REPORT OF THE
COMPTROLLER GENERAL
OF THE UNITED STATES

HIIUIIIIIIIHHIIHI(Illllllllllllllﬂlll!lllll( !

Channeling Foreign Aid
Through Private And Voluntary
Organizations

Agency for International Development

The Agency is gener-.ly complying with the
congressio..al directive to cnannel more for-
eign aid funds through private groups, but its
relationship with the private community is
still peripheral to the main Agency program.
The issue is the degree of independence
private groups should have 11 carrying out
ﬂ}eir own pronrams with Agency funds,

li
Agency management of contracts and grants
with private and voluntary organizations is
fragmented. This has confused private groups.
Certain private groups are ltargely funded by
the Agency, but their programs do not direct-

ly benefit the poor in developing countries as
intended by the Foreign Assistance Act.
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The Honorable Daniel XK. Inouye

Chairman, Subcommittee on Foreign Operations AEap e ks
Committee on Appropriations

Onited States Senate

Dear Mr. Chairman:

This is in response to your April 17, 1975. request 5
that we review how the Agency for International Development &/
uses private and voluntary crganizations, colleges and
universities, and outside consultants and advisors, to carry
‘out foreign assistance programs. This report descrikes the
various Agency prougrams for cuanneling foreign aid through
private and voluntary organizations, and suggests that your
Subcommittee may wish to explore with the Agency the question
of Fow much independence private groups should be given in
ca.1ying out their own programs with Agency funds. Separate
reports are being issued on the other two areas of your re-
guest,

As you requested, we have not obtained written comments
from the Agency or from the private organizations whose grants
and contracts are discussed in this report. - We did, however,
discuss our findings with Agency officials and considered
their comments in prenaring the report. Private and voluntary
organizations having grants or contracts used as illustrations
in the report have been informed of the pertinent material.
Cur review was directed toward evaluating Agency practices,
and it was not our intent to judge the private organizations
beyond their activities under Agency grants or contracts.

This report contains several recommendations to the
Administrator of the Agency for International Development
concerning improvements needed in various areas of management.
As your office requested, this report will be available for
general distribution 2 weeks after it has been received by
your Subcommittee. As you know, section 236 of the Legisla-
tive Reorganization Act of 1970 requires the head of a Fed-
aral agency to submit a written statement on actions takeu
on our recommendations to the House and Senate Committees on
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Government Operations within 60 days and to the House and
Senate Committees on Appropriations with the Agency's first
request for appropriations made more than 60 days after the
date of the report. Release of the report will activate

section 236.
Sinc Yy yours,
L4 Lt . /

Comptroller General
2£ the United States
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REPORT OF THE CHANNELING FOREIGHN AID
COMPTROLLER GENERAL THROJGH PRIVATE AND
OF THE UNITED STATES VOLUNTARY ORGANIZATIONS
Agency for International
Developmnent

DIGEST

The Agency for International Developrient

has had a longstanding relationship with
private and voluntary organizations (non-
proft, nonpelitical, and nongovernmental
crganizations with philanthropic or service-
oriented purposes). Voluntary organizations
registered with and approved by the Advisory
Committee on Voluntary Foreign Aid are to be
used, if possible, to carry out the purpose
of the Foreign Assistance Act of 1961, as
amended. The Foretg. Assistance Act of

1973 strongly encouraged the Agency to use
voluntary agencies to help solve the problems
of poor people in developing countries. (See
pp. 1 to 3.)

The Agency is involved with private and vol-
untary organizations in

-~programs related to registration with the
Advisory Committee and

-=-contracts and grants to organizations
to carry out assistance activities.
(See pp. 3 to 5.)

In June 1975, 95 nonprofit organizations were
registered with the Advisory Committee. Re-
gistered organizations can participate in the
overseas freight subsidy program; the Food
for Peace program; and the Government-owned,
excess -property program. (See p. 3.)

The Agercy reported that 86 registered and
nonregistered organizations received $81.7
million in contracts and grants during
fiscal year 1975. However, this amount
may not be accurate because:

--The Agency has not determined which
groups will be considered private and
voluntary organizations.

TJear Sheet. Upon removal, I:he report \
houl oted hereon, .
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--The system for gathering data on the
money channeled through private and
voluntary organizations is inadequate.

--The Agency's report is inaccurate and
omits some information. The figure could
be as high as $90.6 million. (See pp. 6
and 7.)

‘According to Agency guidelines, contracts

should be used if the Agency is to manage
the program, and grants should be used if
close Agency supervision is not intended.
The Agency criteria allow for considerable
diccretion for applying these guidelines;
contracts and grants are used interchange-
ably. 1In one instance the Agency gave a
grant te an organization it had trouble
controlling on prior contracts. (See

pp. 6 and 9.)

The Agency's office, or focal point, for
coordinatic among the private and voluncary
organization. and the various Agency bureaus
is not operationally responsible for most
programs involving these organizations. This
has caused some confusion among the volun-
tary organizations which contend that their
staffs spend too much time complying with
Agency requests. Tha Agency hopes that dis-
cussions held in March and April 1976 with
the private groups will help clear up the
confusion. {See pp. 7 and 8.)

The Agency gave $11.2 million for general
budget suppcrt to 15 voluntary organizations
in fiscal year 1975. The Asia Foundation,
the International Executive Service Corps,
and Opportunities Industrialization Centers
International received almost $9 million of
this amount.

--The organizations receiving the bulk of
these funds have been essentially Govern-
ment: funded.

--Two organizations receiving 72 percent
of the funds did not have as program ob-
jectives assisting the poorest majority
in developing countries.

ii

BEST DOCUMENT AVAILABLE

]



.al

--The Agency awarded a new dgrant to one
organization, although its performance
had been evaluated as inadequate and
mismanagement and administrative impro-
prieties had been reported. (See
pp. 11 and 12.)

In April 1974 the 2gency started a new
approach--working with private and voluntary
organizations to involve them in economic
development programs, in additicn to their
traditional humanitarian programs. (See

ch., 4.)

It is too early to determine whether this
program’s objectives will be met. This
program could be beneficial if it results
in increased and more efficient use of
private donations. However, to do this

the Agency must insure that the organiza-
tions receiving grants have the basic man-
agerial and financial resources to sustain
the capability after Agency funding stops,
(See p. 32.) .
During 1975 the Agency awarded 38 operational
program grants valued at $6.2 million to
private organizations. Eighteen grants went
to 2 organizations, although the idea was

to get more private organizations involved

in development programs, (See p. 30.)

Each Agency bureau is responsible for approv-
ing grants within its area based on broad
Agency-wide standards and procedures., These
standards have not been consistently applied
by each bureau. This has confused private
organizations. (See pp.'8 and 30.;

Private oréanizations are concerned because
the Agency is requiring mor: accountability
and less independence than ihey believe should
be given under the grant prcg3ram. This is a
complex issue and not easily resolwved.

GAO recommends that the Administrator, Agency
for International Development:

--Develop a listing of groups which ate con-
sidered private and voluntary organizations

iii
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for purposes of reporting Agency-financed
suppor t of such organizations. (See p. 9.)

--Establish guidelines fo more consistently
applying broad criteria when determining
whether a contract or grant agreement should
be used. (See p. 10.)

--Inform the Congress about the relation-
ship between Agency money given to private
and voluntary organizations and money the
organizations receive from other sources
and about which groups of individuals in
developing countries are benefiting from
Agency support. (See p. 24.)

--Require that prior performance be fully
considered when extending or awarding
contracts and grants. (See p. 25.)

The Subcommittee on Forzign Operations may’
wish to review and evaluate the Agency's new
approach of involving private and voluntary
organizatiors in economic development pro-
grams. Several problems have surfaced which
center around one issue: the degree of in-
dependence private groups should have in
carrying out their own prcgrams with Agency
financing. The Subcommittee may wish to
explore this issue with the Agency, con-
sidering gquestions such as:

~-Should the private organizations be forced
to conform to the Agency's project design
system and priorities?

--To what degree should the private organiza-
tions be held accountable for the expendi-
f ture of grant funds?

--Would centralized management within the
Agency (to oversee the many programs and
relationships with private ard voluntary
organizations) result in more effective use
of the private groups and more efficient
management witchin the Agency?

--Would centralized mangement dilute the con-
trol currently exercised by the regional
ani functional tureaus within the Agency?
{(See p. 26.)

iv



o

\gf‘g

=
CHAPTER 1

INTRODUCTION

puring hearings held on April 17, 1975, the Chairman,
Subcommittee on Foreign Operations, Senate Committee on
2ppropriations, asked that we review and repcrt on how the 57
Agency for International Development (AID) uses private and
voluntary organizations (PVOs) in carry.ng out foreign
assistance programs. In subsequent meetings we were advised
that the Subcommittee was interested in knowing how exten-
sively AID has used PVOs during the past several years to
carry out foreign assistance objeciives, whether PVOs have
been effective and efficient in using AIL funds, whether
AID's procedurcs for selecting PVOs to receive grants or con-
tracts are adequate, and how the compensation levels paid to
principal officers of PV0s compare to each other and to com-
parable AID positions.

WHAT IS5 A PVO?

AID has generally defined PVOs as organizations that are
philanthropic or service in purpose, nonprofit, nonpolitical,
and nongovernmental, AID's definition includes cooperatives
but does not include universities and other educational in-
stitutions or research organizations.

