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Dear Mr. Rollis: 

Attached for your information and use is a copy of our audit report entitled 
'Personal Services Contracting Practices imployed by Certain Missions in AID's 
Latin America anld Caribbean Bureau." The audit was made by the Regional 
Inspector General for Audit/Tegucigalpa to determine whether the Agency had in 
place clearly established guidelines, procedures, and regulations governing 
contracts for personal services, and whether USAID Missions were contracting 
for personal services in accordance with those guidelines. We also reviewed 
the accuracy of contractors reporting their prior salaries and work experiences
 
on applicable U.S. Governuijent forms. 

Clear, well-defined regulations, guidelines, and procedures governing personal 
services contracting practices were not readily available to contracting 
officers who needed them. Furthermore, USAIID Missions were net consistently 
adhering to what guidance was available; nor we-e they always exercising sound 
business judgment or protecting U.S. Goverment interests in executing this 
type of services agreement. Moreover, we found no indication that any 
sanctions were being applied for non-compliance with Agency rules and 
regulations in this area. 

We attempted to verify whether personal services contractors llad accurately 
reported their past salary and work histories. Responses to our inqririeo of 
former employers teil(ed to Coll; lt t'ported salar :5s anid emllploym'lelt 
experiences, out over 50 percent of our iliqtirie, Welt illnanswered. MIoreover, 
in those iilstlnces where reported Salariesw' re reviewed ill detail, we found 
that the salary histories reported were often i accurate or iiiisleadinlg. 'Ti s 
showed that coifirmat ioins by previo0s eil)loye rs could riot always be relied 
upoll. 



The recomendations are made in this report to improve the Agency's rules and 
regulations governing personal services contracts and to strengthen its 
ability to ensure compliance with sound contracting practices in tWe future. 
Recommendation No. 2 is for your personal action and its implementation is 
considered crucial 
if current personal services contracting deficiencies are
 
to be quickly and adequately addressed.
 

Please advise me within 30 days of what actions have been taken or are planned
in order to implement the four report recomendations. 

Sincerely,
 

N~nes B. lDrniI 
Assistant inspector General
 
for Audit
 



EXECUTIVE SUMMARY
 

A personal services contractor (P.C) is an individual whose personal
 
services are contracted for and paid directly by All). By regulation,
 
personal services contracts establish an "employer-employee" relationship
 
between the individual and AID. It is not intended that PSCs work
 
independently; they are to act at the direction and under the supervision
 
of AID direct-hire employees. PSCs may be American, third-country or
 
host-country nationals; however, this report deals only with American
 
citizen or resident alien PSCs. Given current restrictions on the ninber
 
of direct-hire (Foreign Service) employees AID may station abroad, the
 
Agency has resorted increasingly to the use of the PSC employment format
 
co augment its staff capability at overseas Missions. In late 1984,
 
approximately 155 individuals were working in some 15 USAID Missions and
 
offices in AID's Latin America and Caribbean region alone under personal
 
services contracts.
 

The results of our audit indicated the need for clear, concise and 
well-defined regulatiois, guidelines and procedures governing personal 
services contracting practices. Such guidance was not readily available 
to contracting officers. Furthermore, USAID Missions were not 
consistently adhering to what guidance was available nor were they always 
exercising sound business judgment or protecting USG interests in 
executing this type of services agreement. Moreover, we found no 
indication that any sanctions were being applied for non-compliance with 
Agency rules and regulations in thi- area. We also detected certain 
problems relating to the F.I.C.A. and Federal Tax provisions of personal 
services contracts.
 

The Regional Inslpector General for Audit, Tegucigalpa (RIG/A/T) reviewed 
certain USAID Missions' procedures for contracting for personal services 
from U.S. citizens and U.S. resident aliens. The objectives of our 
review were to determine whether the Agency had in place clearly 
established guidelines, procedures .nd regulations governing contracts 
for personal services, and whether USAID Missions were contracting for 
personal services in accordance with those guidelines. We also sought to 
determine if contractors were accurately reporting their prior salaries 
and work experiences on applicable I.S. Govertunent forms. The review was 
done in Washington, i). C. and at five IJSAIIUs in the latin America and 
Caribbean region. The review covered active contracts as well as sfne 
that had been completed at the time of our visits to the 1LSAIl)s. We made 
our review of Mission contractl:ig activities during the period October 
1984 to March 198S and continued our' review of app~licable laws and 
regul a 1,i os tint i I the da te of i sSuialfce of th i s report. 

Frotni the thant 80 fi lt'v at. five Missionstor, 1,fSC reviewed the 11SAIl) that 
W( vi s ited , tLhe basic inforiuition required for fo rma I , arms-length 
negot iat. as of't(it imsett theOls e from rcord. 

. 



59 files (68 percent of those reviewed) contained no Standard Form 
171 (Personal Qualifications Statement) or its equivalent, although
 

completion of this document is basic to Federal hiring practices.
 

In many cases the records contained neither a job description from 

the technical office ordering the personal services nor a 

Memorandum of Negotiation by the coatracting officer responsible 

for entering into the contractual obligation on behalf of All). 

In almost no case did we encounter evidence that would indicate
 

that prior salary histories and work experiences had been verified
 

by the Mission inconnection with their screening of 1SC candidates.
 

Our report contains several examples of loose contracting practices sane
 
abuses of this increasingly
of which could be considered serious 

important employnent format. They are symptomatic, in our view, of the 
need of review anddeficiencies of an employment system in urgent 


one Mission that was not withholding
corrective action. We also found 

its over a dozen personal
F.I.C.A. or Federal Income Taxes from any of 


services contractors. The recommendations made in this report are
 

designed to improve the Agency's rules and regulations governing personal
 

services contracts and to strengthen the Agency's ability to ensure
 

compliance with sound contracting practices in the future.
 

- H 



REVI EV OF 
PERSONAL SERVICES CONTRACTING PRACTICES 

EMPLOYED BY CERTAIN MISSIONS IN AID'S LATIN AMERICA AND 
CARIBBEAN BUREAU 

TABLE OF CONTENTS 
Page 

PART I - INTRODUCTION ....... ...................... 1 

A. Background ..... ................... . I 

B. Audit Objectives and Scope . . . . . . . . . . .. 1 

PART I I - RESULTS OF AUD IT .... ............. . . . . . . 3 

A. Findings ...... .................. . . . . 3 

1. AID Objectives and Guidelines in Personal 
Services Contracting Need to be Clearly 
Difined ..... ....................... 3 

2. Personal Services Contracts Were Not Based 
on Arm's Length Negotiatiors ...... 6 

3. AID Contract Information Bulletins (CIB) Are 
Not Sufficiently Specific and Are Not Being 
Followed ......... ................... 8 

4. Contracting officers Are Responsible for 
Negotiating Personal Services Contracts 
and Must Assume that Responsibility . . . . . . 9 

S. Examples of Loose or Abusive Personal 
Services Contracting Practices . . . . . . . . 12 

B. Conclusions and Recoimnendations . . . . . . . . . . 17 

C. Other Significant 
Regarding Personal 

Issues and Recommendations 
Services Contracting . . . . . 20 

PART III - EXlIBi'S Ni) PPENI)ICFS 

A. Lxhibi ts 

I. Aplxmdix A - Respective Roles of Contracting 
and Other l'ersonnel in the All) Procurement 
Process - All) llandbook 14 - Jriocurement 
ReguIa t ions................... . . . 23 



Appendix G - Approval and Rep)orting Procedures
 
for Contractor Salaries - All) Handbook 14
 
Procurement Regulations ........... ... 25
 

3. 	 Memorandum from USAIl)/A l)irector to
 
Contracting Officer Creating the "Salary History"
 
of Personal Services Contractor ...... 27
 

4. 	 Contractor Employee Biographical Data Sheet -
Example of Contractors' Inattention to Re
qui rements by Failing to Conplete Biographical Data
 
Sheet in a Minimally Acceptable Manner. . .. 29
 

S. 	 1983 STATE' Telegram L.2030b (8/q/83), Salary Setting
 
Procedures for IJ.S. Direct-lHire fmployees... 30
 

6. 	 SF 1034 - An Inappropriate P.SC Payment Voucher 

Format ..... ..................... 	 ..... 32
 

B. 	 Appendices 

1. List of Recommendations 

2. Report Distribution 



REVI EW OF
 
PI]RSONAL SIRVICES CONTRACTING F1RAc[IICES
 

1IPLOYED BY CERTAIN MISSIONS IN AII)'S lATIN AMI3ICA AND
 
CARIBBFAN BUREAU 

PART I - INTRODUCTION 

A. Background 

USAII) Missions in Latin America and the Caribbean (IAC) enter into direct 
contracts with U.S. citizens and U.S. resident aliens (among others) to 
help supplement their professional and administrative staffs. These 
agreements between the USAII)s and the individuals are called Personal 
Services Contracts (lSCs). AID's Handbook 14, Appendix 1), entitled 
Direct All) Contracts with U.S. Citizens or U.S. Residents for Personal 
Services Abroad, - defines a tSC as ".... one which establ ishes an 
employer-employee relationship". Appendix I) is codified in Title 48, 
Chapter 7, Code of Federal Regulations, entitled "Federal Acquisition 
Regulations System" (formerly Apxmdix F of 11 CFR 7, entitled "Public 
Contracts and Property ManagemenIt"). The personal services contractors 
perform duties similar to those of direct-hire All) employees. However, 
there are certain limitations on the scope of their duties. For example, 
they do not have the authority to obligate All) funds or to commit All) to 
contractual agreements. 

The legal bas is for AlI)' s authority to enter into contracts wi th 
individuals for pwrsonal services abroad is Se':tion 636(a)(3) of the 
Foreign Assistance Act of 1961 (Public law 87-195) (FAA), as amended. 
Pursuant to this authority, individuals working tinder personal services 
contracts frequently jwrform functions critical to the fulfillment of All) 
object ives. As of mid-December 1984, over 155 individuals were working 
in [SAID .Missions throtughout litin tvnerica and the Caribbean under lSCs. 
This figure is equivalent to 48 percent of the approximately 320 U.S. 
direct-hire personnel working in the region during the same peri(l. They 
are performing administrative functions, such as assistant administrative 
of f i cers , and program fuIctions, such as project managers and assistant 
project manager s. k cause of theii- numbers and intcreasing ipnportance to 
All)'s op rati ons, the selection and contracting of 1SCs requ ires care, 
cons istel(y attd ("lose adheren(e to appl i cable regulait ios. 

11. Mud It1 (1) . ctivv. atridi ! 

The ional 1 tlE ttor Gee rl for Audit, 'ltguc Iga Ipa (RI(;/Ai') reviewed 
the pract I(ev tol lowed by tertain All) Missions in the IAC region in 
Conta'iC tlng 'o 1r,'tsC, al sirvL5 Ilof Ii.S. citizvns antd I. S. resident 
ll',. h, ( s t ested ait' of prior ,altarles and.11 Y) ldc! ively thew uacy 

vftijl oyetnt hin.dorivo l r'piX)lo by I,.;(: appl icilt fo'rd the o)t t helt iolls 
elployriett ()I Illol:raip it ,II t(.j !,heets. The jurp o0e1 of t lI t'evi.w wtv' 

. I 



to determine whether: (i) AID's regulations, procedures and guidelines
 
(ii) UISAIDgoverning contracting for personal services were adequate; 

contracting officers were adhering to established regulations, procedures 

and guidelines; and (iii) contractors were accurately reporting prior 

salaries and w)rk experiences on their emIp loy'ment appl icat ions and 

Biourainhical Data Sheets. 

