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MEMORANDUM 

TO: 	 DAAIENI/PA, Barbara N. Turner fl 

FROM: 	 RIG/A/Bonn, John P. Coipetello' 

SUBJECT: 	 Report on the Audit of Economic Restructuring and Privatization Activities 
in the Czech Republic Under Project No. 180-0014 (Audit Report No. 8-180
94-010) 

This is our final report on the subject audit. In preparing the report we considered the 
comments you provided to our earlier draft report. We have included these comments in 
their entirety as Appendix Il1. 

In your comments on our draft report, you recognized that our recommendations, in this 
report and our report on project activities in Poland, address systemic problems in the 
project. Since you initiated or promised corrective actions effecting the project as a whole, 
we have modified our audit recommendations to he in accord with your actions. The report 
contains two recommendations which we consider resolved based on your agreement that 
the actions are warranted and your promise to implement them. We can close both 
recommendations when we receive documer.,ary evidence that the recommended corrective 
actions have been implemented. In this regard, please let us know if you have any questions 
related to the documentation necessary for closure. Until we have closed the 
recommendations, please provide us with iontlly status reports describing your progress 
toward implementing both audit recommendations. 

I appreciate the cooperation extended to mly staff during the audit. 

U.S. MAILING ADDRESS: 
RIG/A/BONN 
UNIT 21701, BOX 190 
APO AE 09080 

TELEPHONE: 
49-228-339-8118 
FAX No.: 
49-228-339-8103 



EXECUTIVE SUMMARY
 

In August 1990 the United States Agency for International Development (USAID)
authorized the Economic Restructuring and Privatization Project (Projecu No. 180-0014) to 
assist Central and Eastern European countries establish viable private sectors - an important
first step toward sustained, broad-based economic growth for these countries. 

The Regional Inspector General for Audit/Bonn audited the privatization activities 
authorized by the project for the Czech Republic to determine what assistance has been 
provided, what has been the results of this assistance, and whether the USAID has 
adequately monitored and evaluated the assistance. USAID's Washington Bureau for 
Europe and the New Independent States (ENI) and the USAID/Representative Office in 
the Czech Republic share management responsibility for the activities in the Czech Republic 
(See page 3). 

As of December 31, 1993, USAID had provided about $19.2 million for project activities in 
the Czech Republic. Most of these funds have been used to procure technical assistance 
through contracts with four major U.S.-based accounting firms. These contractors formed 
teams consisting of accountants, lawyers, economists, investment bankers, marketing 
specialists and industry specific experts, as needed to accomplish specific task established and 
documented by USAID in individual contract dlivery orders. These teams assisted 
government entities establish legal and other institutional structures necessary to promote
the general growth of privatization and also assisted individual businesses address specific 
restructuring problems (See page 4). 

The audit concluded that the USAID-financed technical assistance has contributed positively 
to promoting privatization in the Czech Republic. Similar findings were reported in a July 
1993 USAID-financed project evaluation and also in a January 1994 United States General 
Accounting Office report covering privatization activities in the Czech Republic. However,
despite this general success, the audit found that ENI had not adequately assessed contractor 
performance against work requirements or closely monitored the implementation of project 
activities. For example, contrary to USAID poiz.y and procedures, the work required of 
contractors was vague and general. Perrormance indicators, work plans, and budget 
schedules were not prepared by the contractors with any degree of specificity. Thus for 



delivery orders amounting to $12 million we could not measure how well nor to what extent 
the contractor performed work in delivering technical assistance. In our opinion, allowing 
contractors to operate without specific objectives, performance indicators and benchmarks, 
detracted from the claims of success. To correct this problem, we recommended that ENI 
establish specific objectives, performance indicators, and benchmarks in each new and 
existing contract delivery order (See page 8). 

Besides not establishing a basis for measuring contractor performance, ENI and the 
USAID/Representative in the Czech Republic were not closely monitoring the contractors' 
implementation of project activities. The GAO reported in January 1994 that oversight of 
contractors was inadequate for the project as a whole. Our audit found that while 
monitoring took place, it was "ad hoc" and ENI and the USAID/Representative had not 
established the required detailed monitoring plan. Our audit also concluded that additional 
monitoring efforts were needed especially given the vague work statements provided in 
delivery orders to the U.S. contractors. To correct this problem we recommended that ENI 
establish monitoring plans for project activities in each country (See page 14). 

ENI generally agreed with the audit findings and recommendations, although they believed 
that some of the statements in the draft report were overstated, particularly with respect to 
the ineffectiveness of current monitoring practices. Nevertheless, in April 1994, ENI issued 
instructions to ensure that project contract delivery orders included performance indicators 
and benchmarks. These instructions cover all of the Bureau's privatization activities in all 
Central and Eastern Europe, not only for the Czech Republic. ENI stated that because 
project performance, and not just contractor performance, was their ultimate objective some 
indicators and benchmarks will cover time periods and actions which go well beyond a 
specific delivery order. Concerning problems in monitoring, ENI believed that it and the 
USAID/Representative had made tremendous strides in the past 12 months in increasing the 
level of monitoring. It agreed, however, that formal plans had not been prepared and the 
lack thereof resulted in inefficiency and monitoring gaps. To remedy this situation, and 
eliminate confusion over coordinating Washington and field roles in monitoring, ENI stated 
that the Bureau will soon task each USAID/Representative with establishing quarterly 
monitoring plans and reports for project activities (See pages 7, 13, and 17). 

OfficetofInsplctorGenera 
June 30, 1994 



Eastern Europe 

/ LatviaSweden = 
LVMIDenc-ark 

A h Lithuania 

- . Russia 

. "Gdansk"
 

Belarus 

:
 
: ; : " " Poznian, 


Germanyd 

Kfa! Ukraine " 

"
 *MlSwC
Austria , 

Ihtingary 
 Cluj-apoca, 

UUUAASged.
 

BUCHAREST0
 

,, IItl-,tgovilla .'.........
..
 

vm "'"
 • Serbia 

wn Ba r va, lB,
EV ,,,, , ,>s li. .le c.Io,., tal y 

ria 

0hCili Pec.lom ni ,, ,AJ11:Sardinia 

freece i ,... " ,€ G ...Turkey 

200 ift -¢"', :

L0 


MAW)09(W0X41613 3 



Table of Contents
 
PaZ.e 

EXECUTIVE SUM MARY . ............................................ i
 

INTRODUCTION...................................................1
 

Background ................................................... I
 

A udit Objectives ............................................... 3
 

REPORT OF AUDIT FINDINGS 

USAID has obligated $19.2 million for technical
 
assistance from U.S. accounting firms ............................... 4
 

The USAID funded consultants, including accountants, lawyers 
investment bankers and others, have provided privatization 
advice to state-owned enterprises and government ministries............... 5
 

Although USAID funded assistance has generally achieved positive 
results in promoting privatization, measurement of contractor 
performance is difficult due to inadequate statements of work.............. 8
 

Delivery order statements of work need
 
quantitative performance indicators ............................. 9
 

USAID project staff generally followed USAID policy
 
for evaluating and monitoring project activities........................ 14
 

Monitoring plan needed
 

APPENDICES Appendix
 

for adecuate oversight .................................... 14
 

Scope and M ethodology .......................................... I
 

Listing of Delivery O rders ........................................ II
 

USAID/ENI Comments ......................................... III
 



Background 

The overall U.S. policy goal for the Czech Republic is to support economic and institutional 
reforms to help ensure that Czech citizens are once again incorporated into the economic 
and political mainstream of the West. U.S. economic assistance is provided to the Czech 
Republic under the Support for Eastern European Democracy Act of 1989 (the SEED Act). 
Begun in 1990, the assistance program focuses on the following priority sectors for U.S. 
assistance: 

0 Privatization and economic restructuring 
0 Banking and financial services 
0 Energy 
0 Environment 
0 Management training 

According to the July 1993 U.S. Assistance Strategy for the Czech Republic, the Czech 
economic transition has been successful to date, although slowed somewhat in 1992 due to 
the breakup of the Czech and Slovak Federation. The strategy paper stated that if the 
economic and institutional reforms in the Czech Republic continue at a rapid pace, U.S. 
assistance program can begin to phase out in fiscal year 1995. 