Although a general definitisosn has been established, con-
siderable disagreement and inconsistency existed within AID
as *o which organization would or would not be considered
a PVvO. For example, the Director of AID's Office of Private
and Voluntary Cooperation stated that professional associa-

tions, such as the American Medical Association, are not PVOs, J.&22 33

Nevertheless, the American Medical Association and cther pro-
fessional associations were included in a list cf PVOs pre~
pared by that Cffice and submitted to the House Committee on
Appropriations for inclusion in the record. Conversely,
other organizations with which AID has contract and grant
agreements, such as the African-American Institute and the k=%
Airiie Foundation, were not included on AID's list of PVOs -
despite the facts that (1) these organizations had been
granted tax—exempt status by the Internal R-~-—enue Service, +
{2} they were performing activities similar to those >f
organizations which AID included on its list, and (3) they

met AID's general PVO definition.

el dy
3

LEGISLATIVE DIRECTIVE
TG USE PVOS

Channeling U.S. Government funds through PVOs to accom~
plish certain foreign ascistance objectives predates the

—
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Foreign Assistance Act of 1961, 1In May 1946 the President
directed the establishment of a committee whose purpose

would be "* * *to tie together the gcvernmental and private
programs in the field of foreign telief and to work with
interested agencies and groups." Tnerefore, when the Foreign
Assistance Act was passed in 1961, a long standing relation-
ship had already been established between the Government and
the private and voluntary community. The 1961 act, which
authorized establishment of AID, stated:

"It is the sense of Congress that the President,
in furthering the purposes of this Act, shall

use to the maximum extent practicable, the serv-
vices and facilities of voluntary, nonprofit
organizations registered with and approved by,
the Advisory Committee on Voluntary Foreign Aid."

The congressijonal directive that AID use, and channel
foreign assistance funds through, PVOs, including coopera-
tives, has been revised and strengthened periodically since
1961. The Foreign Assistance Act of 1973 strongly encouraged
the growing interrelationship between onrivate and public
agencles. Calling for a new ~oproach co development, section
102(b)(3) of the Foreign Assistance Act of 1961 aaded by
section 2(2)(B) of the 1973 act, states that:

"United States cooperation in development
should be carried out to the maximum extent
possivle through the private sector, including
those institutions which already have ties ’n
the developing areas, such as educational in-
stitutions, cooperatives, credit unions, and
voluntary agencies."”

In its report on the Foreign Assiscance and Related Pro-
grams Appropriation Bill, 1975, the Senate Approptiations
Committee Stated that it wished to lend its support to the
spirit of cooperative and complementary association demon-
strated by the 2volving relationsh.p between AID and the
various PVOs. As a cautionary note the Committee stated
that:

"We are concerned, however, that a relationship
which too closely joins the Private and Voluntary
Agencies with AID may erode the unigue character
of these nrganizations. We are fearful that a
relationship which involves joint planning and
operations will lead to the bureaucratization of
these organizations whose strong point has often
been their ability to reduce administrative costs
and to avoid administrative entanglements.

2
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"The Committee view is that AID should act as

a clearing house for programs supported by
Private and Voluntary Orgsaizations. AID's role
should be that of ensuring that sound fiscal
policies are fo'lowed, end that the objectives
of Private and Vvcluntacsy frganizations are in
accord with those of the United States and the
recipient countries.” .

XUD'S INVOLVEMENT WITH PVQS

AID's involvement with PVOs generally is in (1)} progjrams
related to PVO registratioin with the Advicsory Committee .un )
Voluntary Foreign Aid and (2) contracts with, and grants to,” 9325
PVOs to carry out AID programs or the PVOs' owa programs; in
developing countries. Registration with the Advisory Com-
mittee is not required for a EVD to be awarded contracts or
grants.

Programs related to registration

The Advisory Committee consists of 12 members, appointed
by the AID Administrator, who meet several times annually.
The Committee was _nitially established in 1946 as the

The Committee's current charter, dated January 5, 1873, states
that it is "To serve as a focal point for relations between
the U.S. Government and U.S, private and voluntary organiza-
tion. active in the fields of relief, rehabilitation, and de-
velopment overseas." The Committee is responsible to the AID
Administrator, and AID provides it with a staff.

As of June 1975, 95 PV9s were registered. Registration
makes the PVO eligible to apply for participation in certain
programs and receive benefits from AID., These benefits are
(1} the Public Law 480, title II, programs, (2) reimbursement
of ocean freight for supplies shipped, and {3) access to U.S.
Government excess proverty. To obtain these benefits, the PVO
must first submit a country program for each recipient country
for review and approval by AID's Advisory Committee.

AID reports for 1969 through 1974 show that registered

PVOs, during their most recent {iscal years, received U.S.
Government and private support as follows:

ERRERIT BRfAMT A&

President's War Relief Control Board to tie together govern- PESCRREN
-mental and private programs in the field of foreign relief.



Registration benefits

Public Government Private dona-
Overseas Excess Law 480, contracts tions and

Year fre.ght property title II and grants other income Total
(millions) -
1969 $ 44.7 $ .6 $163.1 $ 15.9 $ 332.6 $ 556.9
1970 45.4 o7 126,5 20.7 363.8 557.1
1971 44.2 1.0 139.3 21.1 409.4 615.0
1972 47.9 1.9 146.3 25.1 430.4 652.0
1973 2.9 1.2 124.5 39.4 473.1 681.0
1974 41.4 1.6 126.1 9).7 688.4 949,2
Total $266.5 $6.9 $825.8 $§213.9 $2,698.1 $4,011.2

Although 94 PVOs were registered as of December 31,
1974, the report for 1974 shows that only 28 PVOs received
registratlon benefits. These 29 urganizations received
$169.1 million in benefits, but $158 million, or 93 percent,
went to 2 organizations--Cooperative for American Relief

Everywhere, Inc. (CARE) and Catholic Relief Services.

Programs not related
to registration

PVO programs directed toward social and economic de-
velopment are supported by AID through general and special
purpose grants and contracts. As stated, registration with
the Advisory Committee on Voluntary Foreign Aid is not a
requirement for a PVO to receive a contract or grant, and
registered PVOs are not given any sp@c1d1 preference when
AID awards contracts or grants.

AID stated that in response to the congressional intent
to (1) direct U.S. assistance to the poorest majority of the
people in developing countries and (2) use the facilities
and services of the private sector in accomplishing foreign
assistance ObjeCtIVES, the trend in recent years has been
to channel increasing amounts of foreign assistance funds
to developing countries through PVOs. It appears that
AID has increasingly channeled funds through PVOs to carry
out foreign assistance objectives; hcwever, as discussed
in chapter 2, adequate information systems did not exist
to show the full extent of AID's invo.vement with PVOs.

AID awarded contracts and grants o PVOs for the follow-~
ing purpeses:

--General budgetary support grants and contracts to help
' PVOs meet their operational costs or carry out their
own programs.

e
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~--Specific support grants and contracts to carry out
preojects or activities proposed by AID or by the
PVO where the purpose, scope and implementation
plans are clearly stated and where the costs applic-
able to the project or activity are segregated from
other programs of the PVO. General and specific
support grants and contracts were used in implement-
ing the new programs begun by AID in fiscal year
1975 to strengthen the development role of PVOs--the
development program grants and the operational program
grants.

—— -



CHAPTER_2

MANAGEMENT OF PVO_CONTRACTS AND_ GRANTS

AID's relationship with PVOs was for many years
per lpheral to the main AID programs, coming generally within
the narrow category of programs related to registration with
the Advisory Committee on Voluntary Foreign Aid. These act-
ivities were generally carried out or coordinated by AlID's
Office of Private and Voluntary Cooperation. Meanwhile,
other PVOs--both registered and nonregistered--participated
increasingly in carrying out overseas assistance preograms
with AID support in the form of contracts and grants. These
prcgrams, not associated with registration with the Advisory
Committee, were generally sponsored and funded by AID's
geographic and functional bureaus. This evolving relation-
ship with the PVJ community has created certain management
problems for AID and PVOs. 1In addition to the problems
created by fragmented AID management of contracts and grants
with PVOs, we noted other problems in AID's management
practices regarding contracts and grants with PVOs. These
include:

~-=The lack of a clear statement, applied agencywide,
of which organizations are PVOs.

--The lack of a central system for reporting agencywide
gupport or financing of PVU activities.

-~The lack of a central point within ATD where PVOs can
obtain information concerning the AKID geographic or
functional bureau activities in which they may
participate, in addition to the programs specifically
set aside for PVOs. h

-~The lack of specific guidelines for implementing the
broad criteria defining when a contract or grant
instrument should be used to accomplish a certain
activity.

NEED_FOR_IMPROVED
INFORMATION SYSTEMS

A discussed in chapter 1, AID generally considers
crganizations which are philanthropic or service in purpose,
nonprofit, nonpolitical, and nongovernmental--excluding
educational and research organizations--to be PVOs. However,
this definition is not consistantly applied by each of the
AlID burcaus. We were advised that individual project officers
have Lhe option of deciding whether or not an organization,

BEST DOCUMENT AVAILABLE
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for reporting purposes, will be considered a PVO. Before

AlD can uvstablish a viable system to report the total volume
of contract or grant activity with PVOs, it must first clearly
state which organizations it considers as PVOs.