Our '-view universe conlprised hIe I11 All) Missions in the Latin America 
region. W'e visited five of ti ose Missions, reviewedand Caribbean (IAC) 

over 80 1131C files (over 50 percent of the 155 PSCs in the [AC Region), 
and sent letters to 25 former employers of 22 PSCs request ing written 

reported prior salaries and work experience. Inverifications of their 

former employers' salarycerta in cases 6e verified the accuracy of 

confirmattions. We interviewed All) Officials and employees in the 

Contract Management, Financial Management andA1D/Washington offices of 

the IAC Bureau, as well as Contracting Officers, Controllers and other 
the Missions visited. As noted
officials and employees as necessary at 


lSCs in the IAC Region represent a significant portion ofabove the 155 

All)'!, work-force in the reg ion.
 

'Ibis Was mainly a functional/compi ialnce review. We did nut review or 

at tempt to IIIa te iLac p(erforilnce or compl iiaice Wi ithevat co Ltots' 
[see e.g., 48 CFR 7, Appendix J,Paragraphlimitations on PSC functions 


various Mission Officials, certain4(b) j. However, in iieeting wi ith 

Ix,rforiiu ce asixcts were d iscussed and :oisidered as deemed necessary.
 

2 



REVIEW OF
 
PERSONAL SIV1CS CION'IRAC[IN(; tRACrlC.S
 

LIPLOYED BY CERTAIN MISSIONS INAID'S lATIN AMiR1CA AND
 
CAR IBl h N I1I{lktU 

PART I1 - RLSLJl'IS OF AUD!T 

A. 	 Findings 

1. 	 MI) Objectives and Guidelines in Personal Services Contracting Need 
to be Clearly lt ined 

There are Federal and All) regulations as well as All) laidbook guidance 
diich address the function ofand requirements based on those regulations 

contracting for personal services. While the regulations are specific as 

to 	 %hat is to be included in the contract agreements, they are not 

sufficiently specific or comprehens i ve in prov i(ing c ri ter ia and 
guidelines for negotiating the contracts or in providing sanctions for 

failure to comply with the regulations. Further, what guidelines do 
exist are not easy to find and sometimes di ffi cult t,) -omprehend. 

All) procurement pol icies alld procedures are set forth in the All) 
the All) ProcurementAcquisition Regulation (AIDAR), 48 CtR 7 (formerly 

Regulation - AI1DIR, 41 Ci( 7). le AI)AR is incorlxrated in All) litadbook 
14 and became effective on April 1, 1984. Our review of the AIDAR failed 

to disclose any simple, direct statement of the procedures to be utilized 
in contracting for personal services. Yet, despite the AIDAR 
shortcomings , cer ta in appl icable regulations apparently required, as a 

in awarding personal servi-CCSinimtil, molon-Cpetitiye negotiation 
conLtracts abroad (Al l)i 7-3. 107- 50; 41 CIR 7-3. 107-50). (See also AII)IR 
Notice 84-1.) In perini tt ing non-coinpet it ive proctirement, Secti on 
7-3. 107-50 reqtiired consideration of as iany sources as practicable, 
including informal solicitation to the maximul feasible extent. Further, 
each contrac t file was re qui red to incltide aipiropriate explanation and 

effe(:t yei ;.ld w'isapIplicale 	 v(ilive 

support 
107-51; 

ju.it i yi ig the noncompet it ive 

41 Cj*1 7-3. 107-51, Authori 
award. 
y to 

(Sce also, AIDIR 7-3. 

approve ioncomli t i t i e 

j)rc urell;l ts . ) 

Oil Apiri 1 1, I1084, the Fede ra I 
to all 

A ql i s i tioi 
Iederal ! 

egi I at iol 
aIienivi1eS 

( FAd) 
. 

becaine 
Ihe FAR 

explicitly alppl I*' to the acquiisition of services by contrac t (FAR 1.103;
 

FAR . It isSUI emented for All) purposes by the AIIOAR. ilHowever,
1 1 ). 

tite- provi:;ils o (f it AI1 11V cited above illaililed apl)lt able tiitil April
 

1, 198 1 . ( i rerail A(qu sit IonCiruilar 84-1.)Fvm 

Priot to It, allriildiivlit, tftfevivv April 1, AlI, 37.105 relui red thlat 

(1)t1 'mt-a, lot ,r -I-" he0 g forliil aidver tising wiwarlred '1'iOiigh itnheever 

and wten not feilbivle and practicable,divasiii, lli 1 p1,;t i (allv' 

-3 



negotition could be authorized. FAR 37.105 went Gn to state that eve 
when negotiation was authorized, "conpetition still must be olbtained to 
the maximum practicable extent ...." 

Etfective April 1, 1985, FAR 37. 105 was ainendcd by the Ccmpctition in 
Contracting Act, Public law 98-369, 1/ to conform that section to the hew 
general rule that contracts must be awarded on the basis of "full and 
open competition," meaning tbit all responsible sourccs are permitted Lo 
compete (FAR 6.000; FAR 6.003). Present FAR 37.105 reads as follows: 

37.105 (;oImp(!Liticin in service contracti ig 

a) Uinless (",ierwise provided by -,tute , contracts for 

services shall be awarded through sealed bidding whenever 
the conditions in 0.401(a) are met, (except see 6.401(b)). 

b) The provisions of staLate and Part 6 of this 
regulation requiring comptit" :. apply fully to service 
contracts. The method of contracting used to provide for 
compeL it i on may vary with the type of service being 
acquired aid may iot necessarily be Ii in i ted to price 
compe i t ion. 

The full arid open comlktition contempl ted by FAR 37.105 can be achieved 
through sealed bidding or through "negotiation" .hen sealed bidding is 
inappropriate (FAR 6. l0; FAR 0.401(a); FAR 6.401(b); FAR 15.101; FAR 
15.102). 2/ "Negotiation" as used in this context is "a procedure that 
includes the receipt of proposals from offerors, pcrmits bargaining, and 
usually affords offerors an opportunity to revise their offers before 
award of a contract.11 

-7"it-- vai'rs noting that dCspi te general FAR appIicablity, All) maintained 
thu t i t s txxempn)tion froilFederal comxetit ive procurement regulations (41 
CJ.1 7-3.107- 50) for personal services contracting abroad also applied to 
the FAR r(quireents,. However, tie statutory changes ini the FAR which 
becamne effecti ,veApril 1, 1985 (Competition in Contract ing Act, Public 
Law 98.309) a pjx'ar to r'eslve this confusion by fa ii I ng to elido r se any 
such geli Ir I (xepij)t i on fo r All) pe r soniI serv ic(es cont rac ti g. 

According Iy, the piov i s itn of tlhe FAR now appear Lo bt illy apica0IvIpI b 
to All) prot urement of per soia I seVictes abroad as confirmed in SIATFI 
T? ltitrllegra7 l190 (,4/85), rtil). ioiled "liter iin I1iliallu - Miss ion 
Implemptilin ofl le (ompel it iol intllotlLiact ilg t t ." 

2/' FAR b.001 and FAR . St lor t ht , l in aill exteptIitill, Io11 Pl'Xeti 
Iequi red "full and opviell ( oiunW't II illi. '' Nolne ,ipjwar", aI)p I I al) Ihe to 
p1.i,1 ,--l-'IvI I t I at in, illdit|l maI ii n "V%.'It I . lIMlt taii 0.1(d li) 1 Itt t 

. 'I 
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Since a competitive process is now required by the FAR, it is hard to 
understand why the AIDAR makes no direct mention of this requirement with 
respect to contracts for personal services. In fact, the provisions 
affecting personal services contracting are so vague and scattered as to 
be vi rtuall useless to those who need them most -- AlI) employees 
delegated contracting responsibilities in the f|e1d. lose defects 
notwithstanding, at least one clear message can be gleaned from reading 
the FAR and the AI)AR -- personal services comtracting procedures and 
practices must protect the interests of the I.S. Government and obtain 
the services Pneded at a fair price. As of April I, 1985, at least, such 
procedures and practices requi re sanIe form of coImpeti tive procuremnelt. 
At a miniInr , the process must entail arms-length negotiation. 

According to All)'s Contract Mtanagement Office (S I/Cx1), All) Ifandlbook 14, 
Appendix D 3/ (N48 CHO 7, Appendix I)) is the hasic guide for contracting 
for pert ;oIal services by U.S. citizens and I.S. resident aliens. 4/ It 
sets forth "... the authority, policy aind provisions under whicii All may 
contract wi th individual U.S. citizens or U.S. residents to provide 
personal services abroad." loever, piesent Appendix ) does not outline 
specific P'ocedures to be followed nor does it ctirrently require hat All) 
contracting officers obtain data which would be essential to the conduct 
of reasonable, info rmed, arms-length nregotiations. 

Guid lanice to coit rac tinrg oticers in the execution of personal services 
cont racts is contained in Paragraph S of Appendix lh "Blecutin g a 'ersonal 
Services Contract." It states in Subparagraph (a) that in executing a 
contract, the colntractinrg activity is to ensure that: 

(a) The following approvalIs for the proposed contractor 
have be rin obtai!ed: ( ) Sectrin i ty claranice , to the 
extent reqli red by AII hltdh)ok (--Scurity. (2) Miss ion 
ind tlcoulit ry c I aran[I(e , ts appropriat(e. ( 3" kd i cal 
clearatie basd Ol c elt iti cr i on by i I ('li .ed 
plhys;itian. Svd ca I I u:ratice -Irquireiiiets apply to the 
cont rat I adl to ci d,'petideint who I,, :tuthor i zl to 
travel t l}1e ovi'st-ia'l lj))t|. 

7ATI~-nd x ), -iit I tled "Dit let I AIN~ (Amt ract % h it Ii . S. (A I I zens or IJ.S 
R~es id-n t n I Jo Wi'rmota I;'vi v i vs 1 rmd''. 

4/ S I Il I'N Ict al tl .a dlii l t \p ridr x J .18 (J"1 7, App'id x J) wh i II 
' )iK (It 'I UlI ' (JoI ra

'Ill ',, I o()It.11 1,111 pl+0>t( uth s f I let I Ahl) ts wi th 
otJ t'lc I I llg (tilil i y init Ioiw I% adt i h IhIIi i o( lliti y n tI tonl I o0 

0l ,' 'It . I,.t Isir o(i AppeNqm I ',+.tl lI . t". vd.tlijtt I l pijx owl dlrx 
f'(yJllI III -,k . t s ait-I tI Ipol t , but I1 1114111y 1C,",J I t the 

f' pi tjwt All, i % I i frmll ",elttI alt ,'llI l1 .IWhl ,,'. ptol l. ms, tiihi'r en 
inA ,l . t AIT I tto 1"11% 1t 'lt~lAllmIl .1 ll 

I1 

I h ',a% ,I 'lv I' ' , ,Ii tli t 
' l lct.,l1-f ()I llt( l1",#A W, W.I',, '0 I"I" I f 11',V 11,I14I1, IN11114 1). 



Subparagraph (b) places certain limits on compensation and Subparagraphs 
(c), (d), (e), (f), and (g) cover details of contract format, contract 
funding, and contractor obligations. 1owever, nowhere in the guidance 
for contract execution is any mention made of the procedures to be 
Lollowed in arriving at the terms of the contract itself or in 
determining whether or not the personal services are necessary in the 
first place. To illustrate this point, Appendix I does not require that 
any of the following documents be prepared or obtained by the contracting 
nffi rpr nrior to Pyeonrion of the contract: 

Position IDescription from the Teclnical Office requiring the
 
personal services, fully detailing respxonsi 1i lit i es and requi red 
qualifications; 

-- Standard Form 171 or 174 - P'ersonal Qualifications Statement; 

Contract Negotiator's Checklist; 

All) 	Form 1420-17 - Contractor lnployee Biographical Data Sheet; 

- - Mlemorandum of Negotiation. 

Without tools such as those listed above, no serious negotiation of any 
kind can take place; the contracting responsibility is reduced to little 
more than a clerical function. Nothing in either the FAR or the AII)AR 
contemplates loose practices of this kind, yet the lack of specific and 
clearly defined guidance virtually ensures it. Moreover, neither a 
contractor who is less than truthful in providing information as to 
his/her qualifications nor a contracting officer who fails to follow 
reasonable procedures in ascertaining the candidate's qualifications is 
subject to any sanctions for any acts of comiss ion or omission utnder 
current All) p)rocedures. The resulting contracts, no iatter how defCLtive 

their negotiation or award, remain va lid and binding on tLhe U.S. 
(overilriL t. 

