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Committee on Foreign Affairs 
House of Representatives 

The Honorable Olympia Snowe 
Ranking Minority Member 
Subcommittee on International 

Operations 
Committee on Foreign Affairs 
House of Representatives 

In response to your February 27, 1986, request, we reviewed the 
National Endowment for Democracy’s procedures for selecting, moni- 
toring, and evaluating its grantee programs. The results of our review 
are summarized below and discussed in more detail in the appendixes. 

Endowment Operations profit organization to fund private sector programs aimed at strength- 
ening democratic institutions throughout the world. The Endowment is 
funded by an annual grant from the United States Information Agency 
(USIA). The us&Endowment relationship was clarified by a Comptroller 
General decision’ which supported USIA’S assertion that the Endowment 
was not free of fiscal or administrative accountability to USIA for grant 
monies. The ruling concluded that USIA may require Endowment compli- 
ance with procedural mechanisms to see the grant funds are used for 
authorized purposes only. The grant agreement holds the Endowment 
responsible for planning, organizing, and administering a grant program 
to carry out the purposes of the authorizing legislation. 

During its first 2 years of operation (fiscal years 1984 and 1985), the 
Endowment generally relied on its grantees to select, monitor, and eval- 
uate their own programs. Specifically, we found that the Endowment 

‘See the decision of the Comptroller General, United States Information Agency: National Endowment - 
for Grant Administration (June 6, 1986, B-203881). 
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l did not implement a comprehensive planning process or develop an 
overall plan reflecting its priorities in terms of geographic areas or proj- 
ect types. As a result, the Endowment’s selection process was limited, 
for the most part, to funding projects developed and submitted by its 
grantees, 

l did little independent verification of financial and other program infor- 
mation, particularly for the major grantees, choosing instead to rely pri- 
marily on information provided by grantees to monitor project activity. 
In some cases, grantee reports were based on unverified information 
obtained from subgrantees. 

. did little in the way of project evaluation during the first 2 years of 
operation, due largely to the fact that many projects had not yet been 
completed. 

The Endowment’s limited involvement in most grantee activities appar- 
ently stemmed from the Endowment’s unique relationship with its four 
core grantees, which were granted about 88 percent of the Endowment’s 
fiscal year 1984 and 1985 funds. These grantees represent sectors of 
U.S. society-labor, business, and the two major U.S. political parties- 
which played leading roles in establishing the Endowment and were spe 
cifically mentioned in the authorizing legislation. Accordingly, one 
strongly held view within the Endowment was that it was to serve pri- 
marily as a funding “conduit” for the four core grantees, which, based 
on their own initiative and expertise, would design and implement 
projects aimed at promoting democracy abroad. This perception, rein- 
forced by the congressional earmarking of the bulk (80 percent) of the 
Endowment’s fiscal year 1984 and 1986 funds for the labor and busi- 
ness core grantees, appears to have affected the manner and degree of 
Endowment oversight. 

Toward the end of our review, some aspects of Endowment operations 
began to change. By late 1985, the Congress had eliminated the funding 
earmarks for the labor and business grantees, and at the suggestion of a 
congressional conference committee, the Endowment limited the total 
amount that any one grantee could receive to 25 percent of the fiscal 
year 1986 funds. These changes, and other events, prompted the 
Endowment to move towards a more active role in selecting, monitoring, 
and evaluating its grant program. In March 1986, the Endowment’s 
Board approved a policy statement intended to clarify the Endowment’s 
responsibilities for oversight of congressionally appropriated funds, and 
to define its relationship with grantees. 
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:onclusions and 
:ecommendations 

gram planning and project selection, verification of grantee information, 
and evaluation of completed projects, particularly with reference to core 
grantees. The March 1986 policy statement is a positive step toward 
directing greater involvement of the Endowment in these processes, but 
it does not spell out how Endowment responsibilities will be carried out. 
Accordingly, we recommend that the Endowment prepare and imple- 
ment procedures to put the statement into practice and provide specific 
guidance on program priorities and geographical targets for grantees to 
use in developing their projects. 

Because the Endowment is responsible to USIA for compliance with pro- 
cedures to ensure that grant funds are used for purposes intended by 
the enacting legislation, we recommend that USIA ensure that the Endow- 
ment’s Board of Directors 

. establish procedures and assign responsibility so that the Endowment 
can perform (or require to be performed) selective, independent auditing 
or other forms of verification of the information submitted by grantees 
to ensure compliance with grant terms and objectives, and 

. clarify the Endowment’s current procedures in terms of the Board’s 
March 1986 policy statement, which identifies the Endowment’s respon- 
sibility for evaluating projects. 

igency Comments will be necessary to prepare and develop procedures to implement its 
March 1986 policy statement as a means of refining and improving its 
management practices, and said that our report will be helpful in this 
process. The Endowment agreed that it must strengthen its procedures 
for verifying grantee information. 

The Endowment’s primary concern was that our report did not make 
sufficiently clear that extensive procedures and controls are already in 
place for selecting, monitoring, and evaluating grantee programs. Our 
review focused on the Endowment’s procedures and controls as they 
applied to the bulk of its grant funds (those awarded to core grantees) 
and was directed to areas where improvements were needed. Conse- 
quently, we did not elaborate on those being extensively applied to non- 
core or discretionary grants, which represented less than 10 percent of 
the total 1984 and 1985 fiscal year allocation of funds. But our report 
does recognize that the Endowment more closely monitored discre- 
tionary grants. Several sections of the report compare the procedures 
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and ‘controls applied to discretionary and core grantees to acknowledge! 
the Endowment’s efforts. 

Regarding planning and setting priorities, the Endowment stated that a - 
a grant-making agency it is necessarily dependent on the proposals it 
receives, The Endowment believes its December 1984 Statement of Prir 
ciples and Objectives provides a framework to guide prospective 
grantees. 

We agree that the Statement of Principles and Objectives sets out overa 
program areas to be addressed by the Endowment, but it does not 
clearly specify the relative priority of those areas. The Endowment, 
after 2 years of operations, should be influencing proposals so that the: 
address the objectives and goals that the Endowment considers critical 
and most deserving of its financialsupport. Our recommendation does 
not seek to impose “rigid priorities” upon applicants, as the Endow- 
ment’s comments suggest. Instead, we believe that the systematic form1 
lation of more specific guidance to potentistl grantees will become 
increasingly important as the Endowment funds more discretionary 
grantees than it has in the past. 

KC%% stated in its comments on our draft report that the Endowment 
should implement procedures for verifying and evaluating programs or 
its own initiative. We agree with USIA that the primary responsibility fo 
ensuring that program improvements are implemented is with the 
Endowment Board working through its staff. Our recommendations are 
directed to USIA in recognition of the Endowment’s accountability to 
USIA. 

We conducted our review in accordance with generally accepted goverr 
ment auditing standards from April 1986 to March 1986 at the Nationa. 
Endowment for Democracy and the headquarters of its major grantees, 
We obtained information from the Department of State and USIA, and 
visited U.S. embassies and grantee spokesmen in 10 Latin American am 
African countries. We generally did not interview foreign recipients 
because certain grantee officials were concerned that such contact 
would entail risks to individuals. 



Unless you release its contents earlier, we plan no further distribution of 
this report until 30 days from its issue date. At that time we will send 
copies to interested parties and make copies available to others upon 
request. 

Frank C. Conahan 
Assistant Comptroller General 
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Appendix I 

The National Endoyment for Democracy’s 
A dministration of Its Grant Program 

The Endowment was established as a private, nonprofit organization in ~ 
November 1983.’ Its six broadly stated golals generally involve sup- 
porting private sector programs aimed at strengthening demo~cratic 
institutions around the world (see appendix III). Its 17-member Board 0: * 
Directors represents organized labor, business, the two major political ~ 
parties, and the Congress. (See appendix IV for a list of current Board 
members,)2 The Endowment’s bylaws rwuire that the Board’s composi- 

’ tion reflect, at all times, the same general membership of the irMaI 
Board, namely, two individuals from each of these groups. Board mem- I\ 
bers serve 3-year terms. Every year, the terms of one-third of the rnern~~ 
bers of the Board expire. Vacancies are filled by a majority vote. of ’ 
Board members in office. 

The Board appoints a president to manage the Endowment under the 
Board’s policy direction, supervise the Endowment’s staff, and see that 
all Board orders and resolutions are effected. During 1986, the Endow- 
ment’s staff consisted of 12 people, including the president, an assistant 
to the president, a program director, a deputy program director, a camp 
troller, a public affairs director, and related support staff. 

NINi, ‘I,, 
The”pationa1 Endowment for Democracy Act (Public Law 98-164, hitle 
V, Nov. 22,1983) authorized an annual grant to the Endowment, #to be 
funded through the United States Information Agency (USIA). For fiscal 
years 1984 and 1985, USLA’S appropriation included $18 million and 
$18.5 million, respectively, for Endowment activities. The Endowment’s 
1986 proposed grant budget of $18 million was reduced to $17.2 million 
in acc@rdance with the”~~~Balanced Budget and Emergency Deficit Control 
A& I,, /; 

i,, 
IllI 

USIA’S grant agreement with the Endowment requires the Endowment to 
plan, organize, and administer its program to achieve authorized objec- 
tives. The agreement also requires the Endowment to furnish USIA with 
its’ procedures to monitor and assure compliance with the act by its 
grantees. USIA may audit the Endowment and require compliance with 
procedures intended to see that grant funds are used for authorized pur- 
poses, but it may not impose program requirements other than those 
specified in the act. For example, USIA could not force the Endowment to 

‘For in-depth discussion of the Endowment’s founding, see Events Leading to the Establishment of 
the National Endowment for Democracy (GAO/NSIAD84121, July 6,1984). 

