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EXECUTIVE SUMMARY

The Agency for International Development (AID) established a policy 1n 1976
that, whenever feasible, contracting for procurement of AID-financed goods and
services required to implement bilateral project agreements should be done by
the host country rather than by AID. This policy implemented a basic
objective of the Foreign Assistance Act which 1s to assist in developing host
country contracting capabilities and practices. AID General Notice, dated
December 28, 1983, Responsibility for Procurement, changed the policy so that
tlmt'o i: no longer a stated AID preference between AID-direct and host country
contracts.

Consistent with the thrust of the earlier policy, increased amounts of
AID-financed goods and services were procured through contracts awarded by
implementing agencies of other governments so that as of October 1, 1963,
there were reported 448 active host country contracts over $100,000 with a
total value of about $2.2 bil1fon. Contracts under $100,000 approximated
another $200 to $300 mi1lion. About 70 percent of the total value of host
country contracts reported were by the Government of Egypt.

The purposes of this review were to examine (1) Mission compliance with the
requirement that assessments of host countries contracting capabilities and
practices be made precedent to assigning procurement responsibility to host
governments, and (2) the accuracy and completeness of AID's reporting of host
country contracts. We met with numerous officials in Washington and in six
AID Missions abroad, Egypt, Indonesia, Thailand, Philippines, Kenya and
Panama. Our work abroad covered Missions that constituted about 75 percent
of the total value of the reported host country cuntracting activity. We
made the review during the period January through July 1984,

This is the second report we have 1ssued on host country contracting. In
1979 we {dentified problems with regard to Missions not making the required
assessments. Management officials agreed with the findings and corrective
action was promised; however, our recommendation that the required oversight
controls be established to ensure that assessments are made and included in
the project paper was not carried out.

AID has had 1ittle success in implementing 1ts policy guidance requiring
assessments of host country contracting capabilities and practices, and
development ot an accurate data base on host country contracts. Accordingly
there is no verifiable basis for assigning procurement responsibilities to
host governments. As a result of not realistically assessing host country
contracting capabtlities and addressing recognized problems early in the
relationship, costly project delays have been experienced and a high degree
of risk introduced into AID's payment processes. Moreover, the data base on
reported host country contracts is incomplete and fnaccurate.

These conditions exist because at all management levels a low priority was
accorded to making assessments and reporting on the number of host country
contracts. Additionally, responsibilities were diffused and were assigned
to offices that did not require compliance or posgess adequate monftoring



capabiiity, and there was a lack of internal controls over the management
systems 1n place.

We are reconmending that the Administrator resolve these problems by assigning
one office specific responsibility for the host country contracting area.

Assessments of Host Countries' Contractin
CapabiTities and Practices

AID requires that assessments be made in the design stage of a project and
precede a decision to use that mode of contracting for implementing bilateral
projects. It is generally understood that Missions are responsible for making
the assessments, and the Bureau for Management and the regional bureaus are
responsible for ensuring they are adequately performed. Most AID officials
and the two contractors we met with agreed that comprehensive assessments
should be made, but we found no evidence that such assessments were, in fact,
made. To the extent any analysis of host governments was done, such analysis
was based on the general axperience of project officers and others at Missions
with no formalized approach. The Bureau for Management and the regional
bureaus seldom, if ever, questioned the decisions to use host country
contracting on projects. The principal redsons offered by AID officials for
not making the required assessments were the previous AID policy preference
for host country contracting, inadequate guidance on what should be covered,
and lack of staff. In an effort to strengthen controls over host country
contracting 1n December 1983 the Administrator assigned Mission Controllers
the authority to ensure that assessments were made and included in the project

papers.

Without the required assessments, Missions were not in a position to know what
impediments to timely project execution existed 1n the host governments, to
direct its assistance to areas where the inplementing agencies needed help, or
to structure a response to overcome or accommodate such problems.

As suggested by AID policy, host government awards of contracts under loan and
grant agreements should assist AID's development objectives because these
governments gain experience in the procurement aspects of conducting large
scale economic development projects. The term “Host Country Contracting™,
however, can be misleading. This {is because, although host governments award
contracts, AID Missions and contractors staffs are deeply involved in every
major aspect of the procurements. Anon? other things, this involvement
i.cludes identifying requirements, developing requests for bids, evaluating
»ids and recommending contract awards, and approving payments to contractors.
Most major procurement actions, therefore, are really the products of the host
governments, AID, and others.

Host governments and AID Missions have not functioned as effective forces for
accomplishing procurements. Often, these efforts have been redundant and
counterproductive. The current operating mode significantly increases the
cost of doing business and 1t adds 1ittle of instructive value in increasing
host country capability to function in a manner acceptable to AID. Indeed,
AID has found it necessary to supplement the capabilities of host governments
%y e::or1ng {nto costly contracts with firms to gorfonm the procurement
unctions.
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Notwithstanding the attention accorded procurement matters, problems persist.
These problems have cost host governments, and AID, enormous amounts in terms
of the economic and other benefits contemplated when the projects were
approved. A six-year delay in constructing a grain storage silos project, for
example, resulted 1n estimated grain losses valued at about $180 million. A
three-year delay in constructing a thermal power plant resulted in net Tosses
of power after operating costs valued at about $108 mill{on. Delays in
implementing five other projects resulted in estimated losses of about $400
willdon. In addition to the quantifiable economic losses, there were those
associated with missed opportunities to provide better medical care,
education, water, housing, and food.

Project delays that manifested in these lost banefits were Common in the six
countries visited. In fact, 122 of the 135 active and completed projects
approved after October 1, 1976, and having a planned completicn date prior to
April 1, 1984, were extended. These delays based on the actual or planned
completion dates at the time of our review averaged about 27 months. AlD
obligations for the 122 delayed projects totaled $2.5 billion.

Host country contracting was not the only reason for these delays and Tost
benefits. There are many and varied reasons for project delays, but in the
view of Mission officials and contractors host country contracting was an
{mportant reason, perhaps the predominant reason in many instances. Problems
encountered in host country awards included protracted negotiations, delays in
opening letters of credit, and slowness in making procurement decisions.

Also, many levels of approval were needed on contractual documents. Each of
the countries required the approval of other government agencies in addition
to the implementing agency for certain AID-financed procurements. Mission
officials also attributed delays to a lack of qualified host country officials
to approve contracting actions or a general attitude that prompt approvals
were not necessary, and laws or procedures that conflicted witn AID
procurement requirements.

Because Missions have not made the assessments required by AID regulations, no
definitive basis exists for addressing the root causes of the problems of
delays, controls over payments and equipment, or for reconciling the inherent
weaknesses of host country procurement capabilities with AID's need to protect
the U.S. interest. Moreover, the contemplated benefits of reduced AID staff
{nvolvement due to the host governmants activities are unrealized. A
significant extension of these conditions 1s that AID s hi?hly vulnerable to
financial abuses because Mission staffs don't have the knowledge of host
government procedure; for ensuring proper payment under contracts. This
conclusion was reached by an independent public accounting firm based on &
review of controls at one of the Missions inciuded 1n our review. This
Mission had about 200 active contracts valued at about $1.6 billion.

Reporting Host Country Contracts

since 1977, AID has been attempting to develop a centralized inventory of host
country contracts and progress has been made in the past two years, but it
still does not have an effective system for {dentifying and reporting such
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contracts. Without an accurate data base, several AID offices can not carry
out their statutory and administrative responsibilities. Responsibility for
managing the inventory has been assigned at various times to the 0ffice of
Contract Management, to the regional bureaus, and to the Office of Legislative
Affairs. Currently, the Office of Financial Management has this responsi-
bility. These offices and bureaus have relied solely on Missions to furnish
accurate and complete information with no monitoring above the Mission level

to ensure the integrity of the data reported. AID offices need this {nforma-
tion for a variety of reasons. The Office of Legislative Affairs, for example,
must report to the Congress when host country contracts are awarded to u.s.
fims. The regional bureaus and the Bureau for Management need the information
to ensure comyiiance with Federal and AID procurement regulations. The Office
of Inspector General needs the information so 1t can ensure adequate audit and
inspection coverage.