2. 	 Personal Services Con tract s ere Not la!,ed on Arms-Length
NeIotI t iiOtIS 

Iii an apparent 4-l fort t () li I sit e of the, gaps outLI invd above, SIN/CM 
issued (:onti ract lni or mat ion BuI let In ((C111) 8"-7 / to all contracting 
officers oil May 10, 19h2. Its subject was "Checklist for l'ersonal 
S .rvi ces (Anit rat t.s (IPCs), " and it inc ltided a clearly-stated reqiiretnelnt. 
that, in pireparin al INC, tiht' tOltlacti lug offitr is r"spotisi ble for 
oisutI'ilg that ai 'm'l(allldlum i of Iit'g) tiiliofl has bhvI pr(Te ared and placed 

InI tit, ontract i t'," It I' l r qu i relnll W.I., reI ter ein II evXat ly tIthe 

. / Cunt rI' mclli maI.t ,I loll lletVtills, ;et, i,ie'ef lj<'lrio<flt 1ll hr lhe (fl jce 

of ( 
outlu 

!lItat I 
t i.u 

,Ma 
oft 

Pgeme'lvlt 
toel's, of 

to 
(lolt 

alvise o"thue 
n to(Dllll tai t 

Al 
, l 

Iiofflip , IJAIJU, arid 
,lit y, rv.,lattons, and 

requ ii ellie'll ,. 

- (J -



same language in CIB 84-30, ai ujxlate of C'lB 82-7 issued oi December 12, 
1984. I/ This would inply that SIR( at least saw a continling ieed to 

document the fact and subsLance of negotiation n execiin ing a personal 

services 	 coitraCt 

Despite tbhis, we believe there ie several signifi cant factts of the 

wmm in 

of out" audit re:;tlts , stronlly sug'ost 1h..1 the minimum prerequisite of 

meaningfl, alrois -ltletgth negotiatlOil ol per Solial services tontracts is 

frequelitly not itkiig place: 

"1lil(leliOl'llldtill of iegot i t inOlg" F(atlnirerll .l. liili , ,hie viewed t lit 1ight 

- - ' (Clii "liqoi retiell t" for ,a melmot)l-anldill, O)f negotiatiOIl hit lit) force or 

the COn trFacts are va li Wi ti1thtit the mmtrand)u'mlidtlli be iigetfect , be cause 
on fi Ie, aid nlit SactOils atta ch if the requ i remenits of tie CIll1B are 

not met. urthiermote, Appendix l of All) Handbook 14 does not address 

the ConCept of tiatin a ci×'-:,onal services contract alnd ,does not 

that I of be1C1 re a Illl-biiTuln Iit'gotia Iaion placed ill ti contract 
file. 

-- [In the majol i tV of IC fi I's we reviewed 	 thiet- was ItlsuffiCif'llt 
of f i cer t) et fect ivetlyitfor':at-i ol to pe1n i t tIeit contracting 


''lli.g)tiaLte'" a oltratt.
 

- - 'hti CIiB does not require that the cotrlatct file% Coiltalni be baisic 

tools for ilegotiatilg ,a Lonta't, such as a Standardl oriii 171 (IJ.S. 

(k~vernirint jo) apil icationl - '1ersoal I Qual itica tiolS Sta temelt") and 

in adequate just ificlt loll for lit ilizing a INC to meet a particullar 

All) objeC tive. 

ieW moLt part , the telms anlidhie Iiave t hccileorv coil( Idel iiit , lot 

l *atrviLVS Coi It. t S ailnti their respective sallarycond iL iotan of Ile, 
wards have not been le,,otiatled t all,. biut rathiier Wae been ar Ived at 

eu aillother ily in the.ir lack of'by iifoiIIl 'lt, it) ,alda similar ol (mII 	 Al 1)i ih ll t¢if (,) ilh ' b)a%I( re(qulire n'l'll~, (dt I':}t 	 Inegll, otialtionl 

but primaril yi ttoioi i theJ A-(il-811 30 ,y, vl,,t e,, ,ind ,ti.l', ChI 8,1-7, 
IB 82- 7 to t te li'tiV I lJi I A]1) i'I w. ti(lli11(l tt itlip 	 tiejstiist li t' of AID) At(Ju nl Il int ko-Wtilatl ionI t l tilt Ionl%., Howelve.r, there K'Regtulat li to file' 

oli %I I I I at I, ie llltInw , I ill+,' ofI .1l1, tll11' '. (AhIl 84-. ,O I' IpVel ally 

III II ,htIIIllIig
ig al ap 

111(It Ion 	 of t .t tci(11pcIt I Vt l plotf",s Ithat ( ,;dld he IZ',l In 

's* ll, (:Ili 'd whi lo I olImilP'I Ilolid1 It 'IIh' flat I le 82-7 had Imi that 

t(0ipet1 1i omI Wall nt I equhl eddI i n oait I'l. I or 1.e te(t I On. I 1 qill I I emi-it .. tot 

Wll.nlegol tat hadI ll t0 be III. , 1I t.Iloilol it alp! api l Iat ( I t w'll', 

lI hi oad '1 I,lItimel Ig1.11 JillUI l +
not Ilit I ludel In (,I It 84'-30, 1 traInig oit 

H ll ofo ,o I tIo t i te d m lt rt'd ,iit1d j 1t i'v, . A.. notedI Iat It' "'rI ', I 
above , I-Ak I'M7. t Itw ahloitl Ito I -(P II"' "iI 'ild op, ll 

tA ipel' it I toi," nt "',llat Ing a l W .it, to , lil IIy the' .ttuhll 11i. 



Handbook 17, "Organization iandbook," states ( in Chapter 18) that one of 
the functions of the Field Support and Review Branch of M/SER/ClI/SI) is to 
coinduc " ... both pre and post contract rev iews of Al D-direct contracts 
for conformance wi th regulations, policies, good business practices, and 
professional. standards." However, we found no indication either at the 
Missions or in AID/ashington that such a periodic review process was in 
existence. At least one reason for this is that the Field Support and 
Review Branch is generally staffed by only 3 to 4 people, two permanently 
assiogned andl one to two Foreiti Service Officers. 

The cases cited in report section 5 demonstrate what has happened in some 
Missions when sound, arms-length contracting procedures were not 
followed. 1,'e be Ii eve the conditions described in these cases are a 
direct resul t of deficient guidelines and regulations, an absence of 
meaningful negotiations, and extremely I imi ted oversight from AID's 
Contl'i-l-c I lanagelmerlt 0ffice. 

3. 	 All) (Contract Information ul let ins (ClBs) Are Not Sufficiently 
Spec if c and Are Not Being Followed 

hhiil, (:1B 81-30 places responsibilit, on the contracting off icers to 
ensure that iemoranda of negotiation are prepared for the contract files, 
it does iot require tIhat tmey obtain the underlying information necessary 
to prepare such memoranda. Implicit in the concept of a memorandum of 
nego t iat ion is that the contract in fact be negotiated. Yet ne ither CIH 
84-30 nor its predec,-ssor CDl 82-7 requires that the contracting officer 
Ob ta in t he basic d(octi1rej tat ion necessary to engage in serious, 
arms-length discussions with a p otent ial contractor that would justify 
the 	col:ixiitment of IISG funds. 

For examp!.., (1 B 84-30 does not requi re the contracting officer to 
speCi fical Ilv ohtainii a Staidard Fonri 171. liiring personnel for U.S. 
Gover nmten t ser vice at even t he molst basic levels requi res such a form, 
yet substantial comm it menits of USG funds are regularly made for personal 
services wI t ilout securing t lie injfoliait ion contained in this basic 
perls( ulll I docklillen t . This dot(Ceit requires that, amonj, other things, the 
prOsli lV. IY( 1 iS t prior work experiences and salaries earned. Upon 
Sigl ii thl I.0 ,ei I 1'C (,andidate affirms that. to tile best of his/her 
kmiowleip. ll- l l,,Is'tateld tIhlei alre true, coiiplete aid c orrect. That 
At f i r;i, in,t i tibe m t, t(ell fo'llowing admonitioll: 

A kilse jivt,ct ' t ) Iiny qJ i oil ill this daItlmite may be g rounds 
1)I il()t Cflipl O,lll gv no, (W' f,)t di,,lli s5,i ig )'() l ,i tel. yoil beg,ill 
woLk, ,l(d i;,v bv' it ltlllhahbl. y I I ille or impr"is(oll,, | (II.S. Code, 
l 1 	 . 1eI] , !.r( I oll ) 10 1 ). 
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AID Form 1420-17, Contractor nployee Biographical flata Sheet (Bio-data 
Sheet), used by AID to secure limited information from All) institutional 
contractors with respect to those employed by the contractor under an 
AID contract, was present in some PSC files reviewed, but this form lacks 
the completeness of the SF 171, and more importantly, lacks the complete 
certification and adionition contained in the SF 171. 

Of the more than 80 F'SC files we reviewed at five USAID Missions: 

59 files (68 percent) contained no Standard Form 171; 7/ 

46 files (53 percent) conta'ned no Bio-data Sheets (Form AID
 
1420-17);
 

50 files (57 percent) contained no Memoranda of Negotiation. 8/ 

In most of the files we reviewed, we found no checklist prepared by the
 
contracting officer to ensure that at least minimum documentation had 
been obtained and minimum criteria adhered to. Even more serious, in 
many cases job descriptions and job requirements prepared by the 
Technical Office for which the prospective contractor was being hired 
were lacking. 

4. 	Contracting Officers Are Responsible for Negotiating Personal
 
Services Contracts and Must Assume that Responsibility
 

Crucial to the concept of meaningful negotiation is the person
 
responsible for representing the interests of the party on whose behalf
 
lie/she acts. AIDAR Subpart 701.603-70 places such responsibility clearly
 
in the hands of the "contracting officer" in AID's procurement process:
 

7/ 	In many cases the files contained personal bio-data sheets, resumes, 
and/or personal applications for employment, but they did not always 
contain complete prior salary histories and addresses of former 
employers. These informal documents generally tend to place employee 
candidates in the best possible light and do not require affirmation 
that the statements contained therein are true and correct. In 
addition, they lack the consistency that can be achieved only witi' 
standard forms. 

8/ 	 One Mission was preparing memoranda of neg(otiation after the fact at 
the tinie the auditor was 1X'rto lnlilng this r!Vie(w. 

- 9 



A contracting officer represents the U.S. Government 
through the exercise ot his/her delegated authority to 
negotiate, sign, and administer contracts on behalf of 
the U.S. Government. The contracting officer's duties 
are sensi tive, specialized, and responsible. In order to 
insure proper accountability, and to preclude possible 
security, conflict of interest, or jurisdiction problems, 
it is All) policy that All) contracting officers must be 
II.S. citizen employees of th, U.S. Government. ItEmphasis 
ndhP1- I 

Where, as in this case, the interests of the I.S. Government require, as a 

minimum, arms-length negtt tion, anything less must be viewed as 
irresponsible conduct for whicli t contracting officer should be called 
to account, as contemplated by AII)AR Subpart 701.603-70. 1o re-enforce 
this concept, AII)AR Appendix A (48 CR 7, Appendix A) outlines in 
unmistakeable terms the roie of the contracting officer in the All) 
procurement process. Appendix A is set forth as Exhibit I to this 
report. It should be immediate, mandatory reading in its entirety for all 
contracting officers. (See also FAR 1.602; 6.101; 37.103.) 