2Slnce the the Board has had among its members several officials of its maja 
grantee organizations. 
on the Endowment’s 

ouse Bill HR 3984, if enacted, would bar grants to organizations with official! 
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change a program’s content unless it was contrary to the act’s objec- 
tives. USIA’S first audit of an Endowment-related activity began in April 
1986, when it was requested to report to a congressional committee on 
the use of grank funds by an Endowment grantee. It currently has 
another effort underway, also a congressional request, to review certain 
costs charged to Endowment grant funds. 

herview of FIscd cannot carry out grant programs on its own; it can only fund programs 
Tears 1984-85 Program f o private sector organizations. The Endowment’s grantees can be sepa- 

rated into two categories- core and discretionary. Four grantees repre- 
senting business, labNor, and the two major political parties are called 
“core” because these sectors played leading roles in establishing the 
Endowment; were specifically mentioned in the act; and were considered 
important links to democratic groups and institutions abroad. To imple- 
ment the act, the American Federation of Labor and Congress of Indus- 
trial Organizations (RIO) reactivated its Free Trade Union Institute 
(mu), the U.S. Chamber of Commerce set up the Center for Interna- 
tional Private Enterprise (CIPE), and the two major U.S. political parties 
established the National Republican Institute for International Affairs 
(NRI) and the National Democratic Institute for International Affairs 
(NDI). Those core grantees and their relationships with the Endowment 
are discussed in more detail in appendix II. 

All other 1984 and 1985 grantees were considered to be discretionary 
grantees. During fiscal years 1984 and 1985, the Endowment awarded 
38 discretionary grants to a variety of grantees, such as Freedom House, 
Overseas Education Fund, and the National Council of Negro Women. 

Of the $36.5 million received in fiscal years 1984 and 1985, the Endow- 
ment distributed $35 million to grantees. As shown in figure 1.1, about 
88 percent was provided to the four core grantees. As a result of con- 
gressional earmarking of grant funds, approximately 80 percent of the 
Endowment’s funds was devoted to FTUI and CIPE programs. FTUI, with 
its AFL-CIO worldwide network, received the largest share (about 68 per- 
cent). NDI and NRI received about 4 percent each; 8 percent was awarded 
to discretionary grantees; and the remainder funded the Endowment’s 
administration. 



Fl~gu~tv I.1 :hmtia~n al End~owmmt 
Fmds by O~qsnizatio~n for Fiscal Yam 
1984andlWi 

NRI 

4.1% 
NDI 

CIPE 

Discretionaries 

3.8% 
Endowment 

FTUI 

Saurca of Data: NED 

Typical programs funded by the Endowment included assistance to den 
ocratic movements (including labor unions and business associations), 
get-out-the-vote efforts, conferences promoting democracy, and a range 
of training and educational activities focusing on democratic objectives. 

Most of the funds were awarded in connection with Third World coun- 
tries; some involved activities in or directed towards Western democra- 
cies and Soviet-bloc nations. Figure I.2 depicts the geographical 
distribution of program funds. 
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Vgure 1.2: Grants ol Program Fun& by 
legilon for Fiscal Years 1984 and 1985 

5.6% 
Multi-regional 

,,,, “I” 

Africa 

Asia 

Latin America 

Europe 

Source of Data: NED 

I 

3ecent Legislative 
~ktions 

The Endowment’s funding legislation3 for fiscal year 1986 did not 
earmark funds for specific grantees, as had previously been the case. 
Rather, congressional guidance included in the appropriations confer- 
ence committee report indicated that no grantee should receive more 
than 25 percent of the Endowment’s funds. 

Other recent legislative actions also affected the Endowment’s opera- 
tions. The fiscal year 1986 authorization legislation required the Endow- 
ment to consult with the Department of State before initiating projects 
overseas using fiscal year 1986 funds. Accordingly, by January 1986, 
the Endowment and Department officials had made arrangements for 
the Endowment staff to forward copies of all proposals submitted to the 
Endowment Board to the Deputy Under Secretary of State for Political 
Affairs. In April, the Deputy Under Secretary informed us that he was 
generally satisfied with the initial implementation of this agreement, 
although he said he would reserve final judgment until the process had 
been repeated several times more. 

‘the Foreign Belations Authorization Act, Fiscal Years 1986 and 1987 (Public Law 99-93’, Aug. 16, 
l&5), and th&&?partments of Commerce, Justice, and kate, the Judiciary, and Related Agencies 
Appropriation &t,,(Public Law 99-180, Dec. 13, 198Q/ 

“’ ,,, I 



The tfit3md year 31986~ authorization ,,iIegislation added requirements for 
USM audits of the Endowment’s finwal records’ and for Endowment 
compliance with all provisions of thdliiFreedom of Information Act,1i 

I 

The Endowment’s During its first 2 years, the Endowment did not have a planning protest 

Planning and Selection 
that established program priorities or targeted specific countries or 
regions. The core grantees set their own priorities and made their own 

Process decisions regarding regional allocations before submitting their pro- 
posals to the Endowment Board for approval. 

The Board adopted a principles and objectives statement that identified 
in general terms, various types and categories of projects that the 
Endowment wished to support. Also, the Endowment staff organized 
meetin@ folr the Endowment Board and core grantees to obtain views o! 
regionaI experts on the potential for Endowment-funded activities in 
certain countries and regions, and initiated a series of meetings with 
core grantee staffs to help coordinate program planning and execution. B 
However, the Endowment Board did not regularly review and system&j 
tally set priorities for specific programs that it hoped to sponsor in a 
given fiscal year or other period of time, nor did it provide the Endow- 
ment staff with planning guidance targeting specific countries and type: 
of programs for priority consideration. 

The Endowment’s procedures state that the Endowment’s staff must 
review each proposal to assess its relative merit and to identify prohib- 
ited activities. To facilitate this review, the Endowment’s Statement of 
General Procedures and Guidelines advises grantees of the required con 
tent of proposals. During fiscal years 1984 and 1985, most of the 
Endowment’s staff efforts in this regard were devoted to reviewing dis- 
cretionary grantees’ proposals. This procedure apparently reflected a 
perception within the Endowment that core grantees should not be sub- 
jected to as stringent a review as discretionary grantees 

We reviewed all core and discretionary grantee proposals that had been 
approved during fiscal years 1984 and 1986 and found varying degrees 
of compliance with Endowment guidelines. Some core grantees’ pro- 
posals were not sufficiently detailed to determine what the projects 
were intended to accomplish. For example, the lack of information in 
some m proposals was attributed to the sensitivity of the project 
which, if publicly disclosed, could harm or embarrass the recipients. 
Also, m staff told us that some recipients had initially been informed 
that details would not be made public. According to Endowment and 
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Appendix I 
The National Endowment for Democracy’s 
Admin&~tration of Ita Grant Program 

grantee staff members, information was provided verbally to the 
Endowment by grantee personnel in such cases. Nonetheless, the 
Endowment’s President informed us that he did not consider the Endow- 
ment’s staff review of the 1984 and 1986 core grantee proposals to be 
adequate. 

The approved discretionary grantee proposals that we reviewed gener- 
ally contained adequate descriptive data concerning project activities to 
be undertaken. Staff members informed us that most of their proposal 
review efforts were devoted to the discretionary grant proposals which 
they discussed with potential applicants, knowledgeable individuals, 
and U.S. government officials. 

As shown in table 1.1, the Endowment’s planned allocation of fiscal year 
1986 funds represents a major shift in the grantees’ division of the 
Endowment’s funds. 

rable 1.1: Fiscal Years Allocation by 
Srantees Fiscal Year in Percent 

Grantee 
FTUI 

CIPE 
NDI 
NRI 

Fisqjf; yqeaagr 
- 

Fiscal lys”s”s’ 

share allocation 
66.0 25.0 
11.5 14.5 

4.0 12.0 
4.0 12.0 

Discretionary 6.5 31 .o 

Since the Endowment staff’s time for the first 2 years of operation was 
mainly devoted to discretionary grants, the three-fold increase in funds 
to be allocated to discretionary grantees in fiscal year 1986 will require 
some adjustments in, or reordering of, how Endowment business is 
conducted. 

The Endowment has recognized that it needs to improve its planning 
and selection process. For example, it recently approved a policy state- 
ment which recognizes the Endowment’s responsibility for setting pro- 
gram priorities. (This policy statement is discussed further on page 17.) 
In December 1985, the Endowment’s Program Director informed CIPE, 

FTUI, NDI, and NRI that their proposals for fiscal year 1986 should be 
broken down on a project-by-project basis and be comparable in detail to 
discretionary proposals. Our review of some of the early fiscal year 
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1986 core grantee proposals indicated some improvements in the level oi 
detail from those submitted in prior years. 

The Endowment’s 
Program Monitoring 

The Endowment’s procedures state that program monitoring should 
ensure that planned activities are being implemented, funds are being 
properly spent, progress of grant activities is being tracked, and 
problem area3 are identified. 

We identified some prolblems and limitations concerning the Endow- 
ment’s monitoring efforts, as follows. 