The six Missions reported understated numbers and values of host country
contracts. As of October 1, 1983 these Missions reported a total of 193
contracts over $100,000, for a total value of $1.6 billion. We readily
identified from records at the Missions an additional 157 contracts and
contract values of about $80 mi11ion. A more detailed examination of host
records probably would disclose an even greater number of contracts and values
that should have been reported.

Part of the problem of not reporting correct data was the lack of adequate
guidelines on what contracts should be reported. For example, some Missions
did not think construction or personal services contracts had to be reported.
In addition, some Mission staffs were not convinced there was a need for the
data, so these reports were incomplete or inaccurate. None of the Missions or
the offices assigned responsibility for establishing the centralized inventory
had established controls to ensure the integrity of data reported.

Management Comments

We provided a draft of this report to the Assistant to the Administrator for
Management and Assistant Administrators for the four regional bureaus. Formal
comments were received from the Assistant to the Administrator for Management
and the Deputy Assistant Administrator, Bureau for Asia (see Appendixes A and
B). They generally zgreed with the report's findings and conclusions but did
have suggestions to improve the report. For example, the Assistant to the
Administrator for Management noted recent progress made in the reporting of
host country ccntracts. The Deputy Assistant Administrator, Bureau for Asia,
took exception to a recommendation that would assign an office over the
regional bureaus to ensure assessments were made of host country contracting
capabilities and practices. These comments were considered and appropriate
revisions were made in the preparation of the final report.
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In 1976, the Agency for International Develoment (AID) established a policy
that, whenever feasible, contracting for AID-financed s and services
necessary for 1|pl¢nnt1n‘ bilatsra grojocts be done by the host country
rather than directly by AID. This policy, conforms with the requirements of
Section i02, Foreign Assistance Act, to develop the institutional capabilities
of host countries, and was premised upon the following considerations.

-= The ultimate responsibility for all develupment projects
rests with the host government.

-- The process of implementation itself 1s an important
opportunity for developing technical, institutional and
adainistrative skills in the host country.

-= AID must conserve 1ts own staff resources for monitoring
project {mplementation.

In December 1983 AID's policy was modified to reflect the Administrator's
decision that the Agency no longer has a stated policy of preference for host
country contracts.

Although up to December 1983 there had been a clear policy preference for
using host governments, AID's policy actually required the responsibility for
procurement be assigned in a manner that would most effectively {molement
AlD-financed projects. The decision to go either with the host government or
with AID {tself handling the procurements 1s supposed to be based upon 12
careful assessment of the host country's abilities in this area.

The term "Host Country Contracting” implies the foreign government receivi
AID's loan or grant funds independently carries out procurement responsibili-
ties on projects. In actual practice, the AID Mission and oftan procurement
service agents and consulting contractors, among other things, prepare
specifications for bid, review the bids received and recommend the selection
of contractors, and approve payment vouchers under the contracts. Thus, the
contracting function is really a collective undertaking in most cases.

Responsibility for making the assessments and for ensuring assessments are
made is jointly shared by Mission Directors, Project Officers, the Office of
Contract Management under the Bure.u for Management, and the regional bureaus.
It 1s generally understood, however, that Missions are responsible for making
the assessments. The Regional Bureaus and the Office of Contract Management
are responsible for ensuring the assessments are done.

In 1979, the AID Office of Inspector General reported that Missions were not
making the required assessments and AID Headquarters offices were not ensuring
the assessments were Mng made. In response to that report (79-71), the
Assistant Administrator of each regional bureau cosmented they would direct
their staffs and overseas posts to ensure that an assessment was made and
included 1n the project papers that are submitted for Headquarters approval
before the project s actually implemented. The AID Controller also agreed
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with our findings. He sent-a memorandum to the Assistant Administrators of
the regional bureaus and to each Mission Controller stressing the importance
of Controllers’ evaluating the host countries’ capabilities with regard to
flil‘n::cm management of host country contracts and performance of contract
audits.

On February 25, 1983 the Chairman, Senate Committee on Appropriations expressed
concern to the AID Inspector General about the mncy'.s administrative and
managerial competence. The Chairman solicited Inspector General's views
regarding unrealistic expectations of host country participation 1n AID
supported projects and programs.

The Inspector General responded by letter dated April 26, 1983. In 1t he said:

“The Agency's host country contracting procedures require that
an assessment of host country capabilities precede a decision
to use the host country contracting approach in implementing a
project. If carried out thoroughly and conservatively this
pragmatic planning step should reduce the incidence of host
country related implementation problems of the kinds noted
above. It 1s unrealistic to think that they can be totally
eliminated 1n the risky enviromment of the foreign aid

program. In projects reviewed by the 1G the records dealing
with the decision point to use the host country contnctin?
approach are frequently incomplete or in some cases essent ally
non-existent. Yet, there {s enough information available to
suggest that in the face of significant evidence to the
contrary, A.1.D. planners have over optimistically assessed the
various capabilities uf the host government necessary to
project success, or essentially overlooked this vital planning
step. I think 1t is appropriate for me to note that although
my reporting continues to reflect serfous, even egregious
problems of implementation associated with the host country
contracting process, there is in fact a new awareness of these
problems in the Agency. Efforts to strengthen and improve our
performanca and that of the host countries are in train. The
typical, repetitive kinds of implementation problems that occur
in these situations are extremely difficult to deal with; the
success of the Agency's efforts to confront them will, in my
Judgment, remain 1n doubt for some time."

Regarding this problem, the Mission Director of one of the largst AID pro-
ra:s :gnn::. :y our review noted in a cable dated June 20, 1983 to the AID
ntroller :

"USAID (the mission) believes that the areas of highest
vulnerability are in the contracting and contract management
capabilities of the host government and contractor procurement
and contro) of project commodities”. The Mission Director
noted that 1n analyzing the Near East missions vulnerability
assessments, the Bureau's Controller had “...concluded that the
contracting process, particularly host country contracting, was
the most frequently noted area of weakness in internal control.”



He also noted that an audit report by the Office of Inspector
General “...raised certain host country contract vulnerability
1ssues to which this USAID can relate, particularly in the
areas of contract cost effectiveness, current negotiati ng
procedures, and evaluating overall contract performance.

The ten Near East countries referred to by the Mission Director in the above
quotation reported 209 active host country contracts valued at $100,000 or
::{:'n of October 1, 1983. The total value of these contracts was $1.7

on.

Since about 1977, AID has been in need of a system for reporting host country
contracts. The need for an accurate reporting system has increased with the
congressional emphasis on demonstrating that assistance funds are directly
benefiting the United States economy. The system is also needed for meeting
varfous contract management and administration responsibilities within the

Agency.

As of October 1, 1983, AID's reported inventory of active host country
contracts of $100,000 or more in value consisted of 448 contracts with & total
valus of $2.2 billfon. AID estimated the value of host country contracts
under $100,000 was $200 to $300 million.

Objectives, Scope, and Methodology

The purposes of this review were to (1) determine whether assessments of host
country contracting capabilities and practices were being made, as naui red by
AID regulations, and (2) evaluate the accuracy and completeness of AlID's
system for reporting host country contracts.

Gur review included discussions with officials and a review of documents in
the Bureau for Management, the Office of Legislative Affairs, the four
regional bureaus, and six overseas Missions (Panama, Philippines, Thailand,
Indonesia, Fgypt, and Kenya). These Missions constitutad about 75 percent of
the reported host country contracts. We met with officials of the World Bank;
Asian Development Bank; Defense Contract Administration Services, Department
of Defense; Department of Energy; and two American contractors with host
country contracts. We also reviewed Office of Inspector General reports
{ssued between 1981 and 1984 that identified problems related to host country
contracting in the six countries visited.

The basic methodology followed after establishing that assessments were not
being made by Missions, was to determine whether projects were adversely
affected by host government procurement sroblems. In those cases where
projects were affected, we considered whether an assessment at the outset of
the project might have precluded the prodblem or mitigated 1ts effects.

With respect to the reporting of host country contracts, we examined reports
submitted by the Missions included in our review and the summary reports
prepared by the Office of Financial Management. By examining records at the
Hissions and discussions with project officials we assessed the accuracy and
completeness of the reports.



