford 
the terms of Ordinary Capital loans 

Of the 20 less developed member countries, the 5 countries 
with the highest per capita gross national product (Singapore, 
Republic of China, Malaysia, the Phlllpplnes, and Korea) had 
received 62 percent of all ADB commitments as of December 31, 
1972 
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CHAPTER 3 

IMPROVEMENTS NEEDED IN MANAGEMENT OF 

U.S. PARTICIPATION IN ADB 

This report deals principally with the role played by 
the U.S. Government, as a member of ADB, in dlstrlbutlng Rank 
resources used for flnanclng economic development prolects In 
developing member countries 

In a general sense, the U.S Government's role In regard 
to ADB lending actlvltles, like that of all members, relates 
prlmarlly to revlewlng projects for financing as proposed by 
the ADB President, voting Its approval or disapproval of this 
financing, and suggesting changes In the prolects when lt 
believes such changes are needed. The proposed projects are 
reviewed principally to Insure that they are in accord with 
the pollcles and obJectives of both the United States and the 
Bank. 

The lnformatlon on a proposed loan 1s fed into the U.S. 
system at a point rather late In ADB's project evaluation and 
proposal formulation process Because of this lateness and 
the facts that all Bank operations are located In Manila, 
the Philippines, and the U S management of its partlclpatlon 
1s in Washington, D.C., the U.S. appraisal and declslonmaklng 
process 1s forced into a very short time frame. 

Once financing for a proJect 1s approved by the Board 
of Directors, lmplementatlon and evaluation 1s performed by 
the Bank staff U.S. monltorlng of lmplementatlon 1s sporadic 
and informal Regular, independent, evaluative reporting to 
member governments on efficiency of operations, success or 
failure of prolects, results achieved, etc , has been vlr- 
tually nonexistent 

We belleve that, as a minimum, the U S executive branch 
should have enough working knowledge and data to give firm 
assurances to the Congress that the funds contributed to an 
international organlzatlon are being used efficiently and 
effectively for intended ObJectives. In our oplnlon, the 
executive branch has not been in a posltlon to give such 
assurances for funds contributed by the United States to ADB. 
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PROJECT APPRAISAL AND APPROVAL 

ADB's Board of Directors normally meets weekly at the 
Bank's headquarters to consider loans recommended by the 
Bank President for approval by the Board, Under the Bank's 
management system, a loan request from a country 1s first 
evaluated by the Bank staff and then by a survey team that 
visits the country and prepares a prolect appraisal report 
The projects are developed by the prospective borrowers with 
guidance from the Bank's staff. If the Bank staff considers 
the loan request worthwhlle and the Bank President approves, 
it 1s submitted to the Board of Directors as a proposed loan 
The loan package submitted to the Board for approval consists 
of a set of loan documents, 
mendations of tGe President, 

including the report and recom- 
the proJect appraisal report, 

the draft loan agreement and side letters, and a draft guarantee 
agreement, if applicable The directors normally have 3 weeks 
to review the proposed loan before it 1s voted on at a Board 
meeting. Most of the directors have authority from their 
governments to make decisions on proposed loans We under- 
stand that only Japan and the United States require their 
directors to obtain instructions from their national govern- 
ments on each proposal 

U.S MANAGEMENT SYSTEM 

The U S. Executive Director of the Bank is the focal 
point through which the United States exercises its role in 
ADB. The Director receives his lnstructlons from the Secre- 
tary of the Treasury, who has primary responslblllty for 
managing U.S. Interests in ADB with the assistance and advice 
of the National Advisory Council on International Monetary and 
Financial Policies (NAC) 

NAC 1s designed to coordinate the pollcles and operations 
of all agencies of the U S Government to the extent that 
they make or participate in making foreign loans or engage 
in foreign financial exchange or monetary transactlons It 
1s also designed to make recommendations to the Secretary for 
the guidance of the U S representatives to ADB, the World 
Bank, the International Monetary Iund, and certain other in- 
ternational institutions NAC 1s composed of the Secretary 
of the Treasury, as chairman, the Secretary of State, the 
Secretary of Commerce, the Chairman of the Board of Governors 
of the Federal Reserve System, and the President of the Export- 
Import Bank. 

17 



U S appraisal and declsxon process 

Formal meetings of NAC are held at three levels--the 
Staff Commlttee level, the alternates (asslstant secretarles 
of the member agencies) level, and the prlnclpals (heads of 
the member agencies) level. The Staff Committee, chalred by 
the Secretary of NAC (an offlclal of the Treasury Department 
whose full time Job IS NAC Secretary), meets regularly each 
Tuesday afternoon. The alternates meet less frequently, on 
an “as needed” basis, to resolve issues that have stalemated 
the Staff CommIttee or issues of substantive policy. The 
prlnclpals also meet “as needed ” 

Upon receipt of documents on proposed loans, the U S 
Dlrector forwards them to the NAC Secretary and to the cognl- 
zant U S mlsslon by dlplomatlc pouch The Dlrector also 
sends NAC a telegram which summarizes the proposed project to 
be financed and which includes his independent analysis, when 
appropriate, and his recommendations, based on his staff’s 
appraisal This coverlng telegram should be detalled enough 
to enable the U S mlsslon and Washington offlclals to furnnsh 
comments on the proposed prolect If the detalled loan docu- 
ments are delayed The U.S. mlsslon in the country request- 
ing the loan also sends Its comments by telegram through the 
State Department to the NAC Secretary. 

The NAC Secretary dlstrlbutes the loan documents, the 
Director’s telegram, and the U.S mlsslon’s comments to the 
Treasury Department’s technical staff and ts the other NAC 
member agencies, who route them to their various technical 
experts for appraisal and comment The individual opinions 
and analyses resulting from their work are gathered into a 
single posltlon by each agency for dlscusslon at NAC meetings, 

Although the NAC review of the loan documents on proposed 
projects 1s the basis for determlnlng the U S posltlon on 
proposed loans, the reviews are made by the various NAC 
member agencies without formal guldellnes or craterla agarnst 
which to assess the soundness of proposed proJects 

After the NAC Staff Committee meetings, the representa- 
tive from each agency reports on the dlscusslons and recom- 
mended actions to the NAC prlnclpal or his desagnee Each 
principal or designee then decides which way he ~111 vote, 
and, several days after the Staff Committee meeting, the NAC 
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Secretary obtains the vote of each prlnclpal by telephone and 
prepares a memorandum of recommended actlon and a draft tele- 
gram of lnstructlons to the U S Director for the approval of 
the Secretary of the Treasury 

Declslon lmulementatlon 

The Director’s actions on proposed Bank loans are based 
on his general understandlng of overall U S policy and ob- 
jectives and on speclflc lnstructlons received from the Secre- 
tary of the Treasury Formal approval by the ADB Board of 
Directors, according to its Articles of Agreement, consists 
of voting by the directors U S offlclals informed us, how- 
ever, that the Board follows the practice of the other lnter- 
natlonal flnanclal institutions, in that it does not actually 
cast votes member by member for or against a proposed loan 
Instead, the proposal 1s discussed In the Board meeting (which 
1s conducted by the Bank President as the Chairman of the 
Board of Directors), the directors make comments and may make 
minor changes In the proposal, and approval 1s reached by 
consensus Occasionally, conslderatlon of a particular pro- 
posal by the Board may be delayed by the President at the re- 
quest of one or more directors 

To prevent nation-to-nation confrontations in the Board 
meeting which might damage U S foreign relations and reduce 
the effectiveness of ADB, NAC offlclals told us that U S 
policy 1s to try to avoid opposing formally, or raising 
serious criticism of 9 a proposed loan in the Board meeting 
They explalned that, if the Unlted States found some aspect of 
a loan proposal ob-jectlonable, the Director and his staff 
would discuss It with other directors and the Bank staff and 
would attempt to convince them of the deslrablllty of modlfy- 
lng the proposal before it goes before the Board for approval 
If there 1s not enough time to accomplish this before it 1s 
scheduled to go before the Board or If there has not been 
enough time to study a proposal, the Director may request 
that conslderatlon of the proposal be delayed 

Management of U S partlclpatlon In the loan processing 
system of ADB may be summarized as conslstlng essentially of 
the following steps 

1 Information, analyses, and recommendations on pro- 
posed ADB loans and actions are transmltted to NAC 
by the U S DIrector and the cognizant U S mlsslon 
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2. 

3 

4. 

5. 

It 

Proposed ADB loans and actrons by the NAC agencies 
are appraised on the basis of lnformatlon furnlshed 
them. 

Proposals are discussed In NAC meetings to formu- 
late a recommendation to the Secretary of the 
Treasury. 

The Secretary of the Treasury or his designee 
decides what action 1s to be taken by the United 
States and transmits lnstructlons to the U.S. 
Director. 

The Dlrector implements the Secretary’s Instructaons, 

1s apparent, therefore, that the tlmellness and 
appropriateness of the Secretary of the Treasury’s declsxons 
on ADB proposals and the effectiveness with which those 
declslons are implemented directly affect the quality of 
LJ.S partlclpatlon in ADB. 
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IMPROVEMENTS NE,EDED IN 
U S MANAGEMENT SYSTEM 

As stated earlier, offlclals of NAC agencies have said 
that they try to influence and persuade the other directors 
and the Bank staff to make needed changes In loan proposals 
before the proposals are formally presented to the Board of 
Directors for approval 

While refraining from passing Judgment on the concept 
itself, we believe that the current U S management systeiil 
1s not effectively maklng this concept work A nunber of 
NAC agency offlclals also voiced this opinion 

The U S Dlrector must learn or be informed of problem 
areas in forthcoming ADB loan proposals early enough In the 
project formulation stage to have time to convince the ADB 
staff and management of the deslrablllty of his sclggested 
changes As the Director stated, by the time the proposal 
has reached the Board of Directors, It 1s too late to try 
to Influence ADB management because many plans of both the 
Bank and the prospective borrower have been arranged around 
the project as drafted Changes are dlfflcult to make at 
that time because of commitments that nay have been made 

For this approach to be successful there must be 
(1) sufficient detailed lnformatlon to adequately evaluate 
proposed prolects and (2) the lnfornatlon must be received 
well before the Board's formal approval of loans 

The formal loan documentation on proposed proJects 1s 
received from the Bank late in the loan proposal process, 
and frequently sufficient time 1s not avallable to permit 
an adequate appraisal Informatlon received before this 1s 
not sufficient for a satisfactory appraisal The distance 
factor further aggravates the timing problem Most of the 
Bank's prolect evaluation and proposal process takes place 
at its headquarters, and, except for the U S Executive 
Dlrector and staff who are located there, all management of 
U S partlclpatlon in the Bank 1s located in Washington 

We belleve the lack of sufficient time for NAC's review 
and evaluation of the Bank's proposed projects will necessl- 
tate hasty analyses which are apt to lack quality This 
timing problem may also reduce the effectiveness of the 
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U S Director’s attenpts to Intervene when NAC ldentlfles 
problems in proposed loans 