. Endowment staff spent relatively little time monitoring core grantee 
activities. 

. Some core grantee quarterly reports contained little information on 
progress and did not always identify problem3 we observed during our 
fieldwork. 

l One core grantee’s quarterly reports were chronically late, ranging from 
3 weeks to a3 much a3 6 months in one case. 

Most of the time the Endowment staff spent monitoring grantees was 
devoted to the discretionary grants, which involved less than one-tenth 
of the Endowment’s funds. They spent relatively little time monitoring 
core grantee activities. The Endowment staff reviewed each grant’s 
status during a monthly meeting devoted to project monitoring, but core 
grantee programs received a disproportionately small amount of atten- 
tion during the meeting we attended. The Endowment Board and staff 
had frequent, direct access to core grantee representatives. Some mem- 
bers of the Endowment Board were also officials of core grantee organi- 
zations, and other core grantee spokesmen frequently attended 
Endowment Board meetings. 

The Endowment’s President told us that the staff’s responsibilities for 
monitoring core grantee projects were not clearly defined. He attributed 
this ambiguity to the special relationship which the core grantee3 had 
within the Endowment. In our discussions with the Endowment Presi- 
dent and staff, we were told that the congressionally mandated 
earmarkings of fund3 for the labor and business core grantees rein- 
forced the view that the core grantees were to be treated differently 
from discretionary grantees. 

For the most part, the Endowment’s monitoring was accomplished 
through the staff’s review of information submitted by the grantees, 
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such as quarterly reports, and by Endowment interaction with grantee 
representatives. Some quarterly reports contained little information on 
progress and did not &ways identify problems we observed during our 
fieldwork. For example, for one troubled project we visited, three suc- 
cessive quarterly reports filed by a core grantee showed little more than 
a change in the expected completion date. The later reports did not iden- 
tify why the project had continued to fall behind the previous reports’ 
revised timetables or what was being done to address the difficulties. ’ 
Elsewhere, during our work overseas, we identified problems delaying 
another core grantee’s efforts to increase participation in an African 
country’s national election; the quarterly reports did not allude to these 
delays until several months after the elections. Perceived sensitivity of 
some projects was one reason given for the lack of more detailed infor- 
mation in some reports. 

Another problem with the information received by the Endowment was 
that FTUI’S quarterly reports were chronically late. Although the Endow- 
ment has generally required quarterly reports within 30 days of the end 
of the quarter, FTUI’S reporting has extended beyond this period by as 
much as 6 months. To aggravate this situation, the report of financial 
expenditures from the field to the regional institutes and the processing 
of the field financial reports by the institutes aged the information by an 
additional 4 to 5 months. 

The Endowment generally did not verify the information being provided 
by its grantees, particularly the core grantees. Endowment staff rarely 
conducted field visits. Annual independent public accountant audits ren- 
dered opinions on financial statements but were not intended to test 
grantee financial transactions to establish that funds were ultimately 
expended for grant purposes. During fiscal years 1984 and 1986, the 
Endowment conducted no audits to determine whether grantees were 
complying with the terms of their grants. The lack of Endowment verifi- 
cation was further compounded by the fact that, in many cases, grantee 
reports to the Endowment were based on unverified information 
obtained from subgrantees. 

We found that grantees generally had set up records sufficient to dis- 
close how funds were expended. Our limited test in several Latin Amer- 
ican countries indicated that subgrantees also had records of 
expenditures. We noted, however, that FTUI did not have written grant 
agreements with several European recipients. 
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In late 1986, the Endowment revised the language of its grant agree- 
ments with discretionary grantees pertaining to the requirement for 
financial audits of grantee accounts by independent public accountants. 
Tests of transactions in&ded in such audits are to be reviewed to deter 
mine whether the grantee has complied with grant terms. Compliance 
testing by the independent public accountants below the grantee level is 
not envisioned, according to the Endowment’s Comptroller. In mid-1986 
Endowment staff informed us that the requirement for compliance 
auditing had been included in fiscal year 198’6 grant agreements with 
three core grantees and was being sought in discussions with the fourth. 

FTUI has also acted to produce more timely reports. In January 1986, 
after the Endowment rejected FIYJI’S request to change from quarterly tc 
semiannual reporting, FTUI increased its administrative staff. It subse- 
quently submitted its next required quarterly report on time. In addi- 
tion, ~TUI has taken steps to secure grant agreements with its European 
recipients. In July 1986, JYRJI’S executive director informed us that FNJI 
had signed grant agreements with all but one such recipient. 

The Endowment’s According to its procedures, the Endowment “must be in a position to 

Evaluation Practices 
evaluate its own total program as well as the program and projects of it2 
grantees.*’ The grantees are also expected to evaluate their own pro- 

Are Inconsistent With grams to ensure that objectives are met and that funds are being used 

Procedures wisely. They are required to include self-evaluation plans in their pro- 
gram proposals and submit a project evaluation as part of their final 
reports. 

In practice, however, the Endowment procedures are not being strictly 
followed. We found that during 1984 and 1986, the grantees’ project 
proposals were either vague or silent regarding evaluation plans. The 
core grantees supplied limited information concerning their anticipated 
evaluation practices. For example, FTUI’S initial proposals contained an 
overall statement that evaluation of ongoing programs would be done 
regularly by international labor specialists to measure success against 
preestablished goals, and included project-specific information in some 
but not all cases. FRJI subsequently informed the Endowment that it was 
developing an evaluation methodology, but did not describe it in any 
detail. 

The core grantees have been providing some information on the success 
of their programs. The information was limited during 1984 and 1985, 
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1argeIy because many projects had not yet been completed, but begin- 
ning in late IQS5, the grantees were providing more information on the 
outcome of projects as programs progressed. For example, in March 
1986, GUI provided the hdowment with evaluations of 22 projects 
whose funding it wished to have renewed. 

We found that EJndowment personnel were not ensuring that discre- 
tionary grantees supplied the required self-evaluation plans with their ’ 
proposals because they considered the usefulness of such plans to be 
very limited and because they preferred to evaluate such projects them- 
selves. IIowever, the Endowment does not have a consistent method- 
ology or procedure to guide its staff’s evaluation of discretionary project 
results, We were told that judgments on discretionary proj:ects are made 
by comparing project goals to whatever information could be gathered 
during the monitoring process and on the grantees’ fmal reports. Also, 
the projlects are evaluated only if the grantees request that the projects 
be renewed. By April 1986, the Endowment’s program staff had evalu- 
ated the results of 11 of the 26 completed 198486 discretionary grants. 

Ehdowment Policy On March 7,1986, the Endowment Board unanimously approved a 

Revised to Clarify Its 
policy statement intended to clarify the Endowment’s relationship with 
its grantees. The statement noted that the Endowment, as the recipient 

Responsibilities of congressionally appropriated funds, had a special responsibility to 
“ensure that funds are spent wisely, efficiently, and in accordance with 
all relevant regulations.” Accordingly, the statement identified the 
Endowment’s responsibility for setting program priorities, reviewing 
proposals (presented on a project-by-project basis), coordinating grantee 
activities to avoid duplication, negotiating grant agreements that ensure 
uniform accountability, monitoring financial and programmatic develop- 
ments, and conducting ongoing or follow-up program evaluations before 
a grantee or program is funded again. The policy called on grantees to 
monitor programs, provide regular reports, inform the Endowment 
promptly of significant problems, and also conduct their own evalua- 
tions of programs, The statement recognized that the Endowment had a 
unique relationship with the core grantees. It stated that core grantees 
would be expected to monitor and evaluate their programs “in a manner 
that will minimize the need to devote Endowment resources for these 
purposes.” 

The statement did not spell out how these responsibilities would be car- 
ried out, and the Board provided no guidance to the staff on imple- 
menting the policy. For example, the statement did not specifically 
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require independent c~mphance audits or other means of verifying 
information provided by grantees. 

The Board’s discussion of the policy clearly indicated that some Board m 
members continued to have misgivings about increased Endowment 
involvement in core grantee activities. During its 1986 meetings, much 
of the Board’s deliberation on the issue of the Endowment’s oversight of 
core grantee activities centered on discussions of how the Endowment 
was supposed to function. Some members held to the concept that, as 
originaby envisioned, the Endowment was meant to function more as a 
funding mechanism for the core grantees than as a monitor or evaluator 
of their activities. 

Conclusions and 
Recommendations 

During the Endowment’s first 2 years of operation there was an element 
of uncertainty within the Endowment Board as to how the Endowment 
was supposed to function. One strongly held view was that its function 
was to serve primarily as a conduit of funds for the four core grantees, 
which would design and implement their own projects. This perception 
was reinforced by the congressional earmark&q& of the bulk (80 per- 
cent) of the Endowment’s funds for expenditure by two specific 
grantees. Thus, the Endowment relied primarily on its grantees to plan 
and select projects, monitor and maintain controls over the federal 
funds to ensure they were used for intended purposes, and evaluate the 
outcome of the projects. 

The elimination of legislatively mandated earmarks and the 26 percent 
limit on awards to any one grantee will change the way the Endowment 
operates its planrung and selection process and exercises oversight and 
control of grant proj’ects. The Endowment needs to be more directly 
involved in program planning and project selection, verification of 
grantee information, and evaluation of completed projects, particularly 
with reference to core grantees. The March 1986 policy statement is a 
positive step toward directing greater involvement in these processes, 
but it does not spell out how the Endowment responsibilities will be car- 
ried out. 