We did not attempt to quantify or develop the full extent of the problems
discussed 1n this report at each Mission. However, the work performed coupled
with the disclosures of Office of Inspector General reports in recent years
showed that the problems were systemic in nature and warranted high Tevel
management attention.

Our work was done in accordance with the Comptroller General's Standards for
Audit of Govermment Orgoniutions. Programs, Activities and Functions. The
work was done between January and July 1984,



INDINGS, CONCLUSIONS AND RECOMMENDATIONS

FM

NEED FOR REALISTIC ASSESSMENTS OF HOST COUNTRIES
CORTIOLTING CAPABILYTIES ANU PRACTICES

Substantial host country contracting problems exist which could have been
precluded or reduced 1f AID had assessed the host countries' contracting
capabilities and practices. Although AID policy requires that such assess-
msents be made prior to usinf this mode of contracting the assessments are not
performed. A major reason is the low priority given to these functiuns by the
responsible offices. Also, AID has not developed a methodology for
undertaking the required assessments.

Because the required assessments were not made, AID lacked the necessary
detailed knowledge about the true capabilities of host governments to carry
out the procurement function. More importantly, it could not address possible
solutions to the underlying reasons for procurement problems early in the
relationship with implementing agencies. These types of problems eventually
lead to inefficient and ineffective use of contracting staffs, delays in
obtaining mil1ions of dollars of benefits to host countries, and significantly
increased project costs.

Requirements and Responsibilities for Assessments

AID policy and procedures require that procurement responsibilities be
assigned so that the project is implemented in the most effective manner.
Accordingly AID policy cautions that the determination to assign procurement
responsibility to a host country must be based upon a careful case-by-case
assessment of 1ts capabilities and practices in the procurement areas.
Handbook 3, Supplement B, states:

"There is at present no prescribed Agency methodology for
undertaking these assessments. In general, what is required
is a reasonably detailed examination of the host country's
system and policies, with emphasis upon the adequacy of the
major contracting processes characteristic of sound,
business-11ke procurement. For example, the fairness and
defensibility of the Contracting Agency's procedures relating
to advertising, compecition, bidding and evaluation,
contractor selection, handling contractor complaints and bid
protests, and similar matters should be given close attention
during this review. The capacity of the Contracting Agency
to provide (or arrange for) appropriate logi stical support of
contractors in essential areas (such as housing; office
sg:cc; c:sgons clearances; etc.) should also be specifically
addressed.



Handbook 3, Supplement B, provides some basic questions that should be
explored when porfonmin? assessments and also requires Project Officers to
develop their own checklists of relevant questions and areas warranting
review. The Handbook also requires that {f assessments reveal that the host
country agency needs external assistance to meet 1ts procurement responsi-
bilities, the precise nature and extent of such assistance must be determined
and built into the project as an additional element.

Handbook 3, Supplement B, recognizes the importance of contracting to project
implementation. It states:

“Successful implementation of most projects hinges upon the
effectiveness of contracts for project-related services and
commodities. In fact, no aspect of project implementation is
more important, nor more prime to problems and frustrations,
than the procurement function. Hence, detemmining by whom,
when, and how needed services and goods are to be acquired
are pivotal decisions which must be made by the Misson during
the project development stage."”

Responsibility for ensuring the assessments are made is diffused--no single
AID office is assigned the overall responsibility. Responsibilities instead
are assigned concurrently to several offices. AID Handbook 3 assigns the
responsibility to perform and ensure performance of the assessments to both
Mission Directors and Project Officers. AID Handbook 17 assigns the same
responsibilities to the Office of Contract Management under the Bureau for
Management.1/ AID Handbook 17 also assigns Regional Bureaus the responsibili-
ties to guiab and approve project designs including the area of host country
contracting.

In December 1983 the Administrator's concern about weak financi2l and
administrative controls over the host country cuntracting area led to yet
another organization being assigned the task of ensuring assessmants are made.
This latest assignment delegated authority but not responsibility to Mission
Controllers for ensuring that assessments were included in project papers.

Mission Controllers were in the early stages of implementing the new policy
guidance when we finished our field work. There was, however, concern among
Mission Controllers we contacted about how their new assignment was to be
carried out. They indicated that they did not have adequate staff resources
or technical expertise to direct appropriate attention to this area. Mission
Controllers, therefore, may not be in any better position to ensure assessments
are made and included in the project papers than are the Mission Directors,
regional bureaus, and the Office of Contract Management who have had these

n response to the draft report, the Assistant to the nistrator
for Management stated that the Handbook is not accurate in assigning
review responsibility, and that the Office of Contract Management
#ould take action to have it changed.



same responsibilities for many years. In fact, this latest assignment tends
to further diffuse responsibility in this area of assessments. From a
management standpoint we view a lack of accountability to be a major reason
assessments were not conducted and a contributing factor to the lack of
success of the host country contracting policy. This situation still exists.

Assessments Not Performed

It has been eight years since AID established the major policy on host country

contracting. This policy was to have been a major step towards assisting host

governments to become self-dependent and reduce the need for direct involvement
by AID. However, a methodology for conducting assessments--a basic first step

to implementing the new policy--was never developed. Responsibility to ensure

policy implementation was never fixed in one office.

The six countries we reviewed had a total of 235 projects valued at about $5.1
bil11on active as of March 31, 1984. With the exception of a limited attempt
1n 1978 by a consultant to assess the contracting capabilities of a single
a?oncy in one of the six countries included in our review, we found that
Missions had not made the required assessments.

As mentioned previously, AID Handbook 3 provides some basic questions that
should be explored 1n performing the assessments; but, requires the Project
Officer only to develop a checklist of relevant questions and areas warranting
review. None of the 25 project officers we contacted had even prepared
checklists, and we could find no evidence that even the basic questions had
been serfously considered. Officials at the six Missions visited, the Bureau
for Management and the four regional bureaus told us they did not nave the
staff levels or skills to perform assessments. These officials frequently
noted that one problem was the lack of comprehensive AID guidelines on how to
perform a realistic assessment.

Offices responsible for ensuring that assessments were made essentially
fgnored this function. Regional Bureau officials said the requirement
received low priority and that they hardly ever questioned the decision by the
Missons to use host country contracting. The reasons given were (1) the
general policy preference was for that mode of contracting ard (2) the
Missions were in the best position to make decisions on whether or not to use
host country contracting. Neither the Bureau for Management ror the regional
bureaus established internal control systems to ensure that realistic
assessments were made.

In al) countries visited, we found thers were cumbersome contract approval
processes involving other government organizations in addition to the
implementing agencies. Also, host country regulations often severely hampersd
the adherence to AID procurement requirements. Project papers, in some cases,
nevertheless contained a general opinion that the implementing agency had the
capability to perform the contracting functions. However, there was no
supporting documentation that an assessment had been made.



There was, however, recognition that the host country would need help to carry
out its contracting responsibility. Project papers usually {dentified a need
for contractors to develop the procurement capabilities of the host country
implementing agency, assist in the procurement, or actually do the procurement
for AlD-financed goods and services. Since detailed cssessments were not doiie
the project papers did not identify the specific weaknesses of the host
country practices or the specific areas where the contractor was to develop
the host country capabilities. Rather, references to host country contracting
capabilities were 11ttle more than subjective opinions by the Missions' staffs.

Some Mission officials did not believe formal assessments should be made.
These officials said 1t was a political necessity to let a host country do the
contracting 1f they so desired, especfally for loans and cartain economic
support grants. Other reasons cited by these officials were (1) realistic
assessments would embarass some host country implementing agencies or
governments and (2) host countries frequently have changes in the procedures
or staff of the hplmntin? agencies which would alter the conclusion of the
origina) assessments. Considering the very substantial amounts of Federal
funds 1nv:l ved we do not believe these are acceptable reasons to forego
assessments.