Insufficient time for appraisal 
of loan proposals 

Offlclals of NAC agencies stated that their respective 
agencies had ample time, usually about 3 weeks, to evaluate 
the proposals, formulate agency posltlons, hold the necessary 
NAC meetings, reach a consensus, and recommend declslons to 
the Secretary of the Treasury in time for him to Instruct the 
U S Director as to the action to take on the proposals 

However) lndlvlduals responsible for actually reviewing 
the loan documents In detail and ldentlfylng problems in- 
formed us that they generally had the documents for 3 days 
or less before their comments were due. Most (generally the 
country-desk officers) reported that they frequently received 
the loan documents on Friday before the Tuesday afternoon 
NAC Staff Conmlttee meeting at which the proposal was to be 
discussed and that occasionally they received doctiments the 
same day their comments were due or after The country-desk 
officers sometlmes received more than one loan proposal at 
the same tine for review, in addition to their other duties. 
They stated that, In most cases, there was not enough time 
to perform an adequate review 

Our review of NAC’s appraisal of 41 proposed loans to 
5 countries from 1968 to 1971 showed that the average time 
available was 3 4 working days per loan Eighteen of the 
41 loans were available for 2 working days, or less, before 
the NAC Staff Committee meeting We noted that, for the 
loans examined, the Director’s telegram, which was intended 
to provide prellmlnary working lnformatlon If the loan docu- 
ments were delayed, frequently arrived the same day the 
loan documents arrived or after 

NAC has had further dlfflculty in performing timely 
appraisals of proposed loans during December, the last month 
of its fiscal year, when the Bank apparently puts on a year- 
end rush to process loans In December 1970 the Bank slgnecl 
more than 50 percent of the total loan commitments for the 
year from Ordinary Capital Resources and Special Fund 
resources 
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The U S Director and several other directors have urged 
ADB management to spread review of loan proposals more evenly 
over the year However, little progress toward this obJec- 
tlve has been made, as illustrated by the following table 

Percentage of Loan Commitments Signed in December 

Fiscal 
year Ordinary Capital Resources Special Fund resources 

1970 59 54 
1971 41 42 
1972 44 56 

During December 1970 the NAC Staff Committee discussed 
and approved 14 proposals from the World Bank Group, 8 from 
the Inter-Amerzcan Development Bank, 18 from ADB, 19 from 
the Export-Import Bank, and 27 other actlons, a total of 
86 proposals, some of which were discussed more than once 
Several NAC agency personnel told us that they did not have 
time to look at some of the December proposals 

Agency comments and GAO analysis 

In commenting on our draft report, the Department of 
the Treasury did not agree that the time pressure on revlew- 
lng proposed loans would result in hasty analyses which are 
apt to be incomplete or that this could reduce the effective 
Intervention by the U S Dlrector when problem proposals are 
identified The Department believed that the average of 
3 days per loan was ample tine for an experienced technician 
to identify problems In a loan document and that, when less 
time was available, the U S Director's summary telegram 
could be used to provide technlclans a basis for drawing tenta- 
tlve conclusions The Department also commented that our 
analysis neglected several factors, such as the avallablllty 
of advance alrmall copies of loan documents before regular 
NAC dlstrlbutlon, the addltlonal time available to NAC agen- 
cies between Staff Committee dlscusslon and NAC vote, the 
right of agencies to reopen conslderatlon if late documents 
reveal issues not identified in cable lnformatlon, and the 
use of telephonic communlcatlon with the U S Dlrector to 
clear up questions before NAC Staff CommIttee dlscusslon 

23 



We agree that 3 days per loan would probably be 
sufficient time for an experienced technlLlan to evaluate a 
loan document, but, as mentioned previously In this section, 
the revlewlng officers sometimes receive more than one loan 
proposal for review at the same time, In addltlon to their 
other dut les We also noted that the U,S Director’s tele- 
grams , Intended to provide lnformatlon when the loan docu- 
ments were delayed, frequently arrived the same day the 
loan documents arrived OI after 

We have taken a broad approach to the SubJect of time 
avallable for evaluation of loan documents, while the Depart- 
ment has taken a narrow viewpoint by pointing up exceptions 
to the general condltlons that exist and the emergency meas- 
ures that are avallable when the time allowed for loan ap- 
pralsal is not sufficient An adequate system of appraisal 
should not normally include emergency measures We belleve 
that there 1s sufflclent evidence that, In general, the time 
avallable for loan appraisals IS not sufflclent 
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U S mlsslons not effectively used as sources 
of lnformatlon on Bank actlvltles 

c-F 

Although the U S mlsslons (1; S cmbassles and A[D 
mlss1ons) generally furnish comments to NAC on proposed 
ADB loans, NAC frequently did not recclve the comments In 
time to fully use them U S mlsslons arc not required to 
monitor or report on ADB proJects, but sometlmcs they are 
aware of a proJect because of AJD’s having a loan to the 
same organlzatlon or gathering material for routine economic 
reports to Washington However, the U S mIss1ons have not 
been Fully used as a source of Information on Bank 
actlvzties 

In particular, AID actlvltles could serve as Informa- 
tion sources In a number of ways First, the experience 
galned In exccutlng projects has increased AID’s knowledge 
of both the economic development and the speclflc needs of 
lndlvldual countries Second, because AID actlvltles are 
sources of information, 
teams from ADB 

they attract vlsltlng appraisal 
The resultant exchanges presumably benefit 

the ADB teams and provide AID with InsIght Into proposed 
Bank pro7 ects 

Untimely information from 
U S mlsslons on proposed loans 

In addltlon to not having enough time to properly 
evaluate ADB loan proposals) NAC agencies have not received 
timely lnformatlon and comments from U S mlsslons 

In May 1970 all U S mIssions in the ADB region were 
advised that thexr comments on ADB proposals were helpful 
to NAC conslderatlon and were welcomed by both NAC agencies 
and the U S Director The lnstructlons stated that their 
comments should reach Washington “well In advance” of NAC 
Staff CommIttee meetings because NAC consultation could not 
be delayed, due to the necessity of lneetlng the schedule of 
the ADB Board of Drrectors 

In our review of 33 proposed loans to 5 countries from 
1968 to 1971, we found that 20 U S mlsslons’ comments 
arrived In WashIngton on or after the date of the NAC meet- 
Ing for each proposed loan and 7 comments arrived on or 
after the date the NAC vote had been taken 
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During our review In the field, personnel Informed Li 
that quite often the loan documents did not arrive from 
Manila before the Staff Commlttee meeting date, in which 
case the only lnformatlon avallable to them was the Dlrec- 
tar’s covering telegram which they felt was not in sufflclent 
detail for their purposes. 

Oplnlons varied among offlclals of NAC agencies in 
Washington as to the amount of lnformatlon received before 
the actual proposal was lecelved through NAC channels 

14e were advlsed by NAC offlclals In WashIngton that the 
AD3 teams that vlslted the borrower country to assess pro- 
posed prolects nearly always contacted the U S. mlsslons to 
exchange Ideas, and, whenever the team did not contact the 
mlsslon, the mlsslon contacted the team Thus, one would 
conclude that, although the mlsslons did not always receive 
the loan documents from the U S. Dlrector before their com- 
ments were due to NAC, they nevertheless had basic knowledge 
of the proJect from which to comment. 

Most of the personnel interviewed during vlslts to the 
U S mlsslons said that ADB appraisal teams usually contacted 
them for lnformatlon during their vlslts to the country 
However, an offlclal In one mlsslon said he was not sure 
that they were contacted by all teams and that In the past 
they had had no advance notice of a team’s visit and that 
the team could bypass them wlthout their knowledge As far 
as we could determine, U.S. m3sslons had never been 
instructed to make contact with the ADB teams 

We noted that the current U.S. Dlrector, who took office 
in October 1970, has started corrective action on some of 
these problems He has personally vlslted a number of U S. 
mlsslons to discuss coordlnatlng the actlvltles of these 
posts and his own staff. He has lnltldted a practice of 
notifying U.S. mlsslons when an ADB team 1s scheduled to 
vlslt the country and he IS attemptlng to bring about more 
detailed dlscusslon between U.S. mlsslons and ADB teams 

Documents on proposed loans are preceded by a telegram 
from the Director summarlzlng the proposed loan, noting any 
problems, and presenting his recommendation. These tele- 
grams are based upon statements made In the loan documents 
themselves, lnqulrles with the ADB staff, lnformatlon 
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U S mlsslons not effectively used as sources -- 
of lnformatlon on Bank actlvltles -- 

Although the U S mlsslons (U S cmbassles ,-lnd A[D 
m1sslons) generally furnish comments to NAC on proposed 
ADB loans s NAC frequently did not recclve the comments In 
time to fully use them U S mlsslons are not required to 
monitor or report on ADB projects, but sometlmes they are 
aware of a proJect because of AID’s having a loan to the 
same organlzatlon or gathering material for routine economic 
reports to Washington However, the U S mlsslons have not 
been Fully used as a source of lnformatlon on Bank 
actlvltics 

In particular, AID actlvltles could serve as lnforma- 
tlon sources In a number of ways First, the experlcnce 
galned In execuilng prolects has increased AID’s k,lowledgc 
of both the economic development and the speclflc needs of 
lndlvldual countries Second, because AID actlvltles are 
sources of information, they attract vlsltlng appraisal 
teams from ADB The resultant exchanges presumably benefit 
the ADB teams and provide AID with Insight into proposed 
Bank pro] ects 

Untimely information from 
U S mlsslons on proposed loans 

In addltlon to not having enough time to properly 
evaluate ADB loan proposals, NAC agencies have not received 
timely lnformatlon and comments from U S missions 

In May 1970 all U S mlsslons in the ADB region were 
advlsed that their comments on ADB proposals were helpful 
to NAC conslderatlon and were welcomed by both NAC agencies 
and the U S Director The lnstructlons stated that their 
comments should reach Washington “well in advance” of NAC 
Staff Committee meetings because NAC consultation could not 
be delayed, due to the necessity of reetlng the schedule of 
the ADB Board of Directors 

In our review of 33 proposed loans to 5 countries from 
1968 to 1971, we found that 20 U S m1sslons’ comments 
arrived in Washington on or after the date of the NAC meet- 
Ing for each proposed loan and 7 comments arrived on or 
after the date the NAC vote had been taken 
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During our review Ln the field, personnel Informed us 
that quite often the loan documents did not arrive from 
Manila before the Staff Commlttee meeting date, in which 
case the only lnformatlon available to them was the Dlrec- 
tar’s covering telegram which they felt was not In sufficient 
detail for their purposes. 

Oplnlons varied among offlclals of NAC agencies in 
Washington as to the amount of lnformatlon received before 
the actual proposal was received through NAC channels 

\Ve were advised by NAC offlclals In Washington that the 
ADB teams that visited the borrower country to assess pro- 
posed proJects nearly always contacted the U S mlsslons to 
exchange ideas, and, whenever the team did not contact the 
mission, the mlsslon contacted the team. Thus, one would 
conclude that, although the mlsslons did not always receive 
the loan documents from the U S. Director before their com- 
ments were due to NAC, they nevertheless had basic knowledge 
of the prolect from which to comment. 

