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Washington, D.C. 20523

PROCUREMENT POLICY ADVISORY PANEL: REPORT OF THE

BUBCOMMITTEE ON CASH TRANSFER IMPLEMENTATION

UMMARY

The Procurement Policy Advisory Panel (PPAP) Subcommittee on Cash
Transfer Implementation was formed in January 1991 to review issues
relating to the association of commodity transactions with foreign
exchange provided under A.I.D. cash transfers (CT). Work was
divided into two phases: (1) gathering data about the number and
amount of CTs in a sample year (FY 1990), and (2) reviewing the
adequacy and appropriateness of the Agency's guidance on imple-
mentation of CTs, particularly the financing of commodities. As
used in this report, the term "CT" refers to all types of cash
disbursing assistance including ESF CTs, sector programs using DA,
DFA, SAI or ESF funds, and any other cash-type assistance.

The Subcommittee held several meetings and conducted extensive
research with LEG, the Regional Bureaus, FM, and CDIE. The
information collected is on file. In FY 1990, according to FM
data, disbursements were made against 57 cash activities totalling
$2.453 billion. Among these were 27 CTs with a total funding level
of $1.109 billion which included financing of "imports from the
United States" or other goods or services as one of the eligible
uses of the dollars. Regarding the other 30 CTs totalling $1.344
billion, the data did not indicate uses. The data are as accurate
and complete as we could get however, they do not provide all of
the informatiion that A.I.D. would need to accurately assess and
report on CTs. There are no official statistics that cover all of
the various kinds of cash assistance. The Subcommittee found that
A.I.D. does not maintain comprehensive information on CTs or track
the uses to which the U.S. dollars provided by all such assistance
are attributed. That information for the most part is available
only at A.I.D. field Missions for individual activities. Data had
to be compiled manually by several data sources including review of
individual program and project files.

The data demonstrate that CTs constitute a very large and growing
proportion of A.I.D. resources. Commodity Import Programs (CIPs)
compete with CTs as fast-disbursing forms of non-project
assistance. CTs have recently replac~d CIPs in Tanzania, Zambia,
Zimbabwe, Tunisia, Kenya and, to some degree, Egypt. The
Subcommittee did not, however, address the important questions of
program selection (the appropriate conditions for use of CTs versus
standard commodity financing modes) or "program mix" (the proper
balance among the types of assistance in the Foreign Assistance
Program as a whole). These issues will be resolved outside of the
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PPAP by A.I.D. management. Instead, the Subcommittee focussed
solely on implementation of commodity financing under CTs and
considered whether the guidance relating to such implementation
needs to be improved.

Some A.I.D. offices are concerned that commodity financing under
CTs as currently implemented presents certain disadvantages with
respect to Buy American and accountability objectives. These
offices note that A.I.D. is receiving an increasing number of
complaints from U.S. shipping and industrial firms; they also note
continuing legislative efforts to restrict CTs, in large part on
Buy American grounds. They believe that the present minimal degree
of regulation of CT-financed commodity transactions can not be
justified and sustained in the long term, and believe that Agency
policies and practices on CT commodity financing should be improved
to become more consistent with related polices for standard
commodity financing and among the various Missions. Accordingly,
they have raised a number of issues developed in §4 of this report.
These issues include the applicability of source, origin,
nationality and componentry rules; pricing rules; adequacy of
verification systems; and other questions.

CT proponents note the advantages of CTs in delivering balance of
payments or sectoral support and leveraging policy reform and note
that current guidance enables limited staff resources to focus on
substantial policy change rather than procurement details. They
note that Congress has recognized the unique nature of CTs by
exempting CTs from the procurement "barnacles" by statute. They
believe that in view of the latitude provided by Congress, A.I.D.
would needlessly divert staff from attention to achieving the
underlying purposes of CTs, including host country policy change,
to various procurement activities if A.I.D. itself were to impose
"barnacles" on the use of dollars. They believe that existing
legal and policy restrictions such as separate accounts and
tracking of expenditures meet Congressional intent and enable
A.I.D. to pursue its development goals while "preference" for
"imports from the United States" provides the flexibility for
A.I.D. to deal with conditions that vary widely between recipient
countries. In their view, the primary purpose of CTs is not
usually to finance commodities, rather, the dollars are tracked to
the procurement of commodities to indicate their use. With respect
to "Buy America" considerations, CT proponents argue that U.S.
suppliers benefit in three ways. They benefit from the expanded
economic activity and trade that occurs as a result of the policy
changes supported by the CT; they benefit from the added foreign
exchange in the economy provided by the CT; and they benefit
directly when the CT dollars are utilized for imports from the U.S.

Subcommittee members are similarly split between those who support
full use of CV flexibility for commodity financing with very few
conditions, ana those who are concerned that current CT policies
are insufficient to ensure proper accountability for the
transactions.
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In spite of the range of opinion on related policy issues described
above, the Subcommittee has agreed upon several recommendations
which are set forth at the end of this report. We would like the
PPAP to consider them favorably and take appropriate implementation
action. The unresolved issues essentially involve policy and
should be forwarded to the Policy Directorate for consideration.

1.0 BACKGROUND

1.1 What Is a CT? The term "CT" as used in this report refers to
all types of assistance disbursed in the form of cash. This
includes not only ESF macroeconomic/budget support and policy
reform CTs, but also sector cash grants (whether with ESF, DA, DFa,
or SAI funds) and performance-~based cash disbursements for policy
reform or other purposes. The distinguishing feature of these
types of grants is immediate disbursement of the foreign exchange
to the grantee (generally to a separate account) upon satisfaction
of conditions precedent; the grantee is not required to submit
detailed documentation on uses of the dollars prior to A.I.D.
disbursement of the dollars, (although A.I.D. does not lose control
of the funds once disbursed since the grantee must satisfy
documentation requirements prior to actual use/withdrawal of the
funds). Although CTs are generally considered a form of nonproject
assistance, cash is frequently provided today under projects.