Assessment Methodology

Although AID policies require detailed assessments, guidance is far from
adequate. Assessments are essential in order to {dentify the strengths and
weaknesses of the host countries contracting capabilities. Such assessments
would enable Missions to have a sound basis for deciding on the appropriate
mode of contracting while the project is in the dosign stage. VWith such an
assessment Missions could also direct their technical assistance towards
strengthening areas of weakness in host countries procurement sys*wms. These
weaknesses have long been a cause for costly and extensive delays in imple-
menting projects as well as loss of controls over payments and project
equipment. Other U.S. Government agencies that routinely perform similar
assessments of contractors' activities have been able to make substantial
improvements in the procurement process. Also they have prescribed
methodologies which AID could possibly adapt for 1ts own use.

Other Federal Agencies

Like AID, the Department of Defense and the Department of Energy deal with
organizations that procure 7oods and services with government funds. Unlike
AID, these departments routinely examine the procurement systems of these
organizations to ensure the systems provide appropriate safeguards. These
agencies have developed methodologies for performing procurement systems
reviews which AID could adapt for use 1n making assessments of host country
contracting capabilities. These methods address major aspects of the
procurement process including procurement policies and procadures, purchase
requi rements, source selection, pricing, roccivin? groccduru. and contract
adainistration. Officials estimated that an initial assessment of a large
contractor takes an average of between 6 and 9 staff weeks of effort.
Subsequent assessments require much less effort.



Assessments by these agencies have resulted 1n substantial monetary benefits
through improved procurement s{stm. Examples of specific areas of improve-
ments and benefits included (1) conversion from noncompetitive to competitive
procurements, (2) better use of price or cost analysis and negotiation
techniques, and (3) reduced adwinistrative costs to both the U.S. Government
and the contractors. The Defense Contract Administration Services, a part of
the Department of Defense, reported savings and cost avoidances 1n excess of
$280 mi111on resulting from about 220 reviews performed in Fiscal Year 1983.
The Department of Energy had not developed similar data, but responsible
officials advised us that significant benefits had accrued to the government
as a result of its reviews.

Contracting Capabilities and Practices

Problems encountered on the projects we reviewed showed that AID's major
policy thrust has not been successful in enhancing the capability’ of host
governments to carry out the procurement function in accordance with AID
requirements, thereby reducing the strain on limited AID staff resources.

Without adequate assessments AID has been unable to reconcile the inherent
weaknesses of host countries' procurement capabilities with {ts need to
protect U.S. interests. As a consequence, host governments, contractors and
AID Missions have not functioned as a cohesive force for accomplishing
procurement actions. In fact, these efforts often have tended to be redundant
and sometimes counter-productive.

For example, a consulting engineering firm advising the host government,
evaluated the bids received on a potential contract. The host government made
its own independent evaluation of the bids. Agreement was reached on the bids
after about 3 months. The package then was submitted to AID wno rejected it 2
1/2 months later. The process started all over again. Eventually a contract
was awarded for about $68,000 after being in process for about 9 months.

The consensus of most project officers contacted was thet host country
contracting adds significantly to the overall cost of doing business, does not
reduce AID staff involvement in the procurement function, and 1s of 1ittle
value in increasing the host country's ability to function effectively. A
cost effective use of AID staff and enhancement of host country contracting
capabilities could be achieved, however, through realistic assessments.
Assessments could be used, for example, to determine the dollar threshold of
procurements transactions presently requiring prior AID approval such as in
the case described above.

For example, the Contractor's Procurement System Reviews perforned by the U.S.
Department of Defense Contract Administration Services and the Department of
Energy reportedly have resulted in improvements in contractors procurement
systems which increased approval thresholds and correspondingly decreased
staff workloads. The increased threshold on subcontract approvals by one
concractor reduced the Defense Contract Administration Services workload for
approving procurement transactions in one year by more than 1,000 staffdays.
Similar benefits could accrue to AID.



Project Implementation Delays

Delays in implementing projects result in billions of dollars in lost benefits
to the host countries and increased project costs to both AID and the host
countries. Additionally, there are losses associated with missed opportunities
for providing better medical care, education, water, housing. and food that
were envisioned when the projects were approved. The significance of the
delay problems is i1lustrated by the projects in the six countries reviewed.
AID established the policy for host country contracting in October 1976.

About 90 percent of the active and completed projects approved after October
1976 that had an originally planned Project Assistance Completion Date (PACD)
prior to April 1, 1 were extended. These delays based on the PACDs at the
time of our review have averaged about 27 months. As projects stretch out,
costs tend to rise and the benefits of completed projects are not available to
host governments.

Number AlD Number

Projects Obliga-  Projects Average AID

Completed tions PACD Months Obligations
Country On Time ($000) Extended Extended ( )
Egypt ] 4,842 46 kI3 1,871,667
Indonesia 3 644 24 26 340,600
Thafland 3 751 7 22 3,380
Philippines 3 19,97 19 20 154,853
TS S S
anama -

X R Iz =z X

AID Handbook 3 requires that an economic analysis bc included in each project
paper. These analyses {dentify projected benefits to the host country which
are an essential factor in deciding whether to undertake the project. O0ffice
of Inspector General reports on AID projects, and Mission project status
reports have disclosed numerous cases of delays caused by host country
contracting. A signficant and widespread problem concerns the many levels of
approval needed in host country's procurement system. Each of the countries
required the approval of government agencies in addition to the {mplementing
agency for certain AID-financed procurements. Also, there were either a lack
of qualified officials to approve contracting actions or the attitude of
responsible officials that timely approvals were not necessary. In other
cases, host countries' laws or procurement practices conflicted with AlD
requi rements.

Regional Bureau officials said there was a need to resolve these conflicts
between AID procurement requirements and normal host country practices. These
officials said that many host countries have adequate procurement practices,
but have great difficulty in meeting AID's regulations. An example is AID's
regulation that does not allow price to be considered in evaluating proposals
for technical services. They suggested that AID might be more flexible in
placing less stringent procurement requirements on host countries. We believe
this is a proper concern.
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There are many reasons why development projects are delayed. In the examples
discussed below, host country contracting problems were viewed as important
contributing factors, but not the only reason, for the delays and Tost
benefits. The problems and other difficulties associated with host country
contracting are the type that would probably have been identified and
documented by detailed assessments. Actions could then have been taken to
preclude or minimize the problems.

Grain Storage Silos Project

In 1975, AID and a host government decided i0 undertake a projsct to build
grain storage silos at a port facility. The economic analysis presented
in the project paper stated that the host government would begin realizing
annual savings of about $30 million from reduced waste, labor cost,
sacking, demurrage, and leﬂﬂt operations when the project was
completed in June 1979. n we completed our field work in May 1964 the
project was six years behind schedule with an estimated completion date of
June 30, 1985. AID has obligated $57.8 million for this project.

The project records showed that a major reason for the delay in completing

the project concerned the host government's slowness in making contracting
decisions. For example, problems in negotiations between the host country

and an architect/engineering firm delayed project startup by 18 months.
The project was further delayed several years due to difficulties in

?otting the required host country approval of contracts for equipment and
n opening Letters of Credit.

A six year delay in constructing the grain silos transiates into lost
benefits of about $180 mil1ion using the original estimate of the benefits

to be realized.

Food Storage and Di stribution Facilities

In 1977, AID and a host government agreed on a project to construct and
equip facilities for the receipt, storage and di stribution of food grain,
tallow, vegetable ofl and fat. The economic analysis in the project paper
and a project report estimated annual benefits to the host government of
about $20 million from more efficient unloading of commodities from ships,
reduced freight charges, and cost efficiencies in buying when the project
was completed in September 1981. When we completed our field work in May
1984, the project was three years behind schedule with a new estimated
conglction date of September 1984. AID has obligated $37 million for this
project.

An Office of Inspector General report issued in January 1984 and project
records show that a major construction contract, which was to be awarded
in September 1978 was not awarded until over three years later in November
1981. The major causes for the delay in awarding the contract were
{dentified as difficulties in preparing the requests for bids and
receiving the bids for construction, lengthy negotiations between the host
government and the contractor, and five months to get the approval of
another host government activity after the contract was approved by the
host government implementing agency.
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A three-year delay in completing the project translates into benefit
losses of about $60 mil1ion using the benefits projected in the project
report and the project paper.