The message in A1DAR Appendix A and the FAR is clear. A contracting 
offi cer in the All) procurement process is to exercise a high level of 
responsibility and is charged with protecting the interests of the U.S. 
Governmlnt. This is not a clerical function. To the extent that 
contracting officers simply ratify the wrk of others or permit 
pre-determined 'deals" to become reality, they are not in any way 
discharging their respofsihi lit ies in accordance with All) regulations. 

hen the standards outlined above and in Exhi i) i t I are applied to tile 
procurement of persona I services, the result requi res meaningful, 
informed, arm- lngth negotiation. Negotiation implies a process of 
informed give-and-take; not pre-arranged deals with friendly sources. In 
short, the contracting officer, when he/she signs a personal services 
contract on behalf of tLhe I.S. Government , is certifying that he/she has 
obtained needed personal services from the best availal)le source under the 
best avallalle terms and cond i t ions for tT Ilnite( Sta tes (overnment and 
T.s-d o(v s) in accordaYrnce wiTh appjRiialile law and regulat ions. 

As guidance- with resIx-ct Io the t 1i I ca 1 issue o f salary awards for 
personal services (ont ra( tors, AIDAR Append ix (; (,18 CI'N 7, Appendix C() 
sets forth the basic cri teria to be apIlied and places cla; 
respons ib I it.y for its, appli(at ion in the hands of coltrac ting officers. 
(Sehe hih it 2 to th is report. ) After a dist.ssliol of procedutl', in those 
i1S1 t,IlI(US whvre a Lon1t rat t or'N sal ary is to ex el th i'S-I level 
Apix-ndi (G ,fites in pal t 
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Salaries below the FS-l level should also be fully justified, 
even though formal approval procedures may not be involved. 
Personnel compensation negotiated and payable under AID contracts 
should be at the minimum levels necessary to attract needed 
teclical services in a cometitive market. Rates shouhbe 
determinedby the 'Market place" where the types of services are 
obtained. Using such criteria, very few salaries can be 
expected to avlroach or exceed t FeFS I level.
 

Actual discussions with contractors concerning salaries should be 
held only by persons authorized to negotiate and execute 
contracts. [Emphasis added.] 

Thus, the contracting officer, is by regulation AIl)'s salary negotiator,
 
required to follow guidelines contained in the regulations, and required to
 
justify his/her decision in each case.
 

Salary Verifications
 

In an effort to verify past salaries and employment of selected 
contractors, we sent letters to 2S former employers reported by 22 personal 
services contractors. The responses we received generally confirmed the 
salaries that had been reported by the contractors, but we received 
responses from only 10 employers. Therefore, we can make no informed 
judgment regarding the overall accuracy of prior salaries reported by 
personal services contractors. 

Ilowever, our in-depth analysis of certain PSC salary histories suggested 
the need for verification of salary and employment history prior to the 
execution of the contracts. For example, addresses shown on Bio-Data 
Sheets and SF 171s were not always clear and precise. If prospective. 
contractors knew that the:ir employment was contingent on their prior 
salaries being yerified, they would very likely provide more (xplicit 
inforoii tior which would facilitate, verification . 

In this connection it is interesting to noute the exte1nt of, detail that 
Al)'s Office of 'ersonnel tinagemem: t e xpects ilnthe negotiation of' salar Ies 
of pI)rospe'ctiye direut-lir. employees. Exihibit F to t his repoti r.ipresents 

retod~r(uction1 (for the sake of clarity) of' 1983 SIA'll'l1 'elegam 220306 
(A/5/83) (ontainilng this detai led guidance. We believe that no less care 
should he taken i mllnaking personal rI t contr 'tvices salatly awards. 

As ioted car Iier , All) Hatdbook 17, (.h. 1811 prov ides, t hatl tlmt Field Support 
aid R~eview ltrallt h of the S rvits Opera ti n.% llv is or, (11 ite of Colt ralct 
illlagellielit I' Ih) ( ()[11111( 1 "both pr' atnd j)',t (on t Ia.1 1 v lW S of 

AI)-,I il('. tintra( ts I o ( o i nlmol1 u,v WI ith reg lat 1ole). p lI IV,,, go'od 
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business pract ice, and professional standards.'" That mandate should be 
the authority by which every contracting officer is held accountable for 
his/her comrni Llten t of U.S. (kverruiielit funds. Our review found little, if 
any, evidence that contracting officer actions in this regard were being 
scrutinized, and no evidence that contracting officers were being held 
accountable for the failure to follow whit guidelines did exist. 

5. Examples of Loose or Abusive Personal Services Contracting Practices 

USAII) 'A' 

1. In March 1984, USAII) "A" was in the process of contracting for the 
services of "n ind ividual who had no clear salary history. The 

individl l's contract file contained no Bio-l)ata Sheet, St: 171 or 174, or 
security c learance and no evidence of prior salary verification. 
Never the Less, the Mission )i rector was o'... prepared to sign a 
contract. . . ' at all annual salary of $29,281.93 based on a "salary 
'history' '' that the Mission Director himself computed for the 15C. A 
contract was eventually executed for a salary of $3.,756. l-xhibit 3 to 
this report is a cop) of a memorandum written by the Mission Director to 
the 1SAII) contracting officer "reconstructing" the "salary 'history'" of 
the ISC candidate which subsequently resulted in a $33,7S6 contract. 

2. U1SAII) "A" has a Genera 1 Services Contract (i.e., not a personal 
services contact) with an entity that provides the Mi ssioll with its 
drivers, guards, cleaning and other general services required. Nearly 
100 eriiployees under this contract are host country nationials who are paid 
in local currency accordir;g to the local pay scale for such services. In 
addition, t.here were at least five Ui. S. citizens also working, for USAII) 
"A'' under the (General Servi c s Contract 6ho were being paid in U.S. 
do I llas and at I.S. pay scales. These individuals wre working as 
prog ram and project technicialts ,hose woik, as far as we conlId determiine, 
had nothlilng to do with ii aGeneral , ,rvices oe rat ioil and whio were 
essnLi,i I y pel"soil st lv ices Coltractors. Contract I rifnat ion Bill let ill 

Al) eral of 98-8,-&127 and in Ni i v 1Novemober 2S , prohibit contraCting 
with art1 orgall i :at ilon for tieI purpose0 of I's t ab i sh i ig I temporary 
Viiipl oyeve, rr I oi func tionIopy r tirtohp. T) is Is tlhe of direct pe rsonIal 
SelVlictes COttrat%withthf. indldividails livolved. 

3. A ,101vlt s lotr' (U Vled at IL AID at salary 
ahoIut $I,,)iM 6,a, he'llig (liverted to ,Ire1sident direct -hlle rnpIoyee at a 
Salar y (itabout $'0i,000. low-Ver, tli idivdlal r 'tql-rtti inl Ills SF 171 
tiat he( .a., aillillrig. abot $ 4 ,300 tindor Ill-, IV'rsonil1 serv tt,)o ollot'ict, 
rct-suI I I rig hile- , 0JO0 of fer ft oin All) I ' f f I(e of ''r' soltlel 

'tensornal C t41L crop1 "' a of 

ill $, 
..llliagtilll . lh, ',& 171 wa'. wa itdetI to All)/ by thlie l lputyIoi0 .shlligtotm 

1l l'e tifo told ti MiSS iolMls-. lll r . ho. Wrrt b)$ tli toll [actor h.1it lhl' 

- l'
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Director counseled him to add about $4,S00 (consisting of employer's 
F.I.C.A. contributions, travel, per diem and other contract costs) to his 
$19,506 salary to arrive at the report,?d figure in his SF 171. This 
issue is under continuing review by the IG's Office. 

4. There was no evidence ill the 14 contract files reviewed at UISAIDI "A" 

titat security clearances had been obtained for ISC employees, even though 
required by the AlDlR (as well as the current AIDAR). Further 
investigation in IG/Security in W'ashington disclosed that in fact 12 1'SCs 
did not have security clearances. The General Services Contractor as 
well as two of his I.S. citizen employees did not have security 
clearances. This matter was brought to the attention of the IG's Office 
of Security which requested IJSAI I)"A" to obtain the required clearances. 

UISAII) "B" 

In April 198, USAII) "B" contracted for the personal services of an 
individual to be an assi stant in the ISAI 1) lxecutive Office. The 
individual was contracted for two years at an annual salary of $31,090. 

This individual was a I'NC in a similar capacity for two years in another 
USAII Nlission at an annual salary of about $8,200 9/ per year in 1983 and 
early 1984. hhilc# the $8,200 salary appe:ars unusually low, the $31,000 
he received under his new contract ap~pears unusulll1y high. The 
individual's reported earnings prior to his $8,200 contract with All) were 
$12,000 to $17,,400 per year during the period January 1981 to February 
1983, and prior to Lhat tCme he was a Peace Corps volunteer. Thus, this 
indivi dutl's salary declined from $17,400 in 1981 to $8,200 per year in 
1983-81, aind ten increased to a sal ary of $31,000 under his current 
contract. lis contract fi 1es containevd no documnentatioh that would 
eXplainl tll, p rotess by wili i the contracting officer at ItSAIl) ''13' 

"tegot iatU'd" a neat ly 300 p, r. ,ut increase inI salary. 

Wlill i, t he of'I, i A records dt, not (xplain this inrdividua l's dramatic 
inc rease in ,, beats ioting thai Iils IUSI)lt supervisor at thesanc. it 

previotus I A i 11 ", t, 6ii're le eartied $8,200, is now his IISlII 
supeivisor at UISAII; W'. IF: b gan work rig at USAIDIl "B" under the $31,000 
pet. yvar tintract almost as s)oni as his supervisor had transferred to 
MI'a 11"1M. 

9/ '1h' coltlIr tot was paiid in lox'al currelw y the rate for which was 
oIt of isnot cons IlIl in tl#llrms IIfS. dollars. ThN $8,200 based upon 

t1v late of ex alie at thi tlnllt' 0he contrac1 t vernila ted itt early
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IJSAII) ''C'
 

1 A PersonalI Services Con tractor was (Coilt rac ted by the IJSAl)iDi rect 0r 

at an t:S-I salary level plus a 15 perceni t post differen tiail to coord inte 
a $13 iillioni recoilnstructio n )roJet. ct.auise tht re had been no apparent 
investig,,ation by the ISAlI) linto the background and prior earniigs ol this 
individual, he was awarded a sal ary of neairIly $10,000 per year more thain 
lie was earn I rig prev i ously i accord 1in, to his inColnie Lax returns. Also, 
accordilg to the All) Project Officer, this individual was not qualified 
for t he j oh, Waill not perforiling any real fiunction, and Wits InVel needed 
for the project. We were adviseod conseqtltlitIy di this i id i V dua I waS 
Ii red because lie wias ia frIl end and former All) supervisor of the forlner" 
Ieputy Mission Dirctor. Thits case was the subject of a earI Ie I RI G/A/T 
special iep)ort (Sve SIAI 3799 4, dated licemhr 28, 1984). 

The tota 1 cost of this Persolial Services Contract was $135,000, Inclu1ding 
the coillt racLto rs salary and suppmort (osts1, which mlight have served a f ai 
better purpose had the IlIney been used d i rect lIy for tlhe1project rather 
than to fund a p)sition which the Mi s Ioil ' s on Proj c t Of Ic' '1 deelled 
IlllileCesSI ry. 

2. Ali iid ividual was (I)Itracted by l1SAlI) "C" o(il SpLtefl)'l 19, 184 at all 
annual salary of $5 ,831 (FS-,/.,) plus a 1.5 percent post liti erential of 
$7,775. The contract was for IN'months. On January 15, 108S, nearily 
four iiiotilihs after- the effective date of his contract, this individual 
signed a Contractor Ii ployee Btiograp~hical Data Sheet (All) 1120-17) w'hich 
was placd IIII s iit ial clltract lilt. There w' no SF 171 or 174 in 
the file. IerP was1 a Svc u 'i ty iivestigatiol litLa form (AF 80) and I 

rpsulie showing his past work expeli'ti ''. i(weVpl, these dot urents did 
not iid it aLt' hi.s jai or arli ings. 