1.2 Relationship to Commodity Transactions. Foreign exchange

provided by a CT may be used for a variety of purposes, including
financing commodities or debt. In traditional CTs prior to late
1987, the grant funds merged with the grantee's other foreign
exchange resources. The funds were usually not identified with
specific commodity transactions, or were identified only by a
process of "attribution", i.e. artificial post-disbursement linking -
of the funds to transactions that had already been completed with
the grantee's own resources. Some CTs, particularly those which
have been exempted from tracking, still take this approach.
However, since the establishment of the requirement for separate
accounts "attribution" (in this context, release of funds from the
account prior to the selection of particular transactions for
attribution) is seldom utilized. Rather, funds are "tracked" to
specific uses through "reimbursement" (a list of transactions to be
associated with the foreign exchange funds is selected prior to
withdrawal of the funds from the separate account but after the
transactions have occurred) or "direct financing" (funds are
withdrawn from the separate account to pay for approved
transactions that have not yet occurred; suppliers are often paid
directly). Variations on both of these procedures -are commonly
used in other A.I.D. project and non-project activities. of
course, under usual A.I.D. activities there are no separate
accounts and the foreign exchange is retained by A.I.D. until
documentation on specific uses is provided.

1.3 Current CT Guidance. Despite the importance and extent of CT
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financing, A.I.D. has issued far less guidance on implementation of
CTs than on standard forms of financing. There are only four main
sources of Agency-wide guidance:

(1) Handbook 4, Chapter 8;'

(2) a 1990 FM cable on separate accounts;2
(3) a 1987 cable on ESF CTs;’ and

(4) a 1983 cable on sector cash assistance.®

The Handbook 4 Chapter and the 1983 cable are incomplete and out-
of-date, the former being completely ignored in practice. The 1987
and 1990 cables are more comprehensive and useful, but they leave
many questions unanswered. In addition to the Agency-wide guid-
ance, some Regional Bureaus have issued region-specific guidance on
CTs.” The various policies are not integrated into Handbook 4 and
leave many gaps. Operational bureaus such as the former MS Bureau
had little or no input in their formulation.

1.4 Bupplier Complaints. U.S. commodity, services, and shipping

suppliers have been increasingly complaining to A.I.D. and in
public fora about a loss of business opportunities they attribute
to the use of CTs rather than standard commodity financing modes.
The following are illustrative examples of such complaints during
the last couple of years:

--An education services company wrote to the Office of
Procurement in July 1991 criticizing noncompetitive award of
a $15 million dollar contract to a competitor by Namibia
which the company associated with a simultaneous A.I.D.
education sector CT in that amount.®

--A fertilizer supplier wrote the Administrator in May 1991
to complain that it was not permitted to compete under a
public sector fertilizer procurement in Nicaragua funded
from an ESF CT.’ A U.S. supplier received the award but
notice was not given to the cntire trade through the CBD as it
would have been under standard financing procedures. The
case was publicized in the industry press.®

--The President of a major U.S.-flag bulk carrier attacked

the use of CTs in a March 1991 address to maritime college
alumni. The address was covered by the Journal of Commerce,
which highlighted the CT aspect.’

~-U.S. suppliers called MS/OP/COMS in 1990 for details about
a public sector procurement of potash advertised in Pakistani
newspapers as being financed under an A.I.D. program. They
complained when they were informed that the Agency could not
provide information on the procurement, because it was funded
under a sector crT.'’

=-A U.S. charter broker wrote to the Office of Procurement in
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1990. The broker had helped the Government of Egypt arrange
a bulk grain shipment; when it billed its services, it was
informed that no brokerage fee was due because its contract
only covered shipments financed by A.I.D. and the shipment
in question was financed under a cT.!

In view of these complaints, A.I.D. should be prepared to explain
better how its cash transfer activities benefit U.S. exporters.
A.I.D. could also respond by developing minimum standards for
commodity financing under CTs that are more consistent with the
standard financing modes.

1.5 Congress. Congress is sending A.I.D. "mixed signals" on CTs.
On one hand, it exempts expenditures with CT funds each year from
procurement laws as part of the annual Appropriations Act. On the
other hand, a number of attempts are made each Year to restrict CTs
either by reimposing the procurement laws or limiting the use of
CTs, vis-a-vis standard financing modes. This year, the
Authorization Bill contained both the Torricelli Amendment applying
U.S.-Flag shipping requirements to ESF CTs and the "Boren-Bentsen—
Byrd-Baucus" or "4-B" Bill, mandating cuts in ESF CTs in favor of
capital projects, broadly defined. Although the bill was defeated
in the House (it passed in the Senate), we are 1likely to see
further efforts to attach these provisions to authorization or
appropriation bills in the future.

1.6 Buy American Considerations. The Buy American impact of CIPs

and projects is clear and tangible: U.S. tractors in the fields,
U.S. vehicles on the roads, U.S. grain in the sheds, and arrival
ceremonies at the docks. Absent a waiver, U.S. funds in the
standard financing modes go incontestably and demonstrably for U.S.
products and services. CTs, on the other hand, have a much less
visible impact, even when the funds are associated with U.s.
imports. A.I.D. economists stress figures that show U.S. exporters
sharing proportionately, or in some cases more than
proportionately, in a recipient country's increased imports. Many
people remain unconvinced, however, particularly in view of the
fact, which the economists themselves cite, that most recipients
import far more from the U.S., both before and after the CT, than
the funds they receive in the CT. Further, these people wonder why
almost all other donors find it more advantageous to rely on stand-
ard financing modes rather than cash. Accordingly, there is a high
degree of skepticism about CTs among Buy American advocates both
inside and outside the Agency. This skepticism is expressed most
graphically in the debate about how much A.I.D. should count CTs in
Buy American statistics. The practice, as of the date of this
report, is "zero".'* Ssome Congressional interests have strongly
backed this position.®’