Other factors also contributed to inaccurate reports on
the number and value of contracts and grants awarded to
PVOs. We found numerous instances where summary information
on c¢ontract and grant activity prepared by the Office of
Contract Management was inaccurate or incomplete. Data was
avallable from the original contract and grant agrcements,
hut to obtain such information on an ad hoc basis would be
a very time consuming process. Furthermore, AID did not
have an adequate system to insure that data extracted from
the agrcements would be complete,

The following examp. demonstrates the combination of
problems in accurately reporting the value of AID contracts
and grants with PVOs. AID reported to the House Comm:.ttee
on Appropriations that in fiscal year 1975 it provided about
$61,.7 million iu contracts and grants to 86 PVOs, Although
this information may have been the best information available
at the time, we found that it was inaccurate and incomplete.
Furthermore, the report disted certain organizations which
the AID Office of Private and Voluntary Cooperation did
noi{ consider to be PVOs,

Data obtained from AID records indicated that the amount
awarded to PVOs during fiscal year 1975 may have been as high
as $90.6 million. This figure may be more accurate than the
$81.7 million reported by AID; however, because of the manner
in which AID records are maintained we cannot be certain
that we have complete and accurate values of contracts and
grants awarded to PVOs during fiscal year 1975. (See app.
I11.)

In addition to the contractg and grants awarded directly
by AID to PVOs, AID indicated that during fiscal year 1975
about $67 million would be provided to cooperatives as sub-
contracts or grants under development loan agreements with
participating countries,

FOCAL TD'OINT WITHIN

AID NLEDED

s v a2ty S

The current charter of the Adviscry Committee on
Voluntary Foreign Aid states that the Committee's purpose is:

3
\
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"To serve as a focal point for relations between
the U.S5. Government and U.S. private and vol-
untary organizations active in the fields of
relief, rehabilitation, and development over-
seas."

Despite this directive, neither the Advisory Committee
nor AID's Office of Private and Voluntary Cooperation, which
provides staff for the Advisory Committee, had information
concerning the wide variety of programs and relationships
between AID and PVOs. One major concern expressed by PVOs
was that a central office did not exist within AID through
which voluntary agencies could apply for grants and contracts
and to which they would stand accountable. Some PVOs had
many separate grants and contracts with AID's regional and
functional bureaus, in addition to the programs related to
registration with the Advisory Committee. For example, 1
PV0O had at least 27 contracts or grants in effect during
fiscal year 1975 which were administered by 7 regional and
functional bureaus in Washington and 1 overseas mission,
Each AID bureau had its own management style, criteria, and
pricorities to which the PVO was required to conform.

AID officials stated that the lack of a uniform policy
on implementation procedures between bureaus has resulted
in considerable confusion and annoyance to PVOs which contend
that their limited staffs must spend an inordinate amount of
time complying with AID requests for information and program
managemant regquirements.

In March and April 1976, AID met with groups of PVOs to
discuss the problems they had been having in dealing with
the various AID bureaus. AID officials said that these meet-
ings should help clear up the confusion and resolve probliems

PVOs had experienced.

GRANTS VERSUS CONTRACTS

AID policy states that contreacts are the normal legal
relationship fcr the procurement of goods or services and
that grants should not be used as substitutes for contracts,
thereby rendering inapplicable the rules and procedures set
forth in the Federal and AID Procurement Regulations. Grants
are not to be used for the performance of projects over which
AID plans to exercise a substantial degree of operational
control. AID policy states that it is appropriate to use

‘grants in carrying out the purposes of the Foreign Assistancez

Act when emphasis is placed on promotion of the independent
capacity, integrity, and gquality of the organization or pro-
gram supported, rather than on specific work and the manner
in which it is performed on a day-to-day basis.

\



Although AID's policy guidelines concerning the use of
a contract or grant instrument in its relationship with PVOs
are clearly stated, these gquidelines are not applied uniformly.
We found numerous instances where contract and grant instru-
ments were used interchangeably to accomplish the same purpose.
For example, grants were generally used to provice general or
speacific support to a PVO; however, contracts were also used
for this purpose, particularly in the case of coojperatives.
Also, we noted one instance where AID was having great dif-
ficulty exercising any managerial control over the contrac-
tor's activities, but rather than enfercing contractor per-
formance clauses or terminating the relationship, subseguent
funding was in the form of a grant to accomplish the same
general purpcse.

CONCLUSIONS

AID had not clearly stated which noaprofit, non-
governmental organizations would be cateqgorized as PVOs.
Consequently, any attempt to report the total of AID-financed
support of PVOs would necessarily be subject to guestion,

AID's Office of Private and Voluntary Cooperation ful-
filled a coordinating or leadership role in providing regis-
tration benefi%s to registered PVOs, implementing new develop-
mental and operational program grants, and in coordinating
PVO conferences and workshops. 1In addition, it is the focal
point for lodging of complaints by PVOs, However, neither
the Office nor the Advisory Committee on Voluntary Foreign
Aid currently serves as a central point where the PVOs could
obtain information conrcerning the geographic or functional
bureau activities in whicn Lney may participate,

AID has established general guidelines concerning the
use of contract or grant instruments in dealing with PVOs,
statir. that grants should be used if AID does not wish to
exerc .se substantial management control over the project.
However, AID had not established specific guidelines to be
followed by project officers in determining when more or
less management control should be exercised over an activity,
or exactly how much control should be exercised over grantees.

RECOMMENDATIONS

We recommend that the Administrator of AID:

--Develop a listing of groups which are considered
PVOs for purposes of reporting the total AID support
of these organizations and establish a system for
accurately reporting this total.



-ty

~~-Provide for a central depository of information for
use by PVOs and others concerning the wide variety
of programs and activities in which PVOs may par-
ticipate.

~-Establish specific guidelines for more consistently
applying broad criteria when determining whether
a contract or grant instrument should be used when
AID wishes to have a particular activity carried
out by a private crganization.

10
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CHAPTER 3

GLNERAL BUDGLTARY SUPPORT_TO PVOS

The Congress has indicated that in restructuring United
States relationchips with develop:ing countries, the President
should place appropriate emphasisc on cortain criteria, includ-
ing focusing assistance on criti al problems in those func-
tional arras wnich attect the li/es of the poorest majority
of people 1n developing countrics:  food production; rural de-
velopment and nutrition; vopulation plannirg and health; edu-
cation, public administration and human resource development.

Ir Juiy 1975, in a report to the House Committec on
International Relations, ALD stated that one of the key ele-
ments in its strateqgy to meet the legislative objective is
to increasingly draw upon PVOg with their unique capacities
to directly reach many poor peouple. AlID justified -its fiscal
year 1976 requesc for PVO gencral program support funds by
stating that, although PVY0Os rccrive the bulk of tneir funds
from private contributions, to help meet operational costs,
certain PVOs neced general purpose funds from AID., This,
according to AID, would help maintain the viability of the
largest nongovernmental sourcce of U.S. development assistance
in developing countries., AID's internal guidelines for pro-
viding qeneral budgetary support to PVOs emphasize that such
funds arc to be used for partial support of the budget of an
organization whose pasic program purpose 1is in harmony with
Foreign Assistance Act objectives.

During f[iscal year 1975, AID provided general budgetary
support of about $11.2 million to 15 PVOs. (See app. IIIL.)
Most of these funds were provided under grant agreements with
PVOs, but in certain cases--most notably operational support
of cocoperative assocliations--a contractual instrument was
used. [

{

Our review ot AID's proqram of providing budgetary sup-
port to PVUs was directed primarily toward an evaluation
of whether the programs fLinanced by AID were in harmony with
Foreign Assistance Act objectives. Where avaiiable, we also
obtained 1nformation ir other areas which were of interest
to the Subcommittee, such as (1) the sources of funding of
the organizations receiving hudgetary support including data
on program sversus operational expenses, (2) whether PVOs have
been efficient and effective in using AID funds, and (3) the
compensation lavels of principal officers of PVOs receiving
budgetary support.

11
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The orcanizations receiving budgetary support had

widely diverse progrum objectives and methods of operation,
and consequently our findings concerning each organization
differed. However, despite AID's assertions that (1} the
general program support funds provide only partial support
to supplement a large, nongovernmental source of development
assistance and (2} the funds are provided only to those PVOs

~whose basic program purpose is in harmeny with the Foreign

Assistance Act objectives, we found that:

--Three organizations--The Asia Foundation, the Inter-
national Executive Service Corps, and Opportunities
Industrialization Centers International--received about
80 percent (almost $9 million) of the $§11.2 million
providad by AID for pudgetary support in fiscal vear
1975. These three organizations received very small
or no private contributions.

--Although AID had information concerning the amount of
private contributions made to the three PVOs receiving
most of the budgetary support funds, information on
the amount of private contributions made to the other
12 PVOs receiving budgetary support funds was in some
cases unavailaple.

~=-The program objectives of twn organizations which re-
ceived about 72 perceat of the general budgetary
support funds--The Asia Foundation and the Interna-
tional Executive Service Corps--were, in our opinion,
not fully consistent with the Foreign Assistance Act
objectives.