The Economic Restructuring and Privatization Project (Project No. 180-0014) was developed 
by the U.S. Agency for International Development (USAID) to address several of the 
priority assistance needs mentioned above. The project supports private enterprise activities 
in selected countries in Central and Eastern Europe. Consistent with the SEED Act and 
the Foreign Assistance Act, the purpose of the project is 1) to assist Eastern European 
governments in establishing a legal and institutional frarnework governing the process of 
privatization, and 2) to provide assistance to individual firms in addressing managerial 
deficiencies and adjusting to the market mechanism. 
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Tie project was first authorized in August 1990 at a funding level of $25 million with 
completion set f1r June, The project has since1995. been increased to a funding level of 
$150 million with $84.1 millin obligated and $43.2 million diisbursed as of December 31, 
1993. The project also increased the number of countries receiving assistance from three 
to 11 countries of Ce ntral anild Eastern Euroel at tile time of audit. As such, the project is 
one of the most important of USAID efforts to assist privatizat ion in these countries. The 
figure below shows the distribution of i)rOjeCt fulld ing, in Millions of dollars, by country. 

Project Obligationls by Country 
as of December 31, 1993 

(o illh-n. of I.S dollars) 

Ioiiii i 2Ailb aia ( .3 
n 'lelVugoprlavia (

Slovak Republic (7.2 .eptblic (5 3 ('tech. 

. .+ (.Czech Recpu blic (P ) 2 

Poland 31 3 n, Estonia (. 
** -, 1, 

USAID project management rCslMsitilitics reside inl the [luraiU for Europe and New 
Independent States (USAID/ENI) il Washington, D.C. In October 1993, USAID 
reorga nized its CCitral and LEaster-i L urpt (CE'L) ai1d New InlCl'ependent States (NIS)
operations, eliiniiating the Regional iMission tr Eulope (RME)1and created one burauC.t for" 
ENI. The USAID Representativc fOr the Czech RCLtblic in Prague (USAID/REP) has 
project oversight a.1nil m nitori ug respoisibilities ill the Czech Republic. 
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(Lelt It)Right) Czech citizens being intervicwcd on their participation in lie l)rivalization 
proess by Praguc Television station. Cz'ch couple display their newly acquired vouchcrs,
signilying their owncrship intcrcst in the privalizalion of Czcch ectcrpriscs. (Praguc, November 
6, 1993) 

Audit 	Objectives 

As part o.f l'iscal yeart'Otr 1994 altdit pla t, the OfficC Of the Regiotal Inspector General tor 
Audit in Bonn auditIed the Czech RClpbic tctivit ies under the Economnic Restructuring ani 
Privatization Project No. 180-0(14 to arns\ver tihe ftIh wingl (IestioIns: 

1. 	 Wlht assistMce hals bCeen provided by the USAID funded 
Co lltrac to rs? 

2. 	 What hIMVC IbCCn the results of USAID lutltiled iassistance? 

3. 	 Did tile l3ur'ciLt for Eurp)C and New IilCpCtILcnt StatCs Lndthe USAID 
Representative to the Czech RCpublic follow their internal policy aid 
prfcCilurCs fo0r ntlitori ng aIIL Cval latilng 1 ()jcCt activities in the Czech 
Republic? 

Appenidix I conta ins a iliscussion Of the SCtJ)C a11dnlmtIlI)ot)Igy It1this ldit. 
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REPORT OF
 
AUDIT FINDINGS
 

What assistance has been provided by the USAID funded contractors? 

As of December 31, 1993, the Uniitcd States Agency l'r International Devel()pment
(USAID) had ohl iw';tCd appr¢ ximately $19.2 million It'm the Econmom ic Restructuiring and 
PrivatizaIti( Pr )ject inllthe Czech Re hiic. USAID provided techiical assistlnce t hrough
contrlacts a11id small gra nts. Initially in the Czech Republic, USAID provided aumt $2.0 
million (ftechnical assistanice unlde-r an1 existiig2 USAID cnltract with the U.S. aCCOLUnting
firm fll' Wa erlit)usC. USAID heogan ii id irg assis; nce using indefinitePrice Later, 

1uaniilily Contracts ( OC) specificallylWvald this prl)ject' t)' to thr'ee ( ther U.S. accounlting
firms. The IQCs firms were [)clo)ittc & ToMchIC: Co(pCIs & Lyhranid: and KPMG Peat 
Marwick. In the Czech RCpuhlic, tllCse firus lrt)\'idCd tc1hlicll sCrvicCs-;dviSol-S 1ind 
coisultaits-at a cost abotit Sl$10.4 million. FiLure one shows the levels of obligated funds 
tl"all lo'r )rilcipal contn',ctt,!'s in relatioll (t)tota I)hligated funids f()r this pIoject in tile 
Czech Republic. 

Project Funding in the Czech Republic 
as of'September 30, 1993 

(millions oliJ.S dollars) 

ther (0.5.,) Price Walerhouse (2
KPMG IPeat Marwick (3.5 Co.,lr & i.0brand (0.2 

Figure I f)eloil c& louche (12.7 
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Under these contracts with U.S. public accounting firms, USAID awarded delivery orders, 
which identified project activities for each contractor to address. The contractors provided 
advisors and consultants to government entities to help establish legal and institutional 
frameworks for privatization and to individual firms to address management problems. 
Technical assistance was directed at privatizing banks and businesses and facilitating the role 
of municipal governments and various Ministries of the Czech Republic. The Czech 
ministries assisted were in Health, Industry, Economy, and Privatization. 

The USAID financed contractors formed teams consisting of accountants, lawyers, 
economists, investment bankers, marketing specialists and industry specific experts, as 
needed to meet this requirement under the delivery orders. The teams performed financial 
analyses and valuations of specific state-owned enterprises, analysis of firms in specific 
industrial sectors, and negotiations/privatization transaction assistance in Czech Ministries. 
Training was also provided which included formal seminars and on-the-job training 
programs. A listing o!" the technical assistance provided by each contractor is shown in 
Appendix II. Below are some examples of the assistance provided: 

* 	 Under four consecutive delivery orders covering a period of two years, USAID 
provided assistance to the Czech Ministry of Privatization. USAID obligated 
about $12.3 million for this activity which represents approximately 65% of the 
total funding for this project in the Czech Republic. Accountants were 
provided by Deloitte and Touche and investment bankers were provided by 
Deloitte and Touche's subcontractor, Crimson Capital. The contractors 
assisted the Ministry by helping to establish the privatization transaction 
process, conduct negotiations with foreign investors, make recommendations 
to the Ministry, and assist the National Prcperty Fund in distributing state 
assets. 

