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MEMORANDUM FOR AA/FVA, Julia Chang Bloch
FROM: AIG/A, James B. Durnil

SUBJECT: Audit of American Schools and Hospitals
Abroad Program

This report presents the results of our review of the American
Schools and Hospitals Abroad Program. Our objective was to
evaluate the program's performance and accomplishments in
achieving what we believe to be its primary goal of providing
grants to institutions overseas that demonstrate American ideas
and practices in education and medicine.

Our audit showed that a number of significant improvements were
made to the program as a result of recommendations made by the
Inspector General in audit reports issued during the period
1978-80. Our current review did, however, show that some
problems identified in the earlier audits continued to exist
and that more could be accomplished with ASHA's annual $30
million budget by overcoming impediments that limit program
effectiveness. 1In particular, we found that (i) systems for
setting goals and objectives, selecting instituticns and
evaluating grant impacts needed improvements; (ii) certain
critical points in the 1l point criteria were not met: (iii)
even though some progress had been made, grant funds continued
to be concentrated in one geographic area of the world: and
(iv) overseas institutions' use of the local currency derived
from the grants needed to be better controlled.

We initially made three recommendations to improve future
operations of the ASHA program. T have added a fourth
recommendation to the report requiring the Director of AHSA to
instruct the review panel to closely review applications and
award grants only to grantees that fully comply with the 11
point criteria.

After discussions with the auditors, ASHA officials made
changes in the grant agreements that improved controls over
matching grants by requiring certain recordkeeping and cost
review procedures. Changes were also made in the recordkeeping
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and approval process for the use of local currency by overseas
institutions. An additional improvement for controlling local
currency is recommended in our report.

The written comments provided by your office to the draft
report did not address implementation of the recommendations.
The comments primarily dealt with the approach or method used
to conduct the audit. We have carefully considered your
comments, made changes in some areas and attached the comments
in total as Appendix VI to the final report. The IG's position
relative to your comments is included and summarized in the
report.

Please advise me within 30 days of actions taken or planned to
clear the recommendaticns.

Thank you for the courtesies extended to my staff during the
audit.



EXECUTIVE SUMMARY

The American Schools and Hospitals Abroad Program needs
better management and direction to more fully attain the
goals and objectives established by the Agency for
International Development as well as those mandated by
legislation. A number of significant improvements were
made to the program as a result of recommendationg made
by the Inspector General in audit reports iszued during
the period 1978-1980. However, during this review we

found certain prior audit recommendations~-some
requiring formal management procedures--were not fuliy
implemented. As a result some Program dgrants continue

to be awarded to institutions that do not comply with
established «criteria, legislation or the 2Xpressed
desire of the Congress.

For example, the Program has not followed all the
criteria established by AID and published in the Federal
Register on November 26, 1979. We noted, €£from our
review of the 19 institutions that received funds
subsequent to 1979 (i.e., 1980-84), that the grants
sometimes did not fully meet all the qualifying
criteria. We found:

-~ 7 institutions did not have a strong
United States grantee that could
demonstrate a continuing supportive
relationship such as financial and
management support. Many of these
sponsors were merely fund raisers with
office space in New York City.

--— 3 institutions <clearly did not have a
curriculum that reflected American ideas
and practices. Others were also deficient
in this area but to a less obvious extent.

-- 5 institutions were not good demonstration
centers 1in that they did not reflect
favorably upon and increase the
understanding of the United States. An
additional 12 institutions met this
criteria but significant gquestions existed
about the extent of the benefits that
resulted from the grants.

- 17 institutions would have received
substantially less than the maximum score
had the review panel known that the



institutions did not have United States
citizens or United States trained
faculty. At only 2 of the 19 institutions
was as mach as half the staff either
United States citizens or Uaited States
trained.

Congressional Commlttees have repeatedly asked that the
Program obtain a morc ~alanced geographlcal distribution
of grants. Alchough some improvements in distribution
have occurred, Near East countries still receive about
4C percent of the program funds or $12 million each
year. In 1984 one Near East country--Israel--received
$4.1 million, whereas the entire continent of Africa
with 46 countries receiving United States assistance got
less than $3 million. The desires of Congress for a
geographically balanced program is reflectea ir one of
the 11 criteria to be considered when evaluating grant
applications.

In addition to awarding dgrants to institutions that did
not meet or only marginally met program criteria, AID
did not subsequently evaluate grants or monitor
institution activities.

Other problems resulted from poorly designed drant
agreenments. Significant amounts of the Program's monies
were given to institutions abroad without adequate
grantee or AID oversight of certain financial program
aspects. As a result, as wmuch as $7.5 million of
program funds were converted to local <currency and
expended without AID having financial <control and
knowing what benefits, if any, were received.

Our current review disclosed that some of the problems
identified in the earlier audits continued to exist.

During the period 1978-1980 Regional Inspector General
audit offices issued a total of 20 reports on various
institutions and aspects of the Program. The Inspector
General made recommendations to insulate the Program
from outside influences and encouraged AID manaders to
take a more active role in program direction.

Program weaknesses identified in this audit, that were
similar to those reported in prior Inspector General
audits, included grants to educational institutions that
(i) lacked adegquate United States organizational backing
and financial support, (ii) did not have an American
studies program, (iii) did not serve as a demonstration
center for American ideas and practices, and (iv) lacked
an adequate number of United States faculty members (see
Appendix I for a review of past audit reports).
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While prior audit recommendations were directed towards
correcting individual institution/grant deficiencies,
all of the reports were addressed to the AID Washington
management office. Corrective action on a program=-wide
basis has apparently not been adequate since similar
problemns still exist.

To assist in further improving this program we have made
four recommendations that require:

-~ dJeveloping a policy paper which clearly
defines program goals and objectives,
preparation of impact statements to assess
whether program goals and objectives will
be achieved, preparation of a report by
the grantee one year after final
disbursement of grant funds to evaluate
progress, and performing post-evaluations
to determine success,

-- reviewing the applications and grant
awards more closely to assure that all
grantees fully comply with the 11 point
criteria.

-- opening a dialogue with the Department ot
State and within the Agency to broaden the
range - of applicants and 1increase the
geographic distribution of the program, and

-~ controlling grant related 1local currency
expenditures.

In regard to the recommendation on 1local currency, AID
has made changes 1in the recordkeeping and approval
process for the wuse of 1local currency by overseas
institutions. However, since corrective actions had not
yet been fully implemented we have included chis matter
in one of the formal recommendations in this report.
Once corrective actions are completed the recommendation
can be closed following normal procedures.

Other improvements were made by Prodram managers during
the audit. For example, Program management made changes
in the grant agreements that improved controls over
matching grants by requiring certain recordkeeping and
cost review procedures.

Management stated it would give careful consideration to
the report's recommendations. They stated, however,
that inplementation is problematical because the bases
for the recommendations were wrong. Foremost among

iii



seven areas of the report that management considered to
be inadequate was that the fundamental distinction under
the Agency's bilateral assistance programs and the
Program's annual competitive grant prodgram was not
clearly stated. This as well as the other issues raised
by management are summarized followed by auditor

comments beginning on pages 16 and 29. Where
appropriate we made changes to the report based upon the
comments provided. Howesver, for the most part the

comments were similar tc those obtained during the audit
and were given full consideration. Our report findings
ana recommendations are designed to assist management in
accomplishing the legislative intent and goals
identified in the legislation by developing proper goals
and objectives, devising long-term strategies,
undertaking evaluations and establishing other
programmatic measures normally used to achieve intended
results. A copy of management comments is included as
Appendix VI.
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AMERICAN SCHOOLS AND HOSPITALS
ABROAD PROGRAM CAN
BE IMPROVED

PART I - INTRODUCTION

A. Backdground

The American Schools and Hospitals Abroad Program (ASHA)
was carried out under Section 214 of the Foreign
Assistance Act (FAA) of 1961. Section 214 in part,
stated:

"The President is authorized to furnich
assistance ., . . to schools and libraries . . .
and to hospital centers for medical education and
research . . . outside the United States founded
or sponsored by United States citizens and
serving as study and demonstration centers for
ideas and practices of the United States."

Accordingly, there was a difference between the United
States foreign policy demonstration goal of Section 214
and the purpose of Title II of the Foreign Assistance
Act, which primarily addressed itself to the economic
development of less developed countries.

In 1972 Congress requested that the ASHA director
provide clarifications about the intent, purpose and
goal of Section 214, the roles of Congress and AID, and
guidelines concerning what constitutes an American
school or hospital abroad.

The director provided significant testimony about the
program. He testified, for example, that AID had never
requested funds for institutions in Israel, because of
the difficulty in distinguishing the American sponsored
demonstration centers from native Israeli schools or
hospitals. He also pointed out that ASHA's portfolio
contained institutions that might not have been chosen
as demonstration centers by AID, but that had Dbeen
specifically identified in appropriations bills.
Specifically, Congress had instructed AID to finance a
considerable number of schools and hospitals in Israel
and one hospital in Poland.

He also testified that ASHA had developed a criteria to
screen grant applications that would help insure (i) the
objectives of the law were well served and (ii) the



United States obtained the greatest possible benefits on
the investmernts of public funds. Decisions as to grants
would be Dbased upon a system of qualitative and
geographic priorities and upon United States foreign
policy considerations of a broad nature. In this same
time frame Congressionally selected line item
appropriations were eliminated for ASHA grants.

In 1979 AID published revised program criteria in the
Federal Register. Although similar to the «criteria
adopted in 1972, the revised criteria were considered
mandatory rather than discretionary. Since 1979 ASHA
has used a review panel selected from both within and
outside AID to annually rank applicants using the
criteria. This marked an important departure from
ASHA's past operations. However, such actions did not
result in the establishment of overall program goals and
objectives. Program Managers continued to operate the
program under an annual competitive selection process
rather than considering long range program goals nd
objectives.

The eleven point criteria, as published in the Federal
Register on November 26, 1979, is attached as Appendix
V. The five points we emphasized in the review are
shown below:

"Criterion 1. The applicant should be a nonprofit
United States organization which either founded or
sponsors the institution for which assistance is
sought. Preferably, the applicant should be
tax-exampt under Section 501(c)(3) of the Internal
Revenue Code of 1954.

"The applicant must demonstrate a continuing
supportive relationship with the institution.
Evidence of this would be the provision of financial
and management support for the institution.

"Criterion 2. An instruction program must serve the
secondary or higher level and must reflect American
educational ideas and practice (education at the
elementary school level will not be supported).

"A school offering a broad-based academic program

must include instruction on the history, geography,
political science, cultural institutions or
economics of the United States. English should be
used in instruction or taught as a second language.
However, the foregoing subject matter and language
requirements need not apply to a school offering a
specialized course of study.



"Criterion 3. Institutions are expected to reflect
favorably upon and to increase understanding of the
United States.

"Criterion 5. The faculty and staff of a school or a
hospital center should include a significant number
of United States citizens or other persons trained
in United States institutions who are in residence
and teaching at the school or hospital center on
either a full time or part time basis.