Accord Ing to ilitorinut i na in t I leconit !it totr's tio-)Mta Shet. , dihl' Ing tie 
peril 1978 to I4h , he vaiid $500 per week. Ue a;s0 reportedly -al'ied 
$919) to $1 ,5 per di oi thrime to-to- hir,( wtk consullIing jobs during 
tAe plriou Janua'y 20, 1483 to SUM(h 3), 1481. Thus , is li)oIted I"i lis 
Blio-I) la Sheet , fhe I ( iutia tou, dlrlling liew per i(1 1978 to 1')8.1 varnt'ld 

$2,0,.0 er year ( wk X 2 w,'ksi pllus about $5,800 ini 1481 frtom twG 
of the I II t ,<' -day ttonIt(l ntuli' . 

VIIAIy Al)'%, lio-Data 
pt'litodi t ltI/Itiit % tor s Vict'" I'tleld tlt , I hv I'.Ic ot'r wo o be trd itA 
IJIldft lIthII I I I -I I,I l Ut I oI id in M et,t , I .P. hasi 

c on1 l 
wi tih Iot toltO' t rIItIIligs, of $2(, ), p 't veal. Yet liSAIi (oft t tell himti oIt 

,S p tcib'Iv 1 1, I''. 10'i $WI ,831 I wVy al pl t Ip st ill fe;'i ll . This 
woll I it ' ,a 1,21,831 Il(ll,,'' (,'x 11Idlug pos, diI 'tiitl ll ) oViI his pi 101' 
I c po I-11., ol I , a YI , l aIt'I Y 10 10,' (lJv "!,'ll U: la t ild t i l llg th ,' ,'k l ai $ % ,Mo o 

',, I w t I Iy I '1 I',t ' III)] LI I I xo,(I[ tl trb 1111 t 1aA.i,\ 

,, , 



3. Ani individwal was emplloy'ed ulndelr a pe'Soil se'Vices coilntract Ifoir a 

salary of m~ore than $53,U0 even though his prior incoel9 l.tlarati ohs for 

income tax purp)Ses Iad been al),out .$35,000. Again there was n1o 
indication i the contirac.Lu'sI file that ally a t temjpt had been iade to 
verify" th is iridividual'l prio riinlgs. 'lhis case was al-,o reported 
earlier (5l'AT'Ei :7914). Th contractor is a close lwcrsonal friend of the 
,lissimOll bi r'e to.r who, ii resionse t o the ,,lr I ter et(1)01' , offe e(d the 
conltractor an opportLVity to negot iaLe hiis salary dowiiward. The 
Colit',actor dehcl iniid to do so anid tile Dir'ctor closFa. ivdtSAII) thImatte'r. 

,1. 1li1 , e ing tie persoltI seIVices c'lotrICt files ill IJSADl "L," it 
was ipalrcnt tha t maiix' contractors paid littI a U, iit i ofl to reasoniable 
aid souniid C,)ntract ig )iroc,'dulrt's. The IJ;AII) lxvut ire Of fice r, 
lecogl zinu thfiat tlie coil t ritct fI €5 il lin Ca seS adequia temay lalc ked 
documen'1lt'ti on , en't'ilytIV r'qlesting the coitlractors peparehad beeii u to 
tile "'ortractor biplployee Biographical Data Mhet" (All) form 1420-17) for 
their fil 's. 'lhesv fols were frequleun tly prepTared in a haphi:ard mnatine r 
kith dates and signatil's missing. txhibit 4 to this report provides a 
c teal' eXalmlple of, a oit i'ac tol''s almiost total disregald for adher ing to 
milliImlIrII Agency t,'tluj i 'elnlllts,. AltiDl) fol Ilo.s sound cold t . inig 

pl,. t ld is, tIo ',a with ,,hlofi it d()p,s business are unl ikely to take the 
Ag i~i r(M oIIli)'5I). sVIel(0IJlSIv. 

't ooci tiot. on)1 .tI ,t six . I O lS U1AII) '"t' L(lit racted for shot t terlm1 
plrsoina I s(l W' an iidiv 1(h11 I through lolchasLt' orders. IIeacth 

ot-C.,5. 11io)lie t On1 .l tol wa; paid at the rat ' of . 0.0 1w' day (except 
tot onisi \-day pur ,l('l , or ain(id6. h,' paid $0.,0less per day) at 
1iiii111.01at of . (L, lO '1lhe of and the "alanvs1, per i od% services 
),i id ,('i' .', I ,a% ,'": 

nibe'r Iofa {it'' To t. I -',5 () Ive 

of VI . lH /'Pe ,tr,l :.),' ' I , lk vs P r ihIy l arv Rat,, fol I'S-I6-09A 3-.-........
l'(8-: t I-+L',-U.: 18 ' .- $ 71,7ij'.+81 -$ ... 

*.t)0
I-3U-8 t" -t.I- .1 2,. ( I2,1128.111 
"-13-hl to -l-S! 14h.95 

Au nl{lii' II o) In I ia *. 
worik day.. 0 0 0 1 0) . 

4 weeks %tai t "ng 
-01- S1 24 2.,.,) ,,37.1..4 0 315. 1. 

Jul>' 1,h'I 20 2ur. tO 1,.1.00 2(2. t4)
lot .,t { ",-; .::({$lif -l.'g4 

,I,,,.. In a ll -,li th ,' , ,( ,t In g fdl,,s 

to oblta ll 6,1.,1 Pi.a,., y.Iy N,,.l ,",. , 
I"6....|i;, rIa r " h, e , A II I: l, " h .,,, ,O 

Alf,. tll - l a b,lVI Ih,rv 
°,
' p 4" 11,v th~ 
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According to All) landbook 14, Subpa r't 731.205.6, Compensation for 
Personal Services: 

... Any corlXrjxsat ion (i .e., the employee's or consul alitt's base 
annual salary plus overseas recruitttIet. ilicentiwye, if any) Which 
exceeds the maximum payable annual or daily rate for a Foreign 
Service Officer Class I:S-I as set forth in the payment schedule of 
the Uniform State/AID/USIA regulations, as from Lime to time 
amended, will be reimbursed only with the written approval of the 
Contracting Officer. Contracting Officer's approval of salaries 
in excess of the ma ximLm payable rate for a Foreign Service 
Officer Class FS-I will be based upon a memorandum frun the 
technical office and approved by the Assistant Administrator or 
Mission Director having program resxsibility for the project in 
support of which the contract is written. 

At the time of our review in February 198S the Mission did not provide any 
justification for paying the contractor at a rate in excess of an FS-1. 
Itknce, the USAII) should recover the $1,151.84 that was p. id to the 
contractor over arid above the amouni t he would have received at the FS-1 
level. This matter is being handled via a special report to USAIi) "C". 

ISAI) '" 

Of 19 P'ersonal Service!s Contract files reviewed iii ISAI) 'I)", six files 
indicated that the contractors w.re given substantially higher salaries 
than they were rece iv ing prev ious ly. The files did not provide 
justifications for these incleat 's wihi h ranged from nearly 17 percent to 
nearl ' 4. perct'rt. 

Start ing 
Sal ary
 

Prev iois (ur r n t 1nc rease 
Sal r [ran t PercentContrct "Aft 

19)C A TiYIBE -,w$18ftii 0--
PS C B 42,02h 51, 9,484 2.6 
PTC C 28,282 30, 4,303 15.2 
PSC D 16,800 11,628 0,828 14. (1 
I,1SC E 18,48( 22, -,17z 2 . 
iK.A F 24,26.2 34.,930 I1 10,0,S 44.0 

tISAID 'T."' 

At IkSA IDj/ L. . IIl r do( iinvlt t a t in wa,. I rqul nlt I y In omp I' te arnd it wits hard 
to deolm the'xtentlll 1 elng-th alol, examples OfI Il,' .alrI - negotr.4 no I 

. r aI Iv%,ciollVy i' gaI' I11t'. 61,e', f ouild IIIl un IVew. 

r
127 ,'~'~jiion,rh ,,f ,', '.1 rin , L irat t 

- Jt. 
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We beliove the cited examples are symptomatic of an agencywide problem 
that needs to be urgently addressed by AID's lureau for N.anagement with 
the support and assistance of other conicerniedl BIureaus and Offices. 

13. (COInc Ili iOIlS anti lkecoIllilli'da Li o11s 

The d iscussion ill the pl-t'C(d i ng Sect ioils, whtien colside red in total, 
indicates an All) activity almost totally lacking in overall well-defined 
procedures, gu i deli ies, management c0on t rol and SIlCt ions. 

Further, the guidelines that do exist are frequently ignored by Mission 
personnel. les i t the bulk of All) contracting guidel ines and 
regulations and the hFederal Acquisition Regulation, there is no concise 
statement of those practices and procedures that deal speci fically wi th 
Personal Services Contracting abroad. AI1)DA Appendix ) (,48 CF1 7, 
Appelix I) is referred to in various AI)DA sections as the source for 
guidance involving p'rsonal services contracting withl U.S. citizens and 
'esidents, yet Appendix 1) is virtually silent regarding the most basic 

aspec ts of contract negotiation and execution. IliI fact, all that the 
text of Appendix 1) specifically 'requtires is: i) a security clearance, 
( Miss ion and C oul tly clearance , and (iii) a medical cle rance. 

As I ltst rat ed Ili this report and exhibhits, what regulations arid guidance 
exist aric fountoii in a variety' of sources pertailling to a wide range of 
con tract iniig situat ions. Nowhere did we finud a cilear and complete 
regulatorV otilin' of the requ iremen ts for execction of a personal 
servicts con tlract overseas , il lln4 I ig a I is t i ng of i lid is ,:1s i b 1e 
doclinlell t s t of the cloilt rac Li ng process. Of perhaps tqua I impor tance, 
liWh 'hr' In * ei'gllit iOilS, 1o1 ;liBs, we anythe avai'able ill tie did f'ind 
spet it ic '.Il tI oilI for not)-( 01111i allCV WIth reg I i t ions by cont ract iag
oftl t ers,. 

It' thit'rte) )he aIll' dlegret of iollslts lltyy !ta tnl Lt ilg for t_ t-SOla) rac 
v ItI-vit(,., .lsl1ol*g tl Varlou, tRsAlb,, and if ,th colt ra'tilng IS to be d1one 

act old itg to ",oul1d 1 'iis I nies', pi illt Ip1 1s .ndll in a maniai1 di" ignietl to 
pi)rot ett H. S. govv:lil-l'clit lilt cres",, IlleIl t)ot I ilig off itc'rs need to have 
clar .aid t olltf( s goidell it,' havinig t he I lc of, ,'X l icit Ag i'Icy pol icy 

(XI(v tho',1. gi ldel 1l11's ,11e ',stall I ihit'd III ifirI s takab I' tfrm- , litit-Vency 
miii~t dtevise ',yst'e I of1 en', lilJ hel integr I ty of fli jt 4(1'1,,;, anld(1 
t ollt la t IlI[, (II I ' .1S ,,-l Ia1 Mi, S,ie t r I V Illnis h)he.. If Ili lerr lo / i'ld f11l 
,ot olij1t ilf t' l ul lot'iltI , t Joll . As Alb's% use or- - pt Ie rvI te,% 

'iIt l, ll 11.( t 4)l% al gt'llf|Il Y tilt, prl lt I t'lit IattLIIli, of I Ier s, 

but i hley I Itqu'll tI y te'dvel('gif t ht'i i thtI I t li iin the il' ll0WI ltou 
lh I*.I 'del-'Ieot l ' 11 hlot re li evi' Mi'* on liril't tol +.  o(dos primary 

.14 1,14olif'Ili V. 1 
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contracts expands to meet Agency objectives, tWe contracting process to obtain
those services must be formalized and, at the wiiinimIii, anIs-len1,th negotiations
assured. so can to
Only in doing the Agency hope obtain tile nieeded services
under the best possible tens and conditions. lnything short of this will 
leave the Agency's projects and programs with less than they deserve. 