We also fourd that AID awarded a specific¢ support grant--
which was essentially budgetary support--~to Opportunities
Industrialization Centers International despite the fact
that its record of performance had been evaluated by AID and
the Departmrnt of State Inspector General for Foreign Assist-
ance as inadequate, and the AID Auditor General and a firm
of Certified Public Accountants had reported substantial mis-
managerient and administrative improprieties. AID made new
awards without first insuring that problems identified in the
past had been corrected.

AID records generally did not contain information on
of salaries and exvenses paid to executive officers of PVOs,
unless the salaries and expenses were paid from grant or con-
tract funds. AID officials stated that they do not believe
they are entitled to know the salaries of individuals emploved
by private, indepcndent organizations when the salaries are
not reimbursed by AINT.



THE ASIA FOUNDATION

The Asia Foundation was founded in 1951 and incorporated
in 1954 in San Francisco to encourage and assist the educa-
tional, social, and cultural development of Asian societies
and to further understanding and cooperation between the
peoples of Asia and the United Etates.

Foundation funding

The Asia Foundation has received mest of its financial
support from the U.S. Government. In 1967 the Foundation
publicly acknowledged that it had received Central Intelli-
gence Agency funds through third parties. In the opinion
of AID officials, elthough the Foundation no longer has any
connection with the ’‘entral Intelligence Agency, the fact
that it once received a major portion of its funds clan-
destinely has inhibited the Foundation's ability to success-
fully solicit funds from private sources.

According to AID records, during fiscal years 1969-75
the Founaation's budget was $40.9 millio., of which the U.S.
Government funded $32.4 million., AID funded $26.6 million
and the Department of State funded $5.8 million. The Founda-
tion stated that in recent years it has enjoyed continually
increasing support from the private sector, While support
Zrsom the private sector may be increasing, information avail-
ahle at AID indicated that the percentage of U.S. Government
funding has increased in relation to the Foundation's total
budget. The Asia Foundation's budqet for fiscal year 1975
was about $6 million, of which $5.1 million was U.S. Govern-~
ment funded. The Foundation's overall budget for fiscal year
1875 was as follows: \

Amount Ratio

Program expenses: \
Grants and cscrvices $3,650,600 61.3
Operational expenses 1,527,000 25,7
Total program expenses ' $5,177,4500 87.0
Home office administration 638,200 16.7
Home office planning division 111,800 1.9
Contingency 25,000 .4
Total $5,952,600 100.0
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Foundation programs
versus AID priorities

As previously stated, AID's programs are to emphasize
focusing on the problems of the poor majority in the tunc-

tional sectors of food,
and nonformal education.

nucrition,
The Foundation stated that,

health,

family planning,

although

it has long been concerned about the growing gap between the

rich and poor

in many parts of Asia,

its approach to helping

solve thesc problems is not one of direct relief.

buring fiscal vear 1975 the
grams in the following countries

Overseas programs:
Country:
Afahanistan
8angladesh
Cambodia
1 Hong Kong
Indonesia
Japan
Korea
Laos
Malaysia
Pakistan
Philippines
Singapore
Taiwan
Thailand
Vietnam

Total country programs

speclai programs:
population

Regional programs

seni10or program advisers

Total overseas programs

Domestic Lroqrums:
\ Institutional Relaticns
ana Proqgram Services
\ Luce Scholars Proqranm
Books for Asta
“The Asian Student” Newspaper
gperational cxpenses

\ Total domestic programs

1 . Total prougram costs

' 14
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Foundation carried out pro-
and functional areas:

rroqgram Frograr
grants and operational
services Cxpenzer
$ 155,000 » 59,500
167,000 56, 500
87,500 -
129,000 36, 200
215,000 133,9C¢
" 187,250 57,500
265,400 107,600
180,500 65,90v
16,500 57,600
131,475 64,500
260,400 77.100
145,325 36,500
189,080 77.500
177,000 9¢,600
__217,500 _ 132,200
$2,620,530 $1,052,500
$ 341,000
100,000
52,750
$3,114,280
3 170,560
70,000
185,360
110,400
- $ 474,500
$_ 536,320 §_ 474,500
$3,650,600

1,527,000

» BEST DOCUMENT AVAILABLE
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The Foundation's country programs are organized according
to six general areas of interest: education; law and public
administration; managemernt, manpower, and eccnomicz; urban
and rural affairs: publications, libraries, and media; and
Asian regional cooperation. The Foundation's programs in
these areas of interest consist primarily of small subgrants
to schools and other institutions, private organizations,
lawyers, and Government officials for projects-at the national
and local levels.

According to the Foundation's 1974 repcrt, it awarded
6Y8 new grarts overceas with an average value of $2,934 each,
and 224 gygrants administered by its San Francisco office with
an average value of $3,841. Typical exampies of the grants
awarded include grants to:

--Kabul University in Afghanistan for advanced study
in the United States for six members of the Faculties
of Letters, Educatiqn, and Law and Political Science.

--The Chinese University of Hong Kong for expenses re-
lated to the recataloging and reclassification of the
Chinese holdings ir the university's library and sup-
part for the translation/publishing program of the
university's Center for Translation Projects.

~--The Univercity of Indonesia's Department of Library
Sciences for general operational support and scnolar-
ship assistance for librarians from state and provin-
cial educational institutions studying at the
university.

--The Society for Asian Cooperation for general opera-
tional expenses and support for an intern tional
conference on "New Goals for Asia in the 1980's."

AID stated that the Ascia Foundation's programs, while
not directly dealing with the prcblems of the poorest major-
ity of peoples in developing countries, do serve broad U.S.
political interests. Wwe do not guestion that the Asia Founda-~
tion progr-ams may serve the broad politic.l interests of the
United States. However, we do not believe that programs and
grants cescribed above focused on functional sectors which
assist the poorest majority of peoples in developing coun-
tries.

Compensation of
principal officers

AID cfficials responsible for awarding and monitoring the
Asia Foundation grant said they did not know, and did not need
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to know, the amount of compensation paid by the Foundaticn to
its principal ofticers. Although we did not obtain informa-
tion on the compensation of all Foundation executive officers,
we were informed by a Foundation representative that its
President currently receives an annual salary of $44,000,

plus $6,000 housing allowance and the use of an automobilr,

ONAL_EZECUTIVE
__________ ouLs
The International Executive Service Corps (IESC) was

founded 1in May 1464 by a group of leading American businessmen
as a State ot New York, not-for-profit organization to help
speced cconomic growth and strengthen private enterprise in
develening countries. A: the request of individual enter-
prises in developing countries, IESC sends volunteer U.S.
business exccutives, mostly retired, to provide executive,
managerial, production, marketing, financial, personnel and
technical assistance. The volunteers serve without rcalary,
receiving orly travel and living expenses for themselves and

‘ their spouscs while on assignment.

IESC funding

AlL nave its first grant to IESC on June 15, 1 i, about
I month atter the orcanization was formed. As of December 31,
1975, AID grants to IESC had amounted to almost $33.2 wnillion.
According to IKSC, AID grants have declined as a percentage
of totil cash revenue from 70.6 percent in 1965 :0 54.2 per-
cent i1 1974, Private donations, while never very large,
have a.s0 declined as a percentage of total cash revenue, as
shown holow.

Actual for calendar Budgeted for calendar

- year 1967 year 1975
Per- Per-
] Amount centage Amount centage
k ! (thousands) (thousands)
! AID grants §2,113 62.3 $4,800 53.3
. Private con-
f tributions 256 7.6 450 5.0
| Fees charged
' . to assisted
flrms 1,024 30,1 3,750 41.7
€ Interest ’
income 1 - I -
: Total $3,394 100.0 $9,0C0 100.0
2223 2500 =vv.Y
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The mator source of I1ESC funding, other than AID grants,
is income gencrated [rom fces charged for services IESC pro-
vided to its clienty, Although these earnings are generally
a direct result of the AID grants, except in those few cases
where the client paid the full cnst of IESC's service, AID
regards the fee income ag private contributions. AID offi-
cials intormed ug that 1ESC policy is to charge its clients
a fee based on theilr ability to pay. However, AID did not
have informatien concerning (1) the specific criteria IESC
used in establishing a client's fee, (2) the actual amount
the client paild, or (3) gpecifically how IESC used the fee
income., AID officlals saild that IESC doec not provide this
information to AlD because in IESC's view it is a private,
independent organization and the establishaient of fees and
the use of fee¢ income are policy decisions which are the
prerogative ol ILSC,

Many enterprioos asslsted by IESC appear financially
capable of becaring the costs currently being subsidized by
AID. For example, 34.4 percent of the firms assisted had an
annual sales volume of over S1 million. Because the income
earned from fces charged by IESC is (1) a result of the
earlier AID grants and (2) directly related to the need for
future grants fLrom Alb, we believe that if AID continues to
finance 1ESC activitico, it should take a more active rcle
in insuring that fees charged are adeguate and that the in-
come derived from thoese fees is used to further the purposes
of the grant,

IESC_proyrams veraug
AID prioritics

As previously stated, the Congress has indicated that
AID should emphasize tocusling on those functional sectors
wnich directly deal with the problems of the poorest major-
ity in developing countries, AID stated that IESC projects
respond to this directive by helping to create additional
employment opportunities in developing countries. We noted
that projects are larqgely oriented toward industry, and this
may limit the practical extent to whicl the program can be
directed to the poor. AID's justification for the IESC grant
apparently is bascd on a strategy of development, anticipat-
ing that by providing top level technical and managerial as-
sistanoe to industrial {irms, income will be generated and
employment opportunities opened up which will ultimately
benetit the poor in the developing countries,

Although AID informed us that the grant to IESC helps
generate new employment opportunities, AID was unzble to
previde any intormation which would indicate that IESC proj-
ects either directly or indirectly benefited the poorest




majority in the developling countries. IESC states that,

of the 4,465 projects undertaken during the first 10 years
of operation, 96 percent were centirely successful and less
than 2 percent were tailures, Wwhile we do not question IESC
success rate statistics, we note that prcject success was
not measured in terms ol the number of new jobs generated.

