
rlanaqement of Ove,:ea:!; lea 

Property
 

A.I.D. needs to enh,-inco it.' 

centrailized review 
 of if,,
 

overseas proper..
 

maximize its effect ,ve u'c;e
 

EXECUTIVE SUMMARY
 

As o- June 1989, A.I.D. 
owned 88 office buildings and f
 

residences 
 in 26 countries with 
 an appraised value f
 

$23.5 million. A.I.D. 
 also leased 1,429 propertie- at, ou
 

annual rental cost of about 
*27 million. The hiqh -o[,
t
 

providing and maintaining these properties requires 
 -rin:-;l,
 

review to ensure that 
the Agency keeps these costs at . leve,
 

t.hat will minimize 
 their effect on an ever-t- i eni,
 

operaLing expenses budget.
 

The Office of Programs and 
Systems Audits in conjilnrot n wi
 

the six Regional Offices of the 
Inspector General unclerl ok 
"i 

wor Idwide review of the \qency's manaqemnt nf rfal nronrL/ f. 

determine whether the property war being managed 
in cmpl iane., 

wiLh cu]rr nt ] c I an pro Cedures nn to (-I-rrn n4 %..,i,,-


Lho. po1 ic ie.; and procedu res ensured that proper Li 

the minimum required to meet the gncy'. oh Tcti vm.r 
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As a result of our worldwide 
 review of real prop-rLy we
 

concluded that 
the Agency has not provided sufficient- central
 

management oversight to 
maximize economies in the manariomont. of 

real property. The Office of Management Support, the Aqrncy's 

focal point for centrally managing overseas real propei-tv ne:eds
 

to enhance its oversight on real property to ensure that. it.. is
 

managed on a standardized basis and inconformity s.ound,
with 


prudent 
practices. The lack of strong centralized (!iei:&L.on 

has led to: (a) an inactive property acquisition prog, - ising 

636 (c) funds; (b) provision of residences in exces. of 

requirements; (c) lack of control over utility cosL.s; (d)
 

establishment 
of ineffective interagency housing boards; (e)
 

the inadequate monitorship of contractors housing 
al]owasnces;
 

(f) poor preparation and execution 
 of leaves; aind (g)
 

non-justification of renovation costs.
 

To alleviate the problems cited the
with management oF the
 

Agency's real property, A.I.D. should isolate 636 (c) Funds
 

from the Operating Expenses allotment to ensure fu nd,- are
 

available for appropriate property acquisitions; the Offi.- of
 

Management Support 
(OMS) should develop an annual procir.::rl of
 

oversight 
visits to ,'.I.D. overseas Missions to evaluate Lheir
 

effectiveness in the management of A.T.D. 
property; OMS should
 

obtain sufficient feedback from 
 overseas missions Lo -iidqe 

mission performance in the provision of residential .'Pac'r- and
 

http:iei:&L.on


in the monitorship of utility costs; OMS should ensure LhaK
 

effective housing boards 
are established at overseas 
iocaLio.2
 

and in their absence, the Agency undertake itself, th
 

functions of the board to see that residences are effiri n! Iv 

provided; 
and the Office of Financial Management should amf.,rr'
 

Handbook 19 to provide guidance on the provision of hou-: il 

allowances to contractors.
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AUDIT OF THE MA'AGEMENT OF
 

OVERSEAS REA1, PROPERTY 

PART I - INT :IUCTION 

Backgr ,-:id 

The Agency for International D:,'/,5,lopment occup. offi .cg an('
 

residential space at various 1C. Lions overse,. \L June 2, 

1989, the Agency owned 88 office buildings and 81 i.,sidences in 

26 countries. These propertie:, had an appy , value of 

$23.5 million. A.I.D. also lca..ed 1,429 pro, jes at an 

annual rental cost of about $27 million.
 

The Office of Management Support (OMS), Bureau fir Management, 

is responsible for evaluating ihe effectiven of Missio:r 

property management organizations through pei;. ic on-site 

reviews and analyses. In ad(-! ion, OMS i:- harqed wit, 

providing guidance to Mission. and regiona ' qanization. 

overseas on administrative and operational prohV .;ns reqardinq 

real property acquisition, utilization, lisposition,
 

construction, renovation and capi,; il improvement:
 

Real property management over-os is handled the A.I.D. 

Missions. Mission executive ) 'ices usually responsib] 
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for providing office and residential space. Among other
 

things, executive 
offices oversee the execution of leases,
 

ensure renovation 
costs are completed according to government
 

regulations and control utility costs.
 

In conjunction with OMS, executive offices also manage a
 

program for acquiring office and residential space. The
 

program's purpose 
is to achieve savings in rental costs by
 

acquiring rather than leasing properties. Section 6 36.(e of
 

the Foreign Assistance 
 Act provides the authority for
 

purchasing such properties.
 

Uniform State/AID Regulations 
govern the overseas residential
 

space provided to U.S. Government employees. ensure
To the
 

efficient and 
effective provision of residential space, the
 

Regulations provide for 
 the establishment of rental 
 (now
 

housing) control boards 
 at posts where two or more U.S.
 

government agencies are present. 
 The primary objective of the
 

boards is ensure
to leases are negotiated at the most
 

advantageous prices.
 