"Criterion 11. To help achieve the objectives of the
Foreign Assistance Act and ensure that the American
Schools and Hospitals Abroad pregram is as

geographically balanced as possible, special
consideration will be given to applications for
institutions which increase the geographic

distribution of the program and contribute to the
economic and social progress of areas that are the
focus of AID's development efforts."



B. Audit Objectives and Scope

Our audit objective was to evaluate the Program's
performance and accomplishments in achieving its primary
goal of providing grants to institutions overseas that
best demonstrate ideas and practices of the United
States in education and medicine,.

We conducted audit work from December 1984 to April 1985
in AID/Washington. Wc¢ also visited grantee offices in
Washington, D.C. and New York City, and institutions in
Liberia, Philippines, Haiti, Honduras, Guatemala,
Greece, Israel and Italy. During our visits overseas we
discussed the program with officials at Embassies, AID

Missions and recipient institutions. This work
included: (i) obtaining views on the accomplishments
and problems of the program; (ii) reviewing

AID/Washington files on the grantees and institutions
and comparing that information with the _information
obtained overseas; (iii) discussing with Embassy and AID
Mission personnel in the countries visited the program
and whether goals were being achieved:; and (iv)
interviewing staff and students at 26 of 110
institutions that benefitted from the progran. (19 of
the 1institutions wused for our audit received funds
during the five year base period, 1980-84).

The amount of funds received during the base peciod was
$22.7 million for the grantees and $38.7 million for the
institutions. In 1984 the grantees received $5.5
million and the institutions $9.2 million. The total
amount of money received by the grantees and
institutions we visited received about 49 percent or
nearly $15 million of the $30 million ASHA budget in
1984 and $61 million or 53 percent of the budget during
the last five years.

Our audit was made in accordance with the Comptroller
General's Standards for Audit of Governmental
Organizations, Programs, Activities and Functions.



AMERICAN SCHOOLS AND HOSPITALS
ABROAD PROGRAM CAN
BE IMPROVED

PART II - RESULTS OF AUDIT

A. PFindings and Recommendations

1. The ASHA Program Needed a Better
Management System

ASHA program managers evaluated grant applications from
schools and hospitals, and made drants based on an
annual competitive selection process. However, a formal
system had not been established to accumulate
information on program accomplishments and success 1in
reaching goals and objectives. Accordingly, management
did not have this information and was not in a good
position to redirect grant funds away from institutioas
that did not meet or only marginally met the legislative
goals of the program. Also, ASHA did not know the
extent of success being achieved by the program. This
occurred because ASHA's management systems did not (i)
consider goals and objectives, 1including measures of
progress, (ii) compare and consider alternative neans
for accomplishing program objectives and (1ii) include
methods for comparing actual with anticipated results.
As a result grants were approved:

-- w.thout making adequate determinations as to whether
the grants would further overall progrem goals and
objectives, and

-- that did not meet all of the requirements in the 11
point selection ciLiteria.

Although worthwhile benefits have occurred since program
inception, ASHA has no:t accumulated adequate information
on results the 1legislation intended the program to
achieve, 1i.e., demonstration of American ideas and
practices. Accordingly management 1is not now able to
fully demonstrate the extent of program success achieved
by the expenditure to date of $532 million.

Recommendation No., 1

We recommend that, in order to manage ASHA on a program
rather than a grant selection basis, the Assistant
Administrator for Food for Peace and Voluntary
Assistance require the Director, ASHA to:



a. prepare a policy paper that clearly sets forth
program goals and objectives intended by the
legislation and that the policy paper be made
available to all prospective grantees;

b. encourage applicarts to more fully meet the eleven
point criteria by requiring each grantee to include,
as a part of the application, a statement that shows
the extent and manner program goals and objectives
will be achnieved;

c. determine the extent legislative goals are realized,
in part, by requiring the grantee to report on the
extent to which the goals have been achieved within
one year following final Jdisbursement of grant
funds, and

d. better assess and verify the accomplishments by
supplementing the Agency's annual competitive
evaluation of applications and drantee quarterly
project reporting with selective post-evaluations.

Recommendation No. 2

We recommend the Director, ASHA, instruct the review
panel to closely review applications and award dgrants
only to grantees that fully comply with the 11 point
criteria, spec1f1cally concentratlng on the key criteria
addressed in this report, i.e.,

-- bonafide grantees that actively participate in
managing the overseas institutions,

-- institutions that reflect American educaflonal ideas
and practices,

-- institutions that increase understanding of the
United States, and

-- institutions that have significant numbers of
faculty that are United States -rained.

Discussion

Goals and Objectives - AID Policy (Handbook 3, Chapter
12), provides for establishment of management systems to
include:

-- definitions of objectives and programs,
-- development of &uantitative indicators of progress,

-- orderly <consideration of alternative means for
accomplishing objectives, and
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-- adoption of methods for comparing actual results
with those anticipated.

A management system with these features had not been
implemented. Implementation of the management system
proposed would give the ASHA staff a basis to select and
direct the projects that best meet overall program goals.

Evidence of the need for a system existed as early as
July 1978 when, in a response to the AID Administrator,
the acting ASHA director stated there was not a formal
statement of the objectives of the ASHA program. Other
evidence of managenent system weaknesses was found by
the Inspector General in 1980 when ASHA was criticized
for not having formal management procedures. In
response ASHA draft:d material to add to the AID
Handbook covering important program aspects, such as
objectives, oversight and evaluations. However, they
were not implemented due to a June 1982 decision by the
Office of General Counsel exempting them from the
management requirements in OMB Circular A-110 because
the «circular only applied to domestic non-profit
institutions. This decision was not concurred in by the
Inspector General. Regardless of the exemption, a
system to manage the expenditure of these Government
funds 1is needed and 1its absence contributed to the
problems noted during our review.

We observed, for example, that ASHA generally did not
establish demonstration goals, objectives and measures
of progress for its grants. We concluded that this was
a factor contributing to poor United States
demonstration results obtained from the grants. This
was especially evident in instances where an institution
had received only one drant since there was no
continuing financial relationship, with all the
attendant interaction. Without goals, objectives and
measures of progress clearly defined, ASHA could not
provide effective oversight to assure program benefits
were obtained.

Eleven Point Criteria - The eleven point criteria for
the program was established in 1979 to provide
assurances that ASHA would only fund the best
demonstration projects. According to ASHA, the 1l point
criteria should be applied to all grants funded
subsequent to 1979. We reviewed 5 of the 1l points at
19 institutions that had received ASHA grants sometime
during 1980 through 1984. These five points were
selected because they appear to be very critical to the
successful completion of a good demonstration project.
Because a number of the institutions were deficient in
meeting more than one «criteria, we summarized the
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results of our review in the following table. Each
letter at the top of the table represents a different
institution. The table indicates the criteria not met
by each institution.

INSTITUTION CRITERIA

X

CRITERIA NOT MET INSTITUTIONS
A B CDEVFGH I JdIK KL
Applicant was not a United States X X X X X X

founding organization that demonstrated
a continuing supportive relationship.

Institution did not reflect and X X X

include American educational ideas ai.d

practices.

Institution did not reflect and X X X X X

increase understanding of the United

States.

Faculty were not United States X X X X

citizens trained in the United States.

Overall, we identified serious problems at 12 of the 19
institutions that received grants from 1980 to 1984.
The complete text of all 11 criteria can be found in
Appendix V.1

l. The applicant should be a United States non-profit
founding organization of the overseas institution
and MUST demonstrate a continuing supportive
relationship, e.g., the provision of financial and
management support.

Grantees we visited were often not involved in managing
the grants, but acted as fund-raisers. Only 12 of the
19 institutions that received grants from 1980 to 1984
were fully involved in both management and financial
support. The remaining 7 mainly acted as fund-raisers.
These 7 grantees were not involved with the
institutions--they simply leased office space from which
to conduct their fund-raising activities. They received
AID grants for about $10.6 million over the past five
years. Approval of these grants was in direct conflict
with criteria 1.

1/ The 1llth point of the criteria is addressed in the
section on geographic distribution on page 20 of
the report.

-8-
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The Congress intended the Urited States grantee to have
a key managerial role, however, ASHA's grant agreements
did not include a statement of the role and how it would
be carried out. Project description sections of the
grant agreement were limited to the items being funded
and some general reasons the grants had merit. The
absence of guidance detailing the role congress
anticipated for the sponsor contributed to the lack of
grantee involvement.

The following are examples where there was little
grantee involvement.

-~ The grantee occupied an office in New York City that
was primarily a fund-raiser for Near East
institutions and accordingly provided 1little or no
management oversight to insure the eleven point
criteria was implemented. ASHA awarded two grants
to this Near East institution totalling $1.2 million
to provide more space, due to increased enrollment.
The assistance was given with the stipulation the
school would use the name "American School of
Vocational Training"™. Our audit disclosed:

-- the school was called the Public Religious
School for Teachers,

—= the director considered the school to have an
international character,

-- no United States citizens were on the faculty,

-- students contacted were not aware of United
States assistance, and

-- enrollment had not increased.

Congress specified that American grantees must
participate in the management of the institution as well
as contribute substantially to 1its financial support.
ASHA gave some consideration to the importance of
grantee participation in the selection process, but they
did not follow through after the grant had been
approved. When considering an application for approval
the members of the review board were to consider, among
other things, the grantee's degree of involvement in
setting policy and providing direction, hiring principal
adminjstrative officials, establishing and/or reviewing
and approving annual budgets, advising on curricula and
programs, organizing exchange of faculty and staff, and
raising funds. Most of the grantees did not perform
these roles,



Involved dgrantees were needed to provide management
expertise which could not be provided by ASHA due to the
limited number of personnel responsible for managing the
program. An example of the type of problems that occur
when the grantee 1is not 1involved with an overseas
institution is illustrated below:

-=- ITRI Torah Research Institute, a grantee not
involved and acting only as fund-raiser received an
ASHA grant for $500,000 for Hadera Institute to
purchase a hotel complex of 12 buildings to use as a
school campus. Shortly thereafter planning problems
developed and: (1) a malfunctioning sewage systenm
forced the students to relocate in June 1980; (2)
title to the land involved was never transferred to
Hadera; (3) Hadera rented the complex to another
school for nine months in 1982, in violation of the
grant agreement; and (4) after the rental period the
complex was seldom used and eventually was
abandoned. When we inspected the school in February
1985 the property was badly deteriorating.

Article II, Appendix A of the 1976 4grant agdreement
required that the complex be used by the grantee
institution only for classrooms and faculty and student
living quarters. If the grantee did not comply with
that requirement, the grant a&agreement stated AID may
obtain a refund from the grantee of the (grant
expenditures. ASHA tried to contact the grantee a
number of times and in January 1984 sent a letter but
never received an answer. During our audit ASHA began
necessary action to obtain a refund.

To comply with Congressional guidance for all its
grants, ASHA must enforce the sponsors' involvement by
defining their role chrough improved guidance in the
grant agreements. S3trong sponsor involvement is vital
to the cuccess of the grants.

2. The institnution MUST reflect American educational
ideas and practices and MUST include instruction on
the history, geography, political science, cultural
institutions or economics of the United States.