0 	 Under another delivery order with KPMG Peat Marwick of $1.8 million, 
USAID provided assistance to the Czech State Savings Bank. This assistance 
provided training and advice in the establishment and management of 
investment funds, design and implementation of appropriate credit risk 
management, implementation of procedures for processing foreign payments, 
and review and restructure of the banks' financial management and accounting 
procedures. The Czech Savings Bank is the largest holder of domestic savings 
and investment funds from Czech citizens. 
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Kinarl department store in downtwil Prague. nart shoplpers makc Iprchlas s in the lorne'ly 
sl;ate-)wncd enlteprise now privatized by lhelCzech Governmen I Ihrough a process supporld 
in parl by USAID. 

0 Three of the acconiting firms devC 1 tratj()n fior the CzechOj)Cld flinlcial inlrll 
and SlOvak American Enterprise Fuild' on tolr Czech firms vho were 

ca ldida tes for pr'ivat iza ti(Ii andil invCst mnIl by the Funid. USAID Obligated 
about $345,0() f'or this assistaMICnC. T'hIe l)u cd ndidhlte en terj)ri.ses included 
nlt nitfactULr'rs of IllLISiCaI ilSt I'l me nts, S)ecialized dryers and pressure tanks. 
The Fund reqluested the fina nelw in)rlanlttion to assist in making investment
dec isic)s. 

The delivery or'dCrs CO CiMtractsissued unler Iie three cC (including lhose in the Czech 
Republic) differ tfili USAID's toni-'al I1) wys.Iractice in SVCvral v' While wC did not note any
significant problems, these dilifl'rences in thCmsClves irC sign il'c i t. First, the delivery Orders 
provide for fixed daily rates 0f i)tYIiCl t I'Or C.IcI category cl cotnsulant (e.g., attorney, 
accountant, investment banker). The fixed rate is the reiml rsemIent to)the U.S. acCOUenting 
firm-not the COIISLultIt- ald is a,11 avCrage daily salary cost Or consultana: fee that applies
to all conisultants illthat respCCtive labor ca eg ry pl us ()til"er c)sts, SucI as beltefits aad per
diem (Ilodging andnilta s). F()-r example), uttider tle fixed daily rate basis oneC accounting firm 

The Czech and Slovak American Enlerprise Fund iS 01le 1'rvral funds, eslablishcd by the U.S. in 
selected countries of Central and Easurn Europe, )roviding inVeSentllu Iutls to clltcrpriscs. 
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120 

bills USAID $950 for project managers. USAID's normal practice is to use the consultant's 
actual salary plus a multiplier formula. This multiplier is negotiated with a USAID 
contracting officer and covers benefits and other indirect (overhead) costs. Also, USAID 
would reimburse the cost of per diem separately, based on established rates for the country 
where the consultant is working. 

Secondly, USAID's normal practice is to limit the period of an IOC delivery order to 
days, recognizing that delivery orders are for specifi2 activities of limited duration. Some 
exceptions to the 120 day rule are allowed, but only with strong justification. However, 
under the IQCs used in the Czech Republic, the ass-Stance activities frequently extended 
over long periods of time. Advisors and consultants are working on both short-term and 
long-term bases, with some individuals working for more than one year on continuing project 
activities. During our audit, we observed that the contractors had between 6 and 20 advisors 
in country. Based on vouchers paid in February of 1994 for work under two different 
delivery orders, we estimated that for one day USAID was billed between $2,000 (for four 
consultants) and $20,000 (for up to 24 consultants). One invoice covering just one delivery 
for a 28 day period came to over $500,000 for up to 24 consultants' services during the 
period. 

Management Comments and Our Evaluation 

ENI combined its comments on the Czech Republic activities with its comments on our draft 
report on project activities in Poland. Essentially ENI had no comments on this finding, 
except to point out that the "norm" of 120 days for USAID Indefinite Quantity Contracts 
(IOCs) was never intended in this program. They pointed out that these IQCs were set-up, 
advertised, and contracted for longer periods. We did not intend to indicate that there was 
a problem, but believe it is important to differentiate these IQCs from USAID's normal 
JQCs. 

7
 



What have been the results of USAID funded assistance? 

USAID funded assistance generally achieved positive results in promoting privatization. 
Notwithstanding these positive results, we found it difficult to measure contractor 
performance because of vague statements of work and a lack of performance indicators and 
benchmarks. 

A July 1993 USAID financed project evaluation found that most of the USAID assistance 
had been successful. The report concluded that: 

Privatization support by [USAID] in the policy/program area has had a very 
high success ratio...The effective training program in fund management in the 
Czech Savings Bank is one of the key elements that can make the Czech 
Republic's mass privatization program a long-term success... 

The evaluation report also stated that the Deloitte & Touche/Crimson Capital assistance, 
valued at about $12.3 million, to the Czech Republic's Ministry of Privatization was cost
effective. The evaluation concluded that the KPMG Peat Marwick assistance to the Czech 
Savings Bank, valued at about $1.8 million, had a very high potential impact on the Czech 
Republic's economy. 

The evaluation report found, however, that about $4.2 million for firm specific and sectorial 
assistance was no,cost-effective. Although sector studies were made and assistance provided 
in accounting, financial, and market analyses, most of this assistance did not achieve its 
primary objective, i.e., privatization. ENI has since discontinued these types of assistance. 

A January 1994 report by the U.S. General Accounting Office (GAO)2 stated that host 
government officials interviewed by GAO in the Czech Republic were generally satisfied with 
the quality and performance of the contractors. GAO reported that there were some 
complaints, such as delivery orders taking too long to process and host governments not 
receiving adequate information to monitor contractor performance. The GAO also 
concluded that USAID's use of indefinite quantity contracts had proven to be an effective 
mechanism for responding to the needs of Eastern Europe for technical assistance on 
privatization. 

Our discussions with USAID/ENI and Czech Republic officials showed that they were 
satisfied with the results of the assistance. A USAID/ENI manager stated that this particular 
project in the Czech Republic was one of the most successful USAID projects ever. Also, 
our interviews with Czech officials from the Ministry of Privatization, the National Property 

U.S. General Accounting Office reporl "Eastern Europe AID's Indefinite [Quantity, Contracts Assist 

Privatization Efforts but Lack Adequate Oversight", GAO/NSIAD-94-I, January 1994. 
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Fund and Czech State Savings Bank confirmed that U.S. assistance generally met or 
exceeded their expectations. For example, a Czech Deputy Minister of Privatization 

explained that direct investments in the Czech Republic had grown significantly since 1991 
as a result of the USAID funded assistance. He felt that the U.S. provided advisors had 
been very successful in convincing foreign investors to make these investment decisions. As 
of June 1993, Deloitte & Touche/Crimson Capital reported that foreign private investors had 
invested about 49.7 billion crowns (equivalent to about $1.8 billion) into the Czech economy. 

Notwithstanding the apparent success of project activities cited above, we believe that 
allowing contractors to operate without specific objectives, performance indicators and 
benchmarks, detracted from the claims of success. Our audit disclosed that the work 
required of contractors was vague and general, and that the only basis of contractor 
accountability was whether the contractor: 1) provided the numbers and types of advisors 
requested, and 2) stayed within the funding level authorized by USAID. Performance 
indicators, work plans, and budget schedules were not prepared by the contractors with any 
degree of specificity. Although the GAO report noted above and the previously issued 

USAID Inspector General reports have cited these problems, we believe that the situation 
in the Czech Republic is notable because of the large number of contractor personnel 
involved, the length of time the contractors have been working in country, and the amounts 
of mney being paid each day for their services. 