Most of the personnel interviewed during visits to the 
U S mlsslons said that ADB appraisal teams usually contacted 
them for lnformatlon during their vlslts to the country 
However, an offlclal in one mlsslon said he was not sure 
that they were contacted by all teams and that in the past 
they had had no advance notice of a team’s visit and that 
the team could bypass them without their knowledge As far 
as we could determine, U.S. mlsslons had never been 
instructed to make contact with the ADB teams 

We noted that the current U.S. DIrector, who took offlce 
in October 1970, has started corrective action on some of 
these problems He has personally vlslted a number of U S. 
mlsslons to discuss coordlnatlng the actlvltles of these 
posts and his own staff He has lnltlated a practice of 
notifying U S. mlsslons when an ADB team 1s scheduled to 
visit the country and he IS attempting to bring about more 
detailed dlscusslon between U.S. mlsslons and ADB teams 

Documents on proposed loans are preceded by a telegram 
from the Director summarlzlng the proposed loan, noting any 
problems, and presenting his recommendation These tele- 
grams are based upon statements made In the loan documents 
themselves, lnqulrles with the ADB staff, lnformatlon 
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obtalned from U.S m1sslons, and the professional Judgment 
of the Director T s staff. We found, however, that these 
telegrams frequently did not arrive in time for use prior to 
the NAC Staff Committee meetrng. 

Other sources of lnformatlon furnished by the Director 
that we noted were (1) Monthly Loan Status Reports, 
Quarterly Financial Statements, and other reports and pub- 
llcatlons of ADB, (2) off lclal minutes of the Board of 
Directors meetings prepared weekly by the Executive Director 
and distributed to U S agencies (we were denied access to 
these minutes) , and (3) routine correspondence with U S 
officials 

Neither the Director nor hss staff evaluate ADB loan 
proposals In detail The Director said he was more con- 
cerned with the overall ADB staff management competence, 
which he felt to be very good, and with the review of basic 
policy Issues. 

During OUT vlslts to Manila, we were told by the U S. 
DIrector’s staff that their appraisals of AD3 proposals, 
like those of NAC agencies, consist largely of a review of 
the loan documents They said they rely on experience to 
guide them In looking for “holesI? In the proposals and rals- 
Ing commonsense questions They stressed that they are not 
In a posltlon to question technlcal or engineering aspects 
of a proposal. They do have access to the Bank staff to 
answer questions. 

We should point out that our conversations with the new 
U S. Dlrector took place shortly after his arrival in Manila 
We have since been informed that the Director, noting our 
concern about lack of knowledge of details of loans and ob- 
serving himself the need for better and more timely Informa- 
tlon, has been making a concerted effort to review ADB 
proJ ects) approved and under conslderatlon, in the field. 
We were told that he and his staff have arranged to vlslt 
all but one developing member country, have visited two 
dozen loan proIects and a dozen technical assistance proJ- 
ects, and have discussed with U.S and/or country offlclals 
some 60 loan prolects and 20 technical assistance projects 
an the countries vlslted. We were also told that he has 
been in travel status 30 percent of the time and has vlslted 
15 of the 19 developing member countries He has also 
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informed U S. mlsslons of possible loan actlvlty In their 
countries, requested their early comments for assistance In 
guldlng ADB to any extent possible and appropriate, improved 
the flow of materials between Manila and U S. mIssIons, and 
encouraged communlcatlons between these mlsslons and ADB 
teams In the field We were told that he has vlslted In 
the offices of all departments of the Bank The Director 
believes he and his staff are better informed on ADB loans 
and actlvltles than any other member of the Board, but he 
1s still not satlsfled with the U S input Into the entire 
process 

Agency comments and GAO analysis 

The Department of the Treasury, In commenting on our 
draft report) stated that most of the 33 comments from the 
U.S mlsslons that we had examined arrived on or before the 
date of the NAC Staff Committee meeting and that none 05 
the comments that arrived after the NAC vote had raised any 
obJectIons to the loans. The Department stated that, more 
importantly, all of the comments arrived prior to ADB Board 
act ion, so that it would have been possible to reconsider 
the U S Director’s lnstructlons If the field comments had 
raised serious obJectXons The Department added, however9 
that it 1s now conslderlng having lnltlal country-team 
comments forwarded at an earlier stage keyed to NAC con- 
slderatlon of the Monthly Operations Information document, 
to supplement the present system 

We believe that the Department’s position 1s not 
reasonable when It considers receipt of U S mlsslon com- 
ments on the date of the NAC Staff Committee meeting as 
satisfactory, since there would be little or no time avail- 
able for evaluation of these comments. Further, its point 
that none of the comments received after the NAC vote raised 
any objections to the loans 1s not pertinent to the basic 
problem of untimely lnformatlon from the U S mlsslons 

Nevertheless, It appears that the Department has, In 
sprte of the exceptions taken to our draft report, agreed In 
prlnclple with the point by stating that It IS conslderlng 
steps to improve the tlmellness of comments from the U.S. 
missions 
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At the time of our review, there was an almost complete 
absence of feedback of lnformatlon on the progress and re- 
sults of previous loans approved or followup on Issues by 
either NAC or by the Department of the Treasury Several 
agency offlclals told us that they never hear of a loan 
after it has been approved In the NAC meeting, yet they 
felt that feedback on these loans could be very helpful In 
conslderlng proposals for slmllar loans In the future 

Offlclals of the U S mlsslons stated that they had not 
been given the responslblllty of monltorlng or reporting on 
ADB proJects and had not done so. SometImes, however, they 
are familiar with an ADB project because of AID’s having a 
loan to the same organization or gathering material for 
routine economic reports to Washington 

We noted, however, that in the past Treasury had failed 
to take advantage of the fact that AID lnstallatlons were In 
a unique position to be of real service In fact, it had 
been the practice of the U S Director to discourage contact 
between AID and ADB--apparently in an effort to down play 
the U S image and avoid the posslblllty or appearance of 
U S domlnatlon of the Bank This problem appears to have 
been corrected by the present U 5 Dlrector through the 
encouragement of cooperation and consultation between AID, 
the U S Director, and ADB survey teams 

U S embassies are required to report to Washington on 
various topics under the State Department’s Combined Economic 
Reporting Program During 1969 a report requirement was 
added for an evaluation of U N assistance programs In 
view of the lack of lnformatlon on the progress of ADB pro]- 
ects and the lack of feedback to those responsible for 
future decisions, it would be desirable for the embassies 
to also report perlodlcally op the general progress of ADB 
projects In process and the results (Impact upon the economy, 
realization of expectations, etc ) of completed projects 
Any slgnlflcant problems or weaknesses noted would be ‘re- 
ported so that the U S Dlrector could bring them to the 
attention of ADB management for approprmate action 

The U.S DI rector currently receives two reports from 
ADB management - - the Monthly Loan Status Report and a 
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perlodlc problem loan report--that could provide a 
springboard for Independent embassy reporting 

Also, the U.S Director communicates to Washington the 
results of Issues he has been instructed to raise In the 
Board meetings. 
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Need for adequate tlnle for 
implementing U.S. declslons 

The lack of sufflclent time in the early stages of the 
U.S loan appraisal-approval process has had a progressive 
effect which ultimately hinders effective action by the U S 
Dlrector In lmplementlng decisions on proposed Bank loans. 
Low-profile persuasion, which 1s the heart of the basic U S. 
approach, generally requires some time to be effective 

We found that the Dlrector frequently does not have suf- 
flclent time to act after he has been Informed of a course of 
action to be taken on a particular loan In an analysis of 
39 Bank loans approved from 1968 through 1971) we found that 
NAC lnstructlons to the Dlrector on 23, or about 60 percent, 
were received one day or less be5ore the loan was approved 
by the Bank’s Board of Directors, 

U.S offlclals in both Washington and Manila stated that 
the U S Dlrector was not wlthout lnstructlons, even when the 
NAC telegram falled to arrive before the Board meeting They 
said that Treasury offlclals telephoned lnstructlons to tpe 
Director when time was short 

The following examples demonstrate how NAC lnstructlons 
to the Dlrector on actlons to be taken on questlons raised by 
NAC about proposed loans were not received in time for the 
Dlrector to take effective action 

Seoul-Inchon Expressway ProJect 

In September 1968 the Bank made a prolect loan to the 
Republic of Korea for $6 8 mllllon to finance the forelgn- 
exchange cost of the Seoul-Inchon Expre%sway, part of a 
national hlghway development program being deslgned and built a 
by the Korean Government The prolect conszsted of a 
29 9 kilometer, four-lane, limited-access freeway to be 
operated as a toI1 road 

ADB had an ex post facto role in this proJect, which was 
already in an advanced stage of construction when the loan 
was made, and had little or no opportunity to contribute to 
the proJect design 
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In consxdermg the loan at the meeting of the NAC Staff 
Committee on August 27, 1968, the following problems were 
dlscussed, all of which had been revealed by the ADB 
appraisal report 

1. Some of the costs that would be covered by the loan 
had already been incurred. The loan agreement 
slgned on September 16, 1968, allowed withdrawals 
to be made for expenditures since January 1, 1968 

2 Technical problems had occurred, due In part to 
the fact that the road was being built on an ac- 
celerated work schedule of three shifts a day, 
7 days a week Under these conditions, proper 
planning and execution of work and sufflclent qual- 
ity control. tests were dlfflcultYto maintain In- 
spectors from the Mzt,nlstry of Construction found 
it very difficult to keep up with testing requlre- 
ments. 