Urban Electric Distribution Project

In 1977, AID and a host country agreed on an urban electric distribution
project which would rehabilitate and expand the country's electric :
distribution system. The economic analysis in the project paper stated
that the increased sale of electric energy resulting from the extension of
the system and reduced energy losses resulting after rehabilitation of the
oxistingosystel would produce economic benefits to the host country of
about $20 mi111on annually. The scheduled project completion date was
extended over five years, from July 1980 to September 1985. AID has
obligated $56 mi111on for the project.

Project records show that there were serious implementation problems
caused by delays in contracting actions by the host country. For example,
the evaluation of bids, and contract execution for most procurements
required 9 to 12 months rather than the planned 3 to 4 months, Shipments
of commodities were delayed many months due to the fz'lure of the host
country to conform letters of credit to contract ter . Six years after
the decision was made to use host country contracting the Mission in 1983
noted concern at the slow pace of the host country in its subcontracting
for equipment installation and utilization. The Mission believes planning
in these areas must be spelled out more clearly and implemented more
expeditiously.

A five-year delay in completing this project afain translates into
significant losses to the host country. Annually economic benefits alone
were projected to be $20 million.

Thermal Power Plant

The agreement for this project was signed in 1976. The project paper
economic analysis stated that the aconomic value to the host country from
the electricity generated by the plant would be about $34 million annually
when the project was completed 1n April 1981. Current plans indicate that
this oroject will not be completed until about June 1984, AID obligated
about $141 million for this project.

The project records show that delays in awarding a consultant engineering
contract and the major construction contracts were a major reason for the
project implementation delay. The original project paper planned for the
consultant engineering contract to be signed by September 1976, 120 days
after the agreement signing. A project paper amendment noted that it
actually took 261 days to sign this contract and that the excessive time
was “normal in host country contracting”. The amendment also noted that
implementation was delayed an additional four months due to problems in
opening a Letter of Credit because the 1ocal banks were not familiar with
AID procedures. The construction contract was signed one year after the
planned date, and delayed another five months until the required Letters of
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Credit were issued. When we completed field work, construction of another
plant has been authorized but already was delayed eight months because of
dif:icuu.ios in negotiations between the host governsent and the
contractor.

The 38-month delay in ¢ lotinf this project translates into economic
losses of about $108 million using the benefits projected in the project

paper.
On-Farm Grain Storage Facilities

The agreement /or this project was signed in 1981. The economic analysis
in the project paper states that the primary beneficiaries of the project
are the smallholder farmers in the host country and the ultimate benefits
are reduced postharvest grain losses on smallholder farms due to molds,
insects and birds. The bene'its were projected to increase annually.
When we completed field work in May of 1984 the project had already been
delayed about 18 months. AID has obligated $7.8 million for this project.

Essentially the entire project is to be carried out under a single host
country technical assistance contract. The contractor was selected by the
host government's implementing agency and approved by AID in December
1981. According to the implementation schedule in the project agreement,
this contract was planned to be signed by February 1982, but was not
signed until 17 months later in August 1983. The delays in signing the
contract were caused by lengthy negotiations between the implementing
agency and the contractor, obtaining approval of other host government
agencies, and a decision by the impiementing agency to perform a second
complece review of the contract. This second review resulted in some
minor changes which required the contract to once again go throu?h the
host government's contract re\.ew and approval process. During 1982 and
1983 the Mission sent several letters to the implementing agency and
another host government agency stressing its concern over the magni tude of
thetprol:'un created by the host government's delay in approving the
contract.

The savings in food grain losses depended upon the number of farmers in
the program. As more farmers adopted the savings measures, the benefits
{ncreased so that over the 15-year 1ife of the project savings of $61.4
mi11ion would be realized. By taking the average savings of the earliest
4 years of the project, the 18-month delay in implementing this project
translates into losses of food grain valued at approximately $1 million
annually based on the original estimate of benefits presented in the
project paper.

Crop Protection Project

In 1978, AID and the host government agreed on a project to research, test
and disseminate information on pest control techniques to farmers. The
economic analysis stated that farmers could reduce pest damage to grain
and other food crops by improving pest controls. The analysis showed
projected benefits of $41.3 mill{on would be realized in Fiscal Year 1982
and 1983 with a planned project completion date of September 1982. The
projected benefits from reduced pest 1osses for Fiscal Years 1984 and 1985
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were valued at $79 million and $119 milldon, nsmﬂmy.’ As of March
1984, the estimated project completion date had been extended two years to
September 1984, AID has obligated $5 million for this project.

Much of the implementation de’ L of this project 1s attributed to
problems in the host government’s equipment procurement practices. In
March 1983 an Office of Inspector General report identified a generel lack
of internal control by the host government {mplementing agency to {dentify
equipment needs and account for the receipt and distribution of
ozimnt. The report recommended that Mission not approve any
additiona) equipment purchases until it ensured the equipment was needed.
The Mission agreed with the recommendation. In connection with the freeze
on purchases, a Project Implementation Report as of September 30, 1983
prepared by the Mission stated: “Limited procurement actions desmed
critical for achfevement of project goals are being authorized and AID/W
notified that project's commodity procurement completion date has been
administratively extended to March 30, 1984 to allow for completion of all
procuresent actions.”

The two-year delay in completing this project will result in a net loss to
the host country in food products valued at $157 mil1ion because of pest
damage in Fiscal Years 1984 and 1985 based on the econowic benefits
projected in the project paper.

Integrated Rural Development

AID and the host government agreed on this project in 1977. The project’s
objective was to increase agricultural production in the host country
through the use of 1rrifation. The economic analysis estimated that the
value of production would increase about $2 mil1ion annually starting in
about the third year. The project completion date has beem extended from
Sop?d:cr 1982 to September 1985. AID has obligated $3.6 mil1ion for this
project.

Project records show that host country contracting has been a major reason
for delays in fmplementing this project. The Mission and the appropriate
parties within the host government worked together over a year to agree on
the specifications for the Invitation for Bid for the project's maintenance
equipment. The equipment was termed essential to the success of the
project. In January 1983, because agreement could not be reached with the
host government regarding the terws and conditions of the Invitation for
8ids, the Mission deobligated $1 million orginally set aside for purchase
of the equipment.

Another procurement problem was disclosed in a September 1983 Project
Implementation Report prepared by the Mission. The report noted that an
extension to a major consultant contract on the project which expired on
that date had to be negotiated and signed. The same report, six months
later, on March 31, 1984 stated: “Mission must continue to press for
execution of the contract. A letter to the Ministry of Finance requesting
{mmediate action on the contract appears necessary at this point.”
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A three-year delay in completing the irrigation project will result in
annual food production losses of $6 mi11ion based on the expected benefits
stated in the project paper.

Based upon information in documents authorizing the projects, these seven
examples of lost benefits amount to more than milifon. This amount would
even be higher after considorinf that 90 percent of the projects in these
countries were delayed about 2 1/4 years on the average. Losses such as those

indicated conceivably could have assisted these 1esser developed countries in
their development efforts and 1{ghtened the burden of debt repayment which
many of these projects involve.

Delays also tend to increase the costs of projects. The grain silos construc-
tion delay, for example, increased the project costs by at least $13.5 million
as a result of inflation and additional work by contractors.

Obviously there are other major reasons than host country contracting problems
that cause the types of delays discussed in this report. Two examples of
these reasons are overly optimistic timeframes for completing projects and the
failure by the host governmen: to provide counterpart funding. It would be
fmpossible to quantify the impact on project implementation of each reason.
Nevertheless, there was a clear consensus on the part of Mission and Bureau
offici:ls that host country contracting was a major problem area that needed
attention.

One of the first steps in resolving this problem is to identify and document
weaknesses in host country contracting activities. Accordingly, we believe
that AID should enforce the policy requiring detailed assessments of a host
country procurement capabilities prior to approving projects providing for
host country contracting.

Host Country P nt

Processes and %coqnting Controls

Controls over payments under host country contracting arran nts are weak.
Th:s has led to a significant amount of funds being paid which later were
determined to be questionable or unallowable. In addition, excessive cash
advances have routinely been mada to contractors resulting in very significant
unnecessary interest chargas. The weaknesses in the payment processes could
have been identified and appropriate action taken had AID performed the
required assessments.