In most cases, some aspects of this requirement were
met, but in very few cases could we establish that an
institution was in significant compliance with this
point. At least three institutions clearly d4id not have
a curriculum that reflected American ideas and
practices. These three institutions received AID dgrants
for about $2 million during the five year period,
1980-84. :
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Institutions, in order to comply with this criteria,
should have English language as a medium of instruction
or a second language, and must have instructional styles
that reflect an American approach. Also schools
offering a broad-based academic program must have
instruction on the history, geography, political
science, cultural institutions or economics of the
United States.

We observed that all of the institutions that clearly-
did not meet this criteria were in Israel. All three of
the schools were exempt from some parts of the
requirement because they offered specialized (rather
than broad based) courses of study. However, they were
still required to reflect American ideas and practices.
At one school, where Bachelor's degrees were cffered in
three disciplines, study of a religious course (Talmud)
was mandatory and offered as the only humanistic
course. Consequently, no opportunity exXxisted ko
incorporate American oriented studies of any kind. The
other two institutions primarily offered vocational
courses combined with religious instruction and may have
beer 1in violation of the second criteria as well as
nuwber 8. At one of these institutions we estimated 40
percent of the class hours were in some way associated
with religion. At neither of the institutions did we
find an American approach reflected nor curriculum
content that was United States oriented. :

3. The institution is expected to reflect favorably
upon and increase understanding of the United States.

The extent to which institutions favorably reflected
upon and increased understanding of the United States
was difficult to determine. However, we observed five
of the institutions were clearly not good demonstration
centers and 12 remaining institutions met the criteria,
but significant questions existed about the extent of
the benefits that resulted from the grants. These five
grantees received AID grants for about $7.7 million over
the past five years.

In order to meet this criteria the institution should be
known in the region, country or community as a United
States institution or one having significant Uni:ed

States orientation and affiliation. Further, the
institution should provide an effective alternative to
local institutions. The institution should also have

the capability to demonstrate, utilize and transfer the
best American education or medical practices. Some of
the institutions we visited did not favorably reflect
upon and increase understanding of the United States
because they projected a host country or international
image, rather than the anticipated United States image.
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We visited 4 schools in Israel that did not act as
demonstration <centers for United States ideas and
practices. The operations of the schools were supported
primarily by Israeli government payments to the schools
or indirectly by scholarship payments to the students.
The style of instruction and curriculum content was not
identifiably American. In fact one school's information
pamphlet quoted a former Israeli Minister of Education
to the effect that the school was a fine example of the
best in the Israeli comprehensive school concept.

At another school the students were not aware the school
received United States assistance and the Director
considered the school to have an international character
as opposed to a United States orientation. These
schools were connected to the United States through the
history of their founding or by past and present
fundraising efforts. At the time of our visit,
however, we found the schools' character and reputations
were predominantly and almost exclusively Israeli or
religious in nature.

A school in Haiti did not meet the criteria, because it
was located in an isolated area, and served an
illiterate population. Our visit revealed that the
local State Department Political Affairs Officer had
never heard of the school, and even in the immediate
vicinity of the school, the school was associatead
primarily with its director and the United States ties
were not known.

Although the school may have been a sound developmental
initiative, it did not comply with the criteria that it
be known as oriented or affiliated with the United
States. Accordingly, it could not act as a showcase for
United States ideas and practices in education.

5. A significant number of the faculty or staff should
be United States «citizens or foreign nationals
trained in the United States.

At most of the institutions some faculty or staff
members had been trained in the United States. However,
in no case did we find the numbers -of United States
citizens working at any of the institutions to be
significant. The worst case was an institution in
Israel where we found no United States citizens working
at the school and evidence that only an insignificant
number (4 of about 130) faculty had received any
training in the United States.

ASHA's guidelines for evaluation of applications direct
panel members to award the maximum score for this

-12-



criteria if 60 percent or more of the faculty or staff
consists of United States citizens and United
States-trained persons.

We observed that half the staff at only 2 of the 19
institutions were =either United States «citizens or
United States trained. At the remaining 17 schools and
hospitals the numbers were very limited. For exanmple,
at one hospital in Haiti none of the 11 physicians could
be qualified according to the criteria and of the total
staff of 115 only 2 volunteers qualified. At another
hospital in Haiti only one of six physicians had the
necessary United States connections. However, we did
note that these Haitian hospitals had active visiting
programs that brought United States physicians to the
hospitals for one week visits to assist and train. The
presence of United States visitors, for a very brief
period of time, in our opinion, is not sufficient to
provide the level of American influence that this
criteria required.

Another example of an institution that had a large staff
with little United States connection was found in the

Philippines. Among 122 faculty members only one was a
United States citizen and about 10 percent had received
degrees from United States schools. Similar conditions

were found at one of the four schools we visited 1in
Greece where only 20 of 275 faculty or 7 percent were
United States citizens or United States trained.

At the institutions discussed above we found some
aspects that offset the absence of a United States
oriented faculty, such as the school's reputation as
American oriented or a distinctively United States style
of instruction. Nevertheless, the 1institutions were
among the weaker overall demonstration centers that we
visited. This underscored the importance that should be
placed on meeting this criteria.

Two schools in Israel did not meet the criteria. In
these cases we did not find other aspects that would
offset this weakness. In fact, we Dbelieved the

instivutions were not publicly associated with United
States ideas in education and did not have distinctively
United States styles of instruction. We concluded the
grants should not have been made. Over the last 5 years
the two schools received $1.8 million in ASHA funds.

ASHA Did Not Evaluate Grants - The absence of a formal
evaluation process made it difficult for ASHA to
determine the effectiveness of the projects. For

example, after we considered local conditions related to
the grants we visited, we questioned the benefits of
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further funding of 24 of the 26 institutions. Without a
close assessment or, in some cases, a formal evaluation,
we could not see how ASHA could determine the overall
benefits of the funding (see Appendix IV). At 16 of the
institutions, that received over $14 million in grants,
we questioned whether the grants should have been made,
because the intended impact or any measurable impact did
not appear to have been attained. Formal evaluations
would have provided input to the grant award process for
future grants and helped to determine if the grants were
providing adequate program benefits.

The following illustrates some of the important
information that may not be available to the ASHA annual
review board because formal evaluations were not
performed. For example:

-- at an agriculture school 1in Greece information
gained from an evaluation would have helped to
determine if assistance was actually needed. This
school received nearly $4 million in ASHA funds over

the last ten years. Town development in the
vicinity was increasing land values, including land
owned by the farm school. The school considered

participating in the development through a 350
million hoiising project and other commercial
properties that could yield millions of dollars to
the school. Other recent sources of income were
$2.3 million in cash and $3.5 million in pledges
from a fund raising campaign. In addition, a 200
acre farm was made available to extend the schools
income generating operations. ASHA could not have
considered all these financial factors without a
formal evaluation.

-- at a graduate school in Italy information could have
been gained through an evaluation which would have
helped to determine the best method of providing
financial assistance, Foreign students at the
school were not aware the United States government
was providing money, even though the schoel had
received $3.5 million, primarily for operations. A

formal evaluation would have disclosed the
ineffective manner in which financial assistance was
provided.

ASHA officials maintain that the program's ongoing
process of evaluations was effective. They state that
the process begins with the assessment of applications
by reviewers and includes site visits and frequent
meetings with grantee officials. This approach,
according to ASHA, provides the opportunity to explore
and discuss problems as well as to assess the
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effectiveness of institutions and projects. Further,
special evaluations are conducted as necessary to
supplement the basic process.

We observed that ASHA's ongoing evaluations process was
useful. Nevertheless, the process did not provide the
careful analysis generated by formal evaluations and
neceded for effective ASHA decision making. Further, the
process did not provide the analysis and documentation
needed by ASHA's annual review board.

ASHA needed formal evaluations to determine if £future
funding was warranted and if so what type of grant would
be most effective.

Monitoring of Institutions' Activities - ASHA was not
requiring grantees to comply with the dgrant agreement on
annual reporting. This report was the only formal means
for the grantee to periodicallv report on institutional
goals, programs, and plans for the future. Information
from the report was important and was needed by ASHA to
evaluate and monitor the institution's activities.

The report specifically required the grantee to provide
information on: the goals of the institution, changes
in academic or medical programs, developments affecting
operations, as well as administration, staffing, and
budget and finance.

The lack of this information limited ASHA's oversight.
During the 12 months prior to April 1985 only 11 of 58
active grantees sent institutional reports and none of
the 11 reports contained all the required information.

ASHA needed the information to determine whether the
institution's activities remained compatible with ASHA's
program goals, and if conditions at the institution had
changed which would cause ASHA to reduce or increase its
financial assistance. In the future ASHA should require
the submission of the reports and carefully review them
when received.

Conclusion

Significant portions of ASHA's grant program are going
to institutions where ASHA does not know to what extent
the program is successful in meeting program
objectives. ASHA could more effectively direct the
overall program and the purpose of each of the grants by
establishing a better system to set objectives, monitor
projects, and provide formal evaluation information. 1In
addition, ASHA needs to make sure that grants are
awarded for overseas institutions that clearly meet the
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11 point criteria. An improved management system and
greater emphasis on compliance with policies and
procedures for applying the 11 point criteria would
better assure that the intended program benefits are
attained.

In summary, ASHA needs to more effectively follow the 1l
point criteria and establish a management system that
provides the information to select the projects that
best meet overall program goals. Without doing this
ASHA does not have a basis to effectively manage and
direct the program.

Management Comments

Management stated that a comparison of periods before
(1972-78) and after (1979-85) management improvements
were made cshowed a large improvement in the distribution
of funds. To illustrate the point management provided a
table that showed the amount of funds for Africa had
increased over 1,500 percent after management
improvements.

Office of Inspector General Comments

While we acknowledge the improved distribution of funds
in our report, the fact remains that Africa, a continent
with 46 eligible countries and 484 million people
received only 11 percent of the total ASHA dgrant funds
(up from one percent or a 1,500 percent increase) during
the 1979-85 period. Our concern was not that ASHA had
not improved the geographic distribution of funds, but
that the distribution was still vastly disproportionate
and more needed to be done to place dgrants in other
countries and regions throughout the world.

Management Comments

Management stated that the report did not take into
account the distinction between the Agency's bilateral
project assistance programs and ASHA's annual
competitive grant program. As a result, according to
management, many of the recommendations regarding
defining of goals and-‘ objectives, devising long-term
strategies and undertaking evaluations were
inappropriate. Management also commented that Congdress
had defined the objectives of the ASHA program in
Section 214 of the Foreign Assistance Act, and that
ASHA's role was to identify where the objectives of
applicant institutions were congruent with those of ASHA.
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Office of Inspector General Comments

We Dbelieve the report adequately took into account the
unique character of the ASHA program. Our concern was
that some of the institutions' objectives and strategies
were not consistent with the program and as a result the
United States was not getting the intended benefits.
ASHA had not adequately assumed responsibility for
specifying the terms and conditions for its grants as
required by Section 214 of the Foreign Assistance Act.
As pointed out in the report, in 1972 Congress requested
the ASHA director provide <clarification about the
intent, purpose and goal of Section 214, and in 1978 the
Acting ASHA Director stated that there was not a formal
statement of the objectives of the ASHA program. This
history and other information in the report indicate
that ASHA should not rely only on the broad languadge of
the authorizing legislation for the definition of its
objectives, and its implementing strategies.