3 There were some devlatlons from normal procurement 
procedures In acqulsltlon of materials and employ- 
ment of consultants A portion of certain materials 
financed by ADB that would arrive too late for use 
In the actual project was to be used to replace the 
Korean Government’s inventory of materials that was 
actually used 

4. Although the project consultants consldered the 
composition and thickness of the pavement of the 
road to be adequate, it was conceded that the de- 
sign crlterla fell short of international express- 
way standards O 

5. The loan documents did not dlsclose crlterla for 
the loads to be carried op the’pavement, although 
the principal need for the freeway was for truck 
traffic between the porat of In+chon and Seoul, a 
city with a population of 5 mllllon 5 

NAC also noted that the last two factors lndlcated the 
need for substantial addltlonal maintenance that was not con- 
srdered rn the cost studies 
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On September 2, 1968, the Dlrector received a telegram 
from the Department of the Treasury which authorized him to 
concur In approval of the proposed loan but which stated 
that NAC agencies felt it would be desirable for him to seek 
satisfactory resolutions with ADB management on certain en- 
gineering problems (mentloned above). Since the ADB Board 
met and approved the loan on the following day, September 3, 
1968, it 1s doubtful that the Dlrector had enough time to 
resolve the problems with the ADB management Had the tele- 
gram been sent promptly after the NAC meeting on August 27, 
1968, the Dlrector would have had time to attempt to resolve 
these prob lems We found no explanation for the delay in 
sending the telegram 

The Director was unable to bring NAC questions to the 
attention of ADB management until the day before the Board 
approved the loan, a time when his chances of success were 
considerably reduced 

The Korea Express Company 

ADB made Its first direct loan to a private firm, the 
Korea Express Company, Limited (KEC), in September 1969 
The purpose of the $7 5 mllllon loan was to finance the 
foreign-exchange cost of importing transportation and steve- 
doring equipment The transportation equipment consisted 
mainly of 275 trucks and trailers of various sizes and sup- 
porting shops and terminals 

In spite of the fact that Korean highways have a weight 
limit of 33 tons, some of the trucks proposed by KEC could 
carry gross weights up to 60 tons., By way of contrast, 
trucks are restricted to an overall gross weight of under 
37 tons on U.S. interstate highways, which are built to 
higher standards than the few Korean hlgtiways 

The ADB appraisal report stated that this prolect would 
play a major role in fulfilling the ob-jectlves of the 
Govergment of Korea in constructing the Seoul-Inchon Express- 
way and the Seoul-Pusan Expressway As noted in the prlbr 
example, the ADB had previously identified serious design 
and constructron deflcaencles rn the Seoul-Inchon Expressway, 
and NAC had noted a lack of criteria for loads to be carried. 
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On August 26, 1969, the U.S. Director recommended 
favorable NAC action and did not mention any problems with 
the proposal On August 29, 1969, the U S Embassy in Korea 
also recommended favorable NAC action but expressed reserva- 
tions about the lo-l/2-year maturity period of the loan 
Korea had agreed with the Internatlonal Monetary Fund (IMF) 
to restrict Its medium term (3 to 10 years) borrowing. The 
Embassy i.elt that the proposed maturity period only barely 
escaped the IMF llmltatlon and that a longer maturity would 
have been better 

At the meeting of the NAC Staff Committee on September 3, 
1969, several members stated that the loan was clearly a 
suppller credit for trucks and related equipment which nor- 
mally are not financed beyond 5 years They felt the 10-l/2 
year maturity period could have been an attempt to get around 
the IMF llmltatlon NAC also noted that the weights of some 
of the trucks and trailers to be acquired were not compatible 
with the standards of the Korean highways The comparison 
with U S highway standards was noted. 

Early on September 4, 1969, the day the loan was approved 
by the Board of Directors, a telegram was sent to the Director 
llstlng NAC questlons on flnanclng terms and weight llmltatlons 
and lnstructlng him to request further study gf the proposal 
by the ADB staff and a comprehensive review of policy consld- 
eratlons by the Board 

In a letter to Treasury, the Dlrector stated that the 
cable “came in Just before the Board met on the loan” but 
that he had been able to raise the points with the Vice Presl- 
dent who chaired the meeting in the absence of the President 
The Director stated that, although he made the suggestlon to 
the Vice President for deferral of the Board’s action and 
further study of the loan, “it was qulte’clear that this was 
not a realistic posslblllty ” 
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INTERNAL AND EXTERNAL BANK 
PROJECT EVALUATION 

Although some review functions are performed, there has 
been no systematic, independent review of the operations of 
the Bank for use by the member countries. The present in- 
ternal and external reviews of the operations of the Bank 
are described in the followlng sections 

Independent financial audit 

In accordance with the Bank’s Articles of Agreement, 
an Independent firm of auditors annually audits the Bank’s 
accounts and financial statements 

Office of the Internal Audltor 

The Internal Auditor 1s responsible for determining 
that the accounts and records of ADB are maintained In ac- 
cordance with established prlnclples, He 1s also respon- 
sible for determinIng that theesystem of Internal controls 
is effective, that establlshed Bank pollcles and regulations 
are properly carried out, and that its assets are adequately 
protected 

Lack of independent evaluation of management 
efflclency and program results 

Although the above audit and review functions provide 
management with worthwhile lnformatlon and are essential 
to any system of internal management control, the Bank’s 
directors do not receive sufficient Independent, evaluative 
lnformatlon on the Bank’s operations, An effective, lnde- 
pendent source of lnformatlon 1s essential for the directors 
to assure themselves that the funds contributed by their 
respective governments are being used by the Bank in an 
efficient and effective manner to accomplish the intended 
ObJectives Such lnformatlon should be provided by a re- 
view group establlshed completely independent of the manage- 
metit of the Bank This group should report directly to the 
Board of Directors 

On several occasions, offlclals of the Departments of 
the Treasury and State have discussed this problem with the 
Bank President in a meeting of the Board The President of 
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ADB has stated that he 1s Interested In the idea and 
belleves such a system will be needed in the near future 
We understand that ADB 1s closely following the progress 
of the World Bank in developing an evaluation system and 
would prefer a slmllar system We have been advised that 
the ADB President has establlshed an office in the Operations 
Department to monitor approved loans and, in general, to be 
responsible for loan admlnlstratlon 

Although the evaluation system developed by the World 
Bank should provide meaningful lnformatlon to Its management 
officials, it 1s an Internal review mechanism The World 
Bank evaluation unit 1s responsible to, and under the dl- 
rectlon of, the World Bank President and does not report 
directly to Its Board of Directors 

Although these banks are InternatIonal entitles, tney 
were created by governments of nations The banks derive 
their authority from the agreements authorized by these 
governments, draw their power from funds provided by these 
governments, and exist solely to fulfill the plans and hopes 
of these member governments as expressed in the charters or 
articles of agreement of the banks As such, the Inter- 
national banks, including ADB, are accountable to their 
member governments for the efflclent accomplishment of their 
statutory purposes In the case of ADB, the’ operational 
point of contact between the Bank and the member governments 
takes place through the Board of Directors, not the Bank 
Pres ldent At present, the Board of Directors has no effec- 
tive source of lnformatlon or means for evaluating the Bank’s 
operations except through the Bank management To completely 
fulfill its responslblllty to ADB member governments, the 
Board needs an Independent means of review and evaluation, 
responsive to the Board’s needs and dlrectlon and reporting 
directly to It 

Agency comments and GAO analysis 

The Department of the Treasury, in commenting on our 
draft report, stated that It did not believe tnat the absence 
of a formalized system for postevaluatlon of prolects had 
impaired the effectiveness of its management The Department 
stated that, because of the infancy of the Bank, it would have 
been premature to attempt to measure the actual results of 
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projects financed by the Bank when most of the prolects had 
not yet been completed at the time of the GAO review The 
Department further stated that it was Important that some 
system for postappraisal of proJects- -like the one establlshed 
in the Inter-American Development Bank or one of comparable 
effectiveness-- be developed by the time such appraisals can 
usefully be carried out and stated that it 1s working on In- 
surlng this The Department said, however, that It was not 
a shortcoming of its management system that the particular 
system favored by GAO had not been created in ADB at the time 
of the review 

Our draft report stated that there was no systematic, 
independent review of the Bank’s operations for use by the 
member countries We were referring to all phases of the 
Bank’s development actlvltles and not Just the completed 
projects. An independent review system would also provide 
valuable lnformatlon to the Bank’s directors on the effl- 
clency and effectiveness of Bank operations during the 
implementation of proJects, as well as on the success of 
completed prolects Information during the lmplementatlon 
phase might avold problems rather than Just brxtg them to 
light after the prolect has been completed Further, sqch 
a system of independent review should be establlshed at the 
start of the Bank’s operations in order for it to be opera- 
tlonally effective when it 1s needed 

37 



OVERALL CONCLUSIONS AND RECOMMENDATIONS 

To successfully manage a member’s partlclpatlon In an 
International organization, a system 1s needed to provide 
basic data on the programs and on how efflclently and effec- 
tively the organlzatlon’s actlvltles are being carried out 
Such a system should provide for adequate appraisal of (1) 
lnformatlon on proposed actlvltles and (2) lnformatlon and 
evaluations on the lmplementatlon of those actlvltles and the 
results achieved This, in turn, would provide a basis for 
promoting improvements In an organlzatlon’s programs and 
operations and for Justlfylng continued financial support for 
its activities 

Although recent improvements have been noted, such as 
earlier receipt of lnformatlon on proposed loans, the Depart- 
ment of the Treasury, In our oplnlon, has not yet developed 
a fully functioning system for managing U S participation 
in ADB The current U.S system of management needs 
strengthening in the following areas 

--Formal loan documentation on proposed projects IS re- 
ceived from the Bank late In the loan approval process 
and frequently sufflclent time 1s not available to 
permit an adequate appraisal Further, according to 
some NAC off lclals , there IS little chance that the 
Bank would be wllllng to make changes In the loans 
once the formal proposal has been submitted to the 
Directors for approval Any questions on the loans 
would have had to be resolved with the Bank before 
thx stage However, lnformatlon available earlier 
appeared to be xnsufflclent for assessing the sound- 
ness of a loan. 

--Because of the late receipt of the formal loan docu- 
ments on proposed Bank proJects, the U S ml.sslonst 
comments on the proposed loans frequently are not 
received In time to be effectively used during the 
NAC review process Further, NAC instructions to the 
U,S DIrector of the Bank on proposed loans frequently 
are not received in time to permit the Director to 
take effective action before the Board votes on the 
loans 

--The NAC review process, the formal mechanism for es- 
tablishing the U.S posltlon on proposed Bank loans, 

38 



has no formal guldellnes ox crlterla for assessing 
the soundness of proposed projects 

--U.S. mlsslons could provide useful lnformatlon to NAC 
on Bank prolects rn process and on the economic re- 
sults of Lompleted prolects, however, the mlsslons 
have no requirement to provide such lnformatlon and 
very little was actually supplled 

Further, the Bank does not have a system of regular, in- 
dependent, evaluative reporting to member governments on 
efficiency of operations, success or failure of projects, 
and results achieved 

Recommendations 

To improve management of the U S. partlclpatlon In ADB, 
we recommend that the Secretary of the Treasury arrange for 

-- -More timely substantive lnformatlon on a routine 
basis, before receipt of the formal loan proposal 
documents on prolects to be financed by ADB With 
timely lnformatlon, meaningful Input from overseas 
posts would be possible, and many of the questlons 
raised during the NAC review could be resolved with 
ADB before the final approval stage where ADB 1s re- 
luctant to make changes In the project and loan agree- 
ments. This would be particularly helpful in the case 
of the yearend rush to get loans approved 

--GuIdelInes stlpulatlng the desired depth and parameters 
of the U.S. appraisal process of proposed pro] ects 
for U S offlclals and technlclans These lnstruc- 
tlons should Include a clear statement of policy re- 
garding the appraisal of the economic and technlcal 
aspects of the proJects. 