2.0 BUBCOMMITTEE ACTIVITIES

2.1 Establishment and Purposes of Subcommittee. The Subcom-
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mittee on Cash Transfer Implementation was formally established
following the January 10, 1991 PPAP meeting. John Godden of PPC
chaired the Subcommittee. A list of the members is attached (Att.
A). The purpose of the Subcommittee was stated broadly as the
review of "current policy issues in connection with cash transfer
implementation" and the "appropriateness of current guidance on
cash transfers". The Subcommittee later refined this as a two-
phase review: (1) to gather and analyze the most definitive
information available on CTs, particularly those CTs under which
the dollars are associated with the financing of commodities; and
(2) to evaluate whether changes in A.I.D. policies on cT
implementation are needed.

2.2 Bubcommittee Meetings. The Subcommittee held a total of two
formal meetings on January 16 and February 20, 1991, which were
held prior to the formulation of this draft. At these meetings, it
became clear that there was a profound difference of opinion among
members about CTs. Regional Bureau representatives, together with
LEG and PPC/CDIE:

--strongly supported maximum use of CTs;

--opposed any efforts to restrict the flexibility of such
assistance; and

=—Saw no need for the Subcommittee to compile detailed
information on CTs.

MS and the other PPC representatives, however, together with
GC/CCM, noted concerns about the following:

(1) Agency financial and management vulnerability if
accountability, information or policies are inadequate or
inappropriate;

(2) Buy American drawbacks of CTs, increasing U.S. industry
complaints, and Congressional attempts at restrictive
legislation; and

(3) The expansion of CTs and the decline of standard commodity
financing modes.

The latter offices sought definitive information on the association
of CTs with commodity financing and a careful review of A.I.D.
policy guidance. After strong discussions during the two meetings,
it was agreed that the Subcommittee would collect basic information
on A.I.D. policies and practices regarding the use of CTs to
finance commodities. Two further meetings were held to discuss
drafts of the report.

2.3 Review of Congressional Notifications. On behalf of the

Subcommittee, OP/COMS Bob Richardson reviewed FY 1990 Congressional
Notifications (CNs) in LEG files in an initial effort to determine
the number of active CTs in that year. A list of the CNs
tentatively identified as relating to CT assistance is attached
(Att. B), and the results of the research are summarized in §3.1,
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infra. The Subcommittee learned from the research that CNs cannot
be used as a basis for determining the number of A.I.D. CTs during
a given period. Deficiencies in the CNs are discussed in §4.4 of
this report. The data are, howaver, useful as an "“order of
magnitude" indicator of A.I.D. CTs in FY 1990. Mr. Richardson
presented his findings to the Subcommittee at its February 20, 1991
meeting.

2.4 Bureau Burvey. In March of this year following the February
20 meeting, Regional Bureau members of the Subcommittee agreed to
provide data on FY 1989 and FY 1990 CT programs within each
Bureau's jurisdiction. The Bureaus are considered the primary
source, outside of each individual Mission, for information on the
types of programs and projects implemented by A.T.D. A survey
form, with instructions, was circulated to members on March 7 (Att.
c). Return of the completed form was requested by April 6.
Repeated delays were experienced in obtaining information from the
Bureaus, and only the LAC Bureau supplied relatively complete
information in the form requested. LAC, which contacted Missions
by cable, has been particularly responsive to the Subcommittee's
request. Partial responses were received from the former APRE and
ENE Bureaus. An incomplete response was received from AFR in late
June. Since the Bureau data as a whole are incomplete, they are
useful only as a partial supplement to data gleaned from other
sources. The incompleteness of the data demonstrates that Bureaus
also do not maintain detailed information about the number and
characteristics of the various types of CTs authorized or disbursed
each year.

2.5 FM Files. Other than LEG (for the CNs), POL/CDIE, and the
Bureaus (for PAADs and agreements), the only A.I.D./Washington
source known to the Subcommittee for comprehensive data on CT
agreements is FM. FM provided the Subcommitee Chairman with a list
of CT disbursements from 10/01/89 to 03/25/91; with assistance from
GC/CCM, John Godden and Brian Hannon reviewed individual FM FY 1990
CT files to glean basic facts about the programs listed. The FM
data failed to provide a thorough picture of the use of CTs during
a given period of time. 1In the first place, as noted, the data are
on a disbursement basis, thus impeding any comparison with
authorization-based data. In the second place, the files contained
only PAADs and selected disbursement records and data; they often
lacked copies of the CT agreements themselves as well as informa-
tion about subsequent agreements on uses such as implementation
letters or other correspondence between USAIDs and recipient
governments. Third, we discovered that FM generally records data
by nonproject assistance numbers, while Missions often keep data by
project assistance numbers. This creates potential problems in
using the data (see §4.7, infra).

2.6 USAIDs, Mindful of the large number of exercises in the
recent past in which A.I.D./Washington had cabled field Missions
requiring information, the Subcommittee did not contact all USAIDs
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for data on CTs. The LAC Bureau representative did so in response
to the Subcommittee's Bureau survey, and obtained useful data.
Nevertheless, no systematic attempt was made to contact all
Missions, in order to avoid adding further to their A.I.D./Washing-
ton reporting burden. Missions are, however, according to the
experience of the Subcommittee, the only source for comprehensive
information with respect to CTs. The information at Missions, of
course, relates only to the Mission's own CTs. Detailed
information is not maintained or aggregated in Washington. If PPAP
determines that any follow-up research in this area would be
advisable, we must advise that cabling the field and aggregating
all of the individual responses on an ad hoc basis is the only
feasible method.