AII)'s Office of Cntract MlUnageiiient (SLK/c0) did not fully agree with cur 
conclusion on page 17 that well-defined procedures and guidelines were almost
totally lacking with regard to personal services contracting. 'They eiiphsized
throughout their comments non-co;ipliance by cont racLti ng oftticers with existing
regulations. SEiR/UvI stated in its July 19, 1985 response to the draft report: 

While SER/01 aglrees that we leed "t)etter and more" well-defiined
 
procedures, guidelines, etc., the point We continue to 
 make isthat current procedures were not eVeII foll owed. lurthier a
 
careful reading of Appendix 1) (including the material which is
 
referenced), will indicate that more is required than a securi ty

clearance, Mission and )untry clearances, and a medical
 
c lea rance. 

Recolullendoat iol 'No. I
 

We- recollUnenid that AA/M, In COnIsultatioll with tle Office
 
of the All) (vneral Cunsel, require Sl,'R/(\ to:
 

a) review illI exist ing .;uidhl ines and regulations

applicable to personal services con tracttilng and redraft
 
All) I Lindbook 14 l),(.iid 1) to couplutely codi ty ini on(
1,H, 

place all such guidelines and regilli oill; 

b) al)projlriately levIv s,, thlt conlrat legot iatLing

(heckl,i and 1i,11u t G4ntra t lforlalltioll Nil let ili
 
requi ring ontract ing ol iteis' CotlllIpt lotll;
 

c) tain a writ ten work ndascope of il statwint of
 
ilii[itiJill quil if Icat ions iol tea I ofttc lerqu sLt llig


persol I ,ellt es prior to thle negot ii lloll of any
 
p)'rsonail N r i'es toltrat ; 

to .1ia aili1 ,x ligl) prior ule.ot lilg t lI i ptrsollal 
'
SItl'vl1 , 1 *II i'5lll lt Ihiit toiltiic t olt ltit1A I , inmg s
 

obt.i i.1 hilly complie'Ii'ted and Sign edl'Jtandard 10o111 171
 
ro: ,lIii I)tin r' Iv 'e tolitla' toE', %" that they tan Uake
 

!iiiie',liltei)ltllll;ll l.ii'l ai' ortit ~ ll', 'nlhIttl .iiid,illpet(.1llY" llill .ls-.'liaf,illd tlel , i
i Idpil iIItulil, 


+
lea,i lllil l. a il,illa ll l itegolil t lol l.,andt -o 
tilit t'1'iil1 .0 ti i'. tan hP id t I faintai,1e t 10,11 



e) design a standard memorauidum to be acknowledged i)y
the contractor via his/her signature and to be attached
 
to all memoranda of negotiations pertaining to personal

services contracts with U.S. citiZens or U.S. resident
 
aliens, whid clearly advises the contractor that.: 

(i) the salaries received froii All) pursuant to the 
contract are subject 
 to F.I.C.A. contributions and
 
Federal Income Tax withholding,
 

(ii) he/she must file a for IV-I withLilte cogni izant All)

Controller prior to coflumlencing work under the contract,
 

(iii) he/she is not eligible to claim the "foreign

earned income exclusion" Cither on the W-4 or 
 in his/her
 
tax returns to the IRS;
 

f')require verification of salary and euIploylalrt Lhistory
for all personal services contractors, with such
 
verification being prior to executiol of the contract
 
except in extreme emergencies; further, the validity 
 of 
any, contract negotiated on the basis of unverified
 
infonation should be made explicitly contingent upon

such verification;
 

g) establish a written procedure to implement tile

required lkindbook 17 function of conducting both pre

and post contract reviews of AID-direct contracts for

conforimance with regulations, policies, good business 
practices, and professional standards. 

lRecoliulelida t ion No. 2 

We recoirnenid tliat AAM, in consul tation with each 
Reg i ona I ireau and the Office of ( ne ra I COunse I ,

establ ish specific procedures for tile implehentat ion of
 
al regul at ions and guidelines applicable to personal

services contracting abroad rild establish a procedure

for holding Mission Directors and contracting officers
 
,ccotitable lor contracting act iorns.
 

m _larlwret sl ,,:,t 


AID's (Mff ice of () i t ritc t MKiageriat (S1J/W) genera 11) agreed wi thRecoiluilenda(iols I aid 2 anid indica ted thiiAt work was in progress to revise
Apl pndix 1) Io ,ltlievv, the recouiumli(ldd u sit,,. Iklw(et, r , inJi/(~l,111 tieuir
Jul' 19, 19811 rtlise to the i draft report disaigreed with coillllenida tion 
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No. I (d) to the extent that it required the design of a standard 
memorandum. In addition, SER/CN suggested that compliance with the 
substance of Recommendations I (f) and 2 are in progress pursuant to 
Executive Order 12352 concerning Federal Procurement Reforms. 

OIG Respxnse 

The SI'R/ response seemed only to disagree with the notion of a standard 
memorandunm, while agreeing with the need to transmit the suggested 
information. We believe that a standard memorandum signed by each 
contractor is the best means to clearly and concisely transmit the 
necessary i nfora t ion. 

With respect to reforms under Executive Order 12352, while asxcts of 
these reforms may ultimately satisfy Recommendation I (f) and 2, we 
retain these reconmendations in their present form pending evaluation of 
the full implementation of the Executive Order. 

C. Other Significant Issues and Reconimendatins Regarding Personal 
Services Contracting
 

Social Security (F.I.C.A.) and Federal Income 'Lx 

The General Provisions attached to contracts 4ithIU.S. citizens or U.S. 
residents for personal .ervices abroad state in clause 7 that, "F. I.C.A. 
contributions and U.S. Federal Income Tax withholding shi 11 be deducted 
in accordance with regulations and rulings of the Social Security 
Administration avd the U.S. Internal Revenue Service respectively." All 
but one of the USAIIUs we visited was withholding and reporting F.I.C.A. 
contributions and U.S. Federal Income Tax. The one 11SAII) that was not 
proceeded to (1o so after we pointed out the requirement. However, many 
of the contractors working at that IJSAII) as well as soane working in the 
other USAIJIs have claimed exemptions from withholding on their form W-4 
by virtue of being overseas (foreign earned income exclusion). In those 
cases the USAll)s were not withhoiding Federal Income Tax, and at least 
one Mission was reporting these salaries to the IRS on form 1099 rather 
than on Form W-2. 

Accord ing to r(p resen tat ives from the IRS and as stated in IRS 
Pub)Iicati on 54, '"Tax for U.S. citizens and Resident Aliens Abroad," I.S. 
pe rSOiial services )S are subject to Federal Income Tax on their'ontrlact o 
overseas earnings if they ,ire in effect working as I.S. Government 
employees. 

Generally, U. S. c it i z1-3I ldJ l('Si d it a I I(- n1 whoIllae not II. S. (k)vernlKnt 
employees Wolking abroad -an ,eXCI de(lip to $80,O00 of income earneed 
abroad frolol IIdela IllOlmeLTaxes Meidt.lr t r.a i rumstanules, according 
to Il1 Ilblitati on 71. tlwvvv., hlblitati on 5,o also states: 
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For the purposes of both tile foreign earned incoue 
exclusion and the foreign housing exclusion or deduction,

foreign earned income generally does not include any
 
amounts paid by the United States or any of its agencies
 
to its employees. These amounts include payments to 
employees of Armed Forces post exchanges, officers' and
 
enlisted men's clubs, hiibassy coililil ssaries, and simJilar
 
instrumentali ties of the U.S. Cwernment.
 

AID's definition of a personal services contract is "...one which establishes 
an employer-employee relationship" (48 CFR 7, Appendix D). lherefore, not
only are the USAID Missions re juired to deduct the Federal Income Tax 
withholding on salaries paid to personal services contractors, but the personal
services contractors are required to declare suchd income on thieir Federal
Income Tax returns and pay the appropriate tax. In order to establish 
consistency within AID and to avoid any misunderstandings on the part of the 
personal services contractors, it should be made clear to them that the 
salaries paid by AID are subject to both F.I.C.A. contributioms and Federal 
Income Tax wi thholding. 

'lie forn now used to pay personal services contractors is the Standard Forn
1034, "Public Vouchcr for Purchases and Services Other than Personal," shown 
as LExhibit o to this report. This 17onn has no provision for showing F.I.C.A. 
and Federal Income Tax withholdings, and as such is not a proper fonmat for 
paying personal services contractors. 

Recomunendat ion No. 3 

We reconrunend that AA/M require M/1N to use a
 
Statement of larnings and Leave Form (All) 760-9)
 
or similar torm when payii4g personal services
 
contractors. 'Te forin should, its it milniln iln,
 
provide for recorditng F.I.C.A. arid Federal Income
 
Tax wi thholding from pa>1Iialts made piursuant to
 
personal services 'oltitra(: t..
 

We were also advised ini our d iscus.si otis with te maI Rinvenue Ser vice 
representatives that: 

NIO'V1 tolt 


clailltn d ex(.r:i)tlOll f romt witiholding tin tI)o e 'llist to IRS.
 

(Apis of all h--I lOll.s oil which J)ITSl"llil . .S rattot's iave 

PI'ersouial se l (ntii v.1inll so,,.. b re.olrtc it _tll =vict- ' tor',s ldi Id l 
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Recommendation No. 4 

We recoinIlend that AA/M require M/FN1 to advise all 
USAID Controllers that copies of FormI W-4 on wich 
personal services contractors have claimed exemption
from withholding are to be sent to the Internal 
Revenue Service and that earnings of personal
services contractors are to be reported on Fon 1-2and not on Fon 1099. The Controller Guidebook 
should be amended as necessary to reflect tle
substance of this recojunnendation. 
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APPENDIX A
 
RESPECTIVE ROLLS OF (XNTRACTING AND O1HER PERSONNEL
 

IN THE AID PROCUREMENT PROCESS
 
AID HANDBOOK 14 - PROCUREENT REGULATIONS
 

1. Basic Policy
 

Only a contracting officer, designated to enter into contracts and waake
 
the determinations and findings related thereto (or an authorized
 
representative of the contracting officer acting within the limits of
 
his/her authority), may bind the United States Government to a contract,
 
or direct or authorize a contractor to proceed with work.
 

2. Planning, Competition, Negotiation, and Award
 

(a) Preaward technical discussions with potential contractors should be 
conducted in such a manner as to preclude the assumption by any potential 
contractor that a commitment has been made. All) employees are 
responsible for insuring that no unfair competitive advantage is afforded 
one contractor over any other contractor in competing for Agency 
contracts. In this connection, discussions with prospective contractors 
prior to the final selection of the contractor and commencement of 
negotiations by the contracting officer must be conducted with the
 
greatest discretion. Under no circumstances should the specific amount 
of funds hiich the Agency has available to support a contract be made 
known to a prospective contractor. No AID employee is authorized to 
dilute the Agency's negotiation position prior to or during an 
"arm's-length" negotiation conducted between All) and the contractors with 
whom it does business. The requirement for preservation of the Agency's
 
negotiation position must be scrupulously observed whether the
 
procurement is to be negotiated with a single, non-competitive source or
 
whether it is to be negotiated on the basis of multiple competitive
 
proposals. It is advisable to involve the contracting officer in the
 
project planning cycle as early as possible, and to insure that he/she or
 
his/her representative is either present at any meeting with prospective
 
project planning cycle as early as possible, and to insure that he/she or
 
his/her representative is either present at any meeting with prospective
 
contractors, or is consulted prior to such a meeting. 

(b) Contracting personnel act upon requirements which are formulated by 
the planning, technical, and research offices of the Agency. Contracting 
officers obtain the information they need on technical requirements by 
questions and discussions with the planning, technical, and research 
offices of the Agency. If a contract is to be tenable, the end result 
which is desired must be described with completerness and exactitude. The 
scowxe of the work must be explicitly stated; otherwise the contracting 
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officer cannot assure terms in a contract by wliich the desired action can 
be enforced. If the requiring office cannot provide a point of departure 
in these terms and dcliver to the contracting officer a clear-cut 
description of the puroXse and outline the limits of the scope, resul ts 
may be disappointing and the possibility of deferring the project Until 
these elements can be given more concrete dimensions should be 
considered. Finally, the requiring office should insure that the scope 
of work and funding information are delivered to the contracting officer 
with sufficient lead time to allow for proper preparation and planning of 
the procurement. 