We therefore recommend that the Endowment prepare and implement 
procedures to put the statement into practice, and provide specific guid- 
ance on program priorities and geographical targets for grantees to UH? 
in developing projects. 
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The Endowment Is responsible to USIA for compbance with procedures to 
ensure grant funds are used for purposes intended by the enacting legis- 
lation We recommend that USIA ensure that the Endowment’s Board of 
Dire@tors 

l establish procedures and assign responsibility so that the Endowment 
can perform (or require to be performed) selective, independent auditing 
or other forms of verification of the information submitted by grantees 
to ensure compliance with grant terms and objectives; and 

. clarify the Bndowment’s current procedures in terms of the Board’s 
March 1986 policy statement, which identifies the Endowment’s respon- 
sibility for evaluating projects. 

lgency Canments In commenting on a draft of this report, the Endowment stated that it 
would be helpful in the Endowment’s review of procedures and staffing 
needs and in efforts to improve the Endowment’s management process 
(see appendix V). Specifically, the Endowment noted that verification 
was an area where the Endowment needed to strengthen its procedures. 

The Endowment also commented that we did not clearly state that the 
Endowment had “extensive procedures and controls in place for setting 
priorities, insuring proper planning and review, and monitoring and 
evaJuating existing programs.” The Endowment comments described 
several functions and activities undertaken by the staff to screen pro- 
posals, monitor ongoing programs, and evaluate completed projects. 

Our review focused on the Endowment’s procedures and controls as 
they applied to the bulk of its grant funds (that is, the funds provided to 
core grantees), and emphasized areas where improvements were needed. 
Consequently, we did not elaborate on those that were being extensively 
applied to only a small portion of the Endowment’s grants (that is, its 
discretionary grants). The report, however, does recognize that the 
Endowment more closely monitored its discretionary grants. Several 
sections of the report compare procedures and controls applied to dis- 
cretionary grantees in relation to core grantees to acknowledge the 
Endowment’s efforts, even though they were directed to projects that 
accounted for only 8 percent of the Endowment’s fiscal year 1984 and 
1985 funding. 

In its comments, the Endowment drew particular attention to its proce- 
dures for program planning and review. The Endowment’s position was 
that as a grant-making organization that does not carry out programs, it 
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was necessarily dependent on proposals it received. Moreover, it added, 
the need to be responsive to the views and needs of foreign democratic 
forces precluded the imposition of rigid priorities upon potential 
grantees. The Endowment noted that it had adopted a statement of prin- m 
ciples and objectives which defined priority program areas and which 
provided a framework to guide prospective grantees, and that it had 
held meetings with outside experts to discuss regions and countries of, 
special concern. 

In our opinion, the Endowment should not be completely dependent on 
the proposals that it receives. The Endowment, after 2 years of opera- 
tions, should be influencing proposals so that they address the objec- 
tives and goals that the Endowment considers critical and most 
deserving of its financial support. Our recommendation does not seek to 
impose rigid priorities upon applicants. Instead, we believe that the sys- 
tematic formulation of more specific guidance to potential grantees will 
become increasingly important as the Endowment funds more discre- 
tionary grantees than it has in the past. 

The statement of principles and objectives to which the Endowment 
refers was considered in our draft, and we have clarified our reference 
to it (see pages 13 and 14). Although the statement, as a declaration of 
intentions and overall goals, represents an important planning element, 
it is not a plan in itself. It does not attempt to set priorities for specific 
Endowment program goals, rank order programs and projects, or target 
particular regions or countries considering specific Endowment 
resources and current foreign developments. We believe that the selec- 
tion process should periodically develop an explicit set of geographical 
and functional priorities. 

The intent of our recommendation is not to establish an inflexible set of 
criteria which must be observed by the Endowment but rather to 
encourage it to initiate a periodic planning process aimed at translating 
the precepts of its principles and objectives statement into a plan cov- 
ering a given time span. 

Regarding our recommendation that the Endowment clarify its evalua- 
tion procedures, the Endowment stated that the March 7,1986, policy 
statement constituted a strengthening of the procedures, based upon 2 
years of experience. It viewed evaluation as a collaborative effort 
between grantee and grantor. In cases involving the experienced core 
grantees, the Endowment would rely more heavily, although not exclu- 
sively, on self-evaluation. 
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Although the Endowment’s comments provide some general clarifica- 
tion, they do not, in our view, adequately define its role in carrying out 
its policy statement-mandated responsibility to conduct ongoing or 
follow-up program evaluations before a grantee or project receives con- n 
timred funding. For example, the Endowment has not generally per- 
formed evaluations of core grantee programs or enforced the 
requirement for self-evaluation. Under these circumstances, it is diffi- , 
cult to understand how collaborative evaluation is to be implemented, or 
what is intended by more heavily relying on self-evaluation. Potential 
problems could include how the staff would (1) assess the degree of 
experience possessed by a grantee, (2) determine the appropriate mix of 
self- and Endowment evaluation for each level of experience, or (3) 
select particular grantee projects for Endowment evaluation. 

In commenting on our draft report, USIA stated that the implementing 
procedures for verifying and evaluating information on Endowment 
programs should be worked out within the Endowment at its own initia- 
tive. We agree that the primary responsibility for assuring that program 
improvements are implemented is with the Endowment Board working 
through its staff. Our recommendations are directed to USIA in recogni- 
tion of the Endowment’s accountability to USIA. In the Comptroller Gen- 
eral’s June 6,1986, decision concerning the usu-Endowment 
relationship, we supported, and continue to support, USIA’S assertion 
that the Endowment was not free of fiscal or administrative accounta- 
bility to USIA for grant monies, and concluded that USLA may require 
Endowment compliance with procedural mechanisms to see that grant 
funds are used only for authorized purposes. 
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Appendix II 

The Ehdowment’s Core Gmntees 

FTUI and the Regional FINI, a private nonprofit organization, was established by the ~CIO in 

Labor Institutes 
1977 to develop programs and implement projects involving the AFLCIO 

and European unions. It was relatively inactive, due to a lack of funds, 
until it became the Endowment’s primary grantee in 1984. The AJTL-CIO 

president serves as I?TUI’S president and is a member of its Board, which 
also includes the heads of several AN&IO unions and the director of the 
AFLGO’S Department of International Affairs. 

FRJ~ was awarded about 68 percent of the Endowment’s fiscal year 1984 
and lQ@ funds. Its preeminence was the result of funding earmarked in 
the act, which directed the Endowment to award $13.8 million annually 
to FIXJI during fiscal years 1984 and 1985. In 1984, however, the Endow- 
ment awarded only $11 million to FIVI. The Endowment argued that it 
was entitled to do so because the Congress had appropriated less than 
60 percent of the funds’ authorized by the act. In response to a congres- 
sional inquiry, we determined that the Endowment had erred in its rea- 
soning, and the Endowment granted FTUI the full $13.8 million in fiscal 
year 19f#k1 

According to the Endowment, F.WI used these funds to support 67 fiscal 
year 1984 programs and 64 fiscal year 1986 programs. These programs 
included efforts to develop union infrastructures abroad, training in 
union-related skills and political techniques, development projects 
intended to strengthen democratic trade unions, assistance to union con- 
federations and individuals affected by repressive government actions, 
publication of pro-democratic literature, and support of international 
free trade union groups. 

To administer these programs during 1984 and 1986, FTUI’S staff was 
made up of an executive director, three professionals (including two 
who were assigned to Endowment-related matters on a part-time basis), 
and three support staff. In early 1986 FIVI enlarged its staff to include a 
full-time associate director, a full-time program officer, and a part-time 
bookkeeper. FTUI depends heavily on its close association with the AFZ 
cro to carry out its responsibilities. The AFLCIO’S Paris office played a 
predominant role in FTUI’S European programs, and its Third World pro- 
grams were planned and executed by its largest subgrantees-three AFL- 
CIO regional labor institutes based in Washington, DC. The three 
regional institutes-the Latin America-oriented American Institute for 
Free Labor Development (AIFLD), the African-American Labor Center 
(AALC), and the Asian-American Free Labor Institute (fiJ%r)-were 

%?a 8214686, Mar. 22,19851\ U.S. Comptroller General, Office of the General Counsel. 
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established during the 1960s to help strengthen free and democratic 
trade union movements in the Third World. Before the Endowment’s 
est~blishmer$ they had been funded primarily by the US. Agency for 
International Development (km). 

The regional institutes are closely linked to the AFL-G~O. The AFMIO pres- 
ident serves as the president of each of the regional institutes and is a 
member of their bolards, which are made up of the heads of several AFL- 
CIO unions. The director of the AFL-CIO’S Department of International 
Affairs helps coordinate regional institute activities. 

The regional institutes have separate staffs and procedures, although 
each has designated a single coordinator for all its Endowment-funded 
programs. The three institutes have Washington-based staffs and 39 
overseas offices in Latin America, Africa, and Asia to administer their 
m and Endowment-funded activities. An American country program 
director or representative is present at each of their offices. 