Our recommendations are directed at assuring that ASHA
utilize a management system that provides prudent
assurance federal expenditures achieve the intended
results. Well defined objectives, and effective methods
for comparing actual results with those anticipated, are
an inherent aspect of such a system.

Manadement Comiients

Management stated that no applicant can be expected to
meet every criterion perfectly and therefore the report
was unduly critical where it criticizes ASHA for inaking
grants to applicants that did not "fully meet all the
gqualifying criteria.” Management stated that an
applicant's overall ranking is based on the degree,
relative to other applicants, to which it meets the
criteria.

Office of Inspector General Comments

It is precisely this rationale, i.e., ranking based on
the degree an applicant meets the criteria, that weakens
the program. Such a rationale does not exclude poorly
qualified applicants from receiving grants. It only
assures that all funds available for grants will be
awarded. Our concern was that poor grants were made
because the applicants partly met the criteria, and that
the grants did not further program goals and were
therefore wasteful. Accordingly, we have recommended
that ASHA require applicants to include, as part of the
application, an impact statement that shows the extent
and manner program goals and chjectives will be achieved.
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Management Comments

Management commented that although the audit stated its
base period as 1980-84, in fact, it draws on events back
to 1972. Management further stated that, since the
program's management changed substantially in 1979, the
auditor's practice of including pre-1979 data to draw
conclusions about current circumstances is unwarranted.

To illustrate this, management pointed out that the ITRI
Torah Research Institute grant, which the report cites,
was last funded in 1976. Further, management stated
that it brought the matter to the attention of the
Office of Inspector General and suggested an
investigation, but the Inspector General's Office took
no action. Management stated that, in this context, it
found it ironic for the grant to be used to discredit
contemporary activities.

Office of Inspector General Comments

In recognition of the management changes in 1979, we
focused on 19 of the 26 institutions we visited that
received grants from 1980 to 1984. 1In reviewing ASHA's
actions in determining the results of its grants,
however, it was necessary to consider somewhat older
grants. Grants typically were for construction which
took place over a two or three year period, and £full
utilization of the new facility could take an additional
year or two. Thus, an assessment of ASHA's grant
follow-up mechanisms necessarily entailed grants imade
before 1980. For these older grants, we reviewed the
results of the grants and ASHA's related actions during
the period from 1980 to 1984,

The ITRI Torah Research Institute grant was awarded in
1972, It was included in the report because AID has yet
to resolve issues 1involving the recovery of over
$500,000. It also underscores the importance of grantee
participation in managing overseas grant activities--not
to discredit contemporary activities. In the ITRI Torah
instance, the lack of grantee involvement, as
exemplified by ASHA's unanswered January 1984 letter,
contributed to problems with the grant. Unless ASHA
more closely involves the sponsors by assuring in the
selection process that they have a key managerial role,
and by defining their role through improved guidance in
the grants, additional problems such as those mentioned
in the report may reoccur.

Management is inaccurate when it states that the Office

of Inspector General took no action on the ITRI Torah
Research Institute matter. ASHA referred an embassy
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site report in 1983 to the Inspector General for "review
and possible investigation®. In 1984 the Assistant
Inspector General for Investigations forwarded for
action to ASHA the results of a preliminary
investigetion. The report stated that no further
investigation was warranted and that AID's Handbook sets
forth the required actions and disposition to be made in
cases of this nature. ASHA initiated action in 1985 to
recover the $500,000 at the specific wurging of the
auditors.

Management Comments

In regard to the report section, "ASHA Did Not Evaluate
Grants," management stated that, in the two examples
given, the report alleges that ASHA was unaware of
certain facts which could have been known only through
formal evaluations and that these facts would have

affected the subsequent granting of £funds. Management -

stated that ASHA actually was aware of these facts and
more. Management then briefly discussed one of the
examples to demonstrate its grasp of the circumstances
and to show that in fact a formal evaluation would not
have been necessary.

Office of Inspector General Comments

Our point was not that ASHA was unaware of certain
facts. Our concern was that the complex nature of
determining and assessing the various facts, as
illust.rated by the examples in the report, required
detailed evaluation-type analysis and documentation for
effective ASHA decision-making, and for assurance that
the annual review board was adequately informed. We
believe there is ample evidence throughout the report to
demonstrate the need for improvement in ASHA's
evaluation process.
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2. Geographic Distribution

Congress preferred that ASHA make grants to institutions
geographically disbursed throughout the world that
present a good United States image. Improvements have
been made in grant distributions in recent years,
however, program funds continue to be concentrated in
tha Near EBast and particularly, Israel. This occurred
primarily because ASHA had not (i) developed an adequate
strategy for broadly distributing the grants, (ii)
worked with the Department of State and within AID to
identify new candidates in other 1locations and (iii)
assigned adequate points to geographic distribution in
the selection process. As a result, the eXxpressed
desires of the Congress have not been fully met and
opportunities to expand American ideas And practices
throughout the world have been missed.

Recommendation No. 3

We recommend the Director, ASHA:

a. establish a dialogue with the Department of State
and within AID identify opportunities for dreater
geographic distribution, and then prepare a formal
long-term (3-5 years) strategy paper. This paper
should specifically relate to goals and objectives
for the program, including the distribution of funds
and numbers of projects by area,

b. solicit from the Department of State's Office of
Overseas Schools, Embassies and AID Missions
information on potential and ongoing demonstration
institutions and consider such information during
the selection process, and

C. 1improve the selection process by placing more
emphasis or geographical distribution (llth point of
ASHA's selection criteria) and assigning this
criteria a higher maximum score.

Discussion

Geographic Balance -~ ASHA drants need to be Dbetter
geographically balanced throughout the world. This
would increase the overall effectiveness of the program,
by establishing effective demonstration centers for
American ideas and practices in other parts of the
world. The concentration of ASHA grants in the Near
East and particularly Israel is not warranted. As early
as July 1974 the AID Assistant Administrator for
Legislative Affairs stated:
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"Of course, in terms of United States
influence in 1Israel, it is evident that we
do not need 30 or more institutions arting
as United States showcases 1in -a country
which has such close ties to the United
States and docs not need to be persuaded to
think of us as a friendly country."”

Some years later, in 1980, an AID Acting Administrator
responded similarly when he stated:

"Over the past decade, the ASHA program has
played a small but significant role 1in
Israel Dby assisting 36 educational and
medical institutions. In no other country
have more than four institutions received
support from ASHA."

During the period 1978-1980, a series of audit reports
culminated in a letter from the Inspector General that
recommended the program be placed under a structured
control. ASHA subsequently strengthened the program by
publishing program criteria in the Federal Register and
establishing a review panel to rank applicants. This
resulted in improvements, however, projects continued to
be geographically concentrated.

During 1985 hearings Congress acknowledged an improved
regional balance in the distribution of funds, but urged
ASHA to continue its efforts to ensure an equitable
distribution. Our analysis of the program showed that
improvements had been made over the last ten years (see
Appendix II), as in Latin America, where funding
increased from one to nine percent. However. in more
recent years, the geographic distribution has stabilized
with about the same amount of funds going to the Near
East each year. Improvements were still needed so that
grants were not concentrated primarily in one region.
For example:

-- in 1975, the swallest geographic area, the Near
East, received 53% of the ASHA funds . The next
largest geographic area, Europe, received 24%
followed by Latin America (16%), Asia (6%) and
Africa, the largest geographic area, received only
1%. Nine years later, 1984, scme progress had been
made to better redistribute funds but the Near East
continued to receive 41% of the ASHA funds, and the
entire continent of Africa with a population of 484
million people (46 individual United States
assistance countries) received only 10% (see
Appendix II).
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Israel, with a population of 4 million people and
one of 6 small countries in the Near East, over the
last ten years, received dgrants for 21 different
institutions, usually private schools supported by
religious droups. During recent years there has
been a slight decline in the number of institutions
supported by ASHA, but still far more ASHA grants
are awarded to Israel institutions <than warranted
according to its size and population. For example,
Korea, the next highest country received grants for
seven institutions.

Qur review of the most recent grants for fiscal year
1985 showed that projects continue to be geographically
concentrated. For example, six 1low ranked projects
(refer to Appendix III) were funded by ASHA in 1985.
Four of the six were for institutions in Israel, where
ASHA already had a large concentration of projects.

We reviewed comments made by the ASHA reviewers and
found a snund basis for the low ratings. For example:

-- Laniado Hospital was associated with a worldwide
religious affiliated group rather than an American
sponsor and .in the past had been known to have
restrictive religious admission policies.

-- Feinberg Graduate School had become more recognized
as an Israeli rather than an American institution.

-- Gan Yavne Youth Village received 75 percent of its
financial support from the Israel Ministry of
Education and Culture, which would have normally
disqualified a grant <candidate. In addition,
sufficient evidence was not available to show the
school would be an effective United States
demonstration center.

—-—- American College of Belz did not provide sufficient
information in the application to show that the
proposed project could be established and
effectively operated.

We discussed the low ratings of these four institutions
with program management and tried to determine the
rationale for funding these institutions over others
with much higher panel ranking. AID program officials
stated that considerations other than the panel ratings
were considered in the final award process. The most
significant factor was the strong Congressional interest
and pressure by members of Congress to fund specific
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institutions. AID management provided several
Congressional letters requesting AID funding support to
the lower ranking institutions. Although Congressional
input can be an important consideration AID should not
be overly influenced by these letters but should manage
the program in accordance with the mandated
legislation. Funding of these four drants caused a
reduction of $1.65 million in funding of highly ranked
grants for institutions in Honduras, Liberia and India.

Reductions in Honduras at this time appear to Dbe
undesirable given the United States interest in
supporting the Honduran government.

The institution in Liberia is the only four year private
institution in West Africa serving at least a dozen
countries. Reduced funding to the institution in India
without assured subsequent dgrants will result in a
complex that has marginal utility and will poorly
represent a United States image.

For the program to have a broader impact in spreading
American ideas and practices, ASHA should not
concentrate the funding of projects in one part of the
world. To accomplish this, the program must focus on
developing a positive strategy to broadly distribute the
grants.

Coordination - Input from other United States
organizations in Washington and overseas was an
important zlement needed to effectively direct the ASHA
grant program. Such information was needed to make
decisions on types of assistance and geographic
distribution of the grants. Further, such information
would have helped ASHA to monitor changing local
conditions, to identify potential new applicants, and to
better assess grant impacts.

ASHA could have done more to obtain the needed
information. For example, important foreign policy
input could have been obtained by better coordinating
with the Department of State and AID's Bureau for
Program and Policy Coordination. ASHA could have found
an abundance of information, such as, Department of
State guidance . on important foreign policy
considerations and the countries and regions throughout
the wecrld that are of the highest priority to the United
States. Within AID, the Bureau for Program and Policy
Coordination was preparing an AID strategic plan for
foreign policy development, including the ASHA program.