--Speclflc xnstructions to U S overseas posts requiring 
them to furnish avallable lnformatlon to WashIngton 
on ADB actlvltles, Including prospective loan requests 
from would-be borrowers and progress in implementing 
approved prolects In particular, problems should be 
polnted out which the U S Dlrector might want to call 
to the attention of the appropriate ADB staff 
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Agency comments and GAO analysis 

The Department of the Treasury agreed that maximum use 
should be made of the proJect lnformatlon provided by the 
Bank at earlier points In the loan preparation process, and 
1.t has taken a number of steps in that regard In the last 
year or two However, the Department polnted out that the 
amount of lnformatlon avallable at these earlier stages was 
not sufflclent to permit an adequate loan appraisal and that 
our recommendation should make clear that the earlier lnforma- 
tlon would be used only to supplement the present appraisals 
of the formal loan documents 

We recommended mainly that (1) the Department obtain 
more loan proposal lnformatlon earlier In the loan prepara- 
tion process and (2) use this Information, to the extent 
possible, to determine whether NAC might raise questions on 
a particular loan during its formal review 

The Department accepted our recommendation that gulde- 
lines be established for the review and evaluation of loan 
proposal documents. However, the Department believed that 
the present system, In which trained and experienced senior 
offlclals in NAC agencies have latitude to exercise Judgment, 
has worked well and that codified guldellnes would become 
self-defeating If the guldellnes became rlgld rules or were 
mechanically applied 

Our recommendation did not intend a rlgld set of rules 
but rather guldellnes to insure that maJor pollcles of both 
the Bank and the United States are considered In reviewing 
the loans and the important elements of the loans Exp erl ence 
and Judgment are Important factors in assessing the soundness 
of proposed pro] ects , however, formal guldellnes would seem 
to be essential to insure a thorough review process, partlc- 
ularly when lnexperlenced loan reviewers are lnvol.ved 

The Department stated that our recommendation for In- 
structing U.S. mlsslons to furnish lnformatlon on ADB actlvl- 
ties was acceptable if the mlsslons were not expected to 
carry out In-depth audits, or to uneconomically duplicate the 
onslte proJect supervlslon actlvltles of the Bank, or to 
build up and malntaln special staffs for these purposes. The 
Department also stated that since late 1970 the U S mlsslons 
had been provldlng available lnformatlon on upcoming prolects, 
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particularly on the commercial opportunltles sucl-~ prolects 
might afford to U S. suppllers, and that there was more ade- 
quate followup by U S mlsslons than our draft report In- 
dlcated 

Our recommendation speclfled that instructions be Issued 
to U.S. m~sslons to furnish available lnformatlon on pro- 
spectlve loan requests and progress In lmplementlng approved 
proJects There was no lmpllcatlon that extensive review 
work was expected that would require addItIona staff Dur - 
lng our review at selected U S mlsslons, we found that the 
mlsslons had not been given the responslblllty of monltorlng 
or reporting on ADB proJects and they had not performed any 
followup on the progress of Bank prolects in their countries. 

MATTERS FOR CONSIDERATION BY THE CONGRESS 

Because of the increasing Importance of lnternatlonal 
financial lnstltutlons In the U.S foreign assls tance program 
and the concern about the lack of U S. control over the funds 
provided, we believe that this report should be of particular 
Interest to the Congress at this time 

The Congress should consider having the U S representa- 
tlve to the Bank propose a program of contlnulng independent 
reviews of the development activities of the Bank which 
would provide the Department of the Treasury and other agen- 
cies In NAC with the necessary lnformatlon to determine 
whether funds are being used efflclently and effectively for 
Intended obJ ect ives Such lnformatlon should be provided 
by a review group completely independent of the management 
of the Bank It should be of appropriate size and competence 
and should report directly to the Board of Directors 
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APPENDIX I 

Members 

KXXONAL 
Afghanistan 
Australia 
China Republic of 
Fiji 
Hong Kong 
India 
Indoaesla 
JFiP.2" 
Khmer Republic (note a) 
Korea Republic of 
La03 
MalkWSia 
Nepai (note a) 
New Zealand 
Pakistan 

1 195 
21 250 

4 000 
250 

2 000 
23 250 

6 250 
50 000 

350 
7 500 

105 
5,000 

216 
5 460 
8 000 

Papua New Guinea (note a) 138 
PhilwDines 8 750 

ASIAN DEVELOPMENT BANK ORDINAFX CAPITAL RESOURCES 

STATKMENT OF SUBSCRIPTIONS TO CAPITAL STOCK AND VOTING POWER 

31 December 1972 

Expressed in United States Dollars 

Par value 
of cellable Par value 

Subscribed shares paid-in shares 
percent Subject Subscription Installments 

Shares tot.¶1 of Par value call to not due matured 

Singa&e 1 250 
Sri Lanka 2 130 
Thailand 5 000 
Tonga (note a) 6 
Viet-Nam Republic of 3 000 
western Samoa (note a) 6 

Total RegzOnal 155,286 

NON REGIONAL 
Austria 1 250 
Belgium (note a) 500 
Canada 6 250 
Denmark 1 250 
Frnland (note a) 500 
France (note a) 2 500 
Germany Federal Republic 

of (note a) 3 400 
Italy (note a) 2 000 
Netherlands (note a) 1 100 
Norway (note a) 500 
Sweden (note a) 500 
Switzerland (note a) 500 
United Kingdom 7 500 
United States (note a) 20.000 

Total non 
Reglonal 47.750 

GBAND TOTAL 203.036 100.000 $2.204.390.857 $1.436.020.000 $228.681.829 $539.689.028 

0 589 
10 466 

1 970 
0 123 
0 985 

11 451 
3 078 

24 626 
0 172 
3 694 
0 052 
2 463 
0 106 
2 778 
3 940 
0 068 
4 310 
0 616 
1 049 
2 463 
0 003 
1 477 

003 0 

$ 12 974 286 $ a 826 057 $ 1 552 572 $ 2 594 857 
230 714 286 156 885 714 27 685 715 46 142 857 

43 428 572 5 211 429 8 685 714 
2 714 286 542 858 325 714 

21 714 206 2 605 715 4 342 057 
252 428 572 30 291 429 50 485 714 

67 857 142 a 142 as7 13 571 428 
542 857 142 

3 800 000 
81 420,572 

1 140 000 
54 205 714 

2 345,142 
61 234 286 
86 857.143 

1498'286 
95 000 000 
13,571 428 
23 125 714 
54 285 714 

65 144 
32 571 428 

65,144 

29 531 429 
1 845 714 

14 765 714 
171 651 429 

46 142 857 
369 142 857 

1 900 000 
55 371 429 

770 057 
36 914 286 
1 172 571 

41 637 143 
59 062 857 

749 143 
64 600 000 
9 228 571 

15 721 143 
36 914 286 

65 142 857 108 571 428 
1 900 000 

9 771.429 16 285 714 

32 572 
22 148 571 

32.572 

141.143 228,000 
6 514 285 10 857 143 

1 172 571 
7 350 286 12 246 857 

10 422 857 17 371 429 
449 486 299 657 

11 400 000 19 000 000 
1 625 571 2 714 286 
2 779 428 4 625 143 
6 514 285 10 a57 143 

26 057 6 515 
3 908 571 6 514 286 

32.572 

2 566 1 011 
22 621 8 914 

5 371 2 117 
1 621 0 639 
3 371 1 328 

24 621 9 702 
7 621 3 003 

51 371 20 244 
1 721 0 678 
a 871 3 496 
1,476 0 582 
6 371 2 511 
1 587 0 625 
7 011 2 763 
9,371 3 693 
1 509 0 595 

10 121 3 988 
2 621 1 033 
3 501 1 380 
6,371 2 511 
1 377 0 543 
4 371 1 722 
1.377 0 543 

76 482 1,685.962,287 1.145.048.572 202,081,830 338,831,885 186.819 621 73 

0 616 13 571 428 9 228 571 
0 246 5 428 572 2 714 286 
3 078 67 857 142 46 142 857 
0 616 13 571 428 9 228 571 
0 246 5 428 572 2 714 286 
1 231 27 142 856 13 571 428 

1 628 571 2 714 286 
2 714 286 

8 142 857 13 571 428 
1 628 571 2 714 286 

2 714 286 
5 428 571 8 142 857 

18 457 143 
10 857 143 

5 971 428 
2 714 286 
2 714 286 
2 714 286 

9 771 429 16 285 714 
100.571,428 

2 621 1 033 
1 871 0 737 
7 621 3 003 
2 621 1 033 
1,871 0 737 
3 871 I 525 

1 615 36 914 286 18 457 143 
0 985 21 714 286 10 857 143 
0 542 11 942 856 5 971 428 
0 246 5 428 572 2 714 286 
0 246 5 428 572 2 714 286 
0 246 5 428 572 2 714 286 
3 694 81 428 572 55 371 429 
9 851 217.142.856 108.571.428 

4.771 1 880 
3 371 I 328 
2 471 0 974 
1 871 0 737 
1 871 0 737 
1 871 0 737 
8 871 3 496 

21.371 8 422 

23 518 518.428.570 290,971,428 26,599,999 200,857,143 66.944 

253.763 

26 379 

100.000 

VotinR power 
Number Percent 

of tot.91 votes of 

aAs of 31 December 1972 these members have not yet subscribed to the additronal shares of the increase 1" capital stock 
autholued by Resolution No 46 of the Board of Governors Such additional shares are equal to 150 percent of each member's 
existing subscrzbed shares 
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APPENDIX II 

TECHNICAL ASSISTANCE 
SPECIAL FUND 

Australia 
Austria 
Canada 
ChIna Republx of 
Denmark 
Finland 
Germany Federal 

Republx of 
India 
3apan 
Korea Rcpubllc of 
Netherlands 
New Zealand 
Pakistan 
Sri Lanka 
Switzerland 
Unlted Kingdom 
Unlted States 

$ 259,909 

401 146 

$ 509,962 
55,794 

200,160 
200,000 

709,292 
110 480 

$ - $ b09,962 $ 
55 794 

200,160 
200,000 
709,292 
110,480 

509,962 $ 

200 160 
50,000 

672,944 
110,480 

5s 794 

150 000 
36 348 

124,127 
54,950 

~,000,000 

61 639 

26,316 

255,346 
121,617 

5,743,554 

30,000 
119,936 
173,603 

22 514 
18 240 

200,000 
200 925 

1,250 000 

255 346 131,219 
121,617 66 667 

5 743,554 5 743,554 

30,000 30,000 

89 117 5B,297 

173,603 107,627 

22,514 7,639 
18 240 18,240 

200,000 200,000 

200 925 140,270 

124,127 
54 950 

30 819 30 820 

70 976 
14 875 

60,655 

Total 

AGRICULTURAL SPECIAL 
FUND 

Denmark 
Japan 
Netherlands 

2,928,087 

t 

(2.133.833) 