Delivery order statements of work need 
quantitative performance indicators 

USAID policy and procedure require project officers to specify quantifiable progress 
indicators in contract scopes of work, including delivery orders. Delivery order work 
statements (or work plans) for four of the five latest delivery orders reviewed did not Lontain 
quantifiable progress indicators, specific task definitions, or associated budgets and schedules. 

Thus for these delivery orders amounting to $12 million (or 65 percent of the amount tested 
of the 16 delivery orders), we could not measure how well nor the extent that the contractor 
performed work in delivering technical assistance. Furthermore, it was not possible to 

measure whether the expected assistance was provided on time, provided with the minimum 
resources needed, or in fact completed. This occurred because USAID/ENI believed that 
it was all but impossible to establish these indicators and benchmarks for these delivery 
orders. 

Recommendation No. 1: We recommend that the Bureau for Europe and 
Ncw Independent States, for this project, establish specific objectives, 
performance indicators, and benchmarks in each new delivery order statement 
of work (or in the work plan under the delivery order), and revise work plans 
for current delivery orders to meet these requirements. 

9 



USAID policy and procedures' require quantifiable progress indicators in contract scopes 
of work, including delivery orders. This handbook citation states that peiformance indicators 
andbenchmarks (targets and time frames) will enableproject managersto objectively monitor 
and evaluate the 'ntractors'progress againstthe expenditures of both time and money. This 
concept is incorpo:ated in the former Regional Mission for Europe's internal instructions. 
Specifically, Mission Order No. 5034 requires a clear, adequately detailed, description of 
technical assistance to be procured in contracted work s tatements. Also, Section 
10.004(b)(4) of the Federal Acquisition Regulations states tlat purchase descriptions of 
services should outline to the greatest degree practicable the specific services the contractor 
is expected to perform. 

We identified four Deloitte & Touche delivery orders, totalling $12.3 million (or about 65 
percent of the amount tested) which did not have specific objectives, time frames for 
performance, and performance indicators. The delivery orders, which requested technical 
assistance to the Czech Republic's Ministry of Privatization (MOP), only provide the number 
of staff days to be provided in several skill categories without describing the output of the 
work to be done or any specific time schedules and related budgets. For example, the scope 
of work for one of the four Deloitte and Touche delivery orders, signed in December 1991 
and obligating $4.6 million, does not specifically define the tasks or sub-tasks to be 
performed, the time frame for a task to be completed or the level of effort (cost) of a task. 
The delivery order's stated objective was simply for the contractor: 

To assist the Czech Ministry of P-ivatization in the planning and 
management of the privatization process involving effective 
implementation of a prompt and expedient decision-making 
process, covering approximately 2,500 enterprises. 

The latest delivery order for this activity, signed in June 1993 and totaling $5.2 million, also 
included general objectives in the scope of work that contained no quantitative or qualitative 
performance indicators or benchmarks. The objectives of this second delivery order are: 

• Complete outstanding first wave privatization projects; 
* Review, negotiate and continue second wave privatization projects;
 
" Supervise tenders for the government ministries;
 
* Assist in the further development of policies and regulations;
 
" Assist the ministry with its public relations program; and
 
* Continue to provide training to ministry personnel on a hands-on, daily basis. 

USAID Handbook 3, Supplement A. 

Mission Order No. 503 (December 1993), Attachmenl A, page 10. 

10 



The general objectives cctliataed in tile ahove twtO dclivery Mrders do aot 11*01od USAID/ENI 
an adequate basis for either moit'oring contractr iprogressor ensuring effective stewardship 
of Federal funds. USAID/ENI1 aad the Czech Republic's expectation of what contractors 
are expected to achieve OVer tile period of wyork remcias vague, aind thus left to the
interpretation of the contractor. Questions like: "How hag should the first wave of 
privatization take to complete nd how 1Iuch should be spent?", nd "What type Otf 
assistance in developing policies is intended a1ad just what kind of policies are necessary?" 
are left unanswered. Further, sonic of the a hove general objectives reflect traditional 
institution-buildingi., a1aarea which USAID has lol been ila()Ilvedi ia. We believe it is in 
these areas-at a inimu, -wlere much better ohjectives, benchmarks nd perfornmnce 
indica tors can be established. 

x is. , ,
 

c.'. , 	 :, .
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(Left to Right) KPMG Peal Marwick banking cnsullanis working niltechnical assislancce plans 
for the Czech Savings Ba nk. Dcloillc and Touchc project managers discussing work completed 
at the Czech Ministry of Privatization. 

In commenting On a tliscussionl dra ft )f this report, USAID/ENI otficia Is believed that the 
Iudit had overstated tile effect of the lack of" specific objectives and henchnmarks. They 
explained that

0 the lack of benclnirks or' IletaileL wyork Ida a did not necessarily preclude the 
eval uat ion Of U cotitractI-r's perforl'iliace or tile success of the project. 

* 	 the assistance was needed imniediate ly a11d tille did not alo tor developing 
benchmarks which ny have been obsolete before tile ink was diy. 
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S 	 even with almost three years of experience in this process, it was all but 
impossible to determine in advance the level of effort needed to sell a 
particular state-owned enterprise, a large group of enterprises, or to determine 
if the enterprise could indeed be privatized. 

In our view, USAID/ENI's position goes against the USAID Administrator's call for 
procurement reform through "performance-based" contracting and the Agency's reply to two 
Inspector General audit reports5 on the same issue of providing technical assistance. In 
January 1994, the Administrator issued a statement promoting "performance-based" 
contracting which would institutionalize a quantifiable contract approach to project 
implementation, as opposed to the level of effort such as was used in the Czech Republic. 
If indeed what USAID/ENI contends is true, i.e., that even after three years experience they 
cannot do a better job of defining what it wants it's contractors to do, we doubt that the 
Administrators's emphasis to move to "performance-based" contracting, will succeed. 

In responding to two 1993 Inspector General audit reports identifying the same issues, the 
Agency agreed with the reports' findings and promised action. In particular, the Bureau for 
Europe responded by issuing internal procedures in December 1993 to require performance 
indicators in technical assistance contracts. Unfortunately, we saw no recognition of action 
taken in the Czech Republic. We believe USAID/ENI, in coordination with the AID/REP 
Czech Republic, needs to take positive action on the current work orders now. 

Management Comments and Our Evaluation 

USAID/ENI coupled its comments on the Czech Republic draft report with its comments 
on our similar draft report on Poland and stated that both audits were thorough and fair 
efforts. The comments went on to state-"We agree that we can and must do better in 
measuring performance and we are fully committed to USAID's reform agenda...." Further, 
ENI commented that it regretted that it may have appeared defensive in earlier comments 
on the discussion draft and trusts it can be viewed as a willing partner in the changes it 
agrees are needed. 