Audit Objectives and Scope
 

This economy and efficiency 
audit was made hy the Office of
 

Programs and Systems Audits (IG/PSA) 
to determine the adequacy
 

of A.I.D./Washington's management and monitorship of overseas 
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real property. The objectives were twofold. The first
 

objective was to evaluate A.I.D./Washinqton's oversight role in
 

the management of 
the Agency's real property by A.T.D. overseas
 

Missions. Specifically, how A.I.D./Washington (a) manaqed 
the
 

Section 636(c) program, (b) monitored office and residential
 

space, (c) supported the establishment of effecLive rental
 

control boards, (d) ensured efficient use of utiliLies, and (e)
 

controlled renovation costs.
 

The second objective was to consolidate the re;ni]ts of the
 

audit work by 
 the Offices of the Regional Inspector
 

Generals/Audit (RIG/A). Exhibit I lists eleven audits
 

performed by the the
RIG/As during period August 1987 to June
 

1989. The RIG/As concentrated their reviews on ensLuring that:
 

(a) residential space 
was provided in an efficient manner and
 

in compliance with Agency regulations, (b) util.ity costs were
 

controlled, (c) leasing properties provided bet-Lor economies
 

than acquisition of properties; (d) advance 
payments on leases
 

were kept to a minimum, (e) rental payments were made in local
 

currency, and (f) maintenance costs were controlled.
 

IG/PSA's review was performed in Washington at the.Office of
 

Management Support in the Burea, 
 for Manaqement. The audit 

included interviews with A.I.D. personnel associated with the 

management of real property and a review of relatod Files. Tn 
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addition to the 
work performed in Washington, we performed 
a
 

survey of real property activities at USAID/Peru durinq June,
 

1989. Our review 
 in Peru and consultation with 

RIG/A/Tegucigalpa personnel covered U.S. dollar payments to
 

landlords and the deposit of those funds in 
United States banks.
 

This 
audit was the first worldwide audit performed by the
 

Office of Inspector General 
on the Agency's real property. The
 

audit work was performed 
between May and August 1981)..... The
 

audit was made in accordance with generally accepted government
 

auditing standards.
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AUDIT OF THE MANAGEMENT OF
 

OVERSEAS REAL PROPERTY
 

PART II -
RESULTS OF AUDIT AND RECOMMENDATIONS
 

The audit concluded that A.I.D.-owned and leased property
 

overseas was inadequately controlled and managed because 
no
 

effective oversight mechanism existed 
to ensure compliance with
 

A.I.D. 
 and Federal property management reatlations. The
 

Overseas Management Division was supposed 
to monitor and manage
 

overseas operations, but the Division, which 
has limited staff
 

and financial resources, functioned basically as a backstop.
 

Missions operated almost autonomously with reporting to OMS
 

usually directed to seeking approval for decisions already
 

made. The results were unnecessarily higher operating costs,
 

uneven performance Missions, numerous
by and cases of
 

noncompliance with governing regulations. 
 Also, Missions did
 

not benefit directly from the centralized direction that could
 

have helped them in important policy matters such as tne
 

programs to aside for
set funds 
 purchase of residences and
 

offices and lease/purchase arrangements.
 

The Office of Management Support (OMS) needs to take a 
more
 

aggressive role its
in oversiqht 
of overseas real property.
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This conclusion is based on the problems cited with respect 
to
 

the Section 636(c) 
program, the provision of residential space,
 

utility costs, 
housing boards, provision of housing allowances
 

to contractors, lease preparation and execution, renovation
and 


costs. Missions tended 
to manage properties rather loosely
 

within the framework 
of centralized directives. Unless OMS
 

assumes a stronger role, the problems ciLed will continue.
 

The Office of Management Support Needs to
 

Strengthen Its Oversight of Mi :sion Operations
 

The Office of Management 
 Support (OMS) s providing
 

insufficient oversight of overseas real property to ensure
 

effective and efficient 
management. OMS is responsible 
for
 

designing and implementing Agency-wide management 
 support
 

policies, guidelines and programs .-I they affect 
 overseas
 

operations. It is supposed 
to ensure compliance by monitoring
 

and evaluating Mission performance. OMS has placed a 
low
 

priority for at 
least the last severa! years on reviewing the
 

management practices of Missions t avoid adding to 
 the
 

workload of Mission 
 overseas executive offices. OMS 
 has
 

preferred instead to operate merely in 
a backstop fashion. The
 

limited OMS 
role has contributed to (a) an underutilized 6 3 6 (c)
 

program, (b) excessive residential space, (c) a lack of
 

control on utility 
costs, (d) the . :k of effective housinq
 

boards, (e) improper management o( housinq allowances to
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contractors, (f) improper 
preparation and execution 
of leases
 

and (g) unauthorized or 
excessive renovation costs.
 