The following are oxamples of recent IESC projects which,
in our opinion, had little direct impact on the poorest major-
ity in the countries aussjuted,

--IESC assisted a Hrazilian insurance company expand its
casualty and life {nsurance market system so that it
could operate outsidc the state through associated
broker organizallons. .

--A Colombian bank, with 50 branches in major cities
throughout the country, requested an IESC consultant
to evaluate and make recommendations concerning its
foreign banking operations.

--A Peruvian holding company, which imports most of the
food iwported into Peru, raises cattle and other
crops, and operates the largest chain of supermarkets
in Peru, requested assistance from IESC to start a
margarine production line.

--An Indonesian foreign cxchange bank requested IESC as-
sistance in modernlizing its banking system and estab-
lishing a training course for senior staff members.

--A Hong Kong department store owner reguested that an
IESC volunteer be provided to train his son in modern
retail mechods, ‘

Compensation of principal
officers \

AID cfficials sesponsnible for, awarding and monitoring
the IESC grant stated that, although they do not officially
know the salary levels ol IESC officzrs, unofficially they
do know that it is IESC policy to se - the salaries of the
president and the execcutive vice president at the same
level as the Administrator of AID--currently $44,600 poar
annuam.

OPPORTUNITIES INDUSTRIALIZATION
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CENTERS INTERNATIONAL

Opportunities Indusntrialization Centers, Inc., was
founded in Philadelphia in 1964 as a se¢lf-help project to
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train unemployed or underemployed blacks in the United States
and to place them in jobs. With the apparent success of the
program in the United States, varicus African lcaders ox~ .
pressed interest in establishing a similar program in their
countries.

On August 15, 1969, AID entered into a basic agreement
with Opportunities Industrialization Centers, Inc., which set
forth provisions for the future purchase of technical services
from the contractor. Task orderg and amendments to the agree-

sment resulted in AID agrecing to linance certain job training
programs in Africa and to tinance a new corporate entity--
Opportunities Industrialization Centnrs International (OICI)--
which was formed in March 1Y7U to manage the international
programs. The August 15, 1969, contract was transferred to
thé newly formed nonprofit corporation on June 15, 1970.

Except for & small general fund which comes from private
donations, OICI currently is, and has been from the date it
was founded, totally funded by AIl, Under the terms of the
basic agreement AID issued six task orders. The amounts, as
amended, are as follows:

Task order Deszription Amount

rotn=

(thousands}

1 Philadelphia home office support;
October 9, 1969, to June 30, 1975 51,6586
2 Training proqram in Ghana; June 1,
1970, to June 30, 1476 1,912
3 Training program in Nigeria;
June 30, 1970, to Junec 30, 1lY76 1,792
4 Training programs in Kenya and
| Ethiopia; July 1, 1471, to
i March 31, 1973 183
5 Training program in Kenvya;
March 1, 1973, to December 31,
1975 293
6 Training program in “thiopia;
March 1, 1973, to June 30, 1975 313
Total $6,151
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In addition to the basic ordering agreement, AID awarded
a $3146,000 contract to OICI to determine the feasibility of
initiating job training prcgrams in six African countries.
This contract covereu Deceaiber 31, 1974, thcough August 31,
1975, .

Program implementation
problems

OICI program objectives appear to be in complete agree-
ment with the goals and objectives of the Foreign Assistance
Act. Implementation of the program objectives under the basic
ordering agreement, however, has been plagued by poor perfor-
mance, mismanagement, and administrative improprieties. De-
spite these problems, on June 30, 1975, AID awarded to OICI
a $850,000 support grant to finance the ccst of its headquar-
ters staff and activities in Philadelphia and its overseas
progi am approved by AID during the period July 1, 1975, through
Decemcer 31, 1975. Additional financing was promised to OICI
if performance and program management improved.

Coitract management and
adninistrative problems

When the initial contract was awarded in 19€9 it was
recognized that the OICI program was new and innovative and
that OICI had no previous international experience. This
should have made AID particularly aware of and sensitive to
the need for close contract suvervision and program coordina-
tion.

As early as September 1971 AID officials were alerted to
the need fnr close contract supervision. In an interim re~
port the AID Auditor General pointed cut that OICI's account-
ing system, internal control, and property records were in-
adequate. In December 1971 the Auditor General found that
OICI nad been reimbursed for numerous items which were in-
eligible under the contract and recommended that the con-
tracting officer insure settlement of the amount due Alwu.
Again in December 1972, a Llirm of certified public account-
ants issued a seven pagc report detailing the inadequacies of
QICI's accounting systen and lack of internal controls. We
could find no indication that the tesoonsible AID officials
took any positive action to insure that OICI corrected the
deficiencies noted in the audit reports.

In April 1973 the Auditor General became particularly
concerned as the result of an interim audit and informed AID
management officials that immediate consideration sihould be
given, and corrective action taken, concerning the deficien-
cies observed in order to protect the Government's interests.




Again we found no indication that AID management officials
took affirmative action to obtain corrective action,

In September 1973 the Auditor General reported that, de-
spite the previous repor:s, 0OICI had made no successful effort
to improve its accounting and property control systems and
that it had not fully complied with several contract provi-
sions. The audit report recommended that if action were not
taken to install an acceptable system within 90 days the con-
tracting otficer should suspend further disburs=ment of con-
tract funds. At about the same time, the AID officer respon-
sible for monitoring one of the CICI projects stated in his
annual evaluation report that, while some improvements were
noted in OICI responsiveness, overall there had been a general
disregard of contract provisions. Contract disbursements were
not suspended as recommended, and in May 1975 another firm
of certified »~ublic accountants reported to AID Lhiat numerous
weaknesses still existed in OICI's system of internal control.

In April 1975 a former OICI employee, in a letter to
AID, made 78 different--but interrelated--allegations of mis-
management. and improper practices. An AID Auditor General
investigation generally confirmed that the allegations were
vaiid. 1In summary, the Auditor General stated that poor
management was exercised over funds and people, *there were
instances where it appeared the facts were misreprecented
on per diem claims, personal effects were shipped at U.S.
Government expense, personnel performance evaluation reports
were misused to terminate employees, the Philadelphia head-
quarters office appeared to be overstaffed, and various weak-
nesses still existed in the accounting system.

Program performance

\

The managemenrt and administrative problems described in
the numerous audit reports undoubtedly affected OICI's ability
to implement its job training programs overseas. According to
AID, the success of UICI's programs5 has been mixed. AID offi-
cials stated that the program in Ghana was probably best im-
plemented. This program involved (1) vocational training for
unemployed or underemployed Ghanaians for which there was a
labor market demand and (2) placement upon completion of
training. The basic plan was the samc¢ for Nigeria, Kenva
and Ethiopia, except that in Kenya mor: emphasis would be
placed on refining entrepreneurial expertise. According to
AID officials, the programs in these tlree countries were not
successful,

Evaluation reports as early as 97! indicated serious

problems concerning the viability of OICI's programs in
certain countries. With respect to Eth:opia, AID officials
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stated that serious questions have been raised concerning
the types of training programs proposed, the possibility of
future local financial support, and the adaptability of the
OICI concept in Ethiopia. In 1974 the AID mission in Kenya
reported that it was substantially agreed by all responsible
local participants that the Kenyan OICI program was non-
productive and should be terminated.

Many of the project implementation problems experienced
by OICI appear to be the result of inadeguate program plan-
ning. 1In a contractor pertormance evaluation report dated
July .973, the project officer stated that, as indicated in
previous evaluation reports, almost no overall planning,
work schedules, or clear cut purpose existed. Conseguently,
all parties concerned with the project had different expecta-
tions regarding the project's overall purpose.

AID officials informed us that since November 1975 prog-
ress has been made by OICI to correct the deficiencies which
had existed since 1969. The corrective actions included the
replacement of the international director, the hiring of
other qualified individuals, and the implementation of most
of the recommendations made by an outside consulting firm.

Compensation of OICI employces

AID contract and grant ‘unds are used to pay all OICI
salaries, including those of its top executives. The original
contract with OICI stated ti.at salaries may not exceed OICI's
established policy, which will be certified by OICI, nor may
any individual salary, without eopproval of the contracting
officer, exceed the employee's current salary or the highest
annual salary received during any full year of the preceding
3 years by more than 105 percent. The contract also put a
ceiling on reimbursable salaries a%t the top salary level of
Foreign Service Class I--currently $37,8u0 annually--unless
prior written approval was obtained.