9,921,423 

1,250 000 1 250,000 

30,819 9 890 604 9,292 059 598 54.5 

15,164 
23 376,423 

1,232,780 

15,164 15,164 
23,376 623 23 376 623 
1 232 780 298,672 

24 624,567 23,690 459 

934 108 

Total (2,133,833) 24 624,567 934 108 

MULTI PURPOSE SPECIAL 
FUND 

Australia 
Canada 
Denmarh 
Germany Federal 

Republic of 
Japan 
Netherlands 
New Zealand 
Unlted Kingdom 

3 699,761 
26 709 778 

2,148,997 

11,099,284 
27,442,925 

2 148,997 

1 000 000 

20,729 248 
93,506,493 

1 232,780 
1,000,000 

14,080,210 

Total 3,148,997 171,239,937 

11,099,284 7,399,523 
27,442,925 733 147 

2,148,997 2,148 997 

12 909 232 7,820,016 7 820,016 

93 506 493 93 506 493 
1 232 780 28 970 

1,000 000 
14,080 210 396 363 

13,909,232 157,330,705 112,033 509 

1 203 810 

13,683,847 

45 297,196 

GRAND TOTAL $3.943.251 $205.785.922 $13,94O.Okl, $191.845<876 $145.016.027 $46.829.849 

ASIAN DEVELOPMENT BANK - SPECIAL FUNDS RESOURCES 

STATEMLNT OF CONTRIBUTED RESOURCES 

31 December 1972 
Expressed In Unlted States Dollars 

Contrlbutlons 
commltted 

(terminated) 
durzng 1972 

Amounts 
Total not 

contrrbutlons yet made 
committed avallable 

Amounts 
made 

available 
Amounts 

drawn 

Resources 
avallable 

for drawlng 
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PRESIDENT 

AND 
CHAIRMAN 

EXPOR’?== IMPORT BANK OF THE UNITED STATES 
WASHINGTON DC 20571 

July 14, 1972 
CABLE ADDRESS EXIMBANK 

TELEX 68-461 

Mr we V SLovall, Director 
International Dlvxslon 
United States General 

Accounting Offxe 
Washsngton, D C 20548 

Dear Mr Stovall 

We appreciate being given the opportunity of commenting on the 
draft report of the GAO on the U S System for Appraising and Evaluat- 
lng Asian Development Projects We have reviewed the proposed report 
and would offer the following observations 

The NAC agencies are generally aware of the special problems of 
coordrnatlng and effectively transmlttxng U S views in respect to ADB 
proJects arlslng from the geographxal separation involved We do not 
disagree with the study group's suggestxon that more lead tune would be 
desirable m the transmlsslon of documents 

[See GAO note 1, p 67.1 

In respect to the recommendation that guldellnes should be devel- 
oped for NAC agencies In their loan appraisals, It continues to be our 
oplnlon that the review process cannot be reduced to a rlgld set of 
criteria While there are certain common elements ln loan proposals, 
there are usually lndlvrdual differences which cannot be foreseen The 
establishment of guldellnes or a checklIst could unduly restrict the 
reviewing agencies In the scope of their lnqulrles 

Although it would no doubt be useful to obtain lnformat&on from 
U S Overseas Posts on Bank projects and to follow-up on the lmplementa- 
tlon and results of projects, we remain strongly of the opinion that the 
best safeguards to insure efficient admInlstratlon of loans are to be 
found rn the mslstence on the employment of highly quallfled profes- 
sional staff and the selection of first rate management personnel Our 
view 1s that the NAC agencies should focus on the broad policy issues 
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which may be Involved In the loan proposals of the ADB and other Inter- 
natlonal lnstltutlons of which the U S 1s a member We do not believe 
that It 1s either feasible or desirable for the NAC to duplicate the work 
of the staff of the International Institutions by making a detalled ex- 
amlnatron of the flnanczal, engrneerlng, and admlnzstratlve aspects of 
each loan In this connection we feel that the authors of the draft re- 
port misconstrue the proper function of the NAC Please be assured, how- 
ever, that the Export-Import Bank will cooperate to the extent of Its 
ablllty In whatever efforts are undertaken by the Treasury Department 
to Improve the coordlnatlon of NAC views In respect to Asian Development 
Bank actlvlties / 

'43enry,i'Ke&-ns 
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BOAR0 OF GOVERNORS 
OFTHE 

FEOERALRESERVESYSTEM 
WASHINGTON 0 C 20551 

.moREw r q RIMMER 

MEMBER Ok 7HE BOARD 

July 14, 1972 

Mr Oye V Stovall 
Director, InternatIonal Dlvlslon 
U, S General Accounting OffIce 
WashIngton, D C 20548 

Dear Mr. Stovall 

This 1s rn response to your letter of June 15, 1972, 
lnvltlng the Federal Reserve to comment on the G A 0,'s recent 
draft report on the "U S System for Appralslng and Evaluating 
Asran Development Bank ProJects " 

We bel-ieve that you have described fairly the maJor 
problems that confront the United States Government 1.n its efforts 
to exert influence on the lendlng declslons of the Asian Develop- 
ment Bank We agree that it would be desirable for the NAC agencies 
to have more time to consider the ADB loan documents, and certannly 
timely comments from the embassies In the countries for which loans 
are intended would be most helpful to the NAC We also agree that 
rt would be desirable to have more lnformatson about proposed loans 
farther In advance of conslderatlon by the ADB board. Your recom- 
mendatrons for follow-up on disbursed loans are good, as 1s your 
suggestion for strengthening the general audit and evalualion pro- 
cedures of the bank 

However, the reader of your report mrght carry away the 
erroneous lmpresslon that the U.S Government's review procedures 
have not been effective and have not helped Improve the quality of 
ADB loans In spite of the handicap imposed by distance from the 
ADB headquarters, which makes full and timely dlscusslon much more 
dlfflcult than would otherwrse be the case, there have been a number 
of instances In whrch suggestrons developed by the NAG review have 
been communicated to Manila In time to produce desired revlslons 
Where the problem 1s serious, delays can be obtained while a satis- 
factory resolution of the dlffrculty 1s sought 

[See GAO note 1, p 67 I 
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[See GAO note 1, p. 67 ] 

I belleve that It might also be appropriate to note that the 
management of the ADB has been qurte conservative We should not relax 
our revrew procedures because of confidence in the management of the 
bank, but It 1s also worth notzng that there 1s no record of scandal. 
ously defective proJects having been financed by the ADB 

I I should like to point out two minor corrections that I think 
should be made in the report, On page 24[11 it 1s stated that the repre- 
sentatives on the NAC staff committee report commlttee "actions" to 
the NAC prlnclpals or their designees It would be more correct to say 
that they report on the dlscusslons and recommended actions The staff 
committee itself does not approve or disapprove of actions. 

[See GAO note 1, p 67.1 

I hope these comments are helpful. We appreciate having the 
opportunity to comment on the draft report. 

Srncerely yours, 

ISee GAO note 2, p 67 
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JUL 17 1972 

Mr Oye V Stovall 
Director, InternatIonal Division 
UrElted States General Account+ng Office 
WashIngton, D C 20548 

Dear Mr Stovall 

We are replying to your letter of June 15, 1972, which Invites 
Department of Commerce comments on the draft GAO report entitled, 
"U S System for Appralslng and Evaluating Asian Development Bank 
ProJects" 

It 1s very helpful to have the GAO focus its attention in this 
area In our opinion, this report, as did the reports which 
focused upon the World Bank Group and the Inter-American Develop- 
ment Bank, addresses important questions of U S policy-level 
relationships with the international lending institutions to 
which we are Important contributors We welcome the GAO's efforts 
to ldentlfy areas 1t-1 which improvements might be made In general, 
we agree with most of the main conclusions and recommendations of 
the report, SubJect to a few specific comments outlined below 

The central observation of the report 1s that it 1s necessary to 
develop more speclflc criteria and guIdelines to assist U S 
officials charged with formulating and articulating U S pollcles 
concerning the operations of the As-ran Development Bank (ADB) as well 
as other lnternatlonal financial institutions We agree that this 
should be done to the extent practicable, and we believe that 
useful progress has been made in formulating such criteria and 
guidelines 

We are particularly drawn to those recorrmendatlons which suggest 
a system of more timely reporting and the provlslon of more time 
to the Washington agencies to analyze proJects proposed for ADB 
financing The more time that we have to review a proposed loan, 
the better the analysis we can make Despite the logistical problems 
in achieving rapid movement of loan documents from ADB's Manila offlces 
to the Washington agencies and to U S posts in Asia, we believe 
that procedures can be devised which would more fully utilize presently 
available U S Government expertise in performing the analysis 
and reporting functions In a more timely fashion 
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Concerning the GAO recommendations for setting up new arrangements 
and machinery for the monltorlng of ADB proJects and the independent 
evaluation of the operations of the ADB, we do have reservations as 
to the feaslblllty of devlslng new evaluation machinery at this 
stage of ADB operations when the Bank has actually disbursed only 
$75 tnllllon under its lending operations and few of its proJects 
have yet been completed Responslb717ty for proJect supervlslon 
must rest basically w7th the Bank management Th7s may also be true 
of evaluation studies, but we feel it 1s premature to come to flrtn 
conclusions on this Issue Our comments are, however, not intended 
to preclude an active role by U S miss7ons in the field and by the 
WashIngton agencies, and It 7s hoped that U S posts will be able 
to give greater attention to the assessment of ADB proJects in the 
future We note that all the posts have recently been reminded by 
MashIngton of the Importance of prompt reporting to the WashIngton 
agencies of their comments on proposed ADB loans 

The report focuses briefly on a problem with which we in Commerce 
have been directly concerned, namely the small share of Asian 
Development Bank procurement received by U S suppliers It 1s 
probably St111 too early to assess the effects of our early warning 
system which 1s Intended to Inform American buslnesstnen of trade 
opportunIt7es at an earlier stage of ADB conslderatlon of new 
proJects We agree with the GAO, however, that we cannot place undue 
rellatxe on this system to Improve the trend in U S procurement 
from ADB financed proJects In this connection, It may be note- 
worthy that if the United States contrlbutlon ot $100 nnlllon to the 
ADB Special Funds 1s approved by Congress, there would be some enhance- 
ment of bus1 ness opportunities for U S suppliers since U S com- 
panies will then become eligible under the Bank's rules to bid for 
contracts under ADB Special Funds flnanclng 

Sincerely, 

.Actlng Director (,' 
Bureau of InternatIonal Conanerce 
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DEPARTMENT OF STATE 

Washington D C 20520 

AUG 16 1972 

Mr Oye V Stovall 
DIrector, International D~vlsron 
United States General Accounting Offxe 
Washmgton, D C 20548 

Dear Mr. Stovall 

I have been asked to present the views of the 
Department of State and the Agency for InternatIonal 
Development on the draft report of the GAO on the Asian 
Development Bank (ADB) In response to your letter of 
June 15, 1972 My remarks wxll deal prlmarlly with the 
general observations and recomendatlons contained m 
the draft report rather than the specrfrc case studies 
it cites 

The GAO revxwmg officers have produced a comprehensive 
and carefully studled draft Its focus on whether or not 
the Executive Branch could provide reasonable assurance 
to the Congress regarding the use of our funds was entirely 
appropriate We were somewhat dlsappolnted, however, that 
the draft drd not expllcltly recognize that our basic 
assurance must lie in the competence of ADB management 
and staff Any measures taken by the Executive Branch 
to snsure that our funds are well spent must be regarded 
as a supplement rather than a substitute for this factor 
We believe that the ADB, despite its relative infancy, 
is a competent organlzatlon 

The draft report rightly stresses the importance 
of timely lnformatlon on proJects under conslderatlon by 
the ADB We are take-ng steps to receive more mfqrmatlon 
at an earlier stage of proJect conssderatlon We have 
recently reissued standrng lnstructlons to our embassies 
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m ADB member countries to Insure that their comments on 
proposed proJects will receive due werght In NAC conslderatlon 
of the proJects The NAC has also begun a more systematic 
rcvlew of the Bank's monthly sumarms These summaries 
are also being used as an "early warning" system for U.S. 
procurement on ADB proJects slmllar to the one whbch 
exists for the World Bank Group 