XPE: The Business 
3xe Grantee 

CXPE is a private, nonprofit affiliate of the U.S. Chamber of Commerce. It 
was established in I983 to coordinate the involvement of American busi- 
nre?ss in Endowment activities and to encourage the growth of vohmtary 
business organiz~ations and private enterprise systems abroad. Its Board 
of Directors includes representatives of major business organizations, 
corporations’, research organizations, and the U.S. Chamber of 
Commerce. 

cm’s executive director divides his time between CIPE and Chamber 
duties. Other part-time staff include the director’s executive assistant 
and three regional directors. cm’s full-time staff consists of five profes- 
sionals, including a grants administrator, and three support staff. 

CPE’S programs generally involve strengthening business communities’ 
organizational capabilities, sponsoring exchanges among business 
leaders, encouraging business participation in the political process, 
developing executive training, and establishing an international 
research clearinghouse on business organizations. 

During fiscal years 1984 and 1986, CIPE was awarded 11.6 percent of the 
Endowment’s funds. The act’s earmarks directed that $2.6 million be 
awarded annually during fiscal years 1984 and 1986 for CJPE’S pro- 
grams. The Endowment awarded only $1.7 million in fiscal year 1984 
but granted the full $2.6 million to CIPE in fiscal year 1986. 
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NRI and NDI: The NRI and NDI were established by the Republican and Democratic parties 

National Parties’ Core 
in 1983 to carry out their Endowment-related international political 
development programs. In general, the objectives of NRI’S programs 

Grantees include suppoNrting multilateral political organizations; facilitating polit- u 
ical exchanges; providing input to democratic processes; supplying 
grass-roots training and participation; and helping to provide 
approaches to political development. NL)I programs involve joint plan- , j 
ning, training, and exchanges with foreign groups to promote under- 
standing of democratic ideas; provide technical assistance for free 
elections; contribute to civic education; provide expertise for democratic 
policy formulation; and encourage international party-to-party relation- 
ships. NIX and MI each have a full-time staff of six, headed by an execu- 
tive director. 

Although the act did not earmark funds for these organizations, it 
alluded to their roles, and the Endowment considers them to be core 
grantees. Each received $1.5 million from the Endowment in fiscal year 
1984. In 1984, however, the Congress barred the Endowment from 
granting fiscal year 1985 funds to the party core grantees partly 
because of concerns about the wisdom of funding political party organi- 
zations NDZ and NRI subsequently modified their program plans and used 
their 1984 Endowment funds throughout 1984 and 1985. By September 
1985, NDI and NRI had budgeted 46 and 34.5 percent, respectively, of 
their 1984 Endowment funds for their administrative needs. By 
December 1986, the administrative portions of their budgets had risen 
to 54 and 44 percent, respectively. 

NDI informed us in May 1986 that an Endowment requirement to account 
for all salaries and benefits as an administrative expense affected its 
administrative budget. NDI operated all of its programs directly during 
1984 and 1986, and estimated that two-thirds of its staff’s time during 
1986 will be spent on program-related activities. NDI commented that if 
the portion of its salaries and benefits directly related to program activi 
ties had been accounted for as a direct cost of its program, the Sep- 
tember 1986 administrative expense ratio would have been 38 percent 
instead of 46 percent. NIN also stated that if one-time start-up costs had 
been separated, the percentage would have fallen to 23 percent. 

During most of 1985 the funding outlook for the party core grantees was 
uncertain. However, in December 1985, the Congress allowed the 
Endowment to grant fiscal year 1986 funds to NDI and NRI if they ful- 
filled several conditions, including divesting their boards of individuals 
employed by, or on the boards of, the Democratic and Republican 
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n&tional committees. NDE and NRJ officials notified the Endowment in 
emly 1986 that their organizations had divested their boards of such 
individuals. 

Zore Grantees’ Board members who are officers or directors of an organization seeking 

Relationship With the 
an Endowment grant must abstain from the Board’s consideration of, 
and any vote on, that organization’s proposed grant. 

Endowment Ebard 
The Endowment Board continues to include individuals who are officers 
or directors of three of the four core grantees (by February 1986, the NRI 
officiala were no longer on the Board). We observed that these Board 
members do not vote and they abstain from Board discussions on pro- 
posals by grantees with whom they are affiliated. They are, however, 
present during such discussions. 

H.R. 3984, a bill introduced in the House of Representatives in December 
1986, would prohibit the Endowment from awarding grants to organiza- 
tions affiliated with Endowment Board members or with individuals 
who had served on the Board within the past 2 years. The latter ban 
would not apply to affiliations of individuals serving on the Board at the 
time of the bill’s enactment until 26 months after the bill becomes 
effective. 

Jore Grantee Selection, Because of the limited role played by the Endowment in selecting, moni- 

.Monitoring, and 
Evaluation of 
Endowment-Funded 
Programs 

toring, and evaluating core grantee programs and projects, we obtained 
information from the four core grantees concerning the manner in which 
they carried out these functions during fiscal years 1984 and 1986. 

?TUI and the Labor 
institutes 

FTUI’S operational role in administering most of its 1984-86 Endowment 
funds appears to have been generally limited to reviewing proposals and 
reports sent either from the regional institutes or through the AFL-CIO 
Paris office. It depended on the regional institutes to select, monitor, and 
evaluate their own projects, and like the Endowment, its verification of 
the programmatic information in institute documents was limited. 
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Although mr is technically the grantor of funds to the labor institutes, 
its role regarding these grantees appears to have been influenced by (1) 
the institutes’ advantage in staff size and experience over F~TI and (2) 
the role of the A%CIO’S Department of International Afiairs in directing 
dl four organizations. According to ~I’S Executive Director, GUI and 
the regional institutes are all parts of a single Ar%cro international pro- 
gram, and the close working relationship among them provides GUI with 
much of the information it needs. For example, we were told that the 
proposals and reports formally submitted by the regional institutes to 
FT~JI were prepared to meet the Endowment’s needs, rather than ~I’s. 
The Director of the ~10’s Department of International Affairs 
informed us that he believes ~L’S role, although limited, helps ensure 
that ~OIO international programs are well coordinated. 

We found that m depended on the regional institutes to plan and select 
its Third World programs. GUI staff informed us that in their review of 
the proposals they generally deferred to the regional institutes’ exper- 
tise. r!-rur and institute staff officials also attributed the lack of detail in 
some proposaIs to concerns over project sensitivity and to t-m’s ready 
access to institute briefings. 

~I’S 1984 and 1986 European programs were generally selected by the 
Director of the International Affairs Department and the Paris office, 
based largely on his extensive experience with many of the proposed 
subgrantees. 

~I’S grant agreements require its grantees to provide detailed program 
and financial information on their Endowment-funded projects through 
quarterly and annual reports, based on the Endowment’s standard 
reporting format. FTUI’S efforts to verify data received from the insti- 
tutes appear to have been limited. During 1984 and 1985 mu staff had 
visited only two institute field offices or project sites to observe and 
verify Third World project activities. ~I’S Executive Director told us 
that, in lieu of field visits, she conferred frequently with institute staff 
in Washington, D.C., discussed projects with field staff at annual insti- 
tute meetings in Washington, and met with foreign recipients at interna- 
tional labor conferences. FTUI did not maintain separate files on each 
institute’s projects to accumulate pertinent project information or obtain 
copies of agreements with foreign recipients. 

On the other hand, GUI had individual files on its European grants, but 
they did not always contain key documents, Initially, we found that r’ru~ 
had not consistently required its European subgrantees to submit formal 
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and detailed quarterly reports. Several of FTUI’S European subgrantees, 
including its largest, apparently had not routinely submitted detailed 
information concerning their past programmatic activities. In one case 
involving a huge grant to a European labor federation, FRJI had very 
little written material describling subgrantee progress in achieving pro- 
gram objectives. FKJI and NL-CIO officials subsequently informed us that 
FRJI had moved towards obtaining more documentation from several 
European subgrantees. 

Although the AFLCIO office in Paris is not a FRJI subgrantee, we were 
told that it provides important assistance to FRJI in monitoring Euro- 
pean subgrantees, particularly those considered to be sensitive by JYRJI 
and the AFL-CIO. The Paris office director is directly responsible for con- 
tacts with most of these subgrantees. FRJI’S Executive Director travelled 
to Europe to discuss Endowment-funded programs with several ho- 
pean subgrantees. 

FTUI and AFZCIO officials believe that their initial approach to monitoring 
these subgrantees was warranted by the sensitivities involved and by 
their original understanding of the Endowment concept. Therefore, we 
were told, written files were kept to a minimum, and “face-to-face” con- 
tacts or closely guarded recipient reports (which were not in FRJI’S files) 
were used instead. 

In late 1984, FRJI informed the Endowment that its projects could not 
yet be fully evaluated, and instead presented brief evaluative comments 
in the description of its activities. FTUI officials informed us in mid-1986 
that extensive evaluations were planned after programs had been in 
operation for 1. year. In March 1986, FITJI provided the Endowment with 
information concerning 22 programs for which it was requesting addi- 
tional funds. The information included an evaluation section on each of 
the 2’2 programs. Specific activities were described in some detail, and 
generally positive assessments of results were presented. 

mu depends on the institutes to evaluate Third World projects. Institute 
staff indicated that they used various criteria to assess the effectiveness 
of their programs in strengthening foreign unions. These criteria 
included results of union elections, press coverage of union activities, 
responses from program participants, and improvements in the func- 
tioning of union management. In one case, the less tangible impact of a 
program on a union’s capabilities or reputation was considered more sig- 
nificant than the actual results of the specific program. We were also 

Page 27 GAO/NSlAlM6-IS5 The National Endowment For Democracy 

E,r* 
$33”. II’. 