(c) One of the paramount outies of tie contracting officer is to secure 
competition to the maximum practical extent for any planned procurement. 
The procedures for formally advertised, or for publ ici zed negotiated, or 
for limited source procurements differ, the contracting officer must 
determine the proper ,method of procurement and contract type, arid must 
determine the extent of competition required. The technical office has a 
continuing responsibility to assist the contracting officer in this 
effort to obtain competition and negotiate a contract. Basically, this 
commences wi th adequate draft ing of the statements of work and 
specifications. Ile technical office can frequently assist by 
identifying additional technically competent sources for the solicitation 
of proposals. 

3. Contract Administration 

Meetings to discuss contract matters Witir contractors should be preceded 
by sufficient advance notification to all parties, including the 
contracting officer, to permit advance arrangements for the attendance at 
such meetings. Technical personnel shall not hold dliscussions of 
contract problems with contractors or technical problems with contractual 
implications without arranging for attendance by contracting personnel. 
Once a meetiig wi thi a contractor has been agreed upon anid the issues have 
been made known to all i nvolved parties, an internal All) meeting should 
take place between technical and contract ing personnel, wi ti the (Country 
Desk representatiye arid such other personnel in atte!ndance as may be 
necessary, to establish ani All) position or Iine of inquiry to be followed 
ill the meet ing Wi th tile contractor. If difference . of opinion arise 
among All) per sonin el in the meeting witi the con tractor, such differences 
should neve.r be discissedl in tihe meet ing wi ti the cont rac tor. All) 
personnel shal I adjounli I) resolve privately any such diff erences of 
ofillinio, aid resuale di(sis ,,ions with ilhe contractor only when tie All) 
posit ion is consol ida te(I. The All) ind iv idual des ignat ed to cha ir 
meet i iig with it contractor should I( selected prior to the mee-ting with 
the toi )im'I, or. lDepenld lig Upon lhe isismjs to be discussed, whether 
primari ly teclmical or )rili1ai ily cont rattal, lIe l,ah riman ,omuld he 
(lesignaited frol either th' techniical of fice or the coniltractilng otfice. 
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APPEN)IX G
 
APPROVAL AND REFORTING PROCEIURES FOR ODNTRACIOR SALARILS
 

AID HANDBOOK 14 - ROCURiiENT REQILATIONS
 

1. Purpose
 

This appendix does the following: 

(a) Provides guidelines for the use of prudent judgiient when considerinig 
salaries, especially salaries exceeding the FS-1 maximum salary 
limitation (5 U.S.C. 5308 and Pub. L. 95-66); 

(b) Establishes procedures for justification of salary approvals; 

(c) Prescribes procedures for control niznbers and stubmission of copies of 
salary approvals to S.-R/al/SD/SS; 

(d) Establishes a semiannual report of salary approvals for the Deputy 
Admninistra tor. 

2. Procedures
 

(a) Salary approvals. In accordance with 731.205-6, 731.311-6. and 
731.703, contracting officer approvals of salaries exceeding the M-3-1 
rate are to be based upon a memorandum fron the technical office approved 
by the Assistant Administrator or Mission Director having program 
responsibility for the contract. The reasonableness of proposed salaries 
exceeding the FS-1 level must be evaluated by the appropriate technical 
office in terms of the technical compxtence required, scope of 
supervisory responsibilities involved, and the relationship of the 
proposed salary level to the individual's customary salary level for 
similar work. Even though approval of salary levels above the l.S-I rate 
are justified prinarily by the Assistant Administrator or Mission 
Director having program responsibility, it is the contracting officer's 
responsibility to scrutinize increases as a triatter of business acumen 
whenever All) negotiations deal with any salaries payable under 
contracts. Increases in the FS-I statutory salary limitation are not, 
and shall not be by themselves, a basis for ulard salary revisions of 
contractor employees. Proposals for such revisions should be considered 
normally when contracts are renewed, and must be carefully reviewed and 
negotiated to ensure that increases are not automatically granted without 
corresponding increases in the quality or quantity of services rendered. 
salaries below the FS-I maximum level should also be fully justified, 
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evel thoigh formIal approval procedures may not be infvolved. Per solne 
atcompensation negotiated and payable under All) contracts should be the 

tit in imnu levels necessary to attract needed techi ical SetVices in a 

compe t it i ve niarke t. Ra tes shou 1d be de te rini ned by tile 'rarket place" 

vhere the types of services are obtained. Using stuch criteria, very few 
salaries call be expected Lo approach or exceed the I.,;-l level. 

A tLa I discussiOnlS Wi th ccLtracI ors concerning salaries should be held 

only by persons authorized to negotiate and exectute contracts. (Set All) It 

Append ix A.) 

(b) Justification of Approvals. There will be ,.ases whete the services 

required are so tuique and highly special ized Liat few persons are 

avai lab le to perform them. In such instances , if justificatioris for 

exceptional salaries are needed, particularly where the salary would 

eAceed the FS -1 level, the project officer will be consul ted. It no 

alternative can be found, the project officer will prepare a salary 

justi fication to suplxrt the negotiator's action. It is the negotiator's 

that such cases are fully justified and thatresponsibility to see to it 
a compl ete record of the rationale is incltded in lis memorandum for tile 

contract file. 

3. ,iproval Control Nimbering ind .SuAibmission to SIR/CM 

Copies of all 	approvals of salaries that exceed that PS- I level are 

be sent to SIR/( I/SiSS. To assist SI,|/(04 il dieterminingrequired to 
that they are receiving all copies frown each approvinig office, approv ing 

officials will have a consecutive con trol ntluber stLart ing each fiscal 

year assigned to each approval by their of fice, tile record of which will 

be ma inta ied separately frcl other approval documents. 

4. Semiannual Report to the lk'-i ty Putmn i strator 

C:ommenc ing wi ti $Ntcli 31, 178, a sumirm al rexrt l sting all salary 
approvals that exceed the lS-I ,tximtun level will be sent to the Deputy 

Contract ,anagement.Alministrator 	 of All) by the Office of 
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NIORDIMMM FROM 1t3Ali) "A" 
DIRLCrOR i) )NIIRACI'ING OFFICF'R 

CREATING TIlE 'SALARY luSIURV) OF A 
PIRSONA, SHtVl C.S (I)NIRACI'OR 

MNUMRANDU4 

DATe: Mqarch 27, 1984 

lROMl: Director 

SUBJELT: Contract with Dr. X 

10: Contracts Officer 

I recognize that )r. X's salary history is a difficult one to use in 
arriving at a just and reasonable offer for her next contract. However, 
I have done the following calculations that would provide a basis for 
"reconstructing" a four year "history" sufficient to justify an 
appropriate level of comtpensation for this outstanding professional. for 
services, these last three months, have clearly demonstrated the 
outstanding quality of her work. Moreover the scope of work for her 
cuning contract , based on the high quality of her work under the previous 
contract calls for a more sophiticated analytical peformance and, 
therefore, a different cpnexnsation package: one that recognizes that 
sit( is not an "entry level" professional, which had been the basis of her 
first contract salary. 

Salary. "history" 

1. last full tim emnployinent as tuiversity professor was 1979-80 at 
$lo,500 per year (9/12) or $1,833.33 per month annual izud 
(X 12) to $21,)99.9b. 

2. Hiad slit! stayed at tie murIversity she would have enjoyed each of 
the fo llow ing yvars an .miimm-iil step increaser plus it cost of Iiving 
(itnflatiou factor) increase of no Ivss than 10% ljr year as 
follows: 
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EXIIIJ rr 3 
Page 2 of 2 

1979-80 base year $21,999.96
 
2,199.99
 

1980-81 increase of 10% to new base 24,199.95
 
2,419.99
 

1981-82 increase of 10% to new base 26,619.94 
2,661.99
 

1982-83 increase of 10% to new base 29,281.93 

The reason that )r. X does not have this salary history is because during 
the reconstructed period she put her husband's career as an international 
civil servant before her own and quit full time work to follow him. 

I believe that it is neither fair nor just to "punish" a non-working 
spouse, male or female, by failing to make the kind of reasonable 
reconstruction of salary that I have done above so that upon reemployment 
they will not fall behind the true market value of their skills, 
especially wiien they have been so clearly demovstrated, as in Dr. X's 
case, to be at the current market level of perfomance with no loss due to 
the time away from the "full employment" game. 

Therefore, I am prepared to sign a contract, if you are not, that will 
use the $29,281.93 figure as the basis for a new daily rate of $112.18. 

(365 days - 104 weekend days - 261 working (lays 
$29,281 reconstructed base salary divided by 261 -$112.18) 

We need to make a decision today since ,Mrs. X is leaving for the U.S. in 
the morning. I would like to have an executed contract before her 
depa r lure. 
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EXHIIIT ' 5 
Page I of 2 

1983 STATE Ti-E(RAM 22030b 
SALARY SETTING 'OCI-DURI-

STATE 220306
 

DATE: AUGUST 8, 1983 

FROI: SECSTA'IE hqSIUIDC 

1u: All) WORJI IDE 

SUBJECI': SALARY SETI'ING IPOCED)URIS 

1. ON OCCASION WI: EXPERIENCE I)IFFICJI.TIFS IN NEGOTIATING SALARIES WITH 
NLW HIRE APPLICANIS PARTIJLARLY IN INSTANCL WII'RE AN OFFICIAL OF A 
MISSION HAS COANSEII.FI) AN APPLICANT ON WHAT 'TlHY CONSIDER TO BE AN 
APIROPRIATE INITIAL SALARY OFFFJR. IN ORDER it) AOID °1IllS OCWURRENCF- IN 
Tl-, FUTURE, WE WOUI ) LIKE TO OUTLINE Til- IPROFI)UR! Io[LO.WI) IN SEITING 
SALAR I S. TI-lE IROCEDURES IlAVE BIIN CARE-1LLY LSTABILISLEI 10 ENSURE 
'fIAT EQUITAII- TREA'INIKIr IS GIVIEN '1 ALL NEW HIRE APPLICANTS, WHIETIUR 
IROM OIJTSII)E TIf- A(24CY OR CONVI.RSIONS FROM CIVIL SIRVICE, WHEN INITIAL 
RAF:S OF PAY ARE BIING AI IiROVI1) AND NEO(TIATtI). TO DEVIATE MATERIALLY 
I-ROM 'T10-E STANDARD FROCE)URPS Rt ,1'IS IN INE(JITI-,i AND R)SSIBLE 
(X)MIKAINTS BY hNt-OYl-uS AT A LATER I)ATE. 