2.7 PPC/CDIE. GC/CCM asked PPC/CDIE for a list of active CT
agreements in November 1990, shortly before the Subcommittee was
formed. Some twenty CTs were listed in CDIE's data base. However,
such countries as E1 Salvador, Israel, Egypt, Turkey, Nicaragua and
Honduras were not included in the data. Requests were also
submitted by John Godden in June and July 1991. CDIE could not
supply a complete list of CTs. 1Instead, it could only provide
information on specific activities after it was given individual
program or project numbers obtained from other sources. Some
project numbers yielded no information at all in CDIE's records.
The Subcommittee's experience demonstrates that CDIE also does not
have complete or systematic data on CTs.

3.0 RESEARCH RESULTS

3.1 CN Survey. The results of the CN survey may be summarized as
follows:

--681 total CNs.

==52 CTs totalling $4,742 million (life of activity), of
which there are, according to the CN descriptions:

--27 that provide for financing of either or bnth
commodities and debt (total $3,660 million);

=-14 that are either exempt from dollar tracking or
with uses not stated (total $438.8 million); and

--11 that finance debt only, not commocities (total
$643.5 million).

These have to be considered very rough figures because the CNs were
not always clear whether funds for a given activity would be
disbursed as cash or not. 1In addition, the data will not corres-
pond precisely with either the amount of CTs authorized in a given
yYear (because they will include certain deobs/reobs and other
actions not constituting an original authorization of funds) or the
amount disbursed (because there is a lag between the time funds are
authorized and the time they are actually disbursed).

3.2 FY 1990 CTs. FY 1990 saw 52 CTs valued at $4.74 billion
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reported to Congress in CNs. Some of the CNs reported additions to
existing CTs while others reported new CTs. It was difficult to
segregate the cash value of funds being added to existing CTs
because many of the CT activities have combined cash and non
cash/project subactivities; but the additions were not always
specific as to which subactivity the funds were to be attributed.
Disbursements against CTs for FY 1990 were as follows:

$2,340 million for ESF
$110.9 million for DFA
$6.20 million for DA

As stated previously however, there was no evident way of
determining whether these disbursements made in FY 1990
corresponded to obligations in FY 1990. Because of experiences in
some programs, albeit for other years, in which cash funds did not
disburse during the same year of obligation, it would be unlikely
that disbursements in a given FY necessarily matched obligations.
This situation is particularly exacerbated by the use of different
activity identification numbers by FM and in the CNs. (See Sect.
4.7, infra.)

4.0 Policy and Practice Issues

4.1 Introduction. This section surveys issues identified during
the course of the Subcommittee's research relating to A.I.D. CT
policies or practices. Further review by PPAP, or by concerned
offices, may be useful in order to resolve these issues.

4.2 Bource, Origin, Componentry and Nationality.

4.2.1 s8tandard Requirements. Standard forms of project and
nonproject assistance impose several levels of requirements to
ensure that eligible countries receive the economic benefits of
A.I.D.-financed transactions. The major requirements relate to
source, origin, componentry and nationality. Thus, if the appli-
cable geographic code is 000 (U.S. only) as is the case for most
procurements, a supplier must be a U.S. company or subsidiary, must
produce the item in the U.S. with more than 50% U.S. components,
and must ship it from this country. Although the source require-
ment applies as a matter of law,'’ the other tests have been added
over the years as a result of A.I.D. policy decisions.

4.2.2 Current CT Policy. The question has arisen as to what
degree these established A.I.D. policies should apply to commodity
transactions associated with €T financing. The law does not
require such application.®® However, A.I.D. policy guidance states
that the preferred use for ESF CT dollars is for "imports from the
U.S."." 'This guidance dces not define "imports from the United
States", but it is clear that the requirement relates only to a
broadened version of source; origin, componentry, and nationality
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(as well as the detailed refinements of the same rule such as the
bonded warehouse rule) are not included. The 1983 guidance for
program sector assistance doe: not clearly state any such
preference as to the "source" of goocds.'’ Thus, it is permissible
under both the 1987 and 1983 guidance not to require U.S. goods to
be purchased at all with the CT foreign exchange funds, or, if
purchased from the U.S., to purchase foreign-made goods with no
U.S. components from non-vU.S. suppliers.

4.2.3 Issues. The Subcommittee discussed the following
issues:

(1) Whether source requirements should be explicitly
applied in place of the present rule of "imports from
the United States".

Egypt already applies a standard A.I.D. definition of "source" to
commodities financed under ESF CTs.'® Some LAC Missions seem also
to do this in effect.” Explicitly imposing the standard scurce
rules would clarify the meaning of the phrase "imports from the

U.S.", ensure consistency among Missions, facilitate reporting of
data for the new source/origin reporting system, and harmonize CT
pol_.cies with standard financing modes. It would also add a

requirement that goods financed out of U.S. free ports and bonded
warehouses come to those ports or warehouses from the United
States. This would prevent any transshipments of otherwise
ineligible (non-U.S.) goods through U.S. free ports and bonded
warehouses. Some Missions rely in part on certificates of origin to
indicate source or origin. As explained in Att. D, Commodity
Management Information Bulletin No. 91-7, there are major problems
with relying on such certificates. .

(2) Whether origin and commodity supplier nationality
requirements should be applied to commodity transactions
associated with CT financing.

Again, Egypt already requires compliance with U.S. origin rules in
its ESF CTs.” U.S. origin also appears to be already required,
or tg be in the process of being required, for LAC ESF-financed
CTs. Finally, as noted earlier, the 1983 sector assistance
guidance provides that specificity in terms of source and origin of
goods is preferred, where feasible.? Accordingly, an across-the-
board origin requirement would reflect existing practice in many
countries and would result in a consistency of policy in this
important area. No undue burdens would be added, as origin is
relatively easy to verify and in difficult cases Commodity Manage-
ment Officers or the Commodity Support Division of the A.I.D./wash-
ington Office of Procurement can be consulted. Commodity supplier
nationality is also easily verified and consideration could be
given to adding this test as well. 1In addition, if an "origin"
requirement were imposed, Missions would have data on which to base
entries in the CT origin blanks of the new source/origin reporting
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system recently announced by AID/W.