INi, “, 



I  

: .  

told that it is difficult to determine whether or not a specific project ha 
actually contributed to the kmg-term goal of promoting democracy. 

FIJJ@~ Executive Director informed us in late 1986 that she would eval- 
uate completed European projects with the assistance of the Paris 
office. The March 1986 evaluation submission to the Endowment 
included judgments based on criteria that appeared relevant to the typ 
of projects being evaluated. 

FRJL plans to develop a comprehensive evaluation plan for long-term 
use. In the interim, it has developed an evaluation format for grantees * 
use in identifying obj’ectives, factors affecting possible attainment of 
objectives, activities proposed, and activities completed. 

CIPE Under CIpE’S procedures, proposals are to be assessed at several levels, 
from its staff’s preliminary review through final approval by the CIPE 

Board of Directors. During the staff’s preliminary review stage, CIPE’S 

grants administrator, regional directors, and program coordinator pre- 
pare initial comments on a proposal’s merits. These officials collaborate 
on an evaluation and recommendation report on each proposal sent to 
the CIPE Board for review. 

If approved by the Board, proposals are assembled into a quarterly su‘t 
mission to the Endowment, Until the Endowment began requiring 
detailed project-by-project proposals in December 1986, it had permittc 
CIPE to submit an overall proposal for one program area for blanket 
approval and funding. CIPE notified the Endowment when it began a sp 
cific project under the program. 

CIPIS procedures also require (1) final financial and program reports fro 
all its grantees at the end of the grant term, (2) final audited financial 
reports prepared by a third party, and (3) quarterly reports- 
addressing progress, disbursements, and evaluative comments-for 
extended programs. During our review we examined three of CIPE’S 

ongoing grants in Latin America and Africa. In one case, we noted that 
the grantee had supplied extensive amounts of data to CIPE. In another, 
however, a GIPE grantee’s final report was several months late and con- 
tained erroneous financial data. CIPE informed us that it had repeatedly 
sought the report from the grantee and that it had detected the error 
and requested a correction. 
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CIFE’S regional directors are responsible for monitoring projects and con- 
“ferences. CIPE has no overseas staff, but Washington-based staff have 
visited project sites. Trip reports are submitted to the grants adminis- 
trator, although not all monitoring efforts are documented. 

CIPE did not have written evaluation procedures in place until February 
1986. The procedures state that CIPE’S evaluations will be based on 
grantee reports; self-evaluations; consultant reports, field visits; and, 
occasionally, independent evaluation, testing, and polling. CIPE’S regional 
directors are to prepare final evaluations that assess (1) activities con- 
ducted against original plans, (2) project planning and management, (3) 
the quality of the project and its products, and (4) the project’s conform- 
ance to CIPE’S criteria for determining if objectives had been realized. 

In previous proposals, CIPE had provided some specific information con- 
cerning its plans for evaluating completed CIPE projects. For example, it 
informed the mdowment in November 1986 that each project in its pro- 
gram for association and professional development would be evaluated 
to determine its role in strengthening participating organizations. In one 
such project, participants were to be tested on the materials used and 
asked to evaluate course content. CIPE’S November 1985 annual report to 
the Endowment also contained specific examples of its program 
accomplishments. 

JDI and NRI Neither NDI nor NRI awards grants which assign program responsibility 
to other organizations, NDI and NRI administer their own programs 
directIy, except PJRI informed us that it uses grants for program support. 

NDI works directly through cooperative agreements with foreign groups. 
These groups are not financial partners, and NDI funds all project 
expenses. NDI hopes to build up its programmatic and administrative 
experience and to exercise more control than it could through a grant 
process. NDI staff informed us that it will probably continue to depend 
on cooperative agreements. 

NDI, according to its staff, prefers to work with foreign political party 
institutes, centers, and foundations willing to involve themselves in 
topics of interest to NDI. We were told that NDI uses its foreign political 
party contacts to help develop proposals. NDI informed us that it is 
trying to develop such requests by introducing foreign institutions to its 
capabilities, particularly in those foreign countries where NDI would like 
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to make a positive impact. NDI believes that conferences and workshops 
are an effective way of introducing additional groups abroad to NDI. 

NDI procedures indicate that its project funding decisions are to be baaed 
on a post-request analysis of a recipient country’s democratic history 
and overall political framework, potential impact of the project, the 
cooperating group’s reputation as a serious and responsible organiza- 
tion, political and democratic significance, relationship to U.S. interests, 
and cost. A written staff analysis is to be prepared for discussion with 
one of several NJX advisory boards, which provides its recommendations 
to NDI’S director. The director submits favorable proposals to the NDI 

Board for approval before submission to the Endowment for funding. 

NDI’S direct involvement in its own projects benefits the task of moni- 
toring, program progress. NDI’S general evaluation methodology indicates 
that NDI will set conference and workshop objectives at the outset, and 
will measure achievements against them throughout the project and at 
its conclusion. NDI is also developing a questionnaire for all participants 
to help in the evahration. A written staff assessment of the conference 
or workshop will be combined with questionnaire results for a final 
evaluation report. 

In its annual report, NDI provided the Endowment with evaluative 
reports on the projects it had conducted. Our observations of one NDI 
conference in May 198’5 were generally consistent with NDI’S evaluation 
in the annual report. 

NRI-run programs abroad generally involve foreign institutes or organi- 
zations that provide nonfinancial assistance to NRI. Most of NRI’S pro- 
gram funds were allocated to NH-run programs. About 46 percent of the 
funds was granted or contracted to other organizations. We were told 
that grants were employed to advance the progress of NRI-mn programs 
and were usually less than 6 months in duration to maintain tighter con 
trol. In one case, NRI awarded a short-term contract to an American 
organization for a poll of a Third World country’s citizen attitudes 
towards voting. NRI later presented the poll results to that country’s 
political parties and institutes as part of NRI’S program to encourage 
broad citizen participation in an upcoming national election. 

NRI informed us that its principal program officials conduct on-site visit! 
to evaluate prospective grantees. The officials’ assessments are include< 
in their trip reports. Proposals endorsed by these officials are submitted 
to the NRI board for approval before submission to the Endowment. 
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rants are awarded, grant agreements require final reports of 
actual expenditures and program accomplishments. MI monitors prog- 
ress through site visits by NRI staff. 

NRI has no formal evaluation procedures. In its original proposals to the 
Endowment, NRI briefly discussed how it would evaluate each proposed 
program, In some cases, little detail was provided regarding the means 
by which evaluation would be carried out. In others, NRI indicated that it ’ 
would document completion of finite tasks-such as progress towards 
an action plan, production of studies, and holding of meetings-when 
feasible. 

In its November 1985 annual repok to the Endowment, NRI provided 
evaluations of its ongoing and completed projects. For its voter program 
in a Third World country, the evaluation noted that the local reaction to 
the poll indicated that an important need had been addressed, but added 
that quantifiable results of the program could not be easily or safely 
assessed. 
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Appendix III 

, 

The National Ehdovvment for Democracy Act 

PUBLIC LAW 98-164-NOV. 22, 1983 97 STAT. 1039 

TITLE V-NATIONAL ENDQWMENT FOR DEMOCRACY 

SHORT TITLE 

National 
Endowment for 
Democracy Act. 

SEC. 501. This title may be cited as the “National Endowment for 
Democracy Act”. 

ii:sC 4411 

NATIONAL ENDOWMENT FOR DEMOCRACY 

SEC. 502. (a) The Congress finds that there has been estabkhed in 22 USC 4411. 
the District of Columbia a private, nonprofit corporation known as 
the National Endowment for Democracy (hereafter in this title 
referred t3 aa the “Endowment”) which is not an agency or estab 
lishment of the United States Government. 

(b) The purposes of the Endowment, as set forth in its articles of 
incorporation, are- 

(1) to encourage free and democratic institutions throughout 
the world through private sector initiatives, including activities 
which promote the individual rights and freedoms (including 
internationally recognized human rights) which are essential to 
the functioning of democratic institutions; 

(2) to facilitate exchanges between United States private 
sector groups k+specially the two major American political par- 
ties, Iabor, and business) and democratic groups abroad; 

(3) to promote United States nongovernmental participation 
(especially through the two major American political parties, 
Iabor, business, and other private sector groups) in democratic 
training programs and democratic institution-building abroad: 

(4) to strengthen democratic electoral processes abroad 
through timely measures in cooperation with indigenous demo- 
cratic forces; 

(5) to support the participation of the two major American 
political parties, labor, business, and other United States pri- 
vate sector groups in fostering cooperation with those abroad 
dedicated to the cultural values, institutions, and organimtions 
of democratic pluralism; and 

(6) to encourage the establishment and growth of democratic 
development in a manner consistent both with the broad con- 
cerns of United States national interests and with the specific 
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Appendix III 
The National Endowment for Democracy Act 

requirements of the democratic groups in other countries which 
are aided by programs funded by the Endowment. 