Personnel in the Embassies and the Bureau said more
coordination <concerning foreign policy was needed.

-23-



Embassy personnel told us they would have provided, if
asked, foreign policy comments on the benefits and
drawbacks of prospective grants in their countries.
They told us ASHA's past practice, of asking for
comments by wire after preliminary selections were made,
did not permit this. Their preference was for ASHA to
call for nominations and comments annually prior to the
review group meeting.

Embassy personnel in Greece and Israel had significant
political concerns about ASHA's grants that should have
been brought to ASHA's attention. In Greece, Embassy
personnel believed ASHA funding of large ostentatious
buildings was unwise, since the Greek government and the
press had unfavorably viewed such an ASHA project in
Athens.

Even though the Bureau for Program and Policy
Coordination and the Embassies believed coordination was
needed, they also thought that it should be done at the
right time. We agreed with these observations and
believe coordination should be limited to annual foreign
policy comments and suggestions and not with the
day-to-day process used te select individual
institutions. Earlier invol rement by personnel
responsible for United States foreign policy might
alleviate situations like those in Israel and Greece.

Creating Geographic Options - To correct the geographic
imbalance in the program special effort was needed to
find new institutions in countries important to the
United States. Rather than make such efforts, ASHA had
restricted funding to institutions that had submitted
applications.

One source to assist in identifying new institutions, in
addition to Embassies and AID Missions, was the
Department of State's Office of Overseas Schools. Their
program provided financial assistance to 169 schools in
97 countries. Although this program differed from
ASHA's, both programs demonstrated United States
education practices in other countries.

Program officials told us they could provide ASHA
assistance in locating new candidates. For example, a
regional education officer said as many as 10 schools in
his region were worth investigating. To show the
similarity of the programs, the director pointed out
that two schools his office formerly funded had also
been ASHA funded.

The director believed his office could be helpful

primarily because his staff was usually familiar with
the private schools in their regions. He said his

-24-



office would be happy to share infdrmation with ASHA
through regularly scheduled meetings.

ASHA could increase the number of applicants from
various parts of the world by more interaction with the
Office of Overseas Schools and the United States
officials overseas. By increasing the number of
applicants, ASHA would broaden its options to correct
the program imbalance.

Selection Process - ASHA's selection process relied
heavily on the 1llth criteria point to take into account
the need to geographically distribute the grants.
However, even though some progress has been made its use
had not adequately served this purpose and no other
program mechanism fully considers this important
legislated aspect.

The 1lth point of the selection process reads in part as
follows:

"To help achieve the objectives of the Foreign
Assistance Act and ensure that the American
Schools and Hospitals Abroad program 1is as
geographically balanced as possible, special
consideration will be given to applications for
institutions which increase the geographic
distribution of the program . . ."

Adequate considerations could not have been given to
geographic distribution because the 1llth point was not
given enough importance in comparison to the other 10
points. Out of a perfect score of 200 points, the 1lth
criteria was limited to a maximum of 10 points or 5
percent. Limiting the maximum score to 10 points was
inconsistent with the importance Congress had given to
geographic distribution. This was shown by the overall
1984 ratings when the same institutions were funded,
after the score for the 1llth criteria was taken into
account, as would have been were it not even considered.

Conclusion

The ASHA program could do more to geographically
distribute the grants as repeatedly requested by
Congressional committees, thereby increasing the
positive impact of the program. This can be
accomplished in the future by coordinating long-term
Planning and strategies with the Department of State and
AID's Bureau for Program and Policy Coordination to
assure dgrants are geographically balanced.
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Further improvements in the program can be made by
obtaining foreign policy input from other United States
organizations in Washington and overseas. Such
information will help ASHA to monitor changes in local
conditions, identify new applicants and assess grant
impacts.

Improvements in the 1llth point of the selection criteria
should also increase program effectiveness. This will
require ASHA to place emphasis on geographic
distribution. These improvements should include
substantially increasing the number of allowable points
under this criteria to adequately reflect its importance.
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3. Grant Agreements

Finding - Grant agreements did not address important
financial controls over the use of local currency and
grantee (United States sponsor) responsibilities in

achieving objectives. Because of the absence of such
provisions, ASHA discburs2d a3 much as $7.5 million in
program funds for institutions in four countries that
were converted to local currency, without having proper
financial control and not knowing the benefits.

Recomimendation No. 4

We recommend ASHA, in coordination with the Office of
General Counsel, Office of Financial Management and
Office of Contract Management, modify the grant
agreements to provide for the use of local currency
budgets to monitor and control grant related local
currency expenditures.

Discussion

Conversicn of United States Dollars to Host Country

Currency - Local currency converted from ASHA dollar
grants was not adequately controlled. Controls were

needed because the strength of the dollar had dgenerated
additional local money for ASHA supported institutions.
Dollars granted by ASHA were based on local currency
exchange rates that later changed to favor the grantees
because a greater amount of local currency Wwas available
than was originally anticipated.

ASHA became aware of the benefits of the strong dollar
to institutions abroad as early as January 1983, when a
school in the Philippines notified ASHA the total floor
space built would be approximately 60,000 square feet
rather than the original 50,000 square feet. The
favorable exchange rate was one of the factors chat had
allowed local currency for the added space as well as
the refurbishing of the existing buildings.

Institutions abroad in other countries were also getting
unexpected gains from the strong dollar, but they did
not always notify ASHA. A school in Greece decided to
use the money to pave sidewalks next to the grant
construction project on campus. This was done even
though the school had other more pressing needs. The
school chose that expenditure because it was loosely
connected to the construction project and the school
felt this would preclude criticism if the expenditure
later became known.
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According to the school's Director, this money could
have been better used to renovate buildings or for other
higher priority  needs. Although this and other
institutions used all the available funds, ASHA's
practices did not insure the funds were used for the
most important purposes. In this situation, the lack of
a formal procedure on converting dollars to 1local
foreign currency had not only resulted in a deviation
from ASHA policy, but more importantly had resulted in
the wasteful use of grant funds on lower priority
institutional needs.

\

Of the countries we visited, local currency gains in
Israel were the largest. The exchange rate there went
from 107.77 shekels at the beginning of 1984 to 638.71
at year's end for an increase of 493 percent. Thus,
institutions in Israel received about 368 million
shekels more than they had anticipated and had been
authorized by ASHA.

Increased local currency was monitored closely by an
embassy official in Israel and the inscitutions were
required to account for any excess money by providing
supporting documentation. Program officials at ASHA,
however, did not know  how the additional local
currencies were used because they did not ask for this
information.

Constantly changing currency rates in each country with
ASHA grants made it difficult to determine the total
amount of unanticipated 1local currency gains for the
program. Consequently, we limited computations to
calendar year 1984 in four countries. After converting
the local currency back to equivalent United States
dollars, the gains for these countries were equal to
$7.5 million.

Inadeguate control over the funds resulted in the money
being spent for purposes where there was less benefit.
Unless ASHA improves management over £funds denerated
from a strong dollar by providing specific guidance, it
is probable that funds will continue to be spent without
the ASHA program knowing the extent of the benefits
received.

After we pointed out these problems during our audit,
ASHA adopted strengthened grant provisions. The new
provisions required grantees to keep records of currency
conversions and to seek approval for the use of eXcess
local currency. The new provisions are a positive step
in strengthening controls in this area. We recommend,
as a further step in strengthening control, that ASHA
require local currency budgets in the grant agreements.
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Conclusion

ASHA's management control over local currency use could
be improved by amending 1its grant agdgreements. In
addition to the improvements made during our audit, the
agreements need to be further strengthened by requiring
local currency budgets. This improvement to the grant
agreements would greatly 1increase ASHA's control of
local currency expenditures related to the grants.

Management Comments

Management -stated that the report alleged, without
adequately considering all factors, the waste of $7.5
million due to grantees' obtaining local currencies in
excess of project requirements as a result of the strong
dollar. Management also stated that the method used to
estimate the $7.5 million was faulty, and that eXisting
grant provisions and ASHA procedures had adequately
provided control.

Office of Inspector General Comments

We believe the report clearly established the need for
improved control over the conversion of ASHA dollar
grants to local currency, and that inadequate control
had resulted in the money being spent where ASHA did not
know the benefit. Further, the report adequately
demonstrated that the monetary sums at 1issue were
significant. We continue to believe ASHA slhould further
strengthen its graant agreements by requiring local
currency budgets, as well as continue with the new grant
provisions adopted as a result of discussions with the
auditors.
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B. COMPLIANCE AND INTERNAL CONTROL

Compliance - ASHA has entered into matching grant
agreements with the sponsors since 1981. Cost matching
was defined in the AID Handbook as a required
centribution by the grantee from private sources toward
the total cost, either in cash or in kind and usuailly
described as a percentage of total costs. AID Handbook
13 also stated:

-- contributions will only be considered as matching
if, among other criteria, the costs are verifiable
from the grantees records and are allowable under
the applicable Federal cost principles, and

-- wverification that the matching requirement has been
met is made at the end of each funding period or on
an annual basis as determined by the cognizant
program office.

ASHA personnel informed us the grantees' records were
not verified nor were costs reviewed to determine 1if
they were allowable under applicable cost principles.
In addition, most project agreements did not require
grantees to provide evidence c¢f matching £funds until
ninety days after final disbursement of grant funds.

ASHA was not required to strictly comply with AID
Handbook 13. However, ASHA was required to comply with
its charge to specify adequate terms and conditions for
its grants. Thus, sound management practice made ASHA's
adoption of provisions similar to those in Handbook 13
advisable. After discussions with the auditors, ASHA
took appropriate action to include such terms and
conditions in its grants. ASHA's management of matching
grants was not included in the audit report, because it
was not within the scope of this audit.

Internal Control - ASHA's 1inability to monitor the
effect of host country revaluation of currencies had
resulted in unanticipated gains in 1local currency by
institutions abroad. Absence of specific guidance in
the grant agreement on how ASHA management and the
grantee should deal with the gains had resulted in
potentially abusive cituations. We estimated that, in
four countries, the equivalent of $7.5 million dollars
were spent in FY 1984 by institutions abroad with
inadequate management oversight or financial control.

Conditions leading to this internal control weakness are
described on pages 25 to 27 1in the report. We made
recommendations to correct this weakness.
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Appendix I

page 1 of 3

SUMMARY OF DEFICIENCIES FROM
EARLIER INSPECTOR GENERAL REPORTS

Italy - Columbus Hospital - Audit Report No.
0-913-81-72, April 30, 1981.

o $1.6 million to rent space for and furnish a
Children's cancer clinic.

0 Hospital did not meet the ASHA criteria - United
States sponsor did not provide financial or
managerial support, no United States presence on
the staff, no discernible United States
characteristics in the hospital.

Project Hope (a hospital ship) - Audit Report No.
80-88, July 29, 1980.

o $2 million annual operating support,

o ASHA had inadequate formalized requirements and
procedures for management and administration of
its grants, including the review and evaluation
of periodic institutional reports submitted by
grantees.