Recommendation No. 
1
 

We recommend that 
 the Office of Management Support more
 

aggressively develop the 6 36(c) fund program 
for acquiring
 

properties by isolating Operating Expense funds 
 at the
 

beginning of each fiscal year to 
 ensure the authorized
 

$6 million, or an appropriate 
part thereof, is available as
 

needed.
 

Recommendation No. 
2
 

We recommend that the 
Office of Management Support develop an
 

annual oversight program 
to review overseas Missions' executive
 

office operations including 
lease preparation practices and
 

controls over renovation costs and to 
prepare an evaluation
 

report as 
a record of such review at the completion of the
 

visits.
 

Recommendation No. 
3
 

We recommend 
that the Office of Management Support develop a
 

system of reporting to provide sufficient information to Judge
 

Mission performance in 
the provision of resirentiial space and
 

in the monitorship of utility costs.
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Recommendation No. 4
 

We recommend that where housing boards 
do not comply with the
 

responsibilities described in Handbook 
28, Chapter 5, .iat the
 

Office of Management Support 
require Missions to establish
 

practices and procedures to fulfill the intent of t. 
 boards
 

in controlling leasing functions.
 

Recommendation No. 5
 

We recommend that the of
Office Financial Management in
 

conjunction with 
 the Office of Management Suppo amend
 

Handbook 19 to 
provide guidance on the preparation 0! nternal 

Revenue Service Form 1099 "Miscellaneous Income" fn, housinq
 

costs paid for institutional contractors overseas.
 

Discussion
 

The Office of Management Support's (OMS) role is manfi [ed by
 

A.I.D. Handbook 17 Chapter 18. According to this ':!k,
Hai, OMS
 

is to design, develop, and implement Agency-wide anaraqement
 

support policies, guidelines and programs as they affect
 

overseas operations and to establish operatinq standtids and
 

procedures 
 for effective utilization of A.I.D.'s nverseas
 

resources. 
 In addition, OHS is responsible for moni inn and 

evaluating compliance for the acquisition, stand,-i .- ation,
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operation, maintenance and disposal of 
A.T.D. owned properties.
 

In fiscal year 
1989, OMS had three people assigned to oversee
 

the Agency's 
real property on a worldwide basis. 
 The FY ]990
 

travel budget 
 for OMS is Wl5,800, which is basically for
 

conference trips.
 

The Office of Management Support performed 
a limited oversight
 

role with 
 respect to the management of overseas 
 real
 

properties. OMS views its role as a 
backstopping funct-ion,
 

providing Missions 
with advice and guidance as problems arise.
 

OMS does not have a scheduled program to evaluate the
 

effectiveness 
of overseas Mission management. OMS personnel
 

attributed the lack 
of an evaluation program to the 
shortage of
 

staff, limited travel 
funds, and a low priority given to the
 

program.
 

The limited Office of Management Support role has 
contributed
 

to a lack of conformity of
and a liberal interpretation 


A.I.D.'s practices and procedures concerning 
the management of
 

overseas real property. The review 
in Washington and at eleven
 

overseas A.I.D. Missions showed that OMS was not 
able, based on
 

the information 
provided to it by Missions, to ensure that
 

Mission management practices conf~rmed 
to Aqency guidelines for
 

the acquisition and utilization of real 
 property. As a
 

consequence, 
the audit disclosed numerous 
cases of uneconomical
 

overseas operations.
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Seven areas discussed below demonstrate the need for OMS to 

Lake a more agressive sLance. In none of Lhese matters was 

there evidence that OMS had been involved to any significant 

degree in overseeing Mission practices and procedures.
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1. The Section 636(c) Program Should Be Enlarged
 

Section 636(c) of the Foreign Assistance Act of 1961, as
 

amended, gives A.I.D. the authority to spend up to 6 million
 

annually to renovale, construct or purchase real property
 

facilities. Management of 
the program resides in the Office of
 

Management Support. is
OMS responsible for solicitinq
 

proposals from overseas Missions the
for use of Section 636 (c)
 

funds. OMS, in conjunction with the State Department's Foreiqn
 

Buildings Office and the Agency's Regional 
Bureaus, reviews the
 

proposals and accepts or
either rejects them based on their
 

merits.
 

The Section 636(c) program has been 
underutilized because of
 

the low priority accorded the 
program in the budget process.
 

During FY 1987 and FY 1988, 
 A.I.D. was authorized to use
 

$12 million for the acquisition and renovation of buildings and
 

residences under its Section 
636(c) program. However, only
 

about $770 thousand, or 6 percent, was actually budgeted and
 

used. Funds were used for other 
operating expenses that had
 

higher priority. Proposals to construct houses in Swaziland
 

and Kenya which could have saved 
over $1 million over a 15-year
 

period were not consummated because of 
the lack of funds.
 

Funding for the Section 6 36(c) program comes from the annual
 

Operating Expense (OE) appropriation. OE funds are generally
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tight and it is only towards the end of a fiscal year that 

Financial Management has considered that funds may be freed up 

for Section 636(c) programs, often too late for overseas 

Missions to react. Missions are reluctant to prepare proposals
 

for consideration because of their past 
lack of success in
 

obtaining approval for purchases that eventually would result
 

savings. example, a
in cost For on February 3, 1989 worldwide
 

cable was sent by OMS to Missions requesting proposals for the
 

use of Section 636(c) funds. Proposals for FY 1989 were..1L be
 

received by March 31, 1989, but none were received.
 

