
thde Childrefl. ISRAEL FIELD OFFICE 

INTER- OFFICE MEMO 

TO, Bi.lge Reid ... DATE 19 November 1979 
FROM, David BestsJ NuMBER IOL 79 1012 

Subject: AID Audit ramPr gfCDF 

Attached is the audit report and Embassy cover letter concerning the audit
 
done on the CDF program this past September.
 

I've talked with Tony about his letter and his main concern is,as we get
 
into buy American decisions, that we adequately document any purchases.
 

At the point when the auditors were here, we had really just begun to spend
 
money on projects and he further wishes to be sure that sufficient do'cumen
tation is kept on project funding flow. Of course, this is a concern that we
 
also share and Pat has been working extensively on a system design that should
 
meet all needs.
 

Best regards.
 

DB/ab w o
c.c. T. Neu f
 

AID Grant File ~ j " 
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ti'EMBASSY OF THE 
K. D!Y.. UNITED STATES OF AMERICA 

Tel Aviv, Israel 

November 9, 1979
 

Mr. David Belskis
 
Community Development Foundation
 
9 Ragheb Nashashib
 
Sheik-Jarrah
 
Jerusalem 20243
 

Dear David:
 

Attached is a copy of the Memorandum Audit Report on
 
the projects which were recently audited by Mr. Lewis.
 
It's good to notc that both CDF and CRS came through
 
without any significant findings.
 

During the time of the audit the auditor had some
 
informal conversations with us and, I understand,
 
with your staff concerning the organization of your
 
files. I am told that Toin Neu agreed that the files
 
could be better organized and was willing to accept
 
AID help to organize the office records and their
 
maintenance.
 

I would like to offer Meir Yaskil's assistance in
 
organizing your files. As you know, Meir worked as
 
an AID auditor for fourteen years prior to joining the
 
Embassy as our AID local employee. He was also in
volved in assisting CRS to streamline their records
 
procedures.
 

My real concern is that you have been granted authority
 
to not "Buy American" with the burden of proof placed
 
squarely on your shoulders. I think that it would
 
behoove all of us, especially CDF, to be certain that
 
the files are properly maintained so as to avoid any
 
possible adverse audit findings in the future.
 

Ideally,with Meir's assistance for ot the most a
 
couple of days, your records should be more than
 
adequately acceptable for any AID auditor.
 

Sincer l-youra , 

To /4E .as
 

Encl.
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UNITED STATES GOVERNMENT 

Memorandum
 
TO : 	 Mr. Joseph C. Wheeler DATE Oct. 229 1979 

Assistant Administrator/NE - : Ot za 1979 

FROM : 	 E.H.Gustman 
Area Auditor General/NE 

SUBJECT: 	 Memorandum Audit Report No. 5-Z71-80-2 
Rural and Selected Development Activities 
in the West Bank and G.za Strip, Grar 
Nos. NESA-G-1184, NE-G-1211 an E-G-1303 

INTRODUCTION 

The AID program in the Vest Bank and Gaza Strip 
began in fiscal year 1975 (except for PL-4CO) and grew out 
of a State Department and congresoional desire, to 
demonstrate U.S. concern for the welfare of residents 
living in the Israeli-occupied West Bank and Gaza Strip. 

The program is funded through the Middle East 
Special Requirements Fund (MF;S;.*"F) under International 
Security Assistance legislation. MK3SJ.F was authorized in 
fiscal year 1975 for the purpose of supporting U.S. peace 
initiatives in the Middle East. Departnetit of State directives 
stress that MES,F was not intended to influence or prejudge 
the outcome of the Middle East peacc settlement. The 
program was established in a spirit of humanitarian and 
development assistance. 

In accordance with congrosional intent, U.S. 
assistance for the West Bank and Gaza is carried out through 
U.S. voluntary agencies. Direct involvement by AID has 
been limited as there is no AID Mission. AID's major point 
of contact is with the voluntary agencies' national headquarters. 
AID "AF officials make periodic field visits, usually once or 
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twice a year to the area, and the U. S. consulate in Jevtwmleva and 
Embassy in Tel Aviv oversee the program wit, the consulate 
monitoring the Weot Bank activities and the Embassy supervising 
the Gaza program. 