Hong Kong - Lingman College - Audit Report No. 78-169,
September 21, 1978.

o $1.65 million primarily to construct auditorium,

0 Grant was made to an institution that did not
have a financial need and according to the
American Consulate there were other educational
institutions in Hong Kong more worthy of United
States support.

Greece - Athens College - Audit Report No. 78-132,
July 12, 1978

o $600,000 for scholarships,

0 School did not notify scholarship recipients of
United States government's contribution,

0 Funds used to pay the tuition for children of
employees.



Appendix I

page 2 of 3

Korea - Sogong University - Audit Report No. 78-100,
April 21, 1978

o $1.36 million primarily to construct a library
and a classroom facility,

o Improvements needed in school's internal
controls, funds management, and competitive
bidding procedures.

Korea - Seoul Children's Hospital - Audit Report No.
78-86, April 19, 1978

o $50,000 for medical equipment,

o Hospital did not meet the ASHA criteria -
hospital not private rather a government
institution; United States sponsor provided no
financial or managerial support; no United States
citizens or United States trained local nationals
on staff.

o "departure . . . so substantial as to warrant the
conclusion that the Hospital failed to be an
1nsL1tutlon qualified for a grant under the ASHA
program.”

Korea - Induk Technical High School and Institute of
Design - Audit Report No. 78-92, April 19, 1978

o $1.15 million to instruct additional facilities,

0 School did not meet the ASHA criteria = curricula
controlled by governinent; only one of 35 faculty
with a United States degree; no American Studies
program.

Taiwan - Cheng Hsin Rehabilitation Center - Audit
Report No. 78-91, April 18, 1978

o $1.76 million to construct additional facilities,

0o Institution did not meet the ASHA criteria - no
medical education or research conducted; United
States sponsor did not provide financial or
manaderial support.

Israel - Beth Bluma Vocational School - Audit Report
No. 78-87, April 17, 1978

o $1 million to construct dormitory facilities,
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School did not meet the ASHA criteria - United
States sponsor did not provide managerial or

financial support, no United States citizens or
United States trained local nationals on staff.

10. France - Clifford M. Strauss School - Audit Report No.
78-88, April 14, 1978

o

o

$250,000 to construct classroom facilities

School did not meet the ASHA criteria - United
States sponsor contributed no financial support;
only one of 16 staff was American and none of the
remaining 15 were United States trained; the
school was not identified locally with the United
States.
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GEOGRAPHIC AREA DISTRIBUTION
OF ASHA GRANTS (1975-84)

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984

PERCENT QOF ANNUAL FUNDS
Africa 1.0% 1.6% 0.7% 0.8% 12.9% 12.6% 14.2% 2.0% 13.1% 9.8%
Asia 6.5 13.6 12.6 22.8 13.3 19.5 1l.6 19.0 13.0 13.8
Europe 23.7 9.2 19.7 9.7 8.9 8.1 6.1 6.3 5.2 8.2
Latin America 15.7 15.4 l6.7 22.4 15.5 20.06 24.5 25.5 21.2 24.3
Near East 53.1 60.2 50.3 44,3 45.1 39.2 43.6 43.5 44.0 40.6
Other 4.3 3.7 3.5 3.3

TOTAL 100 100 100 100 100 100 100 100 100 100
NUMBER OF RECIPIENT QOUNTRIES
Africa (46)* 1 2 1 1 4 4 5 1 4 o}
Asia (16)* 3 4 3 3 4 2 2 4 4 4
Eurcpe (6)* 2 2 3 3 3 2 1 2 2 2
Latin America (18)* 3 3 4 4 4 5 5 5 3 5
Near East (9)%* 6 6 5 5 6 5 6 6 5 7

‘TOTAL 15 17 16 16 21 18 19 18 18 23
ASHA BUDGET (MILLIONS) 17.5 22.2 19.8 23.75 24.G 25.0 20.0 20.0 20.0 30.0

* Number of countries in each region receiving U.S. Assistance.
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April 10, 1985

MEMORANDUM FOR ASHA, DAVID A. SANTOS, Director
FROM: RIG/A/W, Reginald Howard (Actlng%

SUBJECT: audit Survey of 1985 ASHA Grants Process

our audit survey of the 1985 applications for grant funds
showed that awards were belng considered for six institutions
even though the Review Panel found these 5ix to be poor
candidates and assigned them low scores. We would like to
provide you with our survey results of this area, strictly in
an advisory role, for your consideration in the award process.

Background

As you are aware, from 1984 to 1985, the number of applicants
competing for ASHA's $30 million budget increased from 59 to
67. The app'icants' FY 1985 proposdls axe valued at $87.3
million, an increase over 1984 of $17 million.

current Funding Options being Concidered

We have reviewed the February 21, 1985, action memcrandum
prepared for the administrator and noted you prepared two
funding options. Option one recommends funding all but five
of the thirty-nine highest ranked institutions. Option two
proposes funding for six additional lower ranked institutions
and a reduced level of funding for some of the inrctitutions
ranked at the top of the overall listing. Applications for
the six candidates are from four ing*itutions in Israel, one
in Mexico and one in Italy. The candidates in Israel are
ranked 41, 45, 49 and 62 respectively; Mexico 43; and Italy
55. At the present time, the institution in Italy is the
only ASHA demonstration project in the country and the
applicant in Mexico, e one of two demonstration projects, &t

has been heavily supported by ASHA fcr many years.

The four grants for Israel, in addition to the three proposed
under Cption One will result in a rather large concentration
of projects in one country. Also, these grants do not fall
withir the intent of the program or meet established
criteria. In addition 0 de=racting £from the overall
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effectiveness cf tne gsrogram foniins L sraes. o '_ngeZ of 5
] 1 03 © B / - o : o= -
will result in reduc:ing levels <f assistancCe 1o tIfue TLui.
ranked 1nstltutions 1N 1MPOrtant parts oOf the w~Cr.2. we nave
reviewed the £files for the three instLltuZ:CnNS 22t =l.. LCSe
fgnds under Option Two and the four Israell inst:izu-icns =has
will gain. You may wish o cons:decr the fcllow:ng scnecuie
and comments belore final funding approval :s made.
Cption Cpt:on
Qverall 1 2
Institution Rank Funding Level Change
Added Reduced
PanAmerican Agricultural
School, Honduras 1 - ($955,000)
Cuttington University
College, Liberia 3 - ( 500,000)
Ludhiana Christian
Medical College, India 11 - ( 250,000)
Laniado Hospital,
Israel 41 $500,000 -
Feinberg Graduate
School, Israel 45 : 500,000 -
Gan Yavne Youth
Village, Israel 49 150,000 -

American College
of Belz, Israel 62 500,000 -

TOTAL $1,650,000 $1,705,000
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OPTION 2 FUNDING REDUCTIONS

Escuela Agriccla PanAmericarn

Rques:ed $5,C10,000
Option 1 $2,855,000
Option 2 $1,900,000

The proposed $955,000 grant recuction at the Escuela
Agricola PanAmerican in Honduras will prevent
construction of an Agricultural Development and Education
Center which means the project will be delayed a year,
and probably cost an additional 16 to 18 percent.
Further, the $225,000 already provided by ASHA for the
design phase will be lost without some future fund:ing.
Reductions at this time appear to be undesirable given
the geographical location of the school and the political
situation in the area.

cuttington University

Regquested $1,340,000
Option 1 $1, 300,000
Option 2 $ 800,000

Enrollment at the U.S. affiliated Cuttington University
in Liberia has nearly doubled since 1979 creating
pressures on classroom and dormitory space and
overextending the power, water and sewage system.
Reduced ASHA funding at this time will protract the
situation. This is the only four year private
institution in West Africa serving at least a dozen
countries.

Ludhiana Christian Medical College

Regquested $1,000,000
Option 1 $§ 750,000
option 2 $ 500,000

The 1985 grant application submitted by Ludhiana
Christian Medical College in India is for construction of
a complex of interlocking science buildings to be built
in three phases at a total cost of $1.5 million or
$500,000 per pnase. Phase I has already been completed
and the institution has requested funds to complete the
remaining project consisting of classrooms and
laboratories. Recduced funding to the institution at this
time without assured subseguent grants will result in a
complex that has marginal utility and poorly represents a

U.S. image. .
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Option 2 Fundinc Increases {al. .r 1Srae.,

Laniado Hosp:tal

Requested $1,50G,C0C
Option 1 $ C
Opticn 2 $ 500,060

The Laniado Hospital received low scores from the rev:iew
boaré because the 1nstitution appears to be closely
associated with a worldwide religious affiliated grcup
rather than an American sponsor and, consequently, 1s not
a good demonstration model. Further, the hospital in the
past has been known to have restrictive religious
admission policies.

Feinberg Graduate School

Requested $3,000,000
Option 1 $ 0
Option 2 $ 500,000

In the past the school has received considerable U.S.
assistance, however, with the development of the school,
the review panel noted it has become more recognized as
an lsraeli rather than an American institution.

Gan Yavne Youth Village

Requested $ 300,000
Option 1 3 0
option 2 § 150,000

The institution is controlled by the Israeli Ministry of
Education and Culture where it received 75 percent of its
financial support. Government control by the host
country normally disqualifies ASHA candidates from
receiving funds. Further, the reviewers could not find
sufficient evidence in the application that the school
would be an effective American demonstration center.

American College of Belz

Requested $1,250,000
Option 1 $ o]
Option 2 $ 500,000

A new lIsrael project proposed to expand an existing girls
secondary school in a very orthodox area and establish a
new two year teacher training institute. Reviewers could
not find sufficient information in the applicatien that

the school could be established and effectively operated.

A
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The Dpurpose 0oL Lnls aeRora: D18 N0t LD 31n03.2 2.% ang
1nstituc1ions as lacking me JUT tO DILNG TO yOouJrI attantion
the fact that tne review D0 314 not rate tnese Inur
Israell 1ascitutions as high as some of the Jtners. (o sSpite
of the low racings, ASHA 1s recommending, under Option 2 tnal
the institucions receive grant funds. while we have not
reviewed 1n detail the pasis of the review nDoards rankings,
we believe that deviation as significant as proposed uncer
Option 2 should be formally justified. Congressionatil
guidelines state that not more than a few showcase
institu-ions be established 1n each country, and the program
strive for geographic diversity. Were grants to Dde awarded
all seven Israeli insti-utions these guides would prooaoly

not be met.

(AT )

-

du
1T
arc

(@1

We expect to provide you a draft report on this subject, as
well as other parts of the program within the next month or
two. Formal recommendations will be included in this draft
report. Since fiscal year 1985 funding decisions may De
concluded before our report i35 issued I believe you should be
advised of the information in this paper. Specifically, I
believe that (i) the four low priority applications submitted
by the Israeli institutions under Option 2, be reviewed
closely to ensure AID requirements are satisfied, (11) the
best applicants receive an appropriate level of funding, and
(iii) significant deviation from the ranking panels
recommendation be formally justified.

7\
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ASSESSMENT OF ASHA FUNDED INSTITUTIONS
VISITED BY
INSPECTOR GENERAL AUDITORS

Visits were made by the audit team to 26 ASHA dgrantee
institutions in eight countries to determine if the
goals established for the program were attained. The
associated grantees and institution visited received
about 49 percent or nearly $15 million of the $30
million ASHA budget in 1984 and $64 million or 53
percent of the budget during the last five years.