+

AID's genaral policy was to stipulate in contract agree-
ments that beginning employees may not receive salary in-
creases exceeding 5 percent of the salary earned in any single
year of the preceding 3 vears. The OIlCI contract, however,
contained a 105 percent increase factor rather than the normal
5 percent factor for salary limitations. The AID Auditor
General informed AID officials ot this apparent contracting
"error in February 1870 and again in April 1973:; however,
the error was not corrected until June 1973, During August
1969 through April 1973 various individials received salary
increases in excess of 5 percent--in one instance about
65 percent--resulting in excess contract costs of $90,840.
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As of November 1975, OICI's salary policies had not
been approved by AID. Executive salaries proposed by OICI
for July 1975 through June 1876 were as follows:

Postion Salary
International director $32,280
Deputy director-operations T

office 30,740
Assist- t director-finance 21,845
Assistaunt director-economic

development and planning 21,845

BUDGETARY SUPPORT TO OTHER PVOS

In addition to the 3 organizations discussed above, AID
provided about $2.2 million in general budgetary support to
12 other PVOs during fiscal year 1975. (See app. III.} We
did not specifically review the contractual and grant arrauge-
ments with these organizationcs; however, AID officials in-
formed us that:

--Private Agencies Collaborating Together was initially
almost 100-percent AID financed but %nat it is cur-
rently about 60-percent funded by Alu.

~-~The cooperative assoc:ations, such as the Credit Union
National Association, Cooperative Leagque of the U.S.A.,
Aaricultural Cooperative Development Internaticonal,
and National Rural Electric Cooperatives Association,
are basically supported by the membershlp. However,
the international activities of trese orgarizations
are generally AID financed, either by a specific task
order to a basic ordering agreement or by z loan to a
participating country. The amounts shown as general
budgetary support for these organizations represent
home office support related to their AID-financed
activ.ties overseas.

According to the Advisory Committee report on Voluntary
Foreign Aid for calendar vear 1974--the most recent data
available--the International Eye Foundation had income of
$703,630, of which $120,000 was reported as excess Govern-
ment property and $254,269 was from Government contracts and
grants. Private contributions and other income were reported
to be $329,361. The Foundation told us, however, that the
$120,000 was not excess Government property but was the value
of property received from private sources. Therefere, private
contributions and other income should have been reported as
$449,361, or about 60 percent of the Foundation's avaijlable
resources.
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Volunteers for International Technical Assistance
reported to the Advisory Committee that it had income of
$665,953, of which $219,321 was from Government contracts
and grarts and $346,632 was from private contributions or
other income. However, we noted that the Advisory Commit-
tee's 1974 report listed only $174.420 rather than $319,321,
as having come from Government contracts or grants. The re-
port included $144,901 received frem Government agencies as
private contributions.

CONCLUSIONS

AID justified its request for funds to provide general
budgetary support to PVOs by stating that PVOs receive the
bulk of their f{unds from private contributions but to meet
operational costs they need some help from AID. AID stated
that only partial support would be given to supplement the
nongovernmantal source of development assistance, and that
budgetary support would be given only to those PVOs whose
basi¢ program purpose is in harmony with Foreign Assistance
Act objectives.

Despite AID assertions, we found that 80 percent of the
budgetary support funds Were given to only three organiza-
tions which were largely U.S. Government funded. Furtherrore,
the program objesctives of the two organizations which received
most of the budgetary support funds did not focus on the
functicnal sectors which directly deal with the problems of
the poorest majority in deveroping countries.

With respect to the OICI contracts and grants, we believe
that AlD management officials should have acted earlier to
require that OICI correct deficiencies identified by auditors,
inspectors, and project evaluators to insure that contract
funds would be properly used and that the projects would be
effective. In our opinion, failure of AIL to take affirma-
tive action was compounded by the fact that early evidence
showed that the OICI programs were inadequately planned and
implemented. y |

i

RECOMMENDATIONS

We recommend that the Administrctor of AID fully inform
the Congress concerning:

--The relationship between the anount of AID support to
a PVO and the amount received from =rivate contribu-
! tions and other income.




--The specific nature of the programs of PVOs receiving
general budgetary support and specifically which groups
of individuals in the developing countries are bene-
fiting from AID support. ’

We also recommend that the Administrator of AID direct

that management officials fully consider evaluation and audit
reports before extending or awarding a new grant or contract.

\ . 25
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CHAPTER 4

AID'S NEW APPROACH TO DEALING WITH PVOS

Traditionally, PVOs have been more active in overseas
reiief programs than in economic development activities.
Many PVOs, however, indicated that they wished to apply their
overseas .experience to a broad range of development activi-
ties. 'In April 1974 AID and the PVO community began develop-
ing a new approach to the programing and financing of PVO
activities using two new grant mechanisms--the development
program grant and the operational program grant.

About $10.5 million of fiscal year 1975 funds were in-
itially earmarked for these programs, and for fiscal year
1976 AID reserved $15 million for this purpose. AID in-
dicated that PVO interest in these new programs has far
outstripped available resources.

DEVELOPMENT PROGRAM GRANTS

This grant concept was designed to take advantage of
the overseas humanitarian experience of certain PVOs and
to help ther, improve their capacity to plan, formulate,
manage, and evaluate economic development programs and
prajects consistent with foreign assistance objectives.
With this improved capacity in economic development, PVOs
would be more capable of undertaking economic development
programs.

During fiscal year 1975 AID awarded 24 grants of this
type totaling about $5 million. The average grant was about
$230,000. AID requested $5.6 million for fiscal year 1976,
$2.4 milljion for the transition quarter, and $8.8 million is
proposed for fiscal year 1977, of which abcut $3 million
would be for new development program grants. AID estimates
that by the end of fiscal year 1976 approximately 30 to 40
PVOs will have received this type of assistance.

The relatively small grants are given to the selected
PVOs for a period of 3 years to help them improve economic
development program capability. The types of costs paid
by the grants are for salaries and other personnel benefits,
travel, consultants, and office supplies and equipment. Our
review indicated that as a general rule, about 50 percent
of the grant funds were hudgeted to pay salaries and benefits
of individuals to be hired by a PVO with the objective of
building the economic assistance capacity.
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A:xcording to AID, after the end of the 3-year period
PVOs must be able to carry on the improved capacity without
AID assistance. AID said that there may be some instances
after the end of the 3-year period where it would continue
to finance the PVOs' headguarters planning and managing
functions, but such instances should be rare. AID officials
informed us that it is not their intention to have PVOs
build up dependence upon AID as a result of these grants.

Eligibility requirements

AID guidelines state that in considering requests for
development program grants, AID will assess whether the ap-
plicants' organizations have the solid potential of develop-
ing, within a reasonable period, the managerial competence
and methods required to plan and execute programs. PVOs
applying for graats are required to specifically identify
their basic strategies and probable target countries.

AID awarded developmeni program grants to organizations
which had been in the overseas humanitarian relief business
for many years and which AID had dealt with extensively in
the past--sucn as Catholic Relief Services and CARE. AID
also awarded grants to orglanizations which were relatively
new, had practically no overseas experience, and which AID
had never done business with. AID said that, within the
limited funds =vailable, any PVO which presents a grant
proposal comp.ying with the guidelines promulgated by AID
may be eligible to apply for a development program grant.

AID's eligibility requirements for awarding individual
grants were generally adequate. However, AID had not re-
solved other basic questions concerning this new program.

--AID had not established criteria to determine the
optimum number and types of orjanizations to receive
the grants. For example, when is the saturation
point reached, or does AID plan to continue developing
PVO planning and management capability iosd~finitely?

~-AID had not established criteria to judge the PVOs'
potential fund raising capability. AID expects that
after the period of the grant P’0Os will carry on
with ctha:ir own funds; therefore, it is essential
that measurements be established to Jdetermine, before
awarding the rant, whether the °VO is capable of
generating su: ficient donations to maintain and use
the capacity ceveloped.
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~~AID had not determined whether or no’. PV0Os will be
expected to develop projects which are designed in
relation to AID's approved country Development
Assistance Program and existing sector assessments
or whether the newly deve.yped planning and implement=-
ing capacity should be used to develcp projects whic
may be of interest to the PVO and the participating
country although not necessarily within the overall
AID developmert plan.

PVO selection process

AID's review procedures for selecting the individual
PVOs to receive development program granis were generally
adequate. AID reguired the following information from each
PVO applying for a grant.

--A description of the PV0O's objectives, principal act-
ivities, and organization, including information on
whether it is affiliated with another organization.

~-Information on the members of the board of diractors
including their role in program review and 2~ -oval.

--Information on the number of employees assig: .d to
headquarters and overszas locations.

~-The PVO's annual budget showing total administrative
and program costs, including a certified financial
statement.

AID said it did not request informaticn concerning PVOs'
executive salary levels, unless grant funds were to be used
to pay executive salaries. In those cases, AID established
the equivalent compensation of Foreign Service Class I--
currently $37,800~~-as the maximum annual salary reimbursable
from grant funds. We noted only one instance where salaries
paid from grant funds came near the maximum level.

Before awarding grants to a PVO with which it had not
had a previous relationship, AID reguested the Auditor Gen-
eral to assist in performing a preaward survey to determine
(1) the reasonableness of proposed costs, (2) adequacy of the
accounting system, (3) financial capability, and (4) manage-
ment capability. 1In our opinion, the preaward survey reports
4enerally provided adequate information for AID management
2fficials to judge the financial management capability of the
PVO.