According to OMS, 636(c) property purchases offer 
a significant
 

economic payoff in the long run. This 
is particularly true in
 

countries where the monthly rental rates suitable
for office
 

buildings and residences are exorbitant. OMS studies indicate
 

that potential 6 36 (c) acquisitions could be amor.tized in seven
 

or less years. These property acquisitions could, after about
 

seven years, eliminate OE to
funds spent cover annual leases.
 

The results of our reviews in Swaziland, Lesotho, and Kenya
 

indicate that OMS is correct in promoting the Section 636(c)
 

program because millions of dollars can be saved over the near
 

term.
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o In Swaziland, the Mission requested permission from 

AID/Washington in 1986 to construct two houses on land it 

had acquired. The request was denied due to a lack of 

funds. It was estimated that the Mission could have saved 

about $630,000 over a 15-year period by constructing the 

two houses. The current rental cost for two houses is 

approximately t20,00O. 

o In Lesotho, based on an acquisition cost of $82,000. t an 

annual rental cost of $12,000 and an annual inflation rate 

of 11.6 percent, the Mission could save $360,000 over a 

15-year period for each new house acquired. Mission 

management, however, stated that it was unrealistic to 

expect to get Section 636 (c) funds. 

o In Kenya, based on an estimate of $184,000 for purchasing a 

standard sized four-bedroom executive house, $19,000 in 

annual rental payments, and a 10.7 percent annual inflation 

rate in leasing costs, A.I.D. could recoup its outlay in 

seven years and over a 15-year period would save about 

$470,000 per residence purchased. USAID/Kenya presently 

rents about 71 residences. 
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2. 	Control Over Residential Space Should be Improved
 

OMS does not have complete information on the square footaqe of
 

residential 
space provided to overseas A.I.D. employees and
 

contractors. Without complete 
information, OMS has way
no to
 

judge whether Missions are complying with Department of State
 

Airgram A-1093, dated March 27, 
 1979 which establishes the
 

Foreign Affairs Agencies' Housing and
Policy Standards.
 

Reviews of residential space provided 
to A.I.D. employees- and
 

contractors in 
Thailand, the Philippines and Indonesia showed
 

that the space significantly exceeded housing policy
 

standards. Overhousing generally means rental
higher costs.
 

In addition, Missions Egypt and had
in 	 Peru not measured the
 

sizes of most of its leased apartments and thus did not know
 

whether square footage standards were met.
 

Noncompliance with housing space 
standards is illustrated by
 

the following examples of 
excess residential space provided by
 

A.I.D. Missions.
 

o 	 In Thailand, 25 of the 30 residences exceeded the space
 

limitations by more than 10 percent. 
 Twelve of the
 

residences exceeded the authorized 
 space by 50 to 91
 

percent.
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o In the Philippines, 

limitations by more 

residences exceeded 

percenL. 

32 of the 63 residences exceeded 

than 10 percenL. Fourteen of 

the authorized space by 50 to 

the 

the 

172 

o In Indonesia, 19 of the 66 residences exceeded the space 

limitations by more than 10 percent. Four of the 

residences exceeded the authorized space by 50 to 67 

percent. 

DRAFT
 

-15­

(
 



3. Utility Costs Need to 
Be Better Controlled
 

Part of the 
Office of Management Support's responsibility for
 

evaluating the effectiveness of Mission organizations 
should be
 

to determine the effectiveness of procedures for ensurinq that
 

costs are reasonable. A.I.D. 
Handbook 23, Appendix 5A Section
 

716.1 (a) requires that Missions hold utility 
costs to a
 

reasonable 
level. OMS does not receive any information on
 

utility costs from Missions. Thus, it cannot determine whether
 

Missions are monitoring this area.
 

There was clear evidence from the audits made in Ivory
the 


Coast, Indonesia, Thailand,
Belize, Philippines, and Pakistan
 

that controls over electricity costs 
 at A.I.D. residential
 

properties needed improvement.
 

A sample of electricity costs showed that:
 

o In the Ivory Coast, a single employee living in a 1,653
 

square foot house had monthly electricity bills averaginq
 

$1,456. This cost was more than 50 percent higher 
than the
 

$652, t745 and t837 costs for three similarly sized houses
 

occupied by two and 
three person households. For one year
 

the difference is 
about $8,532 more than the av'eraqe of the
 

similarly sized houses.
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o In Indonesia, electricity costs among families of the same 

size varied by as much as 324 percent over a one-year 

period (from $883 per annum for a 1,750 square foot 

residence to $2,858 per annum for a 1,147 square foot 

residence). 

o In Belize, annual electricity consumption for A.I.D. leased 

properties more than doubled from 298,701 kilowatts in 1985 

to 642,806 kilowatts in 1988 (115 percent increase). 