Under AID's operating procedures, contractor's vouchers submitted for payment
are reviewed first by the host government. Once approved, vouchers are
submitted to the AID Mission where they again are reviewed and eventually paid
by AID. Missions rely mainly on the host government for reviewing vouchers.
The Mission simply determines that the costs claimed are valid on their face
and that sufficient project funds are available for making payment. Many
contracts provide, however, that {f the host government doesn’t process the
voucher within 30 days of receipt, contractors can submit claims directly to
AID and receive payment. In these cases the requirement for a detailed review
by the host government is by-passed.
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Office of Inspector General reports are replete with examples of excessive
cash advances by host countries to their contractors and payments to
contractors that were questionable or unallowable. For example, in October
1983 the Inspector General reported that a host country contractor received
excess advances averaging about $1.6 million per month. Ve estimated that it
cost the U.S. Government as much as $680,000 in unnecessary interest charges.

In some cases, Missions have undertaken reviews of claims as a means of
checking on host country accounting controls. At one Mission the Controller's
office reviewed host country records to verify its requests for reimbursement
of allowable project costs. During the period September 1983 through January
1984 the Controller disallowed approximately $700,000, or about 14 percent, of
the $5.1 millfon claimed. The disallowances were made because contractors had
failed to provide the host country with adequate supporting documentation and
payments made to the contractors were in excess of approved amounts.

Weaknesses in accounting controls over the payment processes were further
11lustrated in an April 1984 study by an international accounting fim. The
fim concluded that: there was a lack of knowledge by the Mission's staff of
what procedures were actually performed by the host government to assure
proper payments under host country contracts. Had a detailed assessment been
performed, as required by AID policy, this information could have been
available. The firm also concluded that the Mission's system of 1 nternal
controls over the host country contract payment process system did not provide
reasonable assurance that (1) payments under these contracts were made in
compliance with applicable law, (2) funds were adequately safeguarded against
waste, unauthorized use or misappropriation, and (3) transactions related to
these contracts were executed in accordance with AID regulations. The firm
reported that the Mission had almost 200 active host country contracts with a
total value of over $1.6 billfon. However, no formal assessment of the host
country contracting capabilities had ever been performed.

Requi rement and serformance of Audits

Final cost audits are poor substitutes for adequate host country internal
control systems over contract expenditures. Nevertheless, AID Missions rely
to an unusual degree on final audits as financial control mechanisms. These
audits, however, sometimes are not made and, if made, are several years past
the payment date. AID Handbooks 3 and 11 require audits of host country
contracts. AID Handbook 11 requires cost reimbursement contracts to be
audited for compliance with all contract provisions (including allowability,
allocability, and reasonableness of costs) while fixed price contracts are
audited only for nonfinancial requirements of the contracts (source and
origin, use of U.S. Flag Carriers, markings, etc.) AID Handbook 3 stipulates
that:

-- Audits of host country contracts are the responsibility of
the host country and should be stipulated in the Project
Agreement. '

-- The capability of the host country to conduct such audits
should have been determined by the Mission in its analysis of
the country's management capabilities durfng the project

development stage.
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-= The Mission Controller is responsible for assessing the
technical capability of the host country {n the financial
area.

-= The noroject officer or Mission Controller is to assure that
tlnh szi%:untry meets the responsibility for the conduct of
such au .

-- The project officer is to notify the Mission Director of
audits that are not performed so that he may review the issue
with appropriate officials of the host country.

None of these responsibilities were being met. With respect to the first
responsibility, none of the project agreements we examined stipulated that the
host country was responsible for audits of host country contracts. The
agreements usually were vague on whether audits were, in fact, required.
Missions staffs also did not know (1) what the host countries capabilites and
practices were for conducting audits of host country contracts or (2) the
number of host country contracts that required audits. Similarly, none of the
other Handbook 3 and 11 requirements were being fulfilled.

Inadequate Controls Over Project Equipment

Inadequate host country controls over project equipment, including vehicles,
have been disclosed on numerous occasions. A common problem concerns the Tack
of an adequate accounting system to ident{ fy AID-financed equipment purchased
by contractors. Under one project, for example, neither tihe contractor nor
the host government could account for equipment and related supplies valued at
approximately $3 millfon.

Another frequent problem concerns equirnnt not being effectively used. For
example, there were no plans for installing or using equipment valued at
$784,000 which had arrived in the host country 2 to 4 years earlier. In
another case, most of the equipment valued at about $2 millfon that had been
received more than two years earlier had not been used, or used only rarely.

The significance of inadequate controls over equipaent was evidenced by the
agenda for an October 1983 meeting between one Mi ssfon and {ts host
government's staffs. An agenda document stated:

“A special problem in procurement and control centers on USAID
financing of venicles and their subsequent uses. Given the
extreme difficulties of ensuring proper control, maintenance and
use of vehicles, and the resulting audit problems, USAID
believes special measures must be taken in this area, including
consideration of the possibility that all passenger vehicles
procurement be done with (the host government) rather than
USAID-provided resources.”
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Instead of working to develop the host government's capabilities, the Mission
subsequently developed a computerized inventory of AID-financed vehicles and
increased its monitoring of vehicles. At the time of the meeting there was
ggpn;ﬂruly 900 AID-financed vehicles in country with a total cost of over
aillion. :

Conclusions and Recommendations

AID's use of host countries to contract for AID-financed goods and services
has been seriously deficient in terms of efficiently and effectively using AID
loan and grant funds, and developing the host countries contracting capabili-
tfes and practices. This situation results in large part from the failure to
make the assessments required by AID policy. There has been a diffusion of
responsibilities and a Tow priority at all levels to ensure realistic
assessments were made. Almost ten years after adopting its policy, AID had
not developed a methodology for making assessments.

The current operating mode of using contractors and others to supplement
existing procurement competence significantly increases the cost of doing
business and adds 1ittle of instructive value to host governments in improving
their contracting capabilities and practices in a manner acceptable to AlD.

Adequate attention has not been focused on assessments despite well known
difficulties with host country contracting. Accordingly, we believe that AID
now needs to consider different alternatives for resolving this pervasive
problem. A single office could be made responsible for examining the {ssues
across Mission and bureau 1ines. An organization void of the day to day
activities of a Mission or bureau could concentrate on developing appropriate
procedures for ensuring assessments are made and for developing an acceptable
methodological approach to making assessments. Visibility to the Adminis-
trator would ensure the organization gets the attention it needs to function

effectively.

We believe that such an organization could mitigate many of the problems
presently being experienced. It could ensure that a realistic basis exists
for choosing between the host country and AID direct modes of contracting and
for directing technical assistance to recognized areas of weakness. Finally,
the organization also could help AID achieve {its policy objectives of develop-
ing host country contracting capabilities. The signi ficance of the problems
warrant high level management attention. Accordingly we recommend that:

Recommendation No. |

The Administrator make one office specifically
responsible for the area of host country contracting.
This office should (a) be independent of organizations
already assigned responsibilities to perform assess-
ments and assure that the assessments are performed,
(b) have the authority and staff resources to ensure
implementation of AID's policy on the use of host
country contracting, and (c) report semi-annually to
the Administrator on the compliance with AID's policy
on host country contracting, accomplishments toward

the policy's objectives, and problem areas requiring
attention. 18



Recommendation No. 2

The Administrator shouid establish a task force to
develop (2) a methodology for performing realistic
assessments and (b) procedures for ensuring that
assessments are performed in the dosi,n stages for
future projects and timely scheduled for current

projects.

Recommendation No. 3

The accountable office should dovolo? a program and
procedures for monitoring the overall areas of host
country contracting.

NEED FOR MORE ACCURATE INVENTORY OF HOST. COUNTRY CONTRACTS

An accurate inventory of host country contracts is needed for AID offices to
carry out their statutory and adeinistrative responsibilities. For more than
seven years AID has attempted to develop a centralized inventory of such
contracts. Although some progress was made in 1983, the inventory is
significantly understated. The basic problems are caused by the (1)
inadequate guidelines on what contracts and data should be reported by the
liﬂssi:gs and (2) 1nadequate internal controls to assure the accuracy of the
nventory.