USAID/ENI reported that in April 1994 instructions were issued requiring that all new 
delivery orders issued for the Project, including the Czech Republic and Poland, are to 
include specific statements of objectives, performance indicators and benchmarks of 
performance expected over defined time periods. ENI stated that because project 
performance, and not just contractor performance, was their ultimate objective some 
indicators and benchmarks will cover time periods and actions which go well beyond a 

Audit of the Office of Procurement's Management of the Award and Administration of 
Technical Services Contracts, Report No. 9-000-93-004, March 31, 1993. Audit of the Bureau 
for Europe's Technical Assistance Contracts, Report No. 8-180-93.05, June 30, 1993. 
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specific delivery order. For the Czech Republic, ENI requested the audit recommendation 
be modified to not require revision to current (in effect) delivery orders. ENI pointed out 
that the delivery order at the Ministry of Privatization is due to run out in September and 
the new delivery order, which will include benchmarks, is now being designed. For the 
remaining delivery orders in effect, ENI requested that rather than formally amending the 
orders, the work plans be revised to obtain the same effect and save time. 

The ENI action goes beyond our recommendation for the Czech Republic and Poland 
activities, and essentially addresses concerns for the project as a whole. Because ENI 
recognized the issues brought out in this report and our Poland draft report, we believe that 
the actions taken and planned to be taken should go a long way to ensure that contractors' 
performance is measurable. We modified the audit recommendation for the Czech Republic 
based on the ENI policy statements and we agree that new delivery orders should conform 
with the new policy and it seems more timely to revise the work plans for the remaining 
activities. 
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Did the Bureau for Europe and New Independent States and the USAID 
Representative in the Czech Republic follow their internal policy and 
procedures for monitoring and evaluating project activities in the Czech 
Republic? 0 

The USAID/ENI project manager and the USAID/REP in the Czech Republic generally 
followed internal policy and procedures for evaluating project activities. With regard to 
monitoring, we concluded that additional monitoring efforts are needed due to the vague 
work statements provided in delivery orders to the three U.S. contractors. While monitoring 
took place, it was "ad hoc" and USAID/ENI and the USAID/REP had not established the 
required detailed monitoring plan. Similarly, the General Accounting Office reported in 
January 1994 that oversight of contractors was inadeluate for the Project as a whole. 

Concerning USAID/ENI's evaluation responsibilities, two performance evaluations, both 
issued in July 1993, were financed by USAID and performed by independent contractors. 
USAID/ENI project officers stated that they had considered the evaluation recommendations 
in managing the project. For instance, sector studies-which the evaluation recommended 
to be discontinued-are no longer being planned for future project activities. We also found 
that the country specific recommendations were addressed in the July 1993 USAID 
Assistance Strategy for the Czech Republic. 

Concerning monitoring in the Czech Republic, our audit disclosed that the extent of 
monitoring was not sufficient given the lack of specific objectives, performance indicators 
and benchmarks for contractor performance. The January 1994 GAO report cited earlier 
identified several areas where monitoring was deficient in the project as a whole. We saw 
evidence of some of GAO's concerns, e.g., the fact that USAID/REP not always receiving 
copies of delivery orders and reports. Due to the recency of the GAO report and the 
planned corrective actions by USAID in addressing GAO's concerns, we are only making 
recommendations concerning a material internal control weakness - not having a 
monitoring plan for the activity - that was not specifically addressed in the GAO report. 

Monitoring Plan Needed 
For Adequate Oversight 

USAID/ENI internal policies, in effect since December 1992, required that monitoring be 
done on a systematic basis. This is even more important when, as in the Czech Republic, 
delivery order contracts do not contain performance indicators or benchmarks, or specifically 
describe the end product of the delivery order. However, we found that project monitoring 
was performed on an "ad hoc" basis, without a required monitoring plan, at a time when the 
vague nature of the contract statement's of work warranted greater effort to systematically 
monitor and manage project activities. The lack of sufficient monitoring staff apparently 
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contributed to not preparing a monitoring plan. Thu" without the systematic review 
envisioned, contractor reporting deficiencies and outdated work statements went undetected 
for long periods. More importantly, USAID/ENI did not have the necessary level of 
monitoring to ensure that consultants were accomplishing the work at least cost. 

Recommendation No. 2: We recommend that the Bureau for Europe and New 
Independent States, in coordination with each USAID Representative, prepare a 
monitoring plan for each country's activities under the Privatization and Economic 
Restructuring Project. 

Adequate monitoring should entail the systematic collection and analysis of information on 
activity inputs, expenditures, and outputs as well as a determination of whether the activity 
is meeting its purpose. USAID/ENI project officers and USAID/REP staff are responsible 
for ensuring that inputs, in this case consultants, are used as effectively as possible. Because 
USAID/ENI did not establish performance indicators or benchmarks in delivery orders, it 
is even more imperative that USAID/ENI use a systernatic monitoring plan. 

Beginning in December 1992, the internal policy (contained in the former Regional Mission 
for Europe's Mission Order 103) stated that monitoring of projects is to be done by the 
USAID/REP on a systematic basis against benchmarks established in approved work plans. 
The Mission Order further defines monitoring as "inspections o0specific project activities, 
events, or sites to check whether goods and services financed by USAID are in fact being 
delivered and are having the intended effects, and how their effects compare with other 
USAID financed activities." 

Another internal policy, (Mission Order 104 of December 1993), further specifies that 
project officers are responsible for establishing, in coordination with USAID/REPs in each 
country, an implementation monitoring plan for their sectoral programs and component 
project activities. Monitoring plans should be based on arnproved work plans for the project 
activities. The monitoring would include the scheduling tracking and reporting of such 
activities as the in-country placemcnt of personnel, delivery of commodities, products, goods 
and services, and the accomplishment of agreed-to milestones. These monitoring plans 
would better ensure that project activities are performed in accordance with USAID/ENI 
expectations as defined by contract work statements and related benchmarks. 

Although the monitoring plan was not prepared as required, monitoring was done but not 
in the systematic manner envisioned by the internal policies. Our audit found that 
USAID/ENI project management staff had performed at least nine monitoring trips since 
January 1993. While other monitoring was performed by USAID/REP staff on an ad-hoc 
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basis, we noted that there was no written plan to formalize monitoring requirements or 
control contractor progress. 

The lack of sufficient monitoring staff contributed to not preparing the monitoring plan. A 
March 1, 1993 project implementation review by the USAID/ENI project officer explained 
the difficulties that USAID/ENI staff were having in monitoring the project. 

The Privatization Group, with current and projected staff and located in 
Washington, D.C., is not yet able fully to monitor the activities underway, and 
cannot be certain when this capability will be achieved given USDH [direct 
hire employees] and PSC [personnel services contractors] staffing problems. 
We understand that the AID/REP [USAID Representative] offices, also 
understaffed, may have equal difficulties in monitoring... 

During a project monitoring visit to the Czech Republic in November 1993, the USAID/ENI 
officials told us that the staffing situation in Washington was improving, but they had not 
focused on developing a monitoring plan. According to the USAID/REP project officer, 
privatization activities in the Czech Republic are numerous. He and his staff are frequently 
called on by groups interested in the Czech privatization activities. Also, there are several 
other major USAID privatization projects and this means numerous meetings with various 
contractors and grantees. Thus, USAID/REP staff has had to take the posture of 
monitoring activities by primarily responding to problem areas and by accompanying visitors 
to various project sites. In his opinion, the USAID/REP still does not have the resources 
to formally monitor project activities. For example, no one performs detailed monitoring 
of project deliverables for completeness and quality, of the whereabouts of contractor 
personnel in country, or independent verification of contractor time-charges to the project. 
He stated that for the Deloitte & Touche/Crimson Capital delivery orders, totalling $12.3 
million, to properly monitoring this effort only, as currently structured, he believes that it 
would require at least one full time employee. 