The team, when visiting the countries, inspected the
institution, and presented a series of questions to
students, institution officials, Embassy and AID Mission
personnel that were used as a basis for the assessment.

The attached schedule lists the names and countries
where the 26 institutions are located and the amount of
ASHA grants received between 1975 and 1984. The audit
teain questioned past bénefits to the program, at 16 (see
column 2) of the institutions that received over $14
million (column 3 total) in grants because the intended
impact did not appear to have been attained in the
country or region. At some of the institutions,
particularly in Israel and Greece, the team questioned
the benefits to the program because program funds were
concentrated in the region where there were already
existing demonstration centers.

Column 4 identifies institutions that should be closely
evaluated prior to further funding under the program
because the benefits were not evident to the team
members. We believe formal evaluations are needed at
all but two of these institutions to help ASHA
management to determine if future grants wiil provide
anticipated program benefits.
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ASSESSMENT OF ALUHA FUNLLED INSTITULTIONS

VISITED BY INSPECTUR GENEIAL AUDITOKS

($000 OMITTLD)

TOVAL
CRAH'_[‘_S _ lll-._N_L_l‘ Irs _l,}yES'l'IUNEl)
1975-1914 Pasut Anount tutuie
(1) (2) (3) (4)
$7, 340 No 3 -0- Yeu
5,250 Ho -u- Yeo
1,000 Yoo 1,000 Yeu
Li3n No -U- Yes
150 Yeu 150 You
200 Yes 200 Yis
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BASIS YOR ASSELLHEC
(5)

Clear past benetits to U,  Cont snucd
large tunding wag questionable until an
evaluation was umade to detciwine futuse
funding levels relatave to benctitu to
u.s.

Clear past benetits to U.b. Because ot
tertollst actavity, no plaques were
pPusted.  ASHA necded to evaluate whether
Lencefity varranted cont tnoued tunding.

Without a plan for a long-toerm
comi tment, the project was questionable
and the benefits derived were wintmal.

To toster a more tavorable image of the
U.5. ASHA should have cvaluated the total
heeds Of the complex, 1ncluding the
adjacent cliale.

Without a plan tor o long-tera
coumituent, the project was questionable
and the benefite derived were winimal.

Schoul was 1cwote and viability depended
on one andividual. This appeared not to
be a goud dewonstration showcase.
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ASSHESSMENT OF ASHA FURDLD INSTITUTIONS
VIS1YFD BY INSPECTUR GEMERAL AUDITORS, (Cont‘d.)

($000 OMYITED)

‘I'OTAL
GRANT'S ___ BEHEF§IS QUESTIONED
YUY e eelrrLon 1975-19u4 Past Anount Future BASIS FOk ASsE
(1) (2) (3) (4) (5)

Tant s .

/o wuttangion tmaversity $5,000 No $ -0- No Goud shuwcase for entire region.

RNy

ot Hobogoa Coaler ab Jobns Mopkins 3,020 o -0~ Yes The schoul appeared to be uinecessarily
dependent on ASHA tor operating funds.
An evaluation was needed.

AENTER

[ e et ol lege ot cece 2,625 Ho -0~ Yuu Clear pazt benetits to U.S.  As laryest
Auerican sponsored colleye in Eusrope,
ASHA assistance may no lonyger have been
beeded.  An evaluation was necessaly.

Pote e s e ane Pasa Schol 3,820 No -0- Yes Large property holdings and strony
tinancial position required an evaluation

‘ to ditermine whether future ASHA grants
would be cost eftective.

Tre Puatalia ol loge 2,155 Yes 2,15%% You ASHA had not coordinated with State and
othurs to 1dentity the demonstrated
benetits that would iesult tiom two
projects 1n Thessalonica, Greece,

L R T M T } I 2,435 Yeu 2,344 Yus The need tor a second demonstration

oject in Athens was questionable. An
evaluation was needed Lo determine the
benefits ot tuture grants.
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ASSESSHENT OF ASHA FUNDLD INSTITULIONS
VISLTED BY TNSPECTOK GENEMAL. AUD[" 'ORS, (Cont'd.)

($000 OMITTED)

‘TULrAL
CRARTS DENLI'_l'l'S QULST IONED
O N B o K L PR 7] 1975-1984 Pust haount Future BAS1S FOR ASSESSMENT
(1) (2) (3) 4) (5)
1
cotnde by G gt $12,u5%0 tio $ -0- Yus Over the last ten years, cleven
ol Israeli 1nstitutions received ASHA
tunding, cdusing a concentration ot
el bl Ihedieal v, 150 No -0~ No giants in that part of the world.
“his is contrairy to Congressional
et b Comguchens tve Schoo] 750 Yes 750 Yus guidance that reguired Jeoyraphic
distribution s0 that the Ployram could
Pth s as ey Avat Lchoal 150 Yes 150 Yes 1each more countiles and/or regions.
h1s guldance should have limited future
[N taoth M Zrachl Vocal 1okl 500 Yus 500 Yus Conuiderations Lo a few established
| LR N duemonstration projects. Our visits
disclosed many ASHA funded institutions
L L NI ITRY I ) 1,050 Yes 1,050 b (¥4 wule not acting as U.S. duemonstration
projuects.
[T SRR P S F Y P 850 Yes 850 Yoo
crrettom nnttege ol Teclmology 250 Yoo 240 Yoen
vl 2o, e b S bl 1,1%0 - Yoo 1,150 Yes
e M b, G b, Gl bege Ms Yeu 795 Yues
Perl Acrs Ve at teanal e boal . 1,000 Yoes 1,000 Yoo
Porar sdoa et b go Ten Mo i -0~ to -0- Yes
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ASSESSMENT OF ASHA FUNDED INSTITUTIONS
VISITED HY INSPECTOK GENEKAL AUDITORS, (Cont'd,)

($000 OMI‘tIED)

TOTAL
GRANTS BLNLFLTS OURSTIONED
P I TN AT T T 1975-1984 Pasut Aount Future UASIS FOR ASSLSLMLI
- (1) ) 3 (4) TY)
ENRIHE
Lo e Bavao nv. $ 1,190 Yoo 31,190 Yeu Many Lulldings were untinisieed op e by
constructed, portidylnyg a badl U.b.
lulage.  ASHA uceded to evaluate the
project and undertake appropt rate
wedsules to improve Lhe liage.
Uty ol Do 900 Yes 900 Yus Unless ASHA had a plan tor « lony term
Coaunituent, the project was questionabie
and the benefits derived were minlmal .
RN $63,955 £13,429



Appendix V
prage 1 of 3

CRITERIA FOR THE AMERIJICAN SCHOOLS AND
HOSPITALS ABROAD PROGRAM

(From the Federal Register, November 26, 1979)

Preamble

Pursuant to Section 214 of the Foreign Assistance Act of
1961, as amended, grant assistance is made available to
selected schools, libraries, and hospitals overseas
founded or sponsored by United States citizens and
serving as study and demonstration centers for ideas and
practices of the United States and as centers for
medical education and research. Grants made under this
program help such institutions demonstrate to people
overseas the achievements of the United States in
education and medicine.

In evaluating requests for assistance AID will apply the
following criteria:

Criterion 1. The applicant should be a nonprofit
U.S. organization which either founded or sponsors the
insticution for which assistance is sought. Preferably,
the applicant should he tax-exempt under Section
501(c)(301) of the Internal Revenue Code of 1954.

The applicant must demonstrate a continuing supportive
relationship with the institution. Evidence of this
would be the provision of financial and management
support for the institution.

Criterion 2. An instruction program must serve the
secondary or higher level and must reflect American
educational ideas and practice (education at the
elementary school level will not be supported).

A school offering a broad-based academic program must
include instruction on the history, geography, political
science, cultural institutions or economics of the
United States. English should be used in instruction or
taught as a second language. However, the foregoing
subject matter and language requirements need not apply
to a school offering a specialized course of study.
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Criterion 3. Institutions are expected to reflect
favorably upon and to increase understanding of the
United States.

Criterion 4. A hospital center, in addition to
being a treatment facility, must be involved in medical
education and research.

Programs for post graduate training of staff in the
United States and programs for the exchange of personnel
with American institutions will be regarded as evidence
of ability to demonstrate American ideas and practices
in medicine.

Criterion 5. The faculty and staff of a school or a
hospital center should include a significant number of
U.S. citizens or other persons trained in U.S. institu-
tions who are in residence and teaching at the school or
hospital center on either a full time or part time basis.

Criterion 6. The majority of the users of any
institution, e.g., students or patients, must be
citizens other than the U.S.

Criterion 7. An existing institution must demon-
strate competence in professional skills and must exhibit
sound management and financial practices. An applicant
for a new institution must demonstrate the ability to
achieve professional competence and to operate in
accordance with sound management and financial practices.

Criterion 8. The institution must be open to all
persons regardless of race, religion, sex, color or
national origin. (The above shall not be construed to
require enrollment of students of both sexes at an
educational institution enrolling boys or girls only.)
Assistance may not be used to train persons for
religious pursuits or to construct building or other
facilities intended for worship or religious instruction.

Criterion 9. The institution must be located

outside the U.S. andé should not be under the control or
management of a government or any of its agencies. The
receipt of financial or other assistance from a govern-
ment or government agency or the observance of national
educational or medical standards required by the country
where the institution is located does not in itself mean
that the institution is "under the control or management"
of such government.

N\’
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Criterion 10. An applicant requesting capital
construction assistance must provide information
sufficient to permit a firm estimate of the total cost
to the U.S. Government of the construction for which
assistance is requested. Such an applicant must also
provide information and assurances with respect to
rights to the land on which construction is planned.

Criterion 11. To help achieve the objectives of the
Foreign Assistance Act and ensure that the American
Schools and Hospitals Abroad program is as geographically
balanced as possible, special consideration will be given
to applications for institutions which increase the
geographic distribution of the program and contribute to
the economic and social progress of areas that are the
focus of AID's development efforts.
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MEMORANDUM
TO: 8. Reginald Howard, RIG/A/W
‘ ) /
—_—— - ey LA
FROM: AA/FVA, Walter G. Bollinger (Acting) /.
Inspector General Report., "American Schools and

SUBJECT:
- Hospitals Abroad Program Can Be Improved"

In accordance with the November 4, 1985 deadline 1in your
memorandum of October 22, we offer the attached comments for
inclusion in the final report on the Office of American Schools

. and Hosoitals Abroad.

cc: IG, HBeckington
AIG/A, JDurnil
IG/PPP, JEckman

Vo) oy

JAVE |
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MANAGEMENT COMMENTS

-

The Bureau for Food for Peace and Voluntary Assistance and its Office
of American Schools and Hospitals Abroad will give careful considers-
tion to the audit report's recommendations. However, implementation
is problematical because these recommendations derive from false
assumptions, incorrect or misinterpreted information or flawed
understanding of the ASHA program, its mandata and the context in
which it operates.