GRANT3 TO THE ENDOWMENT 

22 use 44 12. SEC. 503. (al The Director of the United States Information Agency 
shall make an annual grant to the Endowment to enable the 

Fiestricrion. 

mines are consistent with the purposes described in section 5020~1, 
that the Endowment will allocate funds in accordance with subsec- 
tion (e) of this section, and that the Endowment will otherwise 
comply with the r 
may not require the %Il 

uirements of this title. The grant agreement 
dowment to comply with requirements other 

than those specified in this title. 
(b) Funds so granted may be used by the Endowment to carry out 

the purposes described in section 502(b), and otherwise applicable 
limitations on the pun for which funds appro riated to the 
ylcl States Information Agency may be used sh J 1 not apply to 

(cl 
rted fo the Endowment. 

othmg m tlus title shall be construed to make the Endow- 
ment an agency or establishment of the United States Government 

.or to make the members of the Board of Directors of the Endow- 
ment, or the officers or employees of the Endowment, officers or 
employees of the United States. 

(d) The Endowment and its grantees shall be subject to the 
appropriate oversight procedures of the Congress. 

(e) of the amounts made available to the Endowment for each of 
the fiscal. years 1984 and 1985 to carrv out nrogmms in furtherance 
of the pur$oses of this Act- 

- -- 

(1) not less than $13,800,000 shall be for the Free Trade Union 
Institute; and 

(2) not less than $2500,000 shall be to support private en- 
terprise development programs of the National Chamber 
Foundation. 

ELIGIBILITY OF THE ZNDOWMENT FWR GRANTS 

22 USC 4413. SEC. 504. (a) Grants may be made to the Endowment under this 
title only if the Endowment agrees to comply with the requirements 
specified in this section and elsewhere in Lhis title. 

@xl) The Endowment may only provide funding for programs of 
private sector groups and may not carry out programs directly. 

(2) The Endowment may provide funding only for programs which 
are consistent with the purposes set forth in section 502(b). 

Salary or 
compens,ntion. 

(cxl) Officers of the Endowment may not receive any salary or 
other compensation from any source, other than the Endowment. 
for services rendered during the period of their employment by the 
Endowment. 

Travel expenses. (2) If an individual who is an officer or employee of the United 
States Government serves as a member of the Board of Directors or 
as an officer or employee of the Endowment, that individual may 
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Appendix III 
The Naticmal Endowmen t for Democracy Act 

PUBLIC LAW 98-164-NOV. 22, 1983 9’7 STAT. 1041 

not receive any compensation or travel expenses in connection with 
services performed for the Endowment. 

(dX1) The Endowment shall not issue any shares of stock or St%je;~,. 
de&me or pay any dividends. 

(21 NO part of the aas& of the Endowment shall inure to the 
benefit of any member of the Board, any officer or employee of the 
EMowmeot, or any other individual, except as salary or reasonable 
corn m&ion far services. 

(e r 11 The accounts of the Endowment shall be audited annually in Audits. 
accordance with 
ent certified 

nerally accepted auditing standards by independ- 
pat h accountants or independent licensed public F 

accountants certifkd QT licensed by a regulatory authority of a State 
or &her political subdivision of the United States. The audits shall 
be conducted at the place or places where the accounts of the 
Endowment are normally kept. All books, accounts, financial 
records, report+ files, and all other papers, things, or pro 
belonging to or III use by the Endowment and necessary to fat .g*y tate 
the audits shall be made available to the person or persons conduct- 
ing the audits; and full facilities for verifying transactions with any 
ass-eta held by depositories, fti agents, and custodians shall be 
afforded to such person or persona. 

(2) The report of each such independent audit shall be included in Report. 
the annual report required by subsection (h). The audit report shal1 
set forth the scope of the audit and include such statements as are 
necessary to resent fairly the Endowment’s assets and liabilities, 
surplus or de P. icit, with an analysis of the changes therein during the 
year, supplemented in reasonable detail by a statement of the 
Endowment’s income and expenses during the year, and a statement 
of the application of funds, together with the independent auditor’s 
opinion of those statements. 

(fxl) The fmancial transactions of the Endowment for each fiscal GAO audit. 
year may be audited by the General Accounting Office in accordance 
with such principles and procedures and under such rules and 
regulations as may be prescribed by the Comptroller General of the 
United States. Any such audit shall be conducted at the place or 
places where accounts of the Endowment are normally kept. The 
representatives of the General Accounting Office shall have access 
to all books, accounts, records, reports, files, and all other papers, 
things, or property belonging to or in use by the Endowment per- 
taining to its financial transactions and necessary to facilitate the 
audit; and they shall be afforded full facilities for verifying transac- 
tions with any assets held by depositories, fiscal agents, and custo- 
dians. All such books, accounts, records, reports, files, papers, and 
property of the Endowment shall remain in the possession and 
custody of the Endowment. 

(2) A report of each such audit shall be made by the ComptrolIer 
General to the Congress. The report to the Congress shall contain 

En”,” 

such comments and information as the Comptroller General may 
deem necessary to inform the Congress of the financial operations 
and condition of the Enc’owment, together with such recommenda- 
tions with respect thereto as he may deem advisable. The report 
shall also show specifically any -program, expenditure, or other 
financial transaction or undertaking observed in the course of the 
audit, which, in the opinion of the Comptroher Genera!, has been 
carried on or made contrary to the requirements of this title. A copy Report t~ 
of each report shall be furnished to the President and to the President. 
Endowment at the time submitted LO the Congress. 
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1 

Recordkeeping. 

Information 
accessibility. 

@Xl) The Endowment shall ensure that each recipient of assist- 
ance 
recor x 

rovided through the Endowment under this title keeps such 
s as may he reasonably necessary to fully disclose the amount 

and the disposition b 
ance, the total co& o r 

such recipient of the proceeds of such assist- 
the project or undertaking in connection with 

which such assistance is given or used, and the amount and nature 
of that portion af the co5t of the project or undertaking supplied by 
other sources, and such other records as will facilitate an effective 
audit. 

(2) The Endowment shall ensure that it, or any of its duIy author- 
ized representatives, shaB have access for the purpose of audit and 
examination to any bo@a, documen$ papers, apd records of the 
recipient that are 
Endowment under t 

&rt+nent to assrstance provided throu$ *the 
trtle. The Comptroller General of the mted 

States or any af his duly authorized representatives shall also have 
access thereto for such pu ose. 

(h) Not later than De&m % er 31 of each year, the Endowment shall 
submit an annual report for the preceding fLscal year to the Presi- 
dent for transmittal to the Congress. The report shall include a 
comprehensive and detailed report of the Endowment’s operations, 
activities, financial condition, and accomphshments under this title 
and may include such recommendations as the Endowment deems 
;[zlo 

L 
r-rate. *The Board members and officers of the .Endowment 

Con 
available to testify before appropriate committees of the 

by t F 
ess with respect to such report, the report of any audit made 

e Comptroller General pursuant to subsection (D, or any other 
matter which any such committee may determine. 

97 STAT. 1042 PUBLIC LAW 98-164-NOV. Z&l983 
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Appendix IV 

The Board of Directors of the National ” 
Elndowment for Democracy 

John Richardson (Chairperson) 

Polly Baca 

William Brock 

Legree Daniels 

Frank Fahrenkopf 

Dante Fascell 

Orrin Hatch 

Lane Kirkland 

Henry Kissinger 

Charles Manatt 

Louis Martin 

Walter Mondale 

Olin Robison 

Sally Shelton-Colby 

Albert Shanker 

Charles Smith 

Jay Van Andel 



June 6, 1986 

a(lr , JoNan ml. mcabe 
AsroQiate Dfrector 
U.S. General Aacouutfng Office 
Washington, D.C. 20548 

Dear MB. McCabe: 

On bmehalf of the Rational Endowment for 
Demcuxa~y, I am pleased to mspond to the Draft Report 
of the U.S. G@mral. Accounting Office entitlad 
Vromotihg Democracy Overseas: Tha National Endowment 
for Democracy's W&nagamant of Grants.11 The Board of 
Directors weloomes the constructive approach taken in 
tbo report and appreciates GAO's efforts to identify 
"'actions that should assist the Endowment . . . to 
strengtban ita oversight of grantee activities.VV 

As the report notes, Endowment oversight 
proscedures have already been strengthened in a number 
of respects: core grantees' proposals are "generally 
more detailed and dascriptive than those submitted in 
prior yaarsf" tha Endowment has begun to require 
compliance tasting, in addition to the independent 
audits previaualy reguired; quarterly reports are now 
being submittad on a more timely basis than before: and 
most importantly, a major policy statement has been 
approval which clarifies the Bndowment*s 
responsibilities with respect to ita grantees 
(attachad). 

We also note that in testimony before the 
House Foreign Affairs Subcommittee on International 
Operations on May 20, 1986, the United States 
Information Agency expressed satisfaction with the 
Endowmant~s implementation of its new responsibilities 
under the Freedom of Information Act; and the 
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Appendix V 
Agency Comments 

Department of State warmly approved of the consultation 
procedures that have b'een established, both formal 
procedures that are called for in the new authorizing 
legislation and informal procedures that constitute an 
ongoing exchange of information b'etween the Endowment 
and a wide array of desk officers, USIS officials, 
embassy personnel, and others in our government. 

As the Endowment develops, it will naturally 
seek to refine and improve its management practices. 
And while this report will assist the process, in our 
view it did not make sufficiently clear that there are 
already extensive procedures and controls in place for 
setting priorities, insuring proper planning and 
review, and monitoring and evaluating existing 
programs. 

Program planning and review is a case in 
point. It should b'e remembered that as a grantmaking 
agency that does not carry out its own programs, the 
Endowment is necessarily dependent on the proposals it 
receives. In addition, a fundamental premise of our 
operating philosophy is that we must seek to be 
responsive to the views and needs of democratic forces 
abroad, and this precludes the imposition of rigid 
priorities upon them. 