2. SAbRItS OF NIX 1IIIR APPLICANTS OTII.R "I1AN (Z/(Q1 IPtIDYEA'S ARE BASED 
ON CJRRI[ IEARNIN(S. AS A RULE UP TO A 3 PER0 IN(RFA.SE AIOVE (URR-NT 
EARNINGS MAY BI- GIVEN. IDWEVI.R, A 3 PfRCENT INUR(ESI- IS AIVARI)ED) ONLY 11) 
CANII)ATS IISE EARNINGS ARE BASIl) ON A PERIOD OF 'I1ELVE NtmIl OR 
MORI: 2 PIRCINT FOR isTABLISIl.U) EANINGS OF LSS IIAN IWELVE- MONTHSt BUT 
NOT IJ.SS TiAN FOUR W%NTIIS; OR I Pl-RCENr FOR tSTABLISIil.]) FARNINGS DURING 
''lfi 'AST FOUR M)NTLS. IF A CANDIDA1TE RE(IVI-.S AN INCEASIE OF EARNINGiS 
AFII.R SALAkY HAS BEEN NIEWTIATE I).111E OFFIR MAY BE RENEWTIAT.I) USING Ti: 
ABOVE iVOCH)URE. ADI)TIONAL IIRCI.TA(;IS MAY BE (;I VIN FOR TIlA FOLIJDW ING 
FAC[ORS WI'ilf A 'IUIAL IN(IASI- NOT TO lXCEF.) 10 PI.R.NT. IF AN APPLICANT 
IAS,LIVFI) OR WORKlD]) IN A I)EVIJ)PING O)UN'IRY FOR MORE T1AN 'IO YEARS AN 

AwarITIONAL I PERCE0NI' IS AWARI).). i.)JCA'rION RIlAT]) 'ID 'liE ARIA O: 
SPIiCIALIZATION ANI) ABOVEi TIlE MINIMII q(JALIFICATI(ON RE(,IJIIR,) WARRANIS AN 
ADDITIONAL I P1 -F AND 'IT1)SE SiECIAITIFS IOR WiI(JI '11iiRE: IS KEEN 
CaLkPliT'rION IN Tiff, ltt'It)YI1ENT MARKEr OR A SI.R JOLS SIPiR'AQ; CAT'WRY 
NATIONWID)E ARi ANARI)I) AN ADDITIONAL, 2 iI.3C.NT. FOR YOUR INFORMT'ION, 
TIlfEI (XITI(AL, (CAlWJRIES hiWNOISIS, INIA:HS, i)O'IORSARE : .14G Mi.ICAI, AND 
SI-(hTN IlS. IN ADDITION, RIATI,) 'El ICAL FX'l.R liN(3Ji OViR 5 YFALS 
INQ(UASIS TlE IPERCENTAGE BY I AN) OVIR ''N YEARS BY 2. AI, RElQtiETS IOR 
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IlUg( j of 2 

AN INITIAL. RAIL' of- PAY ABOVE 1.0 PEIRCE.NT OVER CuRREINT EAJRN 1NQ kMtsl' BI. IN 
WR IT ING A\ND YUJJE:I' T1) T111L APPRiOVAL Of THE ID'I1)1 CIFOR, 0). tkSlA YO1 
KNOW, API INIMLAN INOL)I IN A TW() (ItA)ls SINEA AN i! AS APPIS1N'INI:Nm' 
AT! TI Ii S L- I IJAl kIl LST' AL SO IBL API'koE B)IY'111 I )kF[(71'( 1, %I/IN/011. 
(C1J1RI.IJ LA(N IN(AS ARE of, CLJIJISI: ACIIAL EARN INQS [-OR WORK I{lAN',ONABLY 
RELA.\'') TO) 'l11E1 UIION FORI hHI(Jh APL'P IS CNSIDIRI-3),5 TH*E l(INi' I1IINGi 
SUPI'I-.NTAL L\A.ARlN IN~k i'1IA E'NI buNCE, ILL ALIJI 01'1IfluO APPI'I1(ANT 'It) 'II L 
AGE.NCY S110i ANi MINSIJLVI N( Ol 'I'FA()I ING, (1$MI 155IONS OR BIJil.S WIUN ACI1JAI. 
[I (0IRS Of- YEEi~ ARIid I FIl1kLV WEEKL1Y NIONI 1 RATESI If-A E.AJ( OR< 

kI{:L II OkN Al IblONE YIAk.' 

3~. (:C~II. SiIQ It(I U TII:2 SIEV~ING, IN '1111 GS PAIY (AI.E ARE: AI'') INTEl) '10 
THEi I'0kIEI(4N l'A StAME- AN lIY I)I) IN 'THE (;IiNRAI.S116(1 'I1th sALARY ]HE 
SOILD11111LL WITH1 APP)l'I'0INN A'T THEII S11.1') CI.WA)ST'DI)' '1111I: GS SAL.ARY BUF NOT 
LL.S55. THE1 (,RAIF Pii OHfILIN13I ON SYS'1'Il: IKAJAI.SIS BASl) A I.INKAGLI S-I 
(- IF; S--2 LyAIS 5-1I; S-3 1 U4AI.. GS-l1 51 EJALS (;S-12, Li C. 

41. 01 I.NI)I)YI:lS ARE ALSO APII) INi l) 115(II IIL S)AM!. S)hINk AS 'lL\I FOR 665 
1'l311PY1:LS. IFCh IAI h, 41 lHI'IOYLLi.S AII) INTEl) 11) 111Fi FORLIGN SIRVIC( Ii<1k 
'it) TII I EM)D 0: IVATIN(; v l14 (0 JRRUIILY it llINE I '~1(irANYAHA .) ]HIR ;l tI) 
I-ARNLI) NI(RIT PAYI .~NI' hO)NIS LS . 4SL lNY AI~I OINlT.l)'1191 ? A: 'It) 'Ii L 
lORE1I (4 S kI 1< i AI'liJ'< TI EN) OF- 'I110, (Al IN( V[A ANt) I < 1k '11) THE.I 
lLG1NN ING 0l* THEi 11l161 PAY 111<100 IN OCFOIII WILL.1 IlL GI VLN AN INUdASE. 
BASH-) ON '1!] AT~IIAiE INdh{LASI- 'l11A] %OtliP )N l:N (IiVJN (?11 11lPLtYEI.1sBL'~I. '1) 
hlTI11 I!:1110 R<ATlING AN) INsTI I:R (RJ)LL I.L i. '1110SI. l~POhSAIR) INiH) '11) 
111I] 14(1:R0I NSEVIU'i. AIN<IIIL!1k NI IPAY IqPAJSI I; H.AVh BED: !IFIC4N INE 
hirfF ii il )RL 11.1 ARE ACI1JAIL.V AWAI(D1U) WIL11.!. IV N AN IN(R I-Nkh 
kR li ACIM 1 110;lii 1:116 PCIAYzP1](101) IN OC(71 I0JJ< 

I. O L(~Y , lIJIP Aid IA'VI N1JA.\tj.S '11)L.5 IABI.SIIN(,G IJ IMiF llilISh 
lisk It. (J l)IIN. A 1)1:1"L[lJ. It) 10IN 11< SSION IN IJNI)IILNANI)IN. HO)W 
!iAJAR 11.5 NRE v-1 1IABIId). ML L 'fL: AIVAL I1UIJARS HiAVI: II1J1N 11%1UI)) 
I1t) I2(A) I lOR YO1III~ INIt )lA1 ION, I HITl ~ II INDI)CSIANI) '11 tT ONLIY 1 1 IIAN THEI 
AIfl UR I'll) IKABLISHI AND HAII CI Atil) Y(IEST NLU(L A IL INIIAL 0+ PAY TIXI'T 
'611.1, (All I I'ON II 1ll1c (A.O YOUJR Nl INS ION It) AiSIA IN I'1(Al D0 1 P'6INCG S,\ EAR IS 
61111l NE-W It11. AIIIl (ANIN I*O IN(IAJRA6 PS IIIII '11) SAJK IIIGIIi{ kMl." 01- PAYI 
i ll,% '115 itL hAIRAN'I IA. EXCFl'! IONS '1) i ll: 11CL]AI I S' SJIA HE11)liAINIVI;I ( 

ILA.NI.'.I liI<UI(2 AII1)<011\ I. (]AN~I~ d,~) iI1I) '111L l.IkiI.AlI WISH 11) 
RLJ.(SI.N A llI(6lIII S'AIJV (OR A.N LX(:;I'I IoN, 11115 IEA1JI) III IiI:h Ill)tl' 
IlI;(JhSl ON hIi ll 111l. A\P11401%1N]. N001 DI!',ClI Os 0(ii 211C1\UN APPII(AYN'5 
It1)Ill(it'll IsPI.I(tA.NI J) WI11 111. MCIi4, A\ND III lIINON1A)NII.A, II' hilEN 

'I.I: IC2I'I 0)N'1 (C(II~iI51 14)k 111R kR~Y UINIIAl)\li ANI) QVNlIIAII A10. 
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APPENDI X I 

LIST OF RECMM1ENIq)ATIONS 

Recommendation No. 1 18 

le recoimend that AiVM, in consultation with the Office of tile
 
AID General Counsel, require SIJ/G"1 to:
 

a) review all existing guidelines and regulations applicable

to personal services contracting and redraft AID Hfandbook 14,

Appendix 1) to completely codity in one place all 
 suca 
guidelines and regulations; 

b) appropriately revise tile contract negotiating checklist
 
and issue a tontract Information Bulletin requiring

contracting officers' ccml)leLion;
 

c) obtain a written scope of work and a statement of minimtun
 
qualifications from the office requestinig personal services
 
prior to the negotiation of any personal services contract; 

d ) prior to negotiating and exccutinzg a personal services
 
contract, require that contracting officers obtain a fully

coinpleted and signed Standard Foniir 171 from each prostectiVe

contractor, so that they can make independent and informed
 
assessments of each prospecLive contractor's qualifications

and capabilities and can reasonably engage in arm-length
negotiations, and that can heldso con tractors be accowaltable
 
for their statements;
 

e) designr a standard IiIe;il)lrall(ILHt to be ackio0wledged oy tile 
contractor via his/her signature and to be attached to all
memoranda of negot iat toils pertain i ng to personal services 
contracts with U.S. citizens or U.S. resilient aliens, whi ch 
clearly advises th contractor that: 

( i ) tile salaries received from All) pursuant to the contract 
are subject to F.I.C.A. coltributions and federal I ncomire Tax 
wi thholdilip, 

(ii) he/shr', uus t I l.,e a for l-,4 with the cogni:art All) 
(ontroller prior to communenicaing work inder the contract, 

(iii) he/sh,, is not eligible to clalm the t'oreign earnied 
incotne exclustol'"' either ori the '-4 or in his/her tax returns 
to the IR5; 
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f) require verification of salary and employment history for
 
all personal services contractors, with such verification
 
being prior to execution of tile contract except ill extrelme 
umeurgencies; further, the validity of any contract negotiated 
on tie basis of unverified infomat ioi should be iiade 
explicitly contingent upon such verification;
 

g) establish a written procedure to irilpleiiellt the required

iandbook 17 function of conducting both pre and post contract 
reviews of AID-direct contracts for confonnance with 
regulations, policies, good business practices, anl( 
professional standards. 

Recommendation No. 2 19
 

We recomend that AA/I, in consultation with each Regional 
Bureau and the Office of General Counsel, establish specific 
procedures for the implementation of all regulations and 
guidelines applicable to personal services contracting aoroad 
and establish a procedure for holding Mission Directors and 
contracting officers accountable for contracting actions. 

Reconendation No. 3 21
 

We recoimend that AA/}I require /IFN to use a Statement of 
Earnings and lxave Form (AID 70U-9) or similar fom when 
paying personal services contractors. 'le ton stiould, as a 
minimmi, provide for recording F.I.C.A. and Federal Income Tax 
withholdinIg from payments made pursuant to personal services 
contracts. 

Recoiuiendat ion No. 4 22
 

We recoimmend that M/M require M/I.I to advise all USAII) 
Controllers that copies of Form W'-4 on which personal services 
contractors have claimed exemption from withholding to beare 
Sent to the Internal Reveiue Service arid Lliat earniigs of 
personal services contractors are to be reported on Formi W4-2 
and not on :ox11i 1099. The )ontroller r;,uidebook should be 
ameided as necessary' to ref Iec t the substance of thiS 
recomneinda tioil. 
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APIPENI)X 2
 

REPORT DISTR IBITION 

No. of Copies 

/A/IANAGI1Jf.NT" 5 

M/AAA/SER 2
 

M/SER/0M 2
 

AA/IAC 1 

AA/AFR I 

A/ASIA and NE 

ILM/CAR/GECI 2 

IAC/(;( I 

I.AC/CONT 1 

IAC/r 

LAC/P 1 

AA/XA 1 

XA/PR 
 2
 

LEG 1 

Gr. 

M/FIM/ASI) 2 

S4T/A(;R I 

PP(/CI)I 1: 3 
MISI'R/,4)I 

All AID Field Offices 1 
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