The draft report alleges an absence of crlterla by 
which US offlcrals can judge ADB PIKOJ~C~S. Our comments 
on the draft report on the World Bank Group outlme some 
of the crlterla used In the analysrs of ADB loans by 
State and AID officers 

We have some reservations about the comments made 
ln the draft report on follow-up on ADB projects in progress 
We agree that our responslblllty as a member government 
and Important contrnbutor requires us to know ln general. 
terms what the ADB 1s doing m reclpsent countrses and 
what maJor policy-related problems, If any, at 1s encounter- 
lng 1n the planning and lmplementatlon of Its loans We 
do not belleve, however, that member governments can or 
should take upon themselves the task of detalled monltormg 
of lnternatlonally financed proJects ConsIderable 
lnformatlon on ADB actlvltles 1s often avallable at AID 
mlsslons and embassies The increased travel USADB 1s 
now undertaklng will help to meet the GAO's concern by 
brlnglng this lnformatlon to the attentron of offhclals 
who deal with the ADB The draft rightly recognizes, 
however, that cutbacks m AID mlsslons will make the task 
of collecting, evaluating, and forwardlng this lnformatlon 
more dlfflcult 

Related to the question of follow-up 1s the 
recommendation m the draft report that we urge the ADB 
to set up an Independent review and evaluation group 
responsible to the Board of Directors We favor this 
proposal, and we understand that the ADB has been 
waltlng to see what the World Bank Group evaluations unit 
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accomplashes before deciding on Its own evaluations unit. 
As the draft report mentions, the World Bank evaluatrons 
staff is responsible not to the Board of Directors but 
to IBRD management It can be argued that this allegiance 
makes it a less independent body than the one proposed 
by the GAO. It does, however, have one characterlstrc 
which would be essential to the effective operation of 
any evaluation unit the wholehearted support of the top 
levels of the IBRD This has given the World Bank evaluations 
department the strength to produce two extraordlnarlly 
frank reports on IBRD operations If this experience is 
any guide, the relationship between any ADB evaluations 
unit and Bank management is critical regardless of whom 
the evaluations group reports to 

I would also like to comment briefly on a few practical 
questions - The draft report mentions the problems of 
"bunching" at the end of the year While this has been 
a problem m the past, we noticed a signxficant reduction 
m the year-end work load this past year, The draft report 
also comments on the drfficulty of accomplrshing the ADB's 
stated goal of channeling more assistance to the least 
developed countries in the area without adequate Special 
Funds We fully agree with this assertion, and note that 
Special Funds appropriating legislation I.S currently before 
Congress 

I understand that other agencies of the National 
Advisory Council will be sending you separate letters 
commenting on the draft report 

Richard W Murray u 
Deputy Assistant Secretary for 
Budget and Finance 
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THE DEPARTMENT OF THE TREASURY 
WASHINGTON D C 20220 

ASSISTANT SECRETARY 

DEC 5 1972 

TO llJir . Oyc Stovall, Dzrector, International Divlslon 
General Accounting Office 

TFO?l John M Wennessy 

SUBJECT Treasury Comments on GAO Draft Report on AsIan 
Development Bankr(ADB) 

I am supplyrng herewith Treasury Department comments on 
the GAO Draft Report entltled 'U S. System for Appralslng and 
Cvaluating Asran Development Bank ProJects." 

In contrast vvilltn the recent GAO Draft Reports on the 
Inter-American Development Bank and the World Bank, the present 
draft concerns Itself to a much greater extent with management 
aspects of U S. partlclpatlon in the Asian Development Bank 
(ADB) e It generally avoids zmpllclt or expllclt substantive 
ludcrments on the operations of the ADB itself -- yudgments of 
a kind GAO witnesses have assured Congressional committees 
tney neither wish to make nor are equipped to make. This GAO 
approach to reviewing U.S. particlpatlon In international 
flnancxal lnstltutlons LS more rn keeping with the intended 
scope of such reviews, although some inappropriate elements 
remain in the report. 

While the report thus moves away from areas we found ob- 
2ectLonable In earlier reports, we nevertheless find rt necessary 
to disagree stronqly with many of the assumptions and findings 
in the material legltmmately relating to our management proce- 
dures. For convenience, ms comments 'follow the order of 
presentation in the Digest-section of the Draft Report: Comments 
on the Digest of course refer equally to the underlyzng sections 
In the main text. An annex provides addztlonal comment on 
speclflc portions of the Draft Report. 

[See GAO note 1, p. 67 ] 
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[See GAO note 1, p 47 1 

2. Report Overlooks U.S. Pollczuts 
[II 

--- --- ---- The Dlqest (paqe 3) 
%?td relxted portrons of t%e text3 the T)raTt Peport 
describe the U.S. role In relation to the Sank'~~lend~ny 
actlvltles almost exclusively rn terms of appra7-Lsal of 
speclflc pro]ectc: In L?klng thbs narrow v;&?, t'7e Draft- 
Renort ovcc-looks the fact that ve also affect .?DB tenitln~ 
policy d~r=ectlv and wlthout reference to any pending loan 

For example, the U.S. Director has aetlvely 
sartlclpated In Bank policy dlscusslons on the appropriate 
Lnterest rate and commitment fee to be charged on loans, 
on the use of the Bank's local currency resources in Its 
operat3.ons, on Bank flnanclnq of local rather than foresgn 
costs of prolects, on guIdelines for country allocation of 
special funds leradlna, on whether or not the Bank should 
engage In flnanclncr of exports, and on guarantees or other 
Eorms of sccur~tv to be resulred on Its loans 

All of these topics were dealt with as general 
policy matters, with the outcome of the dlscusslons 
constltutlnq guidance to manaqement in the formulation 
of subsequent lndavldual toan proposals They therefore 
reprcsent a slgnlflcant mechanlsn for tha United States 
to affect Bank lending at a much earlier stage than the 
presentation of a prolect to the Board. 6Je vyould like 
to see this important element In our management system 
appropriately acknowledged In your Report. 

'See GAO note 2, p 67 1 
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3. Challenqe to Lffectiveness of Present System Not -I- 
i!Eijjorted. Our considered view is that an effective ---- -- 
Gnaqcment system exists for ensuring that sufficient 
information on woposed ADB activities 1s acqured 
and is adecruately appraised. This system IS, moreover, 
being continuouslv innroved, a fact notably mder- 
played In the Draft Report. Cven If qlven the most 
critical interpretatxon, the sum total of the evidence 
put forward In the Draft Yeport demonstrates no more 
than very occasional underperformance that any system 
is liable to. AccordJnglv, we relect the suggestion 
that rle have "not yet developed an effective system“ 
to yreld reasonable assurances reqardina the utiliza- 
tion of funds we have contributed If GAO feels that 
a post-evaluation of proyects through some audit 
mechanism IS a needed manaqement tool to meet the 
emerqrnq demands of the future, it should state this 
view wlthout characterizing the current situation 
as defrclcnt This is particularly true since we are, 
as noted in our other comments, pursuing this very 
ob]ective as a timely evolution of our management system. 

[See GAO note 1, p. 67.1 
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[See GAO note 1, p. 67 ] 

6. Follow-uQ on Implementation of ProJects. The comment 
on page J[l'one Dxqest as to the absence of follow-up 
on the lmplementatlon of prolects gives Inadequate 
weight to the internal mechanisms of the Bank and Its 
Board of Directors for monltorlng prolect progress. In 

‘See GAO note 2, p. 67 ] 
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addltlon, there has been a vigorous program In the 
past year and a half bv the Office of the U.S. DIrector 
to make field vlslts to the maJorrty of the Sank's 
prolect sites, which 1s described In pp. 40-4f1'of the 
Draft Report. The Draft Peportls frndlngs on this 
Dolnt do not appear to reElect either the Board process 
or the actnon proqram undertaken by the U,S. DIrector. 
They therefore seem to be, at a mlnzmum, out of date, 
and should be reconsldered. 

7. Absence nf Independent Evaluative ReportlnJ. We do 
naat the absence to date of a formalized 
system for post-evaluation of proJects has ImpaIred 
the effectiveness of our current operations. In re- 
gard to the absence of such a system, tGle Draft Report 
should recognize, by more than a passing mention of 
the relative infancy of the Bank, that at would have 
been premature to attempt to measure the actual results 
of nrolects financed by the Bank wnen the prolects 
themselves have not yet been completed. The malorlty 
of ADB prolects were only authorized bn the last two 
years, and at the time of GAO's review onlv two of 
ADB's 85 approved loans had yet had time to be fully 
disbursed, let alone exert an economic impact over a 
long enouqh time to permit appraisal. 

It is important that some system for post-appraisal 
of proJects -- along the lines establlshed in the Inter- 
American Development Bank or an alternative of compara- 
ble effectlvene?s -- be developed by the time such 
aDpralsals can usefully be carried outF and we are 
working on ensurlnq this. It 3s not a shortcomlnq of 
our manaaement system, however, that the particular 
system favored by GFO had not been created in ADB as 
of the time of the GAO review. 
(x,.3)"~~ould, therefore, 

Your Digest staterrent 
be more oblectlve If it said 

"wh>le it IS too early for a post evaluation system to 
be operative, the time 1s approachlnq when a mechanism 
along this line would be appropriate." 

The Recommendations and suggestions contained in the Digest 
(pp 3;)c1Jare generally constructive in nature. Although they are 
in certain respects lacking In specificity, in their broad thrust 
they reflect trends already under way for some time in Treasury's 
manaqement of U.S partlclpatlon In the Asian Bank. I would like 
to offer the followlnq observations on lndlvldual recommendations. 

-- Earlier Receipt of Proyect Information. We agree that 
maximum use should be made of the pro3ect information 
provided by the Bank at earlier points in the loan 

ISee GAO note 2, p. 
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preparation 13rocess, 
In thdt recrard In the 

and have taken a number of steps 
last vear or two It should be 

understood, however, that at these earlier stages there 
does not yet exist a body of documentation to permit 
adequate appraisal of the loan. Accordingly, the 
recommendation rrould have to make clear that Liz alrn? 
only at supPlemen*lng our present appraisals based on 
fnrmal loan documents before we could reqard It accept- 
able rn your flnal Report. 

Loan Apprazsal Instructrons. This recommendation 1s 
lifentlcal to one we have already accepted In connectlon 
with your IDB Report. Lvje are prepared to accept It on 
the same basis If at apDears In the flnal version of 
your Report, I.e., we do not feel the absence of codlfled 
lnstructlons has a srgnffrcant effect on loan appraasals, 
but are nevertheless prepared to codsfy tne various 
exlstlng written and unwritten guadellnes, 
however, 

I would, 
like to emphasize again that the present system 

in whxch tralned and experienced senior officials from 
the concerned agencies have latitude to exercise Tudsment, 
has worked well, Codlfled guldellnes will become self- 
defeatlna If they become rxqld rules or are mechanically 
aDplied. 