Similarly, costs increased by about 107 percent, from 

$63,681 per year to $131,591 per year over the same period. 

o In Thailand, electricity costs among families of the same 

size varied by as much as 276 percent durinq fiscal year 

1988 (from $1,380 per annum for a 2,180 square foot 

residence to $3,804 per annum for a 1,068 square foot 

residence). The auditors estimated that USAID/Thailand, by 

reducing electrical costs for only the four major consumers 

by 20 percent, could save $3,000 per year. An electricity 

conservation program for all Mission households could have 

an even greater impact. 

o USAID/Philippines procured $11,116 in electricity savinq 

equipment, but the equipment had not been installed in 

Mission residences. The NMission estimatpd that 

installation of this equipment would reduce electricity 
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consumption by 10 to 20 percent. ElecLriciLy payments in 

FY 1988 amounted to $189,000. A 10 Lo 20 percent reduction 

in electricity consumption 
would represent a savings of
 

$18,900 Lo $37,800 per annum.
 

a In Pakistan, the Mission was not monitoring residential 

utility costs to identify temperature control problems or
 

excessive use by the occupants. The auditors estimated
 

that $65,000 could be saved by effectively monit-orinq
 

utility costs.
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4. Procedures Should 
Be Established 
to Ensure Compliance With
 

Housing Board Functions
 

According to the 
 Uniform StaLe/AID/Regulations 
 6 FDM 700
 

"Office and ResidenLial/Quarters 
Abroad" (A.I.D. Handbook 23,
 

Chapter 5), a rental 
 control hoard, which 
 is now entitled
 

housing board shall be 
established at each overseas 
post where
 

two or more U.S. Government agencies 
are leasing short-term
 

residential or functional space. 
 The board should be composed
 

of a senior official 
from each agency and representatives from
 

private 
 sector and international agencies which 
 the U.S.
 

Government is affiliated.
 

The functions of the board 
should include: (1) eliminating
 

competitive bidding 
among Americans, (2) equating 
the level of
 

rental rates to 
the quality of functional and residential space
 

secured, (3) insuring the 
use of local currency, except in rare
 

and fully justifiable cases, (4) conducting periodic surveys to
 

justify and recommend updating of 
 quarters allowances as
 

necessary to keep pace with current rental rates at post, 
anO
 

(5) justifying and recommending Government 
leasing when it is
 

demonstrated to 
be more advantageous to 
the U.S. Government.
 

Housing boards in which 
A.I.D. participated, were established
 

at overseas Hissions, but these hoards were not offeclively 

controlling rental rates or payments. Housing hoard functions 

r 1-T
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usually were limited to assigning personnel 
to quarters and to
 

acting as a sounding board for employee housing complaint-s.
 

In the absence of effective housing boards, Missions should 

have practices and procedures that meet the intent of such 

board's responsibilities. In Egypt, however, the housing board 

had not (a) formulated restrictions or limitations 
on the
 

leasing of quarters, as a necessary and appropriate means to
 

curb rental increases, (b) maximized 
the use of local cur-r-ency
 

or (c) equated the 
rents paid to the quality of space secured.
 

In the Ivory 
Coast, where a housing board existed, market
 

surveys of available properties had not been performed. This
 

condition 
existed despite the fact that Americans reportedly
 

paid, on average, 30 percent higher rentals than other foreign
 

missions in the Ivory Coast. Embassy 
official-s acknowledqed
 

the usefulness of market information and said they would
 

consider obtaining it through market 
surveys and discussions
 

with real 
estate agents and other embassies.
 

In Peru, the appointed 
housing board also was not performinq
 

market surveys. On an 
annual basis, the board reviewed rental
 

and utility payments made by emplbyees with employees' quarters
 

allowances. If the employees 
 were not ouL-of-pocket, the 

quarters allowance remained the same. If the employees were 

out-of-pocket, the board 
 recommended an increase in the
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quarters allowance. 
 There was no attempt to survey available
 

residences to develop a "going rate" 
for rentals.
 

Other problem areas 
could have been eliminated or alleviated by
 

the presence of well-managed housing boards.
 

o 
 There was no standard approach to providing rental
 

advances. 
 Under A.I.D. guidelines, advances 
were to be
 

paid to landlords only when they were 
necessary for.- the
 

execution of 
the lease. 
 Despite this restriction, advances
 

were 
commonly given to landlords without justification. In
 

addition, advances were 
given in excess of the 18-month
 

limitation. 
 For example, in Indonesia, 8 advances paid in
 

FY 1987 and 19 during FY 1988 exceeded the Agency time
 

limitations. 
 Also, provisions of advances 
 should
 

demonstrate 
 that material 
 and tangible -benefits are
 

accruing to A.I.D. such as a 
discount equivalent to the
 

prevailing interest 
rate. Nevertheless, 63 leases in Egypt
 

and 13 leases 
in the Ivory Coast were negotiated with
 

12-month advances 
without any evidence of the accrual of
 

tangible benefits.
 