Background

In March 1977, the AID Administrator directed re?ﬂmal bureaus and Missions to
establish procedures to ensure that copies of all AID-f{ nanced host country
contracts were submitted to the 0ffice of Contract Management under the Bureau
for Management, where a centralized file and data bank would be established
and maintained. The purpose of establishing a central point for recording and
keeping track of these contracts was to overcome AID's recurring problems in
reporting such activities to the Congress and the need for this data within
AID offices responsible for matters such as the administration of contracts.
In December 1977 and 1n January 1979 Missions were reminded of the requirement
to provide data on host country contracts for input into the contract
information system.

In May 1979 and June 1982, the Office of Inspector General and the General
Accounting Office, respectively, reported that a centralized inventory of host
country contracts had not yet been established. Between 1979 and 1982 AID
regional bureaus, the Office of Contract Management in the Bureau for Manage-
ment, and the Office of Legislative Affairs were responsible for obtaining
contract information from the Missions. As of October 1982, the Office of
Financial Management, in the Bureau for Management, has been assigned
responsibility for developing and maintaining the inventory.
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The Office of Financial Management has made progress in obtaining more complete
data on contracts valued at $100,000 or more. Missions were requested to
report this data semi-annually and follow-up requests are made to Missions not
reporting. Beginning in April 1984 the missions were requested to report
throughout the year on the award of contracts and on amendments to existing
host country contracts. Currently the inventory is maintained manually but is
expected to be computerized by September 1984. 1/

As of October 1, 1983, the inventory included 448 active host country contracts
of $100,000 or more with a total value of $2.2 billfon. 1In 1982 AID estimated
ggag t?$l¥alue of host country contracts under $100,000 was $200 million to

m on.

Inventory Understated

The inventory data reported for the Missfons visited was significantly
understated. We identified almost $80 million in active host country
contracts valued at $100,000 or more as of October 1, 1983 that were not
included in the inventory. This information is shown in greater detail in
the following schedule.

el B, M e o
Mission Reported $ Millions) No. Values (in $ Millions)
Egypt 150 $1,492.5 55 $ 32.0
Philippines 7 5.7 83 25.9
Indonesia 5 13.2 5 12.3
Thafland 15 10.8 10 2.2
Panama 1 10.4 1 .4
Kenya s 49.6 3 __6.8

133 $1.882.2 Ll $20.5

The above table is merely illustrative of the inaccuracy of the inventory.
We did not attempt to develop the full extent of the inventory reporting
problem. The actual number and value of contracts at most of the missions
were probably significantly more than reported.

17 In response To the draft report the Assistant to the Administrator
for Management stated that an automated system has been developed
and the Office of Financial Management will commence inputting data
in September 1984,
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Need for Guidelines and Internal Controls

Although AID has made progress in the last couple of years in developing a
centralized 1 nvontor{ of host country contracts, 11ttle action has been taken
to establish internal controls either within the Missions or by the 0ffice of
Financial Management to assure that all contracts were reported and the
accuracy of the data. Some of the same problems rcported by the General
Accounting Office two years ago existed at the tiie of our review. For
example, adequate guidelines still had not been developed on what types of
contracts and data should be reported. Some missions were not reporting local
construction contracts, personal service contracts, contractual agreements
between host government agencies, and project contracts financed with
Commodity Import Program funds.

The General Accounti n, 0ffice report also stated that a basic problem in
obtaining accurate information from the Missions was that project officers
were not convinced that the information could contribute to better operations
or serve public relations purposes. The report noted that this belief was
reinforced by the lack of Mission, regional bureau, or Bureau for Management
follow-up to ensure accurate reporting.

Expired Hos. Country Contracts

Another problem not previously identified concerns expired host country
contracts. Handbook 3, Supplement B, requires Project Officers to assure that
all host country contracts are properly closed out. This {s the last phase of
the contracting process. Officials at each of the Missions said they did not
know whether or not expired host country contracts had been properly closed
out. Accordingly, these officials did not have assurances that (1) the host
government and AID had accepted the contractor's work, (2) all AID-financed
property involved during performance of the work was accounted for, and (3)
charges for work performed were properly made. The current attempt to develop
an inventory only deals with active contracts--no effort has been made to
identify expired host country contracts that have not been properly closed out.

Reports to the Office of Legislative Affairs

Since July 1982 the Missions also were required to report each host country
contract of $100,000 or more expected to be awarded to an American contractor
to the Office of Legislative Affairs. This reporting requirement also has
been inaccurate. For example, & comparison of contracts awarded by one host
country between January 1 and Sep r 30, 1983 that were reported to the
Office of Financial Management with those recorded by Office of Legislative
Affairs disclosed a difference of at least 13 contracts valued at 399 million.

Use of Inventory

We believe that a centralized inventory of host country contracts would be
useful to AID. This inventory is needed to enable AID to carry out its
statutory and administrative responsibilities. For example, this information
is needed in order for (1) AID management to assure compliance with Federal
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and AID rn?ulations. (2) the Office of Inspector General to ensure adequate
audit and inspection coverage, and (3) the Office of Legislative Affairs to
report necessary data to the Congress.

Conclusions and Recommendations

AID has not developed the required inventory on host country contracts and

contractors. A basic problem precluding the development of the inventory is a
general lack of concern or inadequate monitoring procedures to assure accurate
reporting. An accurate inventory is needed to enable AID offices to effec-

::1 :oly and efficiently perform their statutory and administrative responsibil-
ties.

Accordingly, we recommend that:

Recommendation No. 4

The of“ice assigned responsibility for monitoring
the area of host country contracting develop
procedures for ensuring that an accurate
inventory system is maintained on host country
contracts.

Recommendation No. 5

The office develop guidelines on the types of
contracts and related data that should be
reported by Missions. The guidelines also should
address (a) the information needs of users of the
deta to be reported, (b) reporting of active
contracts valued at less than $100,000, and (c)
inactive and expired contracts.
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MEMORANDUM 2 0 SEP 1934

TO: RIG/A/VW, Mr. E. John Eckmao

FROM: AA/M, R. T. Rollis, Jr.

SUBJECT: Office of Inspector General Draft Report, Host
Country Contracting: Assessing Host Country
Capabilities and Practices and Reporting Host Country
Contracts

This response only includes the comments of the Bureau for
Managenent {(i.e., M/FM and M/SER/CM). The short time
established for revies in your covering memo dated August 31
does not allow for coordination with the Regional Bureaus and
{ssions as you requested.

There are some fine points in the draft report we would like to
bring to your attention.

1. On page 9, the draft report says that dandbook 17 assigns
M/SER/CM responsibility to review host country contracting
capahilities. As a practical matter, {/SEP/CM has done very
little in this area. All operational responsibility for
host country contracts flows to the regional Assistant
Administrators and then to “ission Directors (under
Delegations of Authority 5 and 38 and redelegations
thereunder). The Deputy Administrator directed on March 10,
1977, that "As circumstances require, Megional Bureaus 4111
be responsible for seeking the advice and guidance of SER/CM
{n. . . evaluating. . . cooperating country procuring
agencies." Handbook 17 is not accurate in assigning review
responsibility, and M/SER/CH will take the appropriate
action to have it changed.

2, Page 13-14. While we agree that the Departments of Defense
and Energy have useful methodologies for assessing
procurement {mainly domestically-based U. S. Government
procureaent systems) which certainly merit detailed review,
we point out that the A.I.D. assessnpents would be looking at
the operations of soverelgn foreizn governaents, and the
methodology would need to be modified accordingly.
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3. Page 18. It should be noted that SER/CM and ENGR were
requested by NE/PD to review the contract for the grain
silos project prior to A.L.D. approvel. Part of the delay
resulted because NE/PD, SER/CM, and ENGR felt the prices in
that contract were_infiated. As a result, several months
later, the contract was awarded at & price approximately $8
million less than originally negotiated.

4. Page 27. The Agency has recently revised and tightened its
policy on advances to host country contractors. This new
policy is contained in Chagcer 15 of Handbook 1, Supplement
B. Revisions_to Handbook ll, Chapters 1, 2, and 3 to
incorporate and implement the policy are in process.