Role of U.S. Posts Overseas. 171th the phasedown of 
U,S. AID Mnsslons overseas already rn progress, it 
would be unwise to plan on a malor reportlnq role for 
such missions wzth respect to ADB activities In their 
countries. Your recommendation would therefore, be more 
acceptable If at suggested that embassies and AID missions 
report on ADB actLvitles "to the extent feasible." 

All our overseas mlSsl.ons have since late 1970 
been provided with "early warnlnq' notice of upcomlncr 
prolects to be financed by international Institutions, 
and have been providing available lnformatlon since 
that time, partlcularlv with respect to commercial 
opportunities such projects mlqht afford to U.S. suppllers. 
Your recommendatnon can therefore have meaning only with 
respect to the lmplementatlon phase of Bank-financed 
pro-jects. In &at regard, I wish to state, first, that 
there 1s more adecruate follow-up by U.S. field missions 
than the Draft Feport qives credit for (and, Jncldentally, 
more adecyuate feedback to technlclans in WashIngton of 
Bank actlon responsive to U.S. 
in the Draft Report.) 

inputs than 1s acknowledged 
Second, I wish to reiterate our 
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vrew -- Drevlously expressed In connectlon with your 
IDR and world Car& Sports -- that such a rccommendatlon 
1s acceptable only If Jt 1s clear that our mlsslons 
are not exnected to carry out lndenth audits, 
or uneconomxcally duplicate the on-site arolect 
supervlslon actlvltlcs of the Bank or buxld up and 
malntaln special staffs for these pusnoses. 

[See GAO note 1, p. 67.1 

60 



APPENDIX VII 

AmEXl 

[See GAO note 1, p 67 I 
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AIWEX 1 
Cl1 

(4) Assurances on Use of Funds, On page 20, the 
Draft Report states '"we believe that, as a mPnimum, the 
U.S, Executive Branch should have enough work%ng knowledge 
and data to give firm assurances to the Congress that the 
funds contrLbuted to the internatnonal organizations are 
or are not being used effLc%ently and effectively and 
accomplish antended objectives. In our opinion, the 
Executive Branch has not been in a posit&on to give such 
assurances with regard to funds contributed by the United 
States to the ADB." The Treasury Department considers this 
expression of opindon wholly without merit. \ 

Presumably, the GAO fs referring principally to the 
fact that the Bank has not yet established an $ndependent 
evaluation unit of the type that exists In the Inter-American 
Bank. The Asaan Development Bank is a relatively young in- 
stitution; its disbursements are low compared to dtsburse- 
ments of the Inter-American Bank and the International Bank 
for Reconstruction and Development. The number of projects 
i.t has completed is also correspondingly low. The t&me has 
only recently become appropriate to set up procedures and 
establish staff to carry out reviews of completed projects. 
The Treasury Department is moving to see that these thLngs 
are done. 

(5) 
stated tha 

On page 23.7 it is 
uative reporting to 

member governments relative to efficiency of operations, 
success or failure of ADB projects results achieved is 
virtually non-existent." Thfs statement is again factually 
correct but only because at this poS.nt very few ADB projects 
have been completed and been in operatLon long enough that 
they can usefully be appraised by an evaluative mechanism. 
The situatfon in many of ltts borrowing countrges is such 
that the Asian Bank has often had to precede fts loans wfth 
extensive technS.cal ass%stance focused on prsgect identifi- 
cation. Only then was Lt possible to carry out feasibility 
studies, engzneerlng desagn studies and the other necessary 
elements before a project is ready for presentation to the 
Board. It should not be surprising, therefore, that the 
bulk of the Bank's loans were only approved in the last two 
years, and these projects wjill still requfre several years 
before completion and being placed in operation. 

lSee GAO note 2, P* 67 1 
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(6) Early Pro.lect Information. On page 28r31'~t IS 
stated that the U.S. Director must learn or be informed 
of problem areas in forthcoming ADB loan proposals early 
enough in the project formulation stage for him to have 
time to convince the ADB staff and management of the 
desirabzllty of his changes. We agree with this proposition 
as a general matter, and have made Important progress m the 
past year. The Bank's Monthly Operational Pnformation 
document now contazns an expanded summary statement, showing 
country, amount and technical description for each proposed 
proJect from the time a loan application has been taken 
under study. fn addition, a monthly updating is provided 
on the processing status of each loan in the appraisal 
pipelme, The NAC Staff Committee reviews this document 
monthly to Identify problems relating to expropriation, 
suitability of financmg, compliance wsth performance 
criteria, use of funds, etc, This Monthly Operational 
Information document also provides the basis for our system 
of "early warning" to U,S. field mxssions about forthcoming 
loans. 

The fundamental difficulty in raising technical issues 
early in loan processing is that only some problem areas 
can be isolated much before the final, formal loan documents 
are prepared,, while others cannot because they depend on the 
specific outcome of final negotiations with the borrower. 
Et would be useful If the Report made this distinction. 

(7) &praisal Time, We do not agree with the opinion 
expressed on page 29[%Gt time pressure results 'in hasty 
analyses of a dubrous quality by the National Advisory Council 
or that it cramps effective intervention by the U.S. D&rector 
when problem proposals are identified, 

[See GAO note 1, p 67 1 
We believe this ES ampie time ror an experienced 

technncian to identify problems in a loan document. In the 
maJority of cases in which less tune was avaIlable, the summary 
cable from USADB was avaxlable -- sometlsnes as much as eleven 
days in advance -- to provide technicians a basis on which to 
draw tentative conclusions. 

lSee GAO note 2, p 67 I 
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ANNEX 1 

The GAO analysis neglects numerous other factors: 
the availability of advance airmail copies of loan docu- 
ments przor to regular NAC distrrbution; the additional 
time available to NAC agencies between Staff Committee 
discussion and Council. vote, the right of agencies to 
reopen consideration if late documents reveal issues not 
identlfled m cable mformation, and the use of telephonic 
comrmunication with USADB to clear up questrons prior to 
NAC staff discussion. 

As far as the ts.meliness of instructions to the U.S. 
Dlrector is concerned, the date-comparison material. tabu- 
lated by GAO also tells very little. First, the Draft Report 
makes no attempt to distinguish between cases where WashIngton 
had no obJections and cases where Washington w&shed points 
raised. There is obviously no need for long lead times in 
the madority of cases where no issues are to be rarsed. 
Second, It notes but does not gave due weight to the fact 
that the cabled instructions are only the formal recording 
of the NAC result, or that telephonic instructions are 
provided prior to the cable instruction when a problem exists. 

[See GAO note 1, p. 67.1 

In general, therefore, our view 1s that this aspect of 
the Draft Report involves unwarranted or overdrawn conclusions 
as a result of the mechanistic applLcation of datecomparisons. 
We can agree that more time is generally better than less 
trme, but not that our procedures are seriously defective 
in practice. 

64 



APPENDIX VII 
ANHEX 1 

(8) Timeliness of H.eld Ccxzments, On page 35, 01e Draft 
Report state3 that cocmtry team comments generally arrive fin 
WashQngtsn after NAG Meeting dates and occasionally after 
votes are taken. 

[See GAO note 1, p 67 1 

the 33 responses suxveyed arrived on or before the date of 
the NM Staff Meeting and were available for the meeting. 
Further, none of the 6 responses that arrived after the date 
of the MC vote raised any obJections to the Loans, Perhaps 
moxe i.mportantly, every one of the 33 responses arrlbved ~B”~oR: 
to ABB Board actfon, so that it woufd st:rll have been gssssl Jk 

to recons%der the U. S e Director’s BnstructjLons if the ej *3 id 
comment had raTsed serfous ob jectionls e Neverthel.ess 9 we ore 
now considertng hav%ng MLtiaP. country team comments Poxwwd~d 
at an earlier stage keyed to MAC consideration of the l4o11thl.y 
Operations Informatfon document, to supplement the present 
system. 

lSee GAO note 2, p. 67 ] 
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On page 42[i1 rt 
d they never hear 

of a loan again after xt has been approved in the NAC 
Meeting, yet they felt that feedback on these loans could 
be very helpful in considering proposals for similar loans 
in the future". Such comments are, of course, affected by 
the varying degrees of utilization of avarlable feedback 
Information as among individual officials. As a factual 
matter, the Draft Report should at least note that the 
U.S. Director does communicate to Washington the outcome 
of issues he IS instructed to raise in the Board and that 
al.1 ADD loan documents routinely include a status report 
on loan projects currently underway In the partEcular country. 
In cases where a second loan is proposed to a specrfic entity, 
the loan document provides Washington officials with very 
detailed 2nformation concerning the first loan. The Draft 

[See GAO note 1, pe 67,] 

'See GAO note 2, p 67 3 
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[See GAO note 1, p 67, ] 

Cl1 
The main text mentions on page 8 that certain 

documents were not made available to GAO. We feel we have 
cooperated fully wLth your representatives and provided 
very extensxve documentation. In our view, the extremely 
lrmlted materials not made available to GAO were by no 
means crltical to the preparation of the Draft Report. 
We believe your statement should acknowledge the almost 
complete freedom of access to materials rather than 
emphasize the rare exceptlon based on legitimate grounds 
of protectlon of confidentlallty of vfews expressed by 
other governments. 

lSee GAO note 2, p 67 1 

[See GAO note 1 ] 

GAO notes 

1 Deleted comments pertain to material presented In 
the draft report which has been revised or not In- 
cluded In the flnal report 

2 Page numbers refer to pages of the GAO draft report 
and many have changed In the flnal report 
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OFFICIALS RESPONSIBLE FOR 

ADMINISTRATION OF 

U S. PARTICIPATION IN THE 

ASIAN DEVELOPMENT BANK 

Appointed or 
commlssloned 

SECRETARY OF THE TREASURY 
George P Schultz 
John B. Connally 
David M Kennedy 
Joseph W Barr 
Henry H. Fowler 

ASSISTANT SECRETARY OF THE TREASURY 
FOR INTERNATIONAL AFFAIRS, 

John M. Hennessy (note a) 
John R. Petty 
Winthrop Knowlton 

U S REPRESENTATIVE TO THE BANK'S 
BOARD OF EXECUTIVE DIRECTORS 

Artemus E Weatherbee 
Bernard Zagorln 

OTHER MEMBERS OF THE NATIONAL 
ADVISORY COUNCIL ON INTERNA- 
TIONAL MONETARY AND FINANCIAL 
POLICIES 

Secretary of State 
WIlllam P. Rogers 
Dean Rusk 

Secretary of Commerce 
Fredrlck B Dent 
Peter G Peterson 
Maurice H Stans 
Cyrus R Smith 
Alexander B Trowbrldge 

June 1972 
Feb 1971 
Jan 1969 
Dee 1968 
APr 1965 

June 1972 
May 1968 
Aug. 1966 

Oct. 1971 
Dee 1966 

Jan 1969 
Jan. 1961 

Feb 1973 
Feb. 1972 
Jark 1969 
Mar 1968 
June 1967 
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