Th: selection process appeared generally adeguate.
However, on June 30, 1975, AID awarded a $200,000 grant to
a PVO despite preaward survey findings. The preaward survey
found that the organization (1) had a less than adeguate ac-
counting system tn record and segregate costs under a Govern-
ment grant, (2) was, according to the certified financial
statements, insolvent, and (3) had never managed a program
of the proposed size in the past. AID decided to award the
grant on the basis that (1) an advance of funds from AID
would soclve the PVGO's working capital problems and (2) the
PVO had assured AID that it would perform. AID further
justified the grant by <tating that

"* % *gyer the past several years [the PY0 had]
develog2d a proven strategy whereby a country's
efficiency and effectiveness in achieving develop-
ment goals can be¢ increased through the institu-
tionalizatic: of a Joint Program Planning and
Development Process.'™

. The grant has not been in effect long enough to evaluate
its success, and consequently we do not necessarily question
the PVO's assertion that its program planning strategy will
be effective., We do question, however, AID's justification
statemeni tnat ihe PVO had a "proven strategy," when the

i'VO had only beern operating for about 2 years at the time

the grant was awarded.

OPERATIONAL PROGRAM GRANTS

The operational program grant concept was created to
stimulate greater direct PVO involvement in planning and im-
plementing projects which concertrate on basic development
problems affecting the poor. Project proposals are prepared
by the PVO, in consultation with the appropriate AID missions
overseas and the geographic bureaus in Washington, and sub-
mitted to the apprcpriate AID bureau for approval. According
to AID guidelines, the project proposals should include (1)
an analysis of which groups will benefit from the project,
(2) a statement concerning the technology to be used, (3)

a pian for institutionalizing the activity with domestic
resources, (4) an implementation and evaluation plan, and (5)
a financial plan for the entire life of the project showing
all sources of funds.

To be eligible for an operational program grant, a
PVO must satisfy AID that it has the managerial competence
in planning and carrying out development assistance programs,
and that it will provide accepta.le accountability over grant
funds.
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During fiscal year 1975 AID awarded 38 operational pro-
gram grants valued at about $6.2 miilion. Eightecn of the
grants, representing about 55 percent of the funds, were
awarded to either the Catholic Relief Services or CARE.

Our review of selected grants awarded to the Catholic
Relief Services and CARE indicated that AID's procedures for
evaluating the PVGOs' proposals were adequate to insure that
the projects would benefit a target population at the lower

‘end of the economic scale. We found that <he projects were

coordinated with AID missions overseas and geoyraphic buireaus
in Washington to insure compliance with the overall country
program.

With respect to the Catholic Relief Services, we noted
that the funds were tn be used for direct proiect costs, and,
in the case of one grant agreement, AID's contribution would
not exceed 60 percent of the total village project cost,
Catholic Relief Services' funds were to be used to cover all
home office costs, and project beneficiaries were to con-
tribute the remaining project costs. With revard to CARE, we
noted that AID had incorporated a similar financial arrange-
ment in the grant agreement. In one instance AID's total
contribution was to consist of 30 percent of the project cost
with the remainder being contributed by the recipient
country--41 percent--the Peace Corps--15 percent--and CARE--14
percent.

Although the 1individual grant proposals appeared to be
adequately evaluated by AID and were for ptojects in harmony
with the Foreign Agssistance Act, we believe that there are
basic questions which should be addressed by AID concerning
the implementation of this concept.

Current procedures state that each AID bureau is
responsible for evaluating proposals in its geogqraphic or
functional area based on its own criteria. The burcau
approving the grant must use its own allotment of funds from
the applicable appropriation account to finance the qrant,
and PVOs must compete with other programs or projects for
funds.

AID has not established standard and consistent criteria
to be applied by all AID bureaus in approving operational
program grants. This will continue to confuse PVOs, Further-

"more, it appears that AID's approach to this concept, which

is designed to get PVOs more involved in economic development
programs, may r2sult in PVO participation remaining peripheral
to the main AID c¢conomic development program. For example,
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AID indicated that operational program grants totaling $11.5
million were planned for fiscal year 1976, $4.6 million for

the transition quarter, and $16.3 million for fiscal year 1977.
It appears that if AID intends to more extensively use PVOs

to carry out foreign assistance objectives it must integrate
PVOs into its initial planning and programing process and work
with PVOs in planning project proposals to insure that the
projects support the approved development assistance programs.

INDEPENDENCE VERSUS ACCOUNTABILITY

One of the underlying assumptions of AID's new approach
to using PVOs was that both the development and operational
program grants would help che voluntary agencies strengthen
or redirect their efforts toward more development-oriented
concerns. As a result, the total volume of resources--
Government and private--committed to development in less
developed countries would be meaningfully increased.

When AID initiated the new grant programs, PVOs gained
the impression that the grants would be provided so that PVOs
could carry out their own programs in their own way. PVOs
expected to operate relatively independently of AID, without
becoming involved with AID's bureaucratic and operational
problems. However, this expectacion has not becen completely
realized, and PVOs have expressed concern over the lack of
independence granted by AID. Specifically, PVOs are roncerned
about the relevance of some of AID's project design regquire-
ments, the seemingly extensive project review prccedures, dif-
ferences in instructions received from AID headguarters and
field missions, the requirement for prior AID approval of in-
ternastional. travel and of all supgrants initiuted by PVOs,
and the review of overhead costs.

The issue of how independently private groups should
operate in carrying out their own initiatives with Government
funds is complex. Some of the concerns expressed by PVQOs are
undoubtedly valid, and certain individuals within AID have
stated that a need exists for greater flexibility in project
documentation and monitoring. They stated that a consistent
and streamlined system of requlations and procedurec should
be used by all bureaus.

We agree that a focal point is needed within AID for
coordinating AID's wide-ranging relationships with PVOs and
that standard criteria should be followed by each AID bureau
in evaluating and approving PVO projects. We believe, how-
ever, that a proliferation of projects initiated by PVOs
in areas that may be only .warginally related to the overall
country strategy and the . pproved development assistance
program for a particular country would not be the most effec-
tive use of foreign assi-tance funds.
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CONCLUSIONS

In our opinion, AID's program to help PVOs expand their
development capability can have long-term benefits if it re-
sults in increased private donations and more efficient use
of both private and Government funds. AID stated that al-
though the program is new, there have already been notable
accompl ishments by some PVOs. We believe that it is stil:
too early to evaluate the success of the program; hcwever,
to achieve the desired resuits from the program, AID must
insure that PVOs have the basic managerial and financial
resources to benefit from the grants.

While AID's procedures for evaluating an individual

PVO's eligibility for receiving a development program grant
appear to be generally adeguate, we believe that AID should
establish criteria for determining the optimum number of PVOs
to receive such grants. 1In addition, specific criteria should
be developed to judge the PVOs' potential fund raising capa-
bility and insure that they can maintain and use the capacity
with their own funds after the grant period.

AID has not geveloped standard criteria to be applied by
each bureau in evaluating® proposals from ZVOs for the opera-
tional program grants. 1In our opinion, until standard
criteria are developed and a focal point established within
AID for coordinating all its activities with PVOs, management
of such programs will remain fragmented. 1In addition, we be-
lieve that to gain the maximum benefit from this program, AID
should consider and, if appropriate, consult with PVOs during
the process of preparing country development assistance pro-
grams angd other development strategy papers to insure close
alignment of the PVO proposals with the overall development
strategy for a country.

MATTERS FOR CONSIDERATION
BY THE SUBCOMMITTEE \

The Subcommitteée may wish to review and evaluate with
AID the new approach to involving PV0s in economic develop-
ment programs. Several problems have surfaced which generally
center around one issue being debated among AID officials and
members of the private organization ccmmunity; that is, the
degree of independence the private groips should have in
carrying out their own programs with Government financing.
The Subcommittee may wish to explore thtis issue with AID con-
sidering such guestions as:
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--Should PVOs be forced to conform to AID's project
design system and priorities?

--To what degree should PVOs be held accountable “or
the expenditure of grant funds?

--Would centralized management within AID for overseeing
the wide variety of programs and relationships with
PVOs result in more effective use of the private groups
and more efficient management within AID or would it
dilute the management control currently exercised by
the regional and functional bureaus within AID?
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CHAPTER 5

SCOPE OF REVIEW

Our review was directed toward evaluating how AID uses
PVOs in carrying out foreign assistance programs through
contracts and grants. Although we obtained information
concerning the programs related to PVO registration with
the Advisory Committee on Voluntary Foreign Aid, our review
did not irclude an evaluation of AID's managcment of these
programs. )

We reviewed AID policies and procedures related to the
award of contracts and granits, examined numerous documents
concerning AID's maunagement of the contract and grant pro-

.grams, and held discussions with AID officials in Washington.

We also reviewed PVO proposals and program data available
at AID.

h\}
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APPENDIX I

EXCERPT FROM SENATE HEARINGS, BEFORE A SUBCOMMITTEE

APPENDIX

OF THE COMMITTEE ON APPROPRIATIONS, ON

FOREIGN ASSISTANCE AND RELATED PROGRAMS

APPROPRIATIONS, FISCAL YEAR 1976

APRIL 17, 1975

Senator Inotvve, As ven kuow, My Fa- ok this subeonunittee L,
oversicht responsibifittes o s il ranee of activities pvalved in
forelgn assiscanice and oty ol Uiewe 00 1 ee 060 et Careed ot by
so-called voluntary ar pivate organizntions sl NoBCover dnenial,

Frankly, we Tont Bave the detaled el mation aboat The operas
tions which T feelis neeessary i this comunttee 1s to earry out in proper
fashion this oversicht re-ponsibulity. .