o Leases in Egypt 
 and the 'Ivory Coast probably were
 

negotiated for rental rates higher 
 than market levels.
 

rSAID/Egypt was leasing 
two apartment units 
at a dollar
 

cost of $20,400 and $22,000, while a local American school
 

L 
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was leasing 
similar space for about t5,200. In the Ivory
 

Coast,an A.I.D. official was advised by an 
administrative
 

officer of another embassy that rentals paid 
by Americans
 

were on the average 30 percent higher or 
about $330 more
 

per month than the going rate for 
other foreign missions in
 

Abidjan.
 

o No standards apparently were 
in place governing the use of
 

dollars to pay landlords. Although Missions required
are 


to justify dollar 
payments as necessary for the execution
 

of the lease, many Missions 
 paid dollars to landlords
 

without justification. 
 Due to the various exchange rates
 

used in Egypt, the conversion of 37 leases renegotiated in
 

dollars, cost an additional 23 percent ($141,000) in the
 

year of conversion and an additional 
312 percent (t515,000)
 

in 1987.
 

o In Peru and Honduras, landlords were 
paid in U.S. dollars
 

rather than local currency. We noted numerous payments 
to
 

bank accounts in the United States. 
 This practice appears
 

to contradict 
the basic A.I.D. interest in conserving hard
 

currency within these countries.
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o Limitations on annual rents were being exceeded. A.I.D.
 

regulations require that leases with annual costs in excess 

of $25,000 be approved by A.I.D./Washington. In Indonesia, 

the Mission paid $18,200 beyond the regulaLorv limit to 

lease four Mission residences without Lhe required
 

approvals.
 

DRAFT
 
-23­

....( 



5. Housing Allowances Paid to Contractors Must Be Reported
 

According to Internal Revenue Code, 
SecLion 911, institutional
 

contractors while living and working overseas 
are entitled,
 

under certain circumstances, to exclude up to *70,000 of 
their
 

income from Federal Income Taxes. However, in exchange for
 

this benefit they are not entitled to Internal Revenue Code,
 

Section 912 benefits which allow U.S. government employees and
 

U.S. personal service contractors to exclude housing allow~nces
 

and other payments such as for electricity, water and gas from
 

reportable income. Handbook
A.I.D. regulations are currently
 

silent on the need for the issuance of IRS Form 1099 for
 

contract personnel. The Form 1099 quantifies the value of
 

government-provided benefits.
 

In Belize, 18 institutional contractors had lived or were
 

presently living in government leased housing with furnished
 

utilities, but had not been issued 
 IRS Forms 209qr
 

Miscellaneous Income. USAID/Belize should have completed this
 

form identifying the value of the benefits provided every
 

calendar year and submitted them to the Internal 
 Revenue
 

Service. 
 It was not clear from the record why the Missions in
 

Relize and Pakistan (below) found- it necessary or desirable to
 

lease 
 residences for contractors. Justifications were not
 

provided OMS 
nor did OMS know how many such residences were
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actually being leased without proper 
reporting to the Internal
 

Revenue Service.
 

Of the 212 properties leased by USAID/Pakistan, about 84
 

properties were leased 
for contract personnel. USAID/Pakistan
 

had not filed IRS Form 1099 forms 
for the contract personnel.
 

Implementing the requirement for filing the IRS 
Form 1099 at
 

all applicable A.I.D. locations would 
cause the U.S. Government
 

to recoup hundreds of thousands of dollars in Lax revenues ....
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6. Leases Should Be Properly Prepared and Executed
 

A.I.D. Handbook 23 provides guidance 
on the preparation of
 

leases. Despite the guidance provided, we noted areas of
 

weaknesses in the execution of leases. Por example, 
 in
 

Swaziland, 
nine of the 12 residential leases 
did not specify
 

the rental rates during the 
renewal periods and/or contain caps
 

on rental increases upon renewal. 
 As a result, increased
 

rental costs were substantial when some agreements are renewed.
 

In one lease, USAID/Swaziland experienced 
a 74 percent increase
 

in the annual rent.
 

In Lesotho, although A.I.D. regulations required Missions to
 

register lease agreements where host 
 country governments
 

provided registration systems, 
the Mission did not reqister its
 

leases. Failure to register leases could 
cost .the Mission up
 

to $87,000 in increased rental costs.
 

In the Ivory 
Coast, A.I.D. occupied two residences which had
 

not signed leases. Without a 
lease, A.I.D. is vulnerable to
 

potential losses and other problems.
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7. Renovation Costs Should Be Authorized 
Before Implementation
 

A.I.D. Handbook 23, 5A,
Appendix Sections 7 54(a) and (h) state
 

that Missions should prepare 
justifications 
for renovations to
 

government-owned property 
that exceed $1,500. Nevertheless,
 

USAID/Indonesia, for 
example, made 
extensive renovations to two
 

properties without preparing the required 
 justifications.
 