(3) Whether componentry and service supplier nationality
requirements, which are much more difficult to verify, should
be applied.

The Subcommittee is not aware of any Mission that applies compo-
nentry or service supplier nationality rules to CT-financed
transactions. These rules are more difficult to verify, as they
often involve proprietary or complex ownership information.
However, in reviewing which of the standard eligibility require-
ments to apply, a decision should be made regarding these rules as
well.

4.3 Procurement Procedures. The Nicaragua fertilizer and Namibia
sector grant cases illustrate the difficulty A.I.D. has in
responding to public or Congressional inquiries about the procure-
ment procedures followed in import transactions associated with
A.I.D. CT financing. The close tracking of dollars in many of the
CTs (not a problem in Namibia - see Sect. 1.4) makes it difficult
to disassociate the Agency from the transaction under the "free
foreign exchange" rationale. In the Nicaragua case, the Mission
had a practice of requiring that public sector purchasers obtain at
least three competitive offers. This rule, in fact, is the general
rule followed in private sector CIPs. A similar rule should be
considered for procurements associated with CT financing, at least
where (a) dollars are tracked, (b) public sector imports are
financed, and/or (c) direct disbursement, or reimbursement of a
limited number of transactions, is used. Such a policy could
easily be incorporated into CT gquidelines and would, as in
Nicaragua, provide some defense to critical inquiries.

4.4 Pricing. The 1987 guidance on ESF CTs contains a very limited
standard for reviewing the pricing of transactions.’‘ The standard
is a response to concerns that CTs might facilitate capital flight.
There is little evidence, however, that it has any "teeth". "Over-
invoicing” is not defined in the guidance nor, so far as the
Subcommittee has yet ascertained, in the implementation of most
CTs. 1In practice, this standard has no meaning beyond a general
.association with market prices within an undetermined range. The
lack of a definition is reinforced by the practice in many Missions
of relying on either Central Bank personnel or "Big 8" accounting
firms to confirm whether "over-invoicing" occurs. Neither of these
entities is viewed by some on the Subcommittee as an effective
control point. Accordingly, in order to be effective in avoiding
capital flight, A.I.D. might consider defining some sort of
"reasonableness" rule (e.g., in terms of a defined, uniform range
of market prices for similar commodities). The complex and
difficult pricirg rules of A.I.D. Regulation 1 need not and should
not be applied; a more flexible but meaningful price standard could
be devised.
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4.5 Commodity Management Officer (CMO) Monitoring. Some Missions

currently involve their CMOs in monitoring CTs with which commodity
financing is associated. This practice has a number of benefits,
including utilization of CMOs' knowledge of commodity production,
shipping, pricing and other transaction characteristics to ensure
the integrity of transactions. CMOs also have a commitment to "Buy
American" principles that recipient country Central Bank Pricing
Units and "Big 8" accounting firms do not share. Greater involve-
ment of these personnel is recommended in order to ensure more
accountability and less vulnerability to fraud in the commodity
transactions financed. CMO monitoring would be within the limits
of A.I.D. CT policies and the provisions of individual CT
arrangements. It would not be the same degree of monitoring as
occurs in projects or CIPs. Like projects and CIPs, hcwever, it
would provide A.I.D. with greater assurance of integrity of the
transactions. The LAC Bureau does not support a broad
recommendation for greater involvement of CMOs in tracking CT
dollars to end use; LAC believes the problems cited do not justify
such greater involvement in view of current FTE limitations.

4.6 CN Deficiencies. A number of FY 1990 CNs reviewed did not
comply with A.I.D. guidance requiring all ESF CT CNs to contain a
"listing of approved uses of the funds".?*This guidance is based
on a statutory cirection,’® applicable to both ESF and DA /DFA/SAI
CTs, that CNs state "a detailed description of how the funds
proposed to be made available will be used". Approved uses of the
dollars were often not clearly identified; when the uses were
identified, it was common merely to refer broadly to the 1987
guidance, which permits a variety of uses. Such CNs do not provide
Congress with effective notice of the intended uses of the dollars.
It may be necessary to incorporate the guidance into A.I.D.
handbooks and to emphasize the need to follow it. (Att. E provides
some typical examples of the wide disparities in CNs.)

4.7 FM's Recordkeeping BS8ystem for CTs. The Subcommittee noted
that A.I.D./Washington FM records all CT disbursements against
nonproject assistance numbers. Most CTs, however, also have an
activity number (i.e. project assistance number), which is the
identifier userd for most other purposes, particularly by the
field.? There is however, no official "key" in AID/W whereby one
can match activity number and non-project grant numbers. We
understand that FM plans to initiate the use of a standardized
"project/activity" number and to use the function code within the
budget plan code which will identify whether funds are project or
non-project in nature. Based on the Subcommittee's review we would
agree that such a step would be highly useful given the potential
for confusion and difficulties in aggregating and comparing data
that exists when a single activity is described with two different
numbers.
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5.0 Recommendations

5.1 Consensus was reached by the Subcommittee on five major
recommendations concerning the issues discussed herein: 1) that
the Agency should clarify CT implementation policy to provide that
"imports from the U.S." should at least be verified by the review
of data (i.e. commercial onboard bills of lading) that evidence
original shipment of commodities from the United States; 2) that
additional Handbook 4 guidance should be developed to explain the
background, purpose and variety of non-project assistance
instruments, including CTs and CIPs, in light of the information
contained in this report; 3) that the Agency should improve the
Congressional Notification process to more clearly describe the
purpose and effect of the individual CT; 4) that the Office of
Financial Management should be asked to consider use of a single
identifier approach to systematically record and track CT dollar
uses and, 5) that a system be established to centrally collect data
on the uses of CT dollars associated with procurement transactions.