Of course, the WED Board devoted considerable 
effort to formulating the Statement of Principles and 
Objectives it adopted in December 1984. This document 
defines Endowment priority program areas, provides a 
framework to guide prospective grantees, and is 
regularly referred to in proposal presentations to the 
Board. 

Moreover, the Endowment has convened a series 
of meetings with government and independent 
specialists, NED and Institute staff, and Board members 
to discuss regions and countries of special concern 
(e.g. Eastern Europe and the Soviet Union, Latin 

America and Africa, with special meetings on Chile, 
Haiti, the Philippines and South Africa). The 
importance of focusing on key countries is implicit in 



, 

the Endowmsnt'e proposal review process and is 
reflected in the actual allo'cation of funds. 

Obviously, if the Endowment receivee en 
rxcelleat proposal from a non-priority country, we eeek 
to be am resporumive as poeeible. Planning without 
ilexkbflity and reaponsivenem can be ae bad ae random 
program eelaction. 

The Endoment'e review procedures aleo include 
evaluation of the prospective grantees’ programmatic 
and fimnoial aspability, direct contact in Washington 
and often in-cauntry with pro~apective grantees, review 
oi propo~mals by gwarmant and nongovernmental 
epmialiste and formal consultation with the Department 
of mxkte. 

The monitoring end evaluation process includea 
staff rwiaw of quarterly reports, final reports which 
must includ;e program evaluat’ion, and annual reports by 
core grantee8. In addition, etatus reporte on program 
activities and rxpendituree are preeented to the Board 
twice a year. 

Furthmmore, as a matter of routine, NED staff 
hold monthly monitoring raetinge, coneult regularly 
with grantaee, as well aa with governmental and 
nongovernmental axpwA8, obemve actual program product 
where possible [publications, major seminars or 
training meeeione), review grantees' self-evaluations 
and ham conducted selected, though admittedly limited, 
on-site vieits. 

The Bndowlaent requires recordkeeping by 
grantees and subgrantees and has the right of access to 
grantee and aubgrantee books and records. It requires 
an annual audit by an independent CPA, and of course, 
GAO and USIA also have audit rights. 

This ie not to say that there isn't room for 
improvawent. GAO rightly points to verification a8 an 
area whsre the Endowment must strengthen its 
procedurea. And we must also be in a position to make 
informed evaluations of all programs. Evaluation 
amums a special importance during a period when, 
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inevitably, we will be making program decisions baaed 
upon the allocation of extremaly limited resourcas. 

Regarding the recommendation that the 
Endowment clarify "the apparent inconsistencyq~ between 
evaluation procedures adopted in 1904 and the Board's 
policy statement of March 7, 1986, I wish to note that 
the latter statesent aimply constitutes a strengthening 
of established procedures based upon two years of 
experience. As the statement sakes clear, we view 
evaluation a8 a collaborative effort involving both the 
grantee and grantor. Wtmre the grantee has a very high 
degrea of exparieme and expertise and has a close 
working relationship with the Endowment, as in the case 
of the core grantees, the Endowment will rely more 
heavily, though not exclusively, on self-evaluation. 

In this context, we would like to emphasize 
the importance of the four core grantees -- the Free 
Trade Union Institute, the Center for International 
Private Enterprise, the National Democratic Institute 
for International Affairs and the Rational Republican 
Institute for Internatfonal Affairs -- to the work of 
the Endowment. They are core grantees of the Endowsent 
because they are associated with core institutions in 
American society and, therefore, are the groups best 
suited to strengthening parallel institutions of 
demo~cratic pluraliemn abroad. 

Of course, we recognize that the March 7 
statement on grants policy requires implementation, and 
we are already in the process of reviewing our 
procedures and staffing needs in the light of this new 
policy. The GAO recommendations will be helpful in 
this procees. In fact, the Board has just approved the 
addition to the Endowment's staff of an internal 
auditor who will help strengthen our verification 
procedures. 

There are two additional matters raised in 
this report OF which we would like to take note. 
First, in its overview of 1984 and 1995, GAO states 
that the Endowment allotted 88% of its funds to the 
core grantees. We feel it is important to point out 
that it was the will of Congress which dictated this 
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general dietribution. As you will remmber, the Bo'ard 
tries to reooncile t&a vast&y different alnounts 
con;tainad in tlm authcrizinlg legislation -- which 
etf;pnfat@d $13.8 million for the Free Trade Union 
Imtituta and $2.5 million for tba Center for 
Irrfmmatianal Private Ente~rpri6e out of an overall 
authorization of $31.3 million -- and the appropriation 
of only $18 million. In an attempt to satisfy the 
8pirit of the law and, at the same time, Sulfill tha 
broad purpaoea of the NF,D Act, which envisioned support 
for a wide ranga of private U.S. groupe., the Board 
allotted only $11 million to FTUI and $1.7 million to 
CIPE in the first year. The GAO reviewed this Board 
decfoion in 1985 and overturned it. While sympathetic 
to the Board's intentions, GAO ruled that if at all 
posnible an agency must caspply with tba guideline8 
contained in authorizing legf~lation. Of course, the 
Board then conpliti with GAQ's ruling. 

Your report also oitea the high ratio of 
administrative to program cm&m of the National 
Democratic and Hational Rqmblican Instituter for 
InternatiOnal Affairs in 1984-B!!!. A8 you not@, ND1 and 
HRI are core grantme of the Endowment. A6 euch, they 
have received almost their entire budgets from NE,D 
resource8. In fi6cal year 1984, each reaeived a total 
of $1.5 million from the Endowment. When congrese 
prohibited any 1985 funding: for tbaae two imtitutee, 
each had to stretch an intandad one-year budget across 
more than two fiecal yeare. Therefore, the high 
administrative Costa cited by GAO reflect an abnormal 
situation. The administrative co& rate which has been 
budgeted by the National Dmocratic and the National 
Republican Institute for fiscal year 1986 is 
approximately one half the rate during the previous two 
years. 

Tha Endowment ia a new, boldly conceived and 
innovative fnetitution that aeeka to anliet private 
U.S. organizations in efforts to support democratic 
forces in some of the moat difficult, complex and often 
dangerous political situations in the world. me Board 
of the Endowment welcomes this challenge with the 
understanding that success will b'e possible only if WB 



establish a sound procedural aa well as phflomamophical 
foundation for our work. We have ma&e extrabordinary 
prcqrrem toward t&rut end during our short existence. 
We walcome the 8upport and cooperation of Congr~sa, 
speciEiaaLly in the form of tlm pramant 4#3& report, as 
we e@ck to fulfill the great prcmis~e of Q&B Hational 
Endcment for Democracy. 

iiiiitzb+ 
Chairman of the Board 
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Jula 6, 1966 

aear nr , conahan: 

This letter is in response to Is. Joan McCabe’s letter of May 7 
transmitting GAO’s draft report on the National Endowment for 
Dmemocracy for USIA review and comment. 

On page 20 of GAO’s letter to Congressman Mica and 
Congresswoman Snowe, tWQ recommendatio’ne are outlined which 
would require USIA implementation. As you know, USIA oversight 
of WED programming and operations is limited. We believe that 
procedures for verifying and evaluating information on NED 
programs should be worked out by the Endowment staff itself and 
with its B’oard. As the report states, the situation at the 
Endowment is changing and we believe that the recent oversight 
hearings and your report will assist the Endowment in 
implementing this recommendation on its own initiative. 

With best regards. 

Sincerely, 

Charles 2. Wick 
Director 

Wr. Frank Conahan 
Director 
National Security and International Affairs Division 
United States General Accounting Office 



February 27, 1965 

The Honorable Charles A. Bowsher 
Comptroller-General 
General Accounting Office 
Washington, D.C. 

Dear Mr. Bowsher: 

We are writing to request that the General Accounting Office 
begin a program audit of the National Endowment for Democracy (NED). 

In light of several questions which have arisen surrounding 
certain Endowment-sponsored programs (notably in Guatemala, Chile, and 
Grenada), we feel that such an audit is necessary to provide a basis 
for congressional assessment of NED. We hope that an audit could be 
begun shortly which would follow up on several selected overseas 
grants aa well as providing information about the Endowment concerning 
its financial controls and standards as well as NED’s evaluation and 
monitoring of its grantees. 

Members of our staff will be more than happy to meet with your 
auditors to discuss the parameters of the GAO investigation. They may 
contact either Susan Andross (225-3424) or Marion Chambers (225-5021) 
at their convenience. 

Railing Midority Member Chairman 
Subcommittee on Subcommittee on 

International Operations International Operations 



Requests for copies aif GAQ w~otis shmld be sent to: 

U.S. GmeraJ Accounti~ Office 
Post Office Box 6016 
Gaithersburg, Maryland 280877 

Telephme 202-27562,41 

The first five copies of each report are free. Additional copies are 
$2.00 each. 

There is a 25% discount on olrders for 100 or more copies mailed to a 
single address. 

Orders must be prepaid by cash or by check QT mmey order made out to 
the Superintendent of Documents. 



I* 1, 
.’ 

‘United States 
General; Accounting Office 
Washington, D.C. 20548 

Mkial Business 
Penalty for Private Use $300 

Address Correction Requested 

L Permit No. GlOO 

I 