The lack of systematic monitoring also caused some implementation problems to go 
undetected for long periods of time. For example, USAID/ENI project management had 
not recognized that 1) KPMG Peat Marwick was not reporting on some activities as 
described in delivery orders and that 2) the delivery order's work statement had become 
outdated. These conditions went unnoticed for about ten months. 

We believe that USAID/ENI's internal controls over monitoring will be strengthened by 
preparing a detailed monitoring plan for this project. We believe that reasonable oversight 
of contractor performance, given the vaguely written scopes of work in these delivery orders, 
requires the establishment of a monitoring plan, developed in coordination with the 
USAID/REP. 
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Management Comments and Our Evaluation 

In combining its comments on this report and our similar report on Poland, ENI agreed with 
the finding and recommendation for establishing formal monitoring plans for the project. 
ENI mentioned the Bureau had made tremendous strides in the past 12 months in increasing 
the level of monitoriiig, but formal plans had not been prepared and the lack of a system 
results in inefficiency and monitoring gaps. To remedy this situation, and the present 
confusion over coordinating Washington and field roles in monitoring, ENI stated that the 
Bureau will soon be tisking each USAID/REP with establishing quarterly monitoring plans 
and reports for the Privatization Project. ENI believes that this is more workable than 
establishing monitoring plans for each delivery order. 

ENI commented that some of the statements in the drafts may be overstated with respect 
to the ineffectiveness of the present monitoring. The drafts' statement: "The only basis of 
contractor accountability was whether the contractor: 1) provided the numbers and types of 
advisors requested, and 2) stayed within the funding level authorized by USAID. ..." is 

misleading, as it ignores the substantial amnount of project monitoring by the USAID/REP 
and ENI. In ENI's opinion, the contact with, and feedback from, counterpart institutions 
was closely maintained, and performance was regularly monitored. ENI went on to state 

that contractors may not have been accountable to quantifiable benchmarks, as the audit 
points out, but the contractors were very accountable to project officers and USAID/REPs. 

We believe that formalizing monitoring plans for the project, as a whole, should assist in 
delineating roles between the USAID/REPs and the ENI project officers. These plans 
should identify the major performance indicators and benchmarks for contractors and, when 
coupled with quarterly reports, enhance monitoring efforts to reduce the chance for 
significant gaps. Our comments on contractor accountability are based on our review of the 
documents and terms of the contracts. We tried to show that monitoring was being done, 
but we found that it was not systematic and gaps occurred. 
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SCOPE AND
 
METHODOLOGY
 

We audited 16 delivery orders awarded on or before September 30, 1993 (See Appendix II) 
for work performed in the Czech Republic under the Economic Restructuring and 
Privatization Project 180-0014. These orders, totalling $18.3 million were awarded under 
indefinite quantity contracts USAID has with the accounting firms of Coopers & Lybrand, 
Deloitte & Touche, KPMG Peat Marwick, and Price Waterhouse. After analyzing the 16 
delivery orders and determining the major activities in the Czech Republic, we concentrated 
our audit on four delivery orders with Deloitte and Touche and one delivery order with 
KPMG Peat Marwick, which represented 77 percent of the value of items tested. Our work 
was done in accordance with generally accepted government audting standards. We 
conducted the audit from September 21, 1993 through February 2, 1994. 

Our audit work was performed in the offices of the Bureau for Europe and New 
Independent States (USAID/ENI) in Washington, D.C., the USAID Representative to the 
Czech Republic in Prague (USAID/REP), the Czech Ministry of Privatization, and the Czech 
State Savings Bank. The Grants provided under this project to the World Bank and 
International Finance Corporation, as well as a travel expenditure for a personal service 
contractor were not reviewed during the audit. Table 1 provides a listing of the awards that 
we did and did not review as part of our audit of the project. 

Although we limited our audit to the Czech Republic, the Economic Restructuring and 
Privatization Project is being conducted throughout Central and Eastern Europe. As of 
December 31, 1993, the Bureau's "FACS Obligations and Expenditures" report indicated that 
USAID had obligated $84.1 million dollars for the overall project and disbursed $43.2 million 
of this amount. 

For the purposes of determining the scope of our audit and reporting on project financial 
information, we relied on data from the USAID/ENI's computer based project information 
systems in the Office of Project Development in the former Regional Mission for Europe. 
Where possible, we confirmed the financial information provided in this report with contract 
and project documents. Nothing came to our attention to doubt the acceptability of this 
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information for the purposes of determining scope and reporting on project financial 
informaticn. 

Our audit work consisted of an examination of the relevant contracts, review of the project 
files in the Office of USAID/REP, verification of deliverables required by the respective 
contracts, and visits to selected contractor work sites. The work sites visited included the 

Czech Ministry of Privatization, the National Property Fund of the Czech Republic, and the 
Czech State Savings Bank. In addition, we held interviews with USAID direct hire project 
officers and staff in Washington, D.C. and the Czech Republic, as well as personal services 
contractors serving in the role of project officers and project support positions in the 

USAID/ENI. We also interviewed contractors from three of the four accounting firms 
whose work we reviewed. We did not interview one of the contractors because the contract 
was completed and knowledgeable contractor representatives were no longer available in the 

Czech Republic for an interview. We obtained collaborating comments on the effectiveness 
of the contractors work from officials of the Government of the Czech Republic. While in 
Prague we also contacted representatives of the U.S. Embassy, and Czech and foreign 
businesses who provided some additional information and perspectives about the project 
overall and the work of the contractors. 

To provide an answer to our third audit objective on compliance by USAID/ENI offices with 

mission orders of the Regional Mission for Europe, we examined the specific mission orders, 
as well as USAID handbooks and relevant laws and regulations including the Foreign 

Assistance Act and SEED Act. We relied to the extent indicated in the text of this report 
on other audit and evaluation work as reported in: 

USAID Office of the Inspector General (OIG) Audit of the Bureau for 

Europe's Technical Assistance Contracts (Report No. 8-180-93-05 issued June 
30, 1993), 

OIG Audit of the Office of Procurement's Management of the Award and 

Administration of Technical Services Contracts (Report No. 9-000-93-004 

issued March 31, 1993), 

U.S. General Accounting Office Report on Eastern Europe: AID's [USAID's] 

Indefinite Quantity Contracts Assist Privatization Efforts But Lack Adequate 
Oversight; (GAO/NSIAD-94-61, issued January 1994), and 

USAID Evaluation Final Report "Privatization Phase II Program Evaluation 

(Contract No. 180-0014 issued July 30, 1993). 
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We verified some of the results of these reports through inteniews with USAID, Czech 
Republic and contractor representatives. Nothing came to our attention to doubt the validity 
of the conclusions in these reports. 

Since our review focused only on activities in the Czech Republic that were part of the 
Economic Restructuring and Privatization Project, we did not conduct sufficient testing that 
would provide us with the necessary level of confidence to report on the overall compliance 
LUy the Europe and New Independent States Bureau's or USAID/REP's with applicable laws 
and regulations or adherence to internal controls. Accordingly we are not issuing a separate 
"Report on Internal Controls" or "Report on Compliance." However, we did note one 
material internal control weakness whereby the USAID/ENI project officer and the 
USAID/REP had not followed internal procedures on preparing a monitoring plan. We did 
not note any other material internal control weaknesses or lack of compliance as they 
pertained to the project activities in the Czech Republic. 