5.2 The Subcommittee did not reach a consensus on other issues
raised in Section 4, such as the role of Commodity Management
Officers or whether additional standards for competition, commodity
source, origin and/or price should be imposed on commodity
financing under CTs. The Subcommittee recommends that these issues
be considered by senior Agency management (the new Policy
Directorate, in particular) along with the important program mix
and program selection issues surrounding Agency selection of CTs to
finance commoditios, as compared to CIPs, capital projects and
other instruments in the implementation of its objectives (see
Summary, para. 3). Finally, information on existing verification
procedures and techniques (e.g., the use of accounting firms,
reliance on certificates of origin, etc.) should be collected and
reviewed.

Final report dated 11/21/91
ENDNOTES:

1. "Cash Transfer Procedures" (TM 4:1, September 30, 1975). This
Chapter is very general. There are also a few references to CTs
scattered throughout HB 4 as well as some other Handbooks. None of
the Handbook guidance is up to date or particularly helpful.

2. 1990 STATE 194322 (June 15, 1990). This cable is not in A.I.D.
Handbooks, and many Agency personnel are not aware of it.

3. 1987 STATE 325792 (October 20, 1987). This cable is also
published in Handbook 1, §IV.I.
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4. 1983 STATE 246904 (August 30, 1983). This cable is also
published in Handbook 1, §VI1.4. It does not cover DFA sector cash
grants, which are probably the most numerous type of cash assist-
ance today, but which have developed primarily in the last 4-5
years.

5. The AFR Bureau issued a cable on separate accounts [1990 STATE
050769 (February 15, 1990)], and memorandum guidance on nonproject
assistance under the DFA in July 1988. A revised draft of the
memorandum has been circulating for a year but has not been
finalized. LAC issued a cable, 1987 STATE 148066 (May 14, 1987),
on ESF CTs. The former ANE Bureau also sent cut a cable, 1990
STATE 027936 (January 26, 1990), on statutory requirements for
sector assistance separate accounts. The new APRE and ENE Bureaus
have not yet issued any guidance on CTs.

6. Letter from R. Israel, Vice President, Education Development
Center, Inc. to S. Dean, MS/OP/W/HP (July 2, 1991). A.I.D.'s
response notes that CTs do not apply standard procurement rules
such as competition, and that in any case the CT was exempt from
tracking and thus the procurement is regarded by A.I.D. as
occurring with the African government's own foreign exchange.

7. Letter from L. Shapiro, Director of Public Affairs, Phibro
Energy, to Dr. Roskens (May 13, 1991). AA/LAC, J. Michel responded
for A.I.D. on June 21, 1991 explaining that the procurement was
financed with CT fundc and standard requirements did not apply.

8. E.d., the main fertilizer industry publication, Green Markets,
contained a notice as follows: "The US AID funded Nicaraguan
tender award...has raised the ire of other firms wanting to
participate in the tender and questioning the methodology behind
the grant. The US AID tender was a special cash transfer deal
where there is no bidding...."

9. Abrams, "“Liberty Chief Would Like Former Aid Policy
Resurrected", Journal of Commerce (March 12, 1991).

10. The Mission requested the Government of Pakistan to correct
the advertisements to indicate that A.I.D. was not directly
financing the program.

11. A.I.D. took the position that the shipment was not A.I.D.
financed even tnough the CT funds were directly tracked to tte
shi.pment.

12, "U.S.A.I.D. Disbursements: Reflows to the U.S. (FY 1589)".
Statistics submitted by PPC for A.I.D. to the U.S. Senate.

13. See "LEG Report" (July 23, 1991), pp. 1-2, on meeting between
AA/PPC, Regi Brown and A-AA/FA, Jack Owens with Jim Bond of Foreign
Operations Subcommittee of Senate Appropriations Committee to
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discuss A.I.D. efforts to gather Buy American data. The report
states: "Bond again noted that in analyzing this data, cash
transfer assistance was to be scored as not generating any U.S.
procurements, although he acknowledged the value of cash transfer
assistance, noting that it can ultimately lead to more procurement
of U.S. goods."

14. The applicable section is §604(a) of the Foreign Assistance
Act of 1961, as awmended.

15. §575(b) (2) of the FY 1991 Appropriations Act excludes CTs from
the application of §604(a) and similar laws.

16. f 5 of the 1987 cable, supra note 3. See also the LAC
guidance, which provides that "AA/LAC has determined that unless
there are exceptional circumstances, dollars should be used for
private sector imports of essential goods and services from the
U.S. This should be feasible in all recipient countries where the
central bank allocates foreign exchange. In countries where this
use is not feasible, generally countries where the central bank is
not a source of foreign exchange for private sector imports, the
preferred uses are for essential public sector imports and for
auctions which meet the criteria established in the reftel [1987
STATE 52618]."

17. The 1983 guidance states that "The degree of specificity
necessary in programming the use of the foreign exchange must be
determined by the purpose of the program and the details of the
country situation. Where possible, specificity in terms of

categories of goods to be purchased or source/origin of such goods,
such as U.S8. procurement, is preferred. However, in some cases, .

either because of the traditional trade patterns of a particular
country or because specific commodity programs would decrease
substantially the rate at which foreign exchange is disbursed and
thus diminish the effectiveness of the program, it is not necessary
to specify the use of the foreign exchange. 1In such a situation,
it must be demonstrated that tying assistance to U.S. procurement
decreases the effectiveness of the sector program." ¢§q 13, supra
note 4. (Emphasis added.)

18. See, e.g., 1990 CAIRO 12107 (June 12, 1990). This cable gives
the text of the CN for the FY 1990 Egypt ESF CT. It provides, in
part, as follows:

"Proceeds for the CT will be used for the following:

(1) to purchase commodities of U.8. source and ¢.iqgin as

those terms are defined by A.I.D." (Emphasis added.)