We reviewed three AID grants for rural and selected 
development activities. The financial status af the thr,.e grants 
as of August 31, 1979 was as follows: 

Voluntary Agency an. Date Expen-
Grant Number Signed Obligations ditures 

Catholic Relief Services (CRS) 
Rural Development 
(Grant NESA-G-1184) 6/30/75 $ 643,401 $ 627,656 

Socio-Economic Develop
ment (Grant NE,-G-121) 1/29/76 $ 500,000 $ 500,000 

Save the Children/Community 
Development Foundation (CDF) 

Community Development 
(Grant NE-G-1303) 1/06/77 $ 712,170 $ 349,187 

TOTALS $I,855,571 $1,476,843 

This examination of the three grants covered activitiec 
from inception through 0eptember 25, 1979. The purpose of our 
review was to determine implementation progreas and evaluate 
the effectiveness in achieving project objectives. Our review 
included an examination of pertinent documents, records, and 
reports; field visits to selected project sites; and discussions 
with officials of the Embassy, consulate and private voluntary 
organizations. 
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STATUS OF IMPLEM!ZNTATION 

Of the three grants reviewed, only the grant to CDF is 
currently active. Activities under the Socio 'Economic Develop
ment Grant were completed in December 1977 and implementation 
of the Rural Development Grant was completed in August 1979. 

Rural Development - Grant No. 1184 

On June 30, 1975 a one-year grant for $142, 530 was 
made to the Catholic Relief Services (CRS,) to assist the people
of Arab villages in the Jerusalem/West Bank area to undertake 
self-help projects in agriculture, health and education. Projects 
were to benefit marketing of agricultural produce (access roads),
increase income (irrigation works, poultry and livestock projects),
improve health (maternal child health centers and protected water 
supply) and increafre educational opportunities (village elementary
school classrooms and vocational training). The funds could be 
used for materials or skilled labor with AID's contribution 
limited to 60 percent of the total project cost. 

The agreement was amended three times increasing the 
grant to $643, 401, raising the maximum AID contribution to 
70 percent and extending the grant period to August 31, 1979. 

All project requests were initiated by the villagers who 
knew that CRS had been involved in rural development for many 
years and was a source of assistance. Project implementation 
was supervised by 02.13 field staff. C' ° " reviewed the requests,
selected the most appropriate and obtained AID/W approval for 
each project. ,.equcsto for projects also required approval by
the Israeli Ministry of Labor and Social Affairs and the 
Military Government. 

As of August 31, 1979, CR3 had completeu a total,'f 44 
rural development projects with one project incomplete due to an 
internal Israeli Government dispute. Project costs ranged from 
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a low of $2, 606 to a high of $5z, 274 with C-LtS'a cost sharingranging from $1, 49Z to $26, 981 per project. 

The type of the projects undertaken ar- shown below: 

Type of Project Compl eted_ IncoMplete Total 

Village access road 7 - 7 
Agricultural access road 5 - 5 
Village interior streets 7 - 7 
Community Center 7 - 7 
Out-patient health center 3 - 3 
School 5 1 6 
Water 8 - B 
Poul try Unit I 1 
Vocational Training Center 1 -

Total 44 1 45 

The school project shown above could not be completed 
because work was stopped by the Israeli Military Government. 
CflS has essentially completed their portion of tf, e school project 
and they expect the Mil itary Governni-nt to allow the project to 
be completed in the near future. 

Overall, we found that C?.S li;xl ninago,-d and administered 
the program effectively. During our audit we visited 11 of the 
45 projects and found thvt the project; wcro benefitting the poor 
and underdeveloped villages and were inalkin positive contributions 
to the area's rcsidento. CRS had expended 1627, 656 of the total 
grant of $643, -101. "'ie balance of $15, 7:5 in unspent funds 
resulted becau,;e administrative co:t:; wai'c le-:: than anticipated 
and work was stopped on one project by tlie Military Government. 
Since the grant period has now expired AJ)/Wla:hington should 
arrange for final disposition of the remai,ing grant funds. 