AWARDS REVIEWED DURING THE AUDIT 
Contractor Assistance Recipient Activity Funds 

___I I 
ObligatedPrice Waterhouse Municipal Governments 

j
Solid Waste Disposal S280,388Price Waterhouse Ministry of Industry Assist in Privatizations of State Owned Enterprises $1,689,820Coopers & Lybrand CSAEF* and Enterprise Financial Analysis of State Owned Enterprise S93,020Coopers & Lybrand CSAEF and Enterprise Financial Analysis of State Owned Enterprise S82,430Deloitte & Touche CSAEF and Enterprise Financial Analysis of State Owned Enterprise $81,350KPMG Peat Marwick CSAEF and Enterprise Financial Analysis of State Owned Enlerpri. $79,261KPMG Peat Marwick Czech Ministry of Industry Privatization Sector Analysis - Non-ferrous Metallurgy S710,350Deloitte & Touche Czech Ministry of Industry" Privatization Sector Analysis - Telecommunications/Utilities $342,000KPMG Peat Marwick Czech Ministries of Health and Finan, e Development of Health Care Non-Profit Sector $599,488 

KPMG Peat Marwick Ministry of Economy" Development of Standardized Management ContractsKPMG Peat Marwick Ministry of Economy S37,()00Advisor to Ministry of Economic Policy and Development $233,220KPMG Peat Marwick Czech Saving Bank Bank Management Cnsulting $1,815,880Deloilte & Touche Czech Ministry of Privatization Assistance with Privatizations Involving Foreign Investors $479,250Deloitte & Touche Czech Ministry of Privatization Assistance with Privatizations Involving Foreign Investors $4,585,(K)Deloitte & Touche Czech Ministry of Privatization Assistance with Privatizations Involving Foreign Investors 52,000,(X)0Deloitte & Touche Czech Ministry of Privatization Assistance with Privatizations Involving Foreign Investors $5,217,373
AWARDS NOT REVIEWED DURING THE AUDIT j

Contractor Assistance Recipient Activity

I Funds 

International Finance Corp. Skoda Pilsen I Obligated
Grant to Assist in Privatization of Slate Owned Enterprise $5(X0,(XX0 > 

World Bank I.I 
Personal Services Contractor Project Operating Expense Travel $4,631 Z 

* CSAEF: Czech and Slovak American Enterprise Fund 
* Czech Republic portion of delivery order for work in the Czech and Slovak Republics 
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MANAGEMENT COMMENTS 

LS41D 
U.S.Asm~cy YO 

DAvnmMY MA 3 
MEMORANDUM
 

TO: RIG/A/Bonn, John P. Competello 

FROM: DAA/ENI, Barbara Turner A . 
SUBJECT: Draft Response on the Audit of Economic Restructuring

and Privatization Activities in the Czech Republic and 
Poland Under Project No. 180-0014 

We appreciate the opportunity to respond to the Poland and Czech
 
Republic draft audit reports for privatization and economic
 
restructuring activities. 
Since the narrative and
 
eecommendations for the two programs aie very similar, we are

providing only one set of formal comments. 
 Where the discussion
 
is particular to one of the programs, it is 
so indicated.
 

We believe that both audits are thorough and fair efforts and
 
appreciate the citation of some 
of the positive accomplishments

of both programs. As you suggest in your covering memo, we do
 
intend to use your observations and recommendations for these two

countries as 
lessons learned and we will issue appropriate

instructions for project offiers concerned with privatization

and economic restructuring in other CEE countries.
 

We agree that we can and must do better in measuring perfnrmance,

and we are fully committed to USAID's reform -genda, including

measuring outputs more effectively. We believe we have steadily

moved to better define deliverables under our privatization

delivery orders, and are fully prepared to take additional steps,
 
as noted below, to shift our emphasis from deliverables to

specific benchmarks. 
We regret if we were overly defensive in
 
our earlier comments, and trust we can be seen as a willing

partner in changes we agree are needed.
 

Following are specific comments on the recommendations in both
 
draft reports and some comments on a few points raised in the
 
narratives.
 

Recommendation No. 1: We recommend that the Bureau for Europe
 
and New Independent States:
 

l.a. In coordination with the USAID Representative, establish
 
specific objectives, performance indicators, and benchmarks
 
in each delivery order statement of work (or the work plan

under the delivery order); (Poland)
 

320 Twm.FUT SmE. NW., Wftsm,. D.C. 20523 
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Recommendation No. 1: We recommend that the Bureau for Europe

and New Independent States establish specific objectives,

performance indicators, and benchmarks in each delivery order
 
statement of work (or the work plan under the delivery order) and
 
in coordination with the USAID Representative, revise current
 
delivery orders to meet these requirements. (Czech Republic)
 

As of April 22, 1994, all new delivery orders issued under the
 
Privatization Project for Eastern Europe (180-0014) will include
 
specific statements of objectives, performance indicators, and
 
benchmarks of performance expected over defined time periods. A
 
copy of the e mail notification of this policy is attached.
 
Because project performance, and not just contractor performance,
 
is our ultimate objective, some indicators and benchma:ks will
 
obviously cover time periods and actions which go wel'. beyond a
 
specific delivery order. We will do our best to pro, ide balance
 
between narrow and broad measures of performance.
 

For the Czech Republic we request the recommendation to revise
 
current delivery orders be dropped. The recent CSOB delivery
 
order is the only long-running program now under contract. The
 
present work with Ministry of Privatization will run out in
 
September, and new delivery orders, which will include
 
benchmarks, are now being designed. For the two ongoing ones,
 
rather than formally amending current delivery orders, which
 
would be a time consuming contractual process, we recommend that
 
the same effect be attained through revising work plans with the
 
contractors.
 

1.b. continue to follow-up with contractors to obtain the
 
required work plans for the current delivery orders.
 
(Poland)
 

We believe that the plans required in these delivery orders have
 
been submitted.
 

Recommendation No. 2: We recommend that the Bureau for Europe

and New Independent States, in coordination with the USAjD
 
Representative to Poland, complete a monitoring plan for the
 
activities under the Privatization and Economic RestructL-ing
 
Project.
 

Recommendation No. 2: We recommend that the Bureau for Europe
 
and New Independent States, in coordination with the USAID
 
Representative for the Czech Republic, prepare a monitoring plan

for the activities under the Privatization and Economic
 
Restructuring Project.
 

The basis of this recommendation is found on p. 13 of the Poland
 
audit: "However, we found that while project monitoring was
 
performed, the USAID/ENI and USAID/REPs had not prepared a formal
 
written plan, directing monitoring to the most critical areas."
 

Ab
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We agree with this finding, and the recommendations. Although

the Bureau has made tremendous strides the past 12 
months in
increasing the level 
of monitoring, it is correct that formal
 
plans have not been prepared, and that lack of a system results
 
in inefficiency and monitoring gaps.
 

To remedy this situation, and the present confusion over

coordinating Washington and field roles in 
monitoring, we will
 
soon 
be tasking each AID Representative with establishing

quarterly monitoring plans and reports for the Privatization
 
Project. We believe this 
is more workable than creating a plan
for each delivery order. 
 We will be working with the AID

Representatives to define the contents and process of 
this
 
quarterly process.
 

We believe that some of 
the statements 
in the draft audits' text
 
may be overstated with 
respect to the effectiveness of present

monitoring. In particular, the 
sentence on p.ii, 
of both reports
stating "The only basis of contractor accountability was whether
the contractor: I) provided the 
numbers and types of advisors

requested, and 2) stayed within the 
funding level authorized by
USAID" is misleading as drafted, as 
it ignores the substantial
 
arount of project monitoring undertaken by the AIDRep Office and
ENI. 
 Contact wilth, and feedback from, counterpart institutions
 was 
closely maintained, and performance was regularly monitored.
 