19. For example, the responses to the LAC Bureau field survey
stated that qualifying imports under the ESF CT have to be of U.s.
"source and origin".

20. Supra note 20.
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21. As cited in note 21, gupra, Nicaragua and other LAC Missions
reporting in response to the field survey already generally require
U.S. origin for goods financed under ESF CTs, at least in practice.

22. Quoted jin note 19, supra.
23. Notes 8 and 6, supra.

24. The guidance states that "Where needed, the import approval
and verification process should include a price checking arrange-
ment to assure that U.S. funds are not being used to effect capital
flight through overinveicing." HB 1B, supra note 3, p. 3.

25. Fry & Kammerer, Memorandum dated August 8, 1988, p. 2.

26. The current provision is §575(b) (3) of the FY 1991 Appropria-
tions Act. In the FY 1990 Appropriations Act, the pertinent
citation is §592(b).

27. For example, a Gambia CT agreement was reported in a CN as
project number 635-0233. However, it was disbursed by FM under
program activity number 625-K-602.
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519-0356
515-0245
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615-0242/0250
522-0358
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666
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615
614
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562
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536
535
515
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PORTUGAL
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1. Project/Nonproject Assistance Agreement Number/Title
2. Date Signed

3. Total Amount

4. Country or Countries

5. ESF; DA Sector; DFA Sector; Other (Specify)

6. Eligible Use(s) of Dollars as Stated in Agreement:
A. Imports Only
B. Debt Repayment Only
C. Imports or Debt Repayment
D. oOther (Specify)

7. Commodity Financing Details as Stated in Agreement:
A. Imports from the U.S. and Other Countries
B. Imports from the U.S.
1. "Imports from the U.S."
2. "U.S. source"
3. "U.S. origin"
4. "U.S. source and origin as defined in A.I.D.
Handbooks"
' 5. Other (specify)

8. Disbursement Methods
[State where methods are specified, i.e. Agreement, NPIL, or
other document)
A. Reimbursement
B. Direct Disbursement to Suppliers
C. Other (Describe)

9. Actual Disbursement Data
[Give any actual disbursement data avajlable, by FY, with as
much detail as is available as to use]

10. Verification System(s)

[Describe how commodity financing requirements such as
source of commodity and pricing are verified in terms of extent of
reviews, who does reviews (Mission staff or contractor), standards
of reviews, etc.)



Agency for International Development
Washington, D.C. 20523 0w
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July 22, 1991

TO: Commodity Management and Procurement Staff
FROM: M3/OP/COMS, Joyce E. Frame %q E)GWQ/

SUBJECT: United States Chamber of Coﬁnerce Commercial Invoice
Origin Certificates

COMMODITY MANAGEMENT INFORMATION BULLETIN 91~7

Suppliers are generally required to submit commercial invoices
as payment documents for A.I.D.-financed procurements.

Although not required by A.I.D., such commercial invoices often
contain certificates of origin by United States Chambers of
Commerce (USCOCs). GC/CCM and MS/OF/COMS/M recently made some
inquires to find out more about these certifications, and this
CMIB describes the results of our research.

Certificates of origin are signed by local USCOCs upon request
by individuals or organizations shipping goods from the United
States. The requestor is required to pay a small fee for the
services. The Certificate may be a separate document or may be
appended to the commercial export invoice. An example of a
recently encountered form reads as follows:

"The undersigned (Owner or Agent), does hereby
declare for the above named shipper, the goods as
described above were shipped on the above date and
consigned as indicated and are products of the United
States of America -

Dated at cn the ___ day of , 19__

Sworn to before me this day of , 19
[(Followed by signatures of notary and "Owner or Agent",)
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The _________, a recognized Chamber of Commerce under
the laws of the State of , has examined the
manufacturer’s invoice or shipper’s affidavit concerning
the origin of the merchandise, and according to the best
of its knowledge and belief, finds that the products
named originated in the United States of North America.®

[Bracketed material added.)

The nature and effect of these certificates came into question
in a recent case. First, one of a supplier’s defenses to a
bill for collection issued by MS/OP/COMS/M for an origin
violation under the Egypt CIP was that it relied on this
certification, procured by its freight forwarder. The supplier
was a tertiary seller (trading company) and never actually saw
the goods sold, since it was located on the East Coast while
the goods were being shipped from the Gulf of Mexico. A.I.D.
rejected the supplier’s defense on the grounds that (a) the
forwarder said it made and procured the certification based
solely on information provided by the supplier; and (b) the
certification occurred long after the supplier signed its
purchase contract and obtained the goods (there was no
"reliance" on the certification). A.I.D. also demanded an
explanation from the forwarder as to the basis on which it
secured the inaccurate certificate. The forwarder responded by
tendering a new and different certificate, long after shipment
(no shipping date need be indicated on the form), stating the
correct-and ineligible--origin! This demonstrates the ease
with which certificates (even multiple, inconsistent
certificates covering the same shipment) may be obtained as
well as their unreliability.

The certificates may also be an issue in implementation of some
cash transfers involving commodity puchases. A.I.D. often
requires that dollar expenditures from the separate account be
spent for "imports from the United States". In order to verify
that goods financed with the dollars qualify as such imports,
Missions use several methods including local Central Bank
scrutiny of documents; retention of a contractor to review
documents; and review of documents by Mission personnel such as
the CMO. One indicator which is sometimes cited for U.S.
importation is the presence of a USCOC certification on the

commercial invoice.