BACKGROUND ON THE PROGRAM

In 1979, a new management system for the American Schools and Hospi-
tals Abroad (ASHA) program was put into effect. It was approved by
the AID Administravor and the oversight committees of Congress.
Among other features, it provides fcr assessment of grant applica-
tions against publish . ‘riteria by a group of reviewers frem within
and outside the Agency.

Within the past few years, the management system has beer strength-
ened by a) improving the guidelines used by reviewers im evaluating
applications, b) revising the application form (approved by OMB) to
elicit additional information from applicants, c¢) requiring more and
larger cost-sharing and matching arrangements with grantees and d)
inc-easing oversight of grantee activities to ensure prooer 2xecution
of grant-financed activities.

-

Tne new management system has been a major agent 27 change for the
ASHA program. It has made possidle the identificaticn and sslection
of the best qualifisd applicants and has resulted in a significant
increase iIn the program's geographic diversity. . )

In FY 1985 -- and the situaticn i1s similar forc prior yeacs -- 60 per-
cent of ASHA's budget assisted those agplicants ranked amcng the top
cuarter and 30 percent those in the second guazter. Gererally, the
faw additicral apclicants assisted hacd to meet ncrs stoingent cost-
snaring and matching Tegquicements.

Mgregwvar, assiscance Lo institutizns 1n Afrizez, 3sia 3ng Lztin imer-
iza more =than Zcuplad. In tre 23as2 g7 Afr-ica, tne ircrosass ~3s3 za2ern
sves 1,3C0 22rcent. The Tollowi-ag tzsls ccmpcaras %the Zistrizution oF
ASKA “uncs ducing the saven year cerizds zefsce 3p2 aftars n2 rew
ma~agenent sysnzm w~3as Zut In 2lace
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_ DISTRIBUTION OF "ASHA FUNDS BY REGION
COMPARISON QF PERIOQS BEFORE AND AFTER_MANAGEMENT IMPROVEMENTS
- (In Thousands) :

GRANTED % 0F . GRANTED % QF INCREASE

REGION . 1972-1978 TOTAL 1979-1985 TOTAL OR DECREASE
Africa $ 1,125 1% $18,925 11% '+ 1,582%
As.a . - 14,855 10 28,443 17 + 92%
Latin America 26,139 18 . 37,574 22 + 44%
SUBTOTAL 42,119 29 84,942 50 + 102%
Europe 23,910 16 11,875 7 - 50%
Near East 79,622 55 72,183 43 - 9%
SUBTOTAL 53552 =77 ~34,038 350 - 19%
TOTAL $145,551 100% $169,000 100% + 15%

* Based on ASHA dollar appropriations excluding deooligations
and funds allocaged for program support in the 1970s.

Since 1979, scores af ASHA-financed projects have been undertaken
in every region of the waorld. They are among the most cost-effective
undertakings financed by the U.S. Government because they 3re cacried
out by officials of private institutions who must stretch resources
as far as possible. These activities are strengthening U.S.=-sponsored
institutions which annually educate more than 135,000 stucents fram
over 100 countries and provide medical services each year to nore
than three million persons.

COMMENTS ON_THE "'QIT

Because of the limitation of time and for the sake of drevity we have
chosen not to make a point-by-point rebuttsl. Tne Follaowing arce
among the serious inadequacies of this aud:it. ot

1. The audit rceport does not take into account the “undamentsl
distincticn oetween project assistance carri=2g out under the Agency's
Bilateral assistance programs and ASHA's annual competitive Grant
program which resoonds te proposals fram estanlisred fpstitutinns,
A3 a result, many of the racommendszicns Tegarding Zdefining 3° goials
and cbjectives, Zevi

sing long-tecm s:irztaciss and urcasti<ing 2valia-
tians are inapor-ccriazsa Congress ~as gdefinec tre :niaciives 2° “he
ASHA 2tcgram In S2ctlcn 214 of rne Tzoreizn issistance 22t asclisans
institutions cefine tpeir awn abjactives amd devisa strzz2zias “:zr
acnieving tnem. It Is t-e Tcl2 37 133 13 zZazatming w-mema -mena s
3 IT2rgTuence ¢ ccisctives 3s well 35 “2asizla sicziacias
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2. ~ The report criticizes ASHA for making grants to applicants.
that did not "fully meet all the gqualifying criteria". Certainly,”
no applicant can be expected to meet eavery criterion perfectly. An
applicant's overall Tanking is based on the degree, reslative to other
applicants, to which it meets the criteria.

3. The audit states that 'its base period is 1980-1984. In fact,
it draws aon events back to-1972. _.Since the "program's -management
changed substantially in 1979, the auditor's practice of including
ore-1979 data to draw concdlusions about current circumstances is un=-
warranted and misleading:

Five of the 28 institutions visited by the auditors received
no grants after 1978. For example, the ITRI Torah Research Institute
which the audit cites was last -funded in 197S%. The very oroblems
cited in the report were brought to ASHA's attention by the American
embassy in Israel in the early 1980s. ASHA in turn brought the mat-
ter to the attention of the Office of the Inspector General and sug-
gested an investigation. The Inspector General's office tock no
action. In this context, we find it ironic for this 1976 grant to
be used to discredit contemporary activities. :

4, The audit report states that 19 institutions visited by the
auditors received $61 million or 53 percent of ASHA's tudget during
the 1980-1984 base period. The correct figures are 338.7 millian and
34 percent of the budget for 20 institutiomrs. The zeport also states
that Iin 1984 these institutions received "abcut 49 percent gz nz2arly
$153 million of the 330 million of the ASHA bucdget". The carrect
figures arce 31 percent and 35.2 million.

5. The section of the audit report entitled "ESlsvep Foint Cri-
teria" is misleaaing. Since the institutions are rot namec, the
reader is leg to believe that cifferent ¢grants 2nc amoun:s zamcoisa
the totals given for each of the fcur critecsiz discussed. Howaver,
discussions with the audiioss incica:te that znme same Four grantaes
and grant amounts have Seen incorporated 12 times in fgour totals,
Cne grartee 1s incorpor=ted twize, two tnoice z2nc cne “gur tirmes,

£, cnge:s the heading MAS~Ad ZIiz Mot Tsallztz Goancts™, I otme tgs
2x3nc.es given, %tne r-Cecgort aileges tnas A3F2 was .rzwase ol :a:;air
3275 4nizn coull nava ze2n kngwn Znly tarzugn fsrtmal evislliitices
arg Tnat tres2 facts woull tave zffectac Tm2 zlssscient Zgranting ot
Tuncs -~ Tesllity, tness Tacts 3nC MCI2 war2 TUlls «<mow~ Iz AS-R,
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- In the case of an agricultural school in Greece, the regort
claims that land owned by the school could have been sold for devel-
opment, obviating further grants. In fact, the Tland had been de-
clared a "green area" by Greek authorities, prohibiting its develoco-
ment. The audit also alleges that ASHA was unaware of income and
pledges from a fund-raising campaign. "That” campaign was undertaken
at the urging of ASHA to matcn ASHA funds for capital development
and to enlarge the school's endowment. ASHA was well aware of its
success. : -

The audit report does not adequately recognize ASHA's c¢cn-
going process of evaluation. This"process begins with the assessment
of applications by reviewers and includes site visits and freguent
meetings with grantee officials. This approach provides the oppor-
tunity to explore and discuss problems as well as to assess %the
effectiveness of institutions and projects. It is supplemented by
special evaluations when necessary, - for example, those recently
financed by ASHA and an AID Mission to assess an ASHA recipient in
Central America. -

7. The section of the audit report dealing with conversion of
dollars to local currencies alleges waste of 3$7.5 million due to
grantees' obtaining local currencies 1in excess c¢f project requirce-
ments as a result of the strong dollar. However, the methodolaogy
used in arriving at the 37.5 million is faulty. It does not take
into account that currencies fluctuate frequently ard that conver-
sions are not made only at the beginning and end of a year as assumed
by the aucitors. It also does not take inta consideration host-
country inflation, that grant funds could only te used for statesd
purposes and that those purposes were carried o_: Dy grantee cgonsr-ac-
tors under local-currency-cenoted contracts apcproved by ASHA, In
those cases when local currencies exceeded «nat was neeced, grantzes
raquested the use of the funds for project related purposes, &as tney
are cequired to do under grant agreements.
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Recommendation No. 1 5

We recommend that, in order to manage ASHA on a
program rather than a grant selection basis, the
Assistant Administrator for Food for Peace and
Voluntary Assistance require the Director, ASHA to:

a. prepare a policy paper that clearly sets forth
program goals and objectives as they relate to thue
intent of the legislation and that the paper be
made available to all prospective grantees;

b. further encourage applicants to more fully meet
the eleven point criteria by requiring each
grantee to include, as a part of the application,
an impact statement that shows the extent and
manner program doals and objectives will be
achieved;

c. determine the extent goals are realized, in part,
by requiring the grantee to report on the extent
to which the goals have been achieved within one
year following final disbursement of grant funds,
and

d. better assess and verify the accomplishments of
objectives by supplementing the Agency's annual
competitive evaluation of applications and grantee
quarterly project reporting with selective
post-evaluations.

Recommendation No. 2 6

We recommend the Director, ASHA, instruct the review
panel to closely review applications and award grants
only to grantees that fully comply with the 11 point
criteria, specifically concentrating on the key
criteria addressed in this report, i.e.,

~- bonafide grantees that actively participate in
manadging the overseas institutions,

6o
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-~ institutions that reflect American educational
ideas and practices,

-~ institutions that increase understanding of the
United States, and

-~ institutions that have significant numbers of
faculty that are United States trained.

Recoimendation No. 3 20

We recommend the Director, ASHA:

a. establish a dialogue with the Department of State
and within AID identify opportunities for greater
geographic distribution, and then prepare a formal
long-term (3-5 years) strategy paper. This paper
should specifically relate to goals and objectives
for the program, including the distribution of
funds and numbers of projects by area,

b. solicit from the Department of State's Office of
Overseas Schools, Embassies and AID Missions
information on potential and ongoing demonstration
institutions and consider such information during
the selection process, and

c. 1improve the selection process by placing more
emphasis on deographical distribution (llth point
of ASHA's selection criteria) and assigning this
criteria a higher maximum score.

Recommendation No. 4 27

We recommend ASHA, in coordination with the Office of
General Counsel, Office of Financial Management and
Office of Contract Management, modify the grant
agreements to provide for the use of local currency
budgets to monitor and control grant related local
currency expenditures.



Appendix VIII

Report Distribution

Assistant to the Administrator for Ménagement, AA/M

Assistant Administrator, Bureau for Food for Peace
and Voluntary Assistance, AA/FVA

Audit Liaison Office, FVA Secretariat

Office of American Schools and Hospitals Abroad,
FVA/ASHA

Assistant Administrator, Bureau for External Affairs,
AA/XA

Office of Press Relations, XA/PR

Center of Development Information and Evaluation,
PPC/CDIE

Office of Financial Management, M/FM/ASD
Office of Legislative Affairs, LEG
Office of General Counsel, GC
Office of Inspector General, IG
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