This went 
beyond just the numbers and funding levels and gets
into the 
impact and results of the project. Contractors may not
have been accountable to quantifiable benchmarks, 
as the audit
points out, but they 
were very accountable to project officers
 
and AIDReps.
 
Other Comments on the Text
 
p.i, in both reports mentions 11 countries. We are working or

will very soon have activities in 12 countries and Eastern and
 
Central Europe.
 

p. 6, in both reports. The paragraph as drafted hints that there
 may be something wrong with having IQCs over 
120 days. While 120
days is the norm in AID, 
these are not usual 
IQCs and were never
intended to have short 
limits as is the case 
with "normal" IQCs.
 

They would not work if 
they did, and from the beginning were set
 up, advertised and contracted to be much 
longer term.
 

Please refer to our 
opening remarks with respect to 
the statement
 
on p. 11, of the Czech Report, "that 
after three years, USAID/ENI
still believes that better task definition(s) cannot be done."
 
Without the constraints of urgency in our 
earlier programs,

improvements can be made and are 
endorsed in our comments.
 

p.12, 
Poland Report. Several sentences in paragraph two hint at
 
a question as 
to whether evaluation recommendation were in fact

used in designing new activities. We believe that the record
 



APPENDIX III 

Page 4 of 8 

MANAGEMENT COMMENTS 

- 4 

speaks for itself here; it is clear that activities in Poland
 
since the evaluation are fully consistent with evaluation
 
recommendations.
 

We again thank you for your inputs and for taking into
 
consideration our comments above in your final report.
 

1>
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To: 	 Richard Burns@EUR.RMEOAIDW

William Binns@EUR.RME@AIDW,Jim Grossman@EUR.RME@AIDW

MARK ABRAMOVITCH@EUR.RME@AIDW
 
Kelly Keyes@EUR.RME@AIDW,Mark Karns@EUR.RMEOAIDW
 
Nataki Reynolds@EUR.RMEQAIDW,Frank Vita@EUR.RME@AIDW

Gary Maher@EUR.RME@AIDW,Lawrence Camp@EUR.RME@AIDW

William Penoyar@EUR.RME@AIDW
 
Laurie Landy@EUR.RME@AIDW,Jean Lange@EUR.RMEOAIDW

Brandon Prater@EUR.RME@AIDW
 
Kimberley McKeon@EUR.RME@AIDW

William Anderson@EUR.RME@AIDW
 
Donald L. Pressley@AIDREP@WARSAW
 
Carl Duisberg@AIDREP@WARSAW

Eve Anderson@AIDREP@WARSAW.John Rogers@IRM.SDM@AIDW

Bratislava@Bratislava@Europe
 
Mitzi Likar@AIDREP@BUDAPEST,Zagreb@Zagrebl@Europe

Tallinn@Tallinn@Europe,Riga@Riga@Europe
 
Vilnius@Vilnius@Europe,Diane Howard@OP.A@AIDW
 
Mark Walther@OP.A@AIDW


Cc: Amanda Kim@EUR.RME@AIDWTed Landau@EUR.RME@AIDW
 
Maria Mamlouk@EUR.RME@AIDW
 
Barbara Howard@EUR.RME@AIDW


Bcc: Barbara Turner@OPS.CIS@AIDW
 
From: Gordon West@EUR.RME@AIDW
 
Subject: Privatization Benchrarks
 
Date: Friday, April 22, 1994 8:36:46 EDT
 
Attach:
 
Certify: N
 
Forwarde,! by:
 

............................................................................
 

Effective today, April 2Z, 1994, 
all new delivery orders under the 180-0014
Privatization Project must 
include both a clear statement of the objective of
the delivery order, and benchmarks of performance. The objective statement
is expected to be short and to the point. 
 The benchmarks section should
include clear performance indicators and benchmarks for reasonable intervals
of performance. 
In some cases you may need benchmarks at one or more points
before the delivery order is completed; in others there may be only
benchmarks at the end; and in others yet there may be benchmarks at 
the end
and then one or two years after the work is completed if for instance actual
sales of 
firms by the host government may lag completion of contractor work.
 
In order to have this information for the delivery order, it must be 
included
in the PIOTs as 	a distinct section of the scope of work. 
 For PIOTs already
in contracts, project officers will 
need to prepare 	these statements
separately and get them to OP promptly. These may be discussed with the
contractors since they will have to agree with the reasonableness of the
targets. We do 	not however want to 
just ask the contractors to name their
own benchmarks. 
They may have advice, but this should be our management tool
to measure performance. 
There will be a learning curve on this, and some
delivery orders 	will obviously be easier to nail down than others. 
 Do your

best.
 

We will meet soon 
in AID/W to discuss initial progress/problems once project
officers have given it a first shot. 
 Field comments are most welcome, since
the next step coming will be the field taking over full responsibility for
all monitoring of delivery orders. 
 (A separate message on proposed new
monitoring program structure will be coming out shortly for field
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input/comment.) 
 These actions are both consistent with the directions -he
Bureau and Agency are headed, and recommendations coming from recent audits
 
of the Czech and Polish privatization programs. While there were earlier
 
discussions concerning the difficulty of precisely defining this type of work
in a changing environment, we must do better and this is a first step.

Richard Burns, Mark Karns and Gordon West are 
ready to help on specific

issues that come up. 
 Your best efforts on this are greatly appreciated.

Thanksl Gordon
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. .. . . . . . . . . . ....................................................
 
Further to the April 
22 notice on establishing benchmarks
privatization delivery orders, 	

for all
 
it already is apparent 
that many situations
lend themselves to establishing the benchmarks and 	detailed performance
indicators in the 
initial workplan required under the delivery order 	rather
than the delivery order itself. 
 This will be
provided the delivery order itself states the 	

an Acceptable alternative
 
objective and incorporates by
reference the workplan statement of 
benchmarks and
explicitly the time frame by which the workplan is 	

indicators, and defines
 
expected.
should this 	 In no case
time frame exceed 60 days 
from the date of 
the delivery order
unless waived by the division chief because of unexpected delay in the start
up of work. 
 I look to the division chief 
for privatization to
consistency in quality of benchmarks and 	

ensure the
 
iiudicdtors, and to also ensure
benchmarks are either a USAID or a 	

the

joint USAID/contractor product, and not
merely a rubberstamp of 
the contractor's work. 
 There are other 
cases suchas
 

Laurie Landy manages, where the
 
the regional diagnostics delivery order that
benchmarks will be provided under individual scopes of 
work for discrete
pieces performed, or under workplans submitted against respective scopes of
work. 
 This is also acceptable given the same 
time frames of submission noted
above.
 

Bottom line: 
 Workplans are 
an acceptable alternative mode 
to define
benchmarks and indicators, but 
this should be spelled out
scope of as 	
in the delivery
work as well 
 time schedule for receipt.
our responsibility to get 	 And this is principly
it right, not the 
contractors.
emphasize that this is 	
I wouuld like to
a serious undertaking, even
you 	 though a royal pain.
feel there aren't enuuyh hours in 	 If
 

done, don't gloss over 
the day 	to get this and everything else
it -- tell us. Perhaps 
we will need more contract or
other assistance 
to help us institute this process.
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