Renovations to a three-bedroom 
house totaled $25,170. Work
 

included: lowering 
the ceiling; remodeling the kitchen and, two
 

bathrooms; retiling 
the floor in the master bedroom; repairing
 

the front 
and back porches; and repainting the interior and
 

exterior. The renovations on another 
four-bedroom house 
cost
 

$24,900 and included: replacing the roof, lowerinq the
 

ceiling; upgrading the electrical system; and painting 
the
 

interior and exterior of the house. Economic 
feasibility of
 

the renovations was assessed
not and OMS approvals were not
 

obtained in advance of 
the work.
 

USAID/Philippines 
 spent $8,560 beyond Agency
the dollar
 

limitation to prepare 
eight leased residences for occupancy.
 

USAID/Philippines stated that the $1,500 
 limitation was
 

unrealistic considering cost
the of construction and cleaning
 

materials in 
 Manila. Howeve-r, the Mission not
had 


systematically 
assessed housing preparation costs 
to justify
 

waiving the $1,500 limitation.
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EXHIBIT I
 

AUDIT OF THE MANAGEMENT OF
 
OVERSEAS REAL PROPERTY 

LIST OF REAL PROPERTY AUDITS PERFORMED BY REGIONAL INSPECTOR GENERALS FOR AUDIT (RIG/A)
 

MISSION 
 AUDIT 
 PERIOD
RIG/A OFFICE AUDITED 	 AUDIT PERIOD
REPORT NO. 
 OF AUDIT 
 COVERED 
 FINDINGS
 
CAIRO 
 USAID/EGYPT 6-263-88-7 08/87 - 05/88 10/86 - 05/88 1. USAID/Egypt's Residential 

Leasing Program Needs To
 
,Be Manaced *:ore 
Effectively.
 

2. 	Residential Lease Costs
 
Had Not Been Effectively
 
Controlled.
 

DAKAR 
 REGIONAL ECONOMIC
 
DEVELOPMENT OFFICE/ 

P.9RCA, £.,Z7 NAL 
HOUSING A.NDDEVELOPMENT OFFICE

URBAN 
TO BE ISSUED 01/89 - 03/89 09/87 - 02/89 1. 	The Cost of Leased Housing 

Can Be Minimized By 
Applying Accepted Business
 
Practices.
 

2. 	Stronger Controls Are
 
Needed Over Payments and
 
Receipts.
 

3. 	Need to Mionitor
 
Electricity Costs.
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AUDIT OF THE MANAGEMENT OF 
Page 2 of 6 

OVERSEAS REAL PROPERTY 

MISSION AUDIT PERIOD AUDIT PERIODRIG/A OFFICE AUDITED REPORT NO. OF AUDIT 
 COVERED 

MANILA USAID/INDONESIA 2-497-89-11 11/88 07/88 - 09/88 

FINDINGS
 

1. One-Fourth of Mission
 

Pesidence- Finiaficantlv
 

Washington Approvals.
 

2. Residential Electricity
 
Costs Could Be Reduced
 
Tlrough the Adoption of an
 
Electricity Conservation
 
Program.
 

3. Annual Lease Payments for
 
Four Mission Residences
 
Exceeded The Agency Dollar
 
Limitation.
 

4. Advance Lease Payments
 
Exceeded Agency Time
 
Limitations.
 

5. USAID/Indonesia Did Not
 
Determine the Economic
 
Benefit Before Renovating
 
Three Government-oned
 
Houses. 
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AUDIT OF THE MANAGEMENT OF 

OVEPSEAS REAL PROPE10TY 

CF REAL PROP-RT- :.-[-:-,? ----RF:)RD BY )jNAL 7 :SECTOR GTNERALS 

MISSION 
 AUDIT PERIOD AUDIT PERIOD
RIG/A OFFICE AUDITED 
 REPORT NO. 
 OF AUDIT COVERED 

USAID/PHILIPPINES 2-492-89-12 10/88 - 11/88 10/86 - 09/88 

USAID/THAILAND 2-492-89-13 
 04/89 10/87 - 09/88 

FOR 	 AUDI ( RI A 

FINDINGS
 

1. 	Half of Occupied
 
Residences Significantly
 
Exceeded Space Limitations
 
Without Written Justifi­
cations and A.I.D./
 
Washington Approvals
 

2. The Maintenance Contract 
-for Mission Housing Was
 
Unsuited to Mission Needs.
 

3. 	Costs of Preparing Eight
 
Mission Residences for
 
Occupancy Exceeded the
 
Agency Dollar Limitations.
 

4. 	A Prior Audit Recommenda­
tion Concerninq the 
Mission's Electricity 
Concervation Program Had 
Not Been Fully implemented. 

1. Most Mission Residences
 
Significantly Exceeded
 
Space Limitations Without
 
Required Justifications
 
and 	Approvals.
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AUDIT OF THE MANAGEMENT OF
 
OVERSEAS REAL PROPERTY
 

LIST OF REAL PROPERTY AUDITS PERFORMED BY REGIONAL INSPECTOR GENERALS FOR AUDIT (RIG/A)
 

MISSION 
 AUDIT 
 PERIOD 
 AUDIT PERIOD
RIG/A OFFICE AUDITED 
 REPORT NO. 
 OF AUDIT COVERED 
 FINDINGS
 

2. 	More Strincent
 
Concervation Measures *.:ay
Be Recuired -o Achieve
 
Reductions in Residential
 
Electricity Costs.
 