So Lwonld like to tahe thi- opportanity to offieia a- L vou to make
timelv review s oncthiee sepayate topies, Qo s AT s ed g vel 1 v
contruet~ there wtegnan - tnronchoul e Lipd,

Second, ATD - u~e o ¥ : abLls :

And, third, ATD'< relanion<hip to and practice- of provate and vol-

e COp)~

untary oroamzations [eeadize (his oo brogd ene.

I have given the stadl, onr commitiee <l instra-tions as to the
nature of these reviews s T will ask them to meet with appropriate
officials on your stall 1o work out the specitie areas to be covered und
the timing of the repart.
¢ Mr. Faster. We can do thet, and 1 thinl: all three areas ure signifi-
cant and warrant <tudies, '

Senator Ixovve. | think it is very important bee tnse hers aguin it
doesn’t help when one receives a nameless etter or cumors sugeesting
that certain umversitios have a contraet beeaise of pressare and that
university wasn't really quabfied or had anomadequate statl to carry
out the project. We would ike to know what the truth is.

My Faster., Al richt, thank vou.

Senator Ixovyr. There 1~ a por~onal side to that request. As chair-
mun of & subeonmuiittee, I sippose therd are some who may feel that I
may use that position to enbinee the position of Hawaiian enterpriso
and the Universiy of Hawani [ know has o couple of contracts with
AID. T would like yon to look <pecifieatiy into thoe to determine
whether these contracts are vood and whethes the University of Hawaii
is carrying out ios part and giving the taxpa cors their money s worth,

Mr. Fasick. Very good, sir. (Underscoriag added.)
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APPENDIX II APPENDIX I1

PVOs RECEIVING AID CONTRACTS

Amount Amount

teported per AID's
PVOs included 1n AID's feport by AlD records
tnote aj (note a) {note b)
{thousands)
Registered PVOs:
ACCION Internattonal $ 100 H 100
Anerican Foundattion for Overseas Blind 156 177
American Freeuom from Hunger Foundation 160 160
American Institute for Free Labor Development 5,615 5,726
American Near East Refugee Aid 576 576
American CRT Federation 365 528
Astan-American Free Labor institute 2,837 2,837
Catholic Relief Services 3,048 2,166
Children’s Medical Rellef International 682 712
Chutch World Servace 25 23
. Save the Children Federstlion/Comaunity Development
foundation 380 386
Cooperative for American Relief Everywhere, Inc. (CARE) 5,342 3,516
Coordination 1n Development 425 4.5
foundation for the Peoples of South Pacific 67 67
Heifer Project Intecnational, Inc. 152 152
International Eye Foundation 381 38l
International Rescue Committee 625 543
International Voluntary Services, Inc. 1,291 a17
Lutheran wWorld Relief 126 126
Meals for Millions Foundaticn 143 143
Medical Assistance Programs 175 17%
National Association of the Partners of the Alliance 500 500
Near East Foundation 2,515 2,187
The Pathfinder Fund 2,815 2,965
Peaple~to-People Health Foundation (Project Hope) 3,200 2,450
Project Concern 230 230
Seventh-day Advent1st Welfare Service 160 40
Traveletrs Aid-~International Social Service of America 6 6
Volunteers for International Technical Assistance 190 190
world Educacion. Inc. 236 736
World Vision Relief Organization 490 490
The National Board of Y.H.C.A.s .. 455 ___455
Subtotal $33,988  $30,005
Nonteylistecred PVOs:
African American Scholars Councll $ 300 $ 400
Africare 425 425
Agricultural Cooperative Development Ilnternattonal 1,325 1,251
Amertcan Council of Voluntary Agencies for Foreign
Segvice - 233 233
American Hospital Association 96 96
Amet tcan Medical Association 473 413
Ameri1cdn Natlonal Red Cross 1,825 1,825
American Public Health Assoctation 1,491 2,008
The Asia Foundation 3,935 3,917
The Astia Sociecy 601 601
Assoclation for Voluntary Sterilization 1,850 1,850
Brazilian Association of the Partnars of the Americas 7 24
Cnristian Reltef Committee 100 100
Covperative League of the U,S.A. 754 757
Credit Unton National Assocliation 660 603
Dental Health International B4 684
toundation for Cooperative Housing Service B69 1,201
Friends for All Children 30 © 30
EUNDL (National Development Foundation-MNicaragua) 75 75
Girl Guide Associattion of Thailand 41 41
IMKA/YMCA--indonesia 29 30
Institute for International Development, Inc. 100 100
Institute of Public Administration 124 284
Institutional Development Economic Affairs Services 75 75
Inter-American Literacy Foundation 164 164
Internatioral Committece of the Red Cross 7,000 7,000
International Cooperative Housing Development
Association y 20 20




APPENDIX II

PVO: included

{note a)

in AID's report

Nonregistered PVOs:

{cont Lnuerd)

International Executive Service Corps
International Planned Parenthood Federation
Latin American Confederation of Credit Unions
The Latin ime:ican Development Corporation

Lat:n American Scholarship Program of American

Universities
League for International Food Education
Missions Amistad-Paraguay

National Assoctation for Foreign Student Affairs

Nat ional Counctl of Negro women
National Education Association of the U.S.

National Rural Electri~ Cocperative Association

National Savings and Loan League

Oppottunities Industrialization Centers International

Overseas Development Counciti

Overseas tducatten Fund of the League of Women Voters

Planned Parenthood Association, Ch:icaqu area
Planned Parenthood Federation of America

Planned Parenthood of Metropolitan Washington, D.C.

Planning A3sistance, Inc.

Frivate Agencies Collaborating Together
Society for Interna.ional Development
Tal1z Cooperative Associatton--Yemen
Technoserve, Inc.

Volunteer Development Corps

The worktng Boys Center Foundation
World Rehabilitattion Fund

Subtotal

Subtotal of Registere]
and Norregistered PVQOs

Organizations not included in AID's

report (note C}:
The Aftican-American Institute
The Airlie Foundation
Agricultural Development Council, Inc.

Rlack Women's Communtty Development Foundation

Internattional Confederation of Midwives

International Statistical Institute

Meredian House Foundaticn

American Fund for Czechoslovak Refugces

Tolstoy Foundation, Inc.

Populattion Council

American Association for the Advancement
of Science

Salvarion Army

Subtotal

Total

APPENDIX II

Amount Amount

report per AlID's
by AlD records
(note_a) (note b}

{thousands)

$ 4,102 '$ 4,300
8,000 3,263
847 447

17 17
2,300 3,387
321 300

30 10

195 230
170 270
128 128
B17 317
1,108 1,1¢9
2,055 2,140
146 146
475 436
100 100
2,750 2,750
136 136
200 200
465 465

41 43

100 100
270 270
175 175
250 250
_.28 ___1as
$47,684  §50,822
$81,672 589,827
$ 4,414

1,236

475

35

250

1,700

708

Y 5
5

750

171

b

______ $ 9,755
$81,672  $90,582

a/"Report of Fiscal Year 1975 AID-Financed Support for Private and Voluntary Organ-

1zations” prepared by AID's Office of Private and Voluntary Cooperation, included
in the record of Hearings Before & Subcommittee on Appropriations, House of
Representatives, on foreign assistance and related agency appropriations for 1976,

part 3, pages 822 to 826.

b/Amounts shown 1n this column were comptiled from (1) contract files, (2

} contract

summary cards, (3) monthly actaivity reports of AID headguarters contracts ang
grants, and (4) in four instances where information from these sources was not
available the amount shown in the report cited 1n nnte (a) was used.

instances amounts from these sources differed substantially,
1n this column 1s the amount which appears to be thl most complete;

The amou

In numerous
nt stated

however, be-

cause of the way AID records are maintained, we canitot be sure that any single

amount 1s not grossly over or understated.

for a discussion of the problem of defihing a PVO,

37
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c/These organizations appear to be PVOs, however, see pages 1 and 6 of the report
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APPENDIX III APPENDIX III

PVOS_RECEIVING GENERAL BUDGET SUPPORT,
FISCAL YEARS 1975-7%6

Proposed
Actual 1976 and
Organization 1975 5th quarter

{thousands)

Internationel Executive

Service Ccrps $ 4,300 $ 5,000
The Asia Foundation 3,750 5,000
Opportunities Industrializa-

tion Centers International

(note a) 947 ) 600
Private Agencies Collaborating

Together 465 650
Credit Union National

Association 283 425
Cooperative League of the U.S.A. 299 250
Interprational Eye Foundation 220 250
Agricultural Cooperation

Development Internatisonal 200 240
Volunteers for International

Technical Assistance 190 220
National Rural Electric

Cooperatives Association 179 225
Volunteer Development Corps 100 300
Institute for International .

Bevelopment, Inc. : 100 200
Technoserve, Inc. ‘ 90 186
The National Board of Y.M.C.A. s 55
Africare 4 -
International Voluntary

Services = __ 350

Total $11,182 $13,896

. '
a/This ic a specific support grant financed from the educa-
tion and human resources appropr ‘ation account; however,
it is essentially general budgetiry support.
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