Recommendation No. 1 

The Aisistant Administrator/Near Ea Ft should 
obtain a refund of the $15, 745 un.ixpended funds 
remaining from Rural Developrn.,nt Grar.t No. 1184. 
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Socio-Economic Development - Grant No. ,12_11 

A $500, 000 grant was made to CAS on January 29, 1976 
to support institution building and socio-, conornic activities I:n 
the West Bank and the Gaza Strip. All activities were to be 
completed by Dectmber 31, 1977. 3pecific activities included 
the strengthening of vocational training opportunities, improve
ment of health facilities and increased credit availability for 
scholarships anut small businesses among Palestinian Arab 
residents of the 'West Bank and Gaza Strip. C.S agreed to 
provide about $1, 672, 000 of its own funds to support these 
types of programs. 

CRIS subcontracted the grant through the Catholic Near 
East Welfare Association (a U. 3. voluntary agency) to the 
Pontifical Mission for Palestine which is run by two British 
citizens and is affiliated with the Vatican. 

All activities were completed by December 31, 1977 with 
the full amount of the grant expended. Detailed records were 
sent to CRS hea(quarters in New York. Thus, we were unable 
to perform a complete audit. However, we did visit Bethlehem 
University which had received $ 110, 000 from the grant. We were 
provided a detailed listing of all purchaoc: which consisted of 
office, kitchen and scientific equipment. Scholarship grants 
totaling $15, 000 were alo part of the sub-grant. During our 
site visit to the University we were showii the equipment, materialo 
and alterations which were financed from giant funds arl 
satisfied ourselves, on a test basis, that the eqipment was 
being properly utilized in accord with the puirposes of the grant. 
During early 1970", the utilization of grant fund' was also 
examined by a local certified public accounting firm In Jerusalem. 
Their report stated that the financial statcments related to the 
USAID grant were properly presented and were a true and fair 
view of the state of affairs. 
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Gaza Strip and West Bank Self-Help 

The Community Development Foundation (CDF) was 
awarded a $712, 170 grant in January 1977 to cover a three-year 
period. The grant was for assisting five new housing settlements 
in the Gaza Strip. As proposed in the grant agreement, local 
Palestinians would have been hired at field coordinators to help 
establish a community committee in each settlement to select 
projects for CDF funding. However, the Israeli Military 
Government objected and the project wau not imaplemented. 

The controversy with the Israeli Government was over 
the selection of community coordinators. Because Gaza has no 
elected local government, the Israeli Government was concerned 
about any efforts by local people or organizations to establish a 
political base and wanted to influence the velection of the local 
Arab staff. CDT objected, viewing this z1 an intrusion on its 
management prerogatives. 

An alternati-,e proposal was submitted by CDF to AID/W 

in July 1977 under which community groups in the Gaza Strip 
and West Bank would present project proposals to CDF. Such 
projects were to be designed to improvc the social and economic 
conditions of their communities. CDF would review the proposal 
and if found acceptable would provide t,.chni'al a.asstance and/or 
financial support. AID/W agreed and the ,crant '.'as amended on 
May 18, 1978. The amendment also waivcl Ali) approval for 
certain types of programs but required thEat a copy of each project 
agreement be provided to AID. As a result of the amendment, 
project implementation has now started. T.;xpenditures totaled 
$349, 187 as of August 31, 1979. 

CDF has field offices in both Gaza and the West Bank, 
with the main office located at the West Eanlc site it. Jerusalem. 
A total of 11 staff mem': crs are employc:! (9 full-time and 
2 part-time). Additionally, CDF uses the services of two 
engineering consultanLs. CDF was informed on September 11, 
1979 by its home office that the grant agreement v0'- to be amended 
incrcasing the amount of the grant by $1. 2 million to fund water 
development projects. 
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Unlike CA.S which has been working in the area since 
1961 and is well known, CDF has encountered considerable 
difficulties. It was necessary for CD,.:X make initial contact 
with a broad spectrum of local groups, 1rcluding municipal and 
village councils, cooperatives and small businesses, charitable 
associations and service institutions of many kinds. Part of 
CDF's problerrm stemmed from different prspectives on the 
part of Israeli authorities and CDF as to the specific operational 
procedures that would be used to adminiter the program. 