NAIROBI 
 USAIDKENYA 
 3-615-89-14 01/89 - 03/89 10/87 - 09/88 1. 	USAID/Ken'a Could Save On 
Operating Expense Ftds By

Acquiring Residential
 
Housing.
 

USAID/LESOTHO 
 3-632-89-08 10/88 - 11/88 02/76 - 09/88 1. 	Lease Agreements Were Not
 

Registered.
 

2. 	USAID/Lesotho Could Save
 
On Operating Expense Funds
 
by Acquiring Xore 
Residential Housing.
 

USAID/SWAZILAND 3-645-89-12 09/88 - 11/88 01/75 - 09/88 1. 	USAID/Swaziland Could Save
 
On Operating Expense Fu'.ds
 
By Acquiring Additional
 
Residential Houses.
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AUDIT OF THE MANAGEMENT OF 
OVERSEAS REAL PROPERTY 

LIST OF REAL PROPERTY AUDITS PERFORMED BY REGIONAL INSPECTOR GENERALS FOR AUDIT (RIG/A)
 

MISSION 
 AUDIT 
 PERIOD
RIG/A OFFICE AUDITED REPORT NO. 	
AUDIT PERIOD 

OF AUDIT COVERED FINDINGS
 
S.NGAPODs SIDAI _KDSPA; BE ISSUED 05/89 - 06/89I 

09/87 - 03/89 1. 	USAID.' Ip ShocIr 
Establih- G:Idelines -or 
its Housinc Policies and 
Meas ures. 

2. 	USAID/Pakistan Needs to
 
Establish Systems to
 
Monitor Utility and
 
Maintenance Costs. 

3. 	USAID/Pakistan's Policy

for Providing Residential
 
Furnishings Needs to be
 
Revised to Comply With 
A.I.D. Regulations.
 

4. 	USAID/Pakistan Needs to
 
Control the Release of
 
Advance Rent Payment
 
Checks.
 

TEGUCIGALPA USAID/BELIZE 
 1-505-89-30 06/19-30/89 01/83 
- 06/89 1. 	Lease Versus Purchase
 

Analysis Needed To Be
 
Performed for at Least Two
 
Properties.
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AUDIT OF THE MANAGEMENT OF a 6f
 

OVERSEAS REAL PROPeTYTy
 

LIST OF REAL PROPERTYAUDITS PERFORMED BY REGIONAL INSPECTOR GENERALS FOR AUDIT (RIG/A)
 

MISSION 
 AUDIT 
 PERIOD
RIG/A OFFICE AUDITED AUDIT PERIOD
REPORT NO. 
 OF AUDIT COVERED 
 FINDINGS
 

2. An Electricity Conserva­
tion Program May Help 
Reduce Electricity Costs 
on Government Residences. 

Regional Development

Office/Caribbean 
 TO BE ISSUED 04/89 - 06/89 01/84 - 06/89 1. The United States
 

Government Was 
Inappropriately Incurring
 
Swimming Pool Maintenance
 
Costs. 

2. Inappropriate 
Reimbursements Made to
 
A.I.D. Employees for
 
Gardening Services in
 
Grenada Have Not Been
 
Resolved.
 



AGFNCY FOR INTERNATIONAL DEVELOPMENT 

WASHINGTON, D C 20523 

October 30, 1981
 

MEMORANDUM FOR AA/PFM, Robert 
Halligan
 

From: IG/PSA, 1& .Bo'/ 

SUBJECT: 
 Draft Audit Report on the "Management of Overse);;
 
Real Property"
 

The subject report is a result of our review of 
overseas re-ol.­
property. The audit work 
was principally performed at the
 
Office of Management Support and twelve
at overseas posts.

During the course of our 
audit, we determined that the A.i.1).

Controllers were not 
issuing Internal Revenue Forms 1099,
 
Miscellaneous Income to contractors receiving UoS. Governmen
 
housing allowances. This omission was observed in 
Belize a-l.t
 
Pakistan. Recommendation No. 5 of 
the subject report requ.ito.

the Office of Financial Management to take action on this
 
matter.
 

Recommendation No. 1 states 
that the Office of Management

Support should more aggressively develop the Section 636(c,
 
program for acquiring or renovating real properties by setLncj

aside Operating Expense funds. 
 Since the Controlle-r's off.,

is 
involved with the budget allocation decisions, your off i,:e
 
may want to comment on this finding and recommendation.
 

In order to finalize 

comments you may have 

our 
on 

report, please 
these subjects, 

prov
no 

ide us with 
later than 

any 

November 9, 1989. 

We appreciate your efforts 
in helping us to finalize the report.
 

Attachment
 
Draft Audit Report
 

cc: IG, Herbert L. Beckington, w/At h
 
D/IG, James B. Durnil, w/Atch
 
IG/PPO, E. John Eckman, w/Atch
 
C/AID, Alexander R. Love, w/Atch
 