5. Page 37. The comment, "For example, adequate guidelines
still had not beez developed on what types of contracts and
data should be reported,' is somewhat misleading. In April
1984, M/FM issued detailed instructions which requested the
field missions to report all host country contracts over
$100,000 active as of April 1, 1984. The instructions
included a detailed revised data sheet with instructions
concerning what information or data is requlired for each
{tem of the data sheet. Also included was a format and
{nstructions for a semi-annual summary inventory of active
host country contracts. In the instructions, Missions were
also asked to submit a data sheet for each new host country
contract signed after April 1, 1984 and also a data sheet
fyhenever a Host Country Contract is amended, terminated,

or expired."

In response to Recommendation Ho. 4, an automated system has
been developed and tested by M/SER/IRM. M/FM will commence
inputting data this month, The April 1, 1984 host country
contract data sheets received from Missions have been reviewed
for accuracy and consistency and edited. Follow-ups were sent
to Missions wherever clarification and/or additional data was
required. This procedure will be followed in the future. In
addition, a control system has been established to keep track
of all the award not.€fication cables sent to the Nffice of
Legislative Affairs and to match these sgainst the data sheets
for each country contract. Any discrepancy will be followed-
up. From the data base of the automated system, sixteen
standard reports will be generated for various users. Some
reports will be sent to M{ssions and Regional Bureaus listing
their inventory of active host country contracts. The
Missions/Regional Bureaus will be asked to review and confirnm
rhe inventory. The semi-annual summary inventory of active
country contracts submitted by M{gsions will also be reconciled
with the data in the automated system.
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In response to Recommendation No. 5, guidélines vere issued
prior to the completed automation. The automation process has
raised the need for further clarification which will be
addressed in M/PM's next revision. Sixteen reports have been
developed which have been accepted by the known users. Ve
expect the number of reports to expand as the capability of the
inventory system becomes more established; existing reports
will be refined as the needs become clearer. In reponse to the
Gray Amenduent, Missions may be asked to report active
contracts of less than $100,000 if the contractor is
minority-owned. Missions will also be required to delete
inactive or expired contracts on a routine basis.
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APPENDIX B

SEP - T! 1984
MEMORANDUM
TO: AR/M, BR. T. Rollis, Jc. 3;
FROM: DAA/ASIA, Eugene S. Staples .ssi

SUBJECT: Office of Inspector General Draft Report, Host Country
Contracting: Assessing Host Country Capabilities and
Practices, and Reporting Host Countcy Contracts

REF: Eckman/Rollis memorandum dated August 31, 1984

We agree that host country contracting is a significant factor,
among a number of othecrs, that can cause serious delays in
Prcoject implementation. 1Improved assessments, carcied out as an
integral pact of project design, can uncover some of the
weaknesses in host country contracting capability and lead to
proposed solutions to easure better management of the coatracting
process. Having said that, there will still be delays that arce
inhecent in a complicated process macrying host couatcy and AlD
pProcurement cequirements. We might note that while we continue
to try and impzove the AID direct contracting process, this too,
at times, can be a significant element in delaying project
start-up. Direct contracting would by no means be a paaacea by
itself as an altecnative to host count:y coatracting, in getting
at root causes of delays in project implementation.

We believe that Recommendation No. 2 for the development of an
improved methodology for pecrforming realistic assessments and
pctocedures for ensuring that assessments ace performed in the
design stages is sound and would prcovide better guidance to
Missions to carcy out this cesponsibility. An appropriate task
force with Regional Bureau participation would be able to develop
these quidelines.

Carcying out this assessment tesponsibilicy, however, will be
best done within the context of Mission Dizectors' and Regional
Bureaus' responsibility to assure sound analyses for design and
implementation of all project aspects includiag procucement
tesponsibility. Thus we don't agree, and feel it impractical, to
establish one office (per Recommendation No. 1) with this
accountabilicy and with authority over and independent of
Missions and Regional Bureaus. We feel this would undezmine the
delegations, responsibilities and types of accountabilicy
provided to Missions and Regional Bureaus. Steps can be taken by
the Bureaus to better ensuce that the appropriace assessmeonts ace
caccied out by the Missions, in pact cthrough the improved
mechodological approach and refined procedures cecommended in the
audit zeport. We believe that incceasing support to Missions for
design and implementation (including procurement planning and
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pte-implementation) and measures to improve and reward Mission
implementation pecsonnel are more likely to alleviate the real
pcoblems. (See Auditor's MNote)

Concecrning Recommendation No. 3, each Regional and Central Bureau
iavolved, together could develop the necessary appcoach for
monitoring the key concerns and information needs in the area of

hos* country contracting.

Recommendation No. 4 and 5 are reasonable and appropriate for an
existing Centzal Bureau, possibly SER/CM or M/FM. To keep the
cequirements and workload to a minimum, considerable thought
should be given to priority informational needs and types of
contracts that need to be reported through any established systen.

cc: ASIA/EMS, MTumblin
ASIA/PD, RPratt
ASIA/EA, DMerczill

recommendation included in the draft report was revised.
}:: final report does not recommend that the designated office
have authority over the regional bureaus or be accountable for
selecting the appropriate contracting mode. The final report
recommends that the designated office be responsible for
ensuring implementation of AID's policy on host country

contracting.

Auditor's Note:
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APPENDIX C

HOST COUNTRY CONTRACTING:
ASSESSING HOST COUNTRY CAPABIDLITIES AND PRACTICES,
AND REPORTING HOST COUNTRY CONTRACTS

List of Report Recommendations

Recommendation No. 1 18

The Administrator make one office specifically
responsible for the area of host country contracting.
This office should (a) be independent of organizations
already assigned responsibilities to perform assess-
ments and assure that the assessments are perforwed,
(b) have the authority and staff resources to ensure
implementation of AID's policy on the use of host
country contracting, and (c) report semi-annually to
the Administrator on the compliance with AID's policy
on host country contracting, accomplishments toward
ﬂtnupo‘:icy's objectives, and problem areas requiring
attention.

Recommendation lio. 2 19

The Administrator should establish a task force to
develop (a) a methodology for performing realistic
assessments and (b) procedures for ensuring that
assessments are performed in the design stages for
future projects and timely scheduled for current
projects.

Recommendation No. 3 19

The accountable office should develop a program and
procedures for monitoring the overall areas of host
country contracting.

Recommendation No. 4 22

The office assigned responsibility for monitoring
the area of host country contracting develop
procedures for ensuring that an accurate
inventory system is maintained on host country
contracts.
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HOST COUNTRY CONTRACTING:
ASSESSING HOST COUNTRY CAPABIDLITIES AMD PRACTICES,
AND REPORTING HOST COUNTRY CONTRACTS

List of Report Recosmendations (Cont)

Recommendation No. S5

The office develop guidelines on the types of
contracts and related data that should be
reported by Missions. The guidelines also should
address (a) the information needs of users of the
data to be reported, (b) reporting of active
contracts valued at less than $1C0,000, and (c)
inactive and expired contracts.



HOST COUNTRY CONTRACTING:
ASSESSING HOST COUNTRY CAPABIDLITIES AND PRACTICES,
AND REPORTING HOST COUNTRY CONTRACTS

List of Report Recipients

Assistant to the Adainistrator for Management, AA/M

Associate Assistant to the Administrator for Management
Services, M/AAA/SER

Assistant Administrator, Bureau for Asia, AA/ASIA
Acsistant Administrator, Bureau for Near East, AA/NE

Assistant Adainistrator, Bureau for Latin America
and the Caribbean, AA/LAC

Assistant Administrator, Bureau for Africa, AAJAFR
Assistant to the Administrator for External Affairs, AA/XA
Office of Media, Bureau for External Affairs, XA/PAM
Bureau For Program and Policy Coordination, PPC/EA
Center for Development Information and Evaluation, PPC/CDIE
Office of Financial Management, M/FM
Office of Legislative Affairs, LEG
Office of the General Counsel, GC
AlID Overseas Offices
Office of Inspector General, 1G

RIG/A/Nairobi

RIG/A/Manila

RIG/A/Cairo

RIG/A/Karachi

RIG/A/Dakar

RIG/A/LA/NM
AIG/A
1G/PPP

16/11
1G/EMS/CER
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