All proposals are submitted to CDF by community 
groups. CDF reviews them and, if found acceptable, they are 
submitted to the Military Government for clearance (all 
projects must be coordinated through the Ministry of Labor and 
Social Affairs and cleared through the re:3pective Military 
Government Departments). It takes about five months to obtain 
clearance of projects nubmitted to the Military Government. 

As of Atguct 31, 1979 CDF had accepted and approved 
34 projects. Cf these, the Military Government has cleared 17 
projects, including' 6 projects rec-..tly cleared in July and August. 
The remaining 17 projects were still awaitilg clearance at the 
time of our audit. The types of projectsL ani& their current status 
(as of August 31, 1979) are shown in thn following table: 

Typof Project 
No. Fully 

Ipl emented 
No. Cleared 
& In-Process 

No. Not Yet 
Cleared Total 

Water Projects - 0 8 
Other Public Works 
Agriculture 

-
2 

4 
I 

1 
4 

5 
7 

Industry/Commerce 
Education 
Health/Nutrition 
Social Welfare 

-

-

I 
4 

3 

-

1 
1 

5 
3 
5 

TOTALS 2 15 17 34 
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The GDF qtaf expected the majority of projects not 
cleared to be cleared by December 31, 1979, and intended to 
complete at lea:nt ten of the in-proccaou pro'jee:tc by the end of 
the year. 

During our audit, we visited 7 of the 34 projects sites 
and found that the projects would generally rm:ake positive 
contributions to the area's poor residenta. However, we also 
found that AID/'%V, the Zmbassy and CD?'., home office had 
questioned two projects involving the installation of electrical 
lighting for a combined tennis, volleyball, basketball and soccer 
court for a YMCA and a library for a Iawye _'s Society in Gaza. 
The projects were eventually approved by AID/W and work is in 
progress. We were told by CDF and rnbacol officials that 
it was necessary for CDF to start with thnse types of projects to 
gain acceptance and establish credibility with both the GOI and 
the Palestinians. 

According to CDF officials they were unable to completely 
direct their projects in Gaza to assist a large category of the 
"poorest of the poor , since th- y are not permitted to directly 
assist refugees who comprise a largo majority of the population 
in Gaza. CDF officinl- stated that in the fuhire they will observe 
AID's preference fo,: projects which mo-c :'::adily benefit the 
,poorest of the poor' . Based on CDFI.- ePhlanation for the need 
to sel2ct these two projccto in order to ':statelioh a presence and 
gain the confidence of the community, we ,are not making a 
recommendation. 
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A.,'EPORT 2CINc 

AID/W 

Deputy Adminitrator (DA/AID) 

Bureau For Near ,Taot: 

Assistant Adminictrator (AA/N., ) • 
Deputy Assistant Administrator (Audit .Miaicon Cfficer) 
Cffice of Technical Support (NE/T.-;0M) 
Office of Egypt/Israel Affairs (NE/'±:I) 

1 
1 
1 

Bureau For Development Support: 

Office of Davelopmnent Information 
and Utilization (DC/DIU) 4 

Office of Legislative Affairu (AA/LEG) 1 

Office of Financial Management 1 

Office of Auditor Cen,2ral: 

Auditor Gnneral (AG) 
Executive lvianagenieuit Staff (AG/IvL) 
Policy, Plans ani Programs 

1 
12 

1 

Area Auditor General: 

AAG 1'ihinrg tcni 
AAG/Africa (2.aft) 
AAG/Xi;atot A sia 1 

AAG/Latin Ar.m!rica 1 

OTH,-2. 

Econoic/Commercial 
American .-,bcy, 

Counselor 
Tel Aviv 3 

Deputy Principal '.fficer 
American Coniulatc General, Jcrcnalerm 3 

Auditor General, Incpections and 
Inveotigationa ZLaff, (AG/IL/Karachi.) 
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