MS/OP/COMS contacted the umbrella organization, the United
States Chamber of Commerce, for information as to whether there
are any "guidelines" for USCOCs in making certifications. It
was told that there are no guidelines or other rules; it is a
matter left up to each USCOC. ‘
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AGENCY FOR INTERNATIONAL DEVELOPMENT
ADVICE OF PROGRAM CHANGE

COUNTRY : Poland

PROJECT TITLE: Polish Stabilization Fund
PROJECT NUMBER: 181-0008

FY 1990 REVISED CP REFERENCE: None

APPROPRIATION CATEGORY: Economic Support Fund
LIFE-OF-PROJZCT FUNDING: $200,000,000 Grant
INTENDED FY 1990 OBLIGATION: $200,000,000 Grant

This is to advise that A.I.D. intends to allocate to the
Department of the Treasury $200 million to be obligated in an
agreement With the Government of Poland (GOP) as the contribution
of the United States to the Polish Stabilization Fund for Poland.
Tne applicable authorization statute (Support For East European
Democracy Act of 198Y9) requires that any such use of funds be
notified to Congress at least 15 days in advance of obligation.

The $200 million will be the USG contribution to an estimated $1
billion Polish Stabilization Fund which will complement an IMF
standby arrangement. The Fund will be supported by other major
donors, including the Federal Republic of Germany, France, Great
Britain, Italy, Canada and Japan. The Fund will support the
efforts of the GOP to restructure its economy toward an open,
competitive, market-oriented system. Specifically, the Fund will
provide a supplemental source of foreign exchange to support the
GOP plan to establish a new foreign exchange regime, with the
Polish currency (zloty) convertible for current account
transactions. Thils foreign exchange regime will be a critical
part of the GOP reform program, and its success is essential to
the overall reform effort.

A.I.D. will allocate the funds to the Department of the Treasury
pursuant to the provisions of Section 632 of the Foreign
Assistance Act of 1961 and Section 107 of the Support for East
European Democracy Act of 1989. The Department of the Treasury
will then obligate the $200 million through the execution of a
bilateral agreement with the GOP consistent with a multilateral
Memorandum of Agreement between the GOP and contributors to the
Fund.

Annex: Activity Data Sheet
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) FUNDING SOURCE
1omic Stabilization Fund Economic Support Funds (ESF)
NUMBER 181-0008 NEW D PRIOR REFERENCE
| omT 3 om O convung [ None

Purpose: To promote economic stabilization and restructuring
efforts in Poland by cooperating with other donors in the
establishment of an Economic Stabilization Fund to support a
new exchange rate regime.

Background: The Government of Poland (GOP) is committed to an
ambitious program to restructure the Polish econonmy and
establish an open, competitive, market-oriented system.
Success in this effort is essential to the long term viability
of the first non-Communist government in Poland since the
Second World War and to the democratic reform movement.

The GOP is finalizing details of an IMF stabilization program,
supported by an IMF standby arrangement. The program aims to
bring down the rate of inflation by cutting the government
budget deficit and controlling wage increases. At the same
time, the government will control credit creation by
introducing positive real interest rates. Structural reform of

the economy will be impleamented more slowly, but will start _J
Y price decontrol and eliminate most trade controls and
.idies.

. / element of the program will be establishment of
convertibility of the zloty for current international
transactions. There will be a large devaluation of the zloty
at the start of the stabilization program and the fixing of
this exchange rate for a period of time. Successful
implementation of these measures will support a stabilization
of the Polish currency and an improvement of the trade balance
and it will play a major role in establishing public confidence
in the government's willingness to carry out a comprehensive
reform program.

: Project Description. The USG and other donors will establish
an Economic Stabllization Pund of approximately $1 billion to
support GOP policies aimed at liberalization of payments and
transfers for international transactions. This Fund
supplements resources made available by the IMF and will
constitute a reserve to be drawn on only in the event the GOP
requires additional foreign exchange to defend the value of the
zloty. The Fund will be administered by an Executive

0 Committee, comprised of representatives of the contributing
» gk countries. Its term will be one year, with the possibility of
4
*

extension for a further period.

U.S. FINANCING (In thousands of dollars}

Obligstions Expenditures

[ 1 Sepember 30 1988 - -
tsomated Fiecel Year ] 989 - -
Esdmated Through Sepwember 30. ] 989 - -
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JATA SHEET CP 81-05 (4-85)
PROPOSED OBLIGATION (i thousands of dodlars)
Fv UFE OF
90 PROJECT (Auh)  $200,000
INTAL ESTIMATED FINAL ESTIMATED COMPLETION DATE
OBUGATION OBLIGATION OF PROJECT
Fy 90 FY 90 F¥ 91

A Memorandum of Understanding (MOU) between the GOP and
contributing countries will establish the specific terms and
conditions under which the GOP may draw upon Fund resources.
Agreement on an IMF program is an essential condition wnicn
underlies the operation of the Fund, and continuing GOP compliance
to that program will be a basic requirement. The GOP will submit
periodic reports to the Executive Comuittee which will be used as
one basis for monitoring the success of the Fund.

A.I.D. will allocate the $200 million USG contribution to the
Department of the Treasury under the provisions of Section 632 of
the Foreign Assistance Act of 1961 and Section 107 of the Support
for East European Democracy Act of 1989. The Department of the
Treasury will then obligate the $200 million through the execution
of a bilateral agreement with the GOP.

Relation of Project to A.I.D. Country Strategy: Democratization
and economic reform in Poland are ma jor USG foreign policy
objectives. The Polish Stabilization Fund is central to this
effort and to the creation of open markets and an open soclety.
The establishment of the Fund is clearly consistent with USG
foreign policy and A.I.D.'s strategy for its economic assistance
program in Poland.

Beneficiaries: The people of Poland will benefit from a stable
and more freely convertible currency, and from the increased
private sector investments and trade which will result.

Host Country and Other Donors: The USG contribution will
constitute approximately 20 percent of the total Fund. Other

ma jor domors will include the Federal Republic of Germany, France,
Great Britain, Italy, Japan and Canada. The Government of Poland
will be required to use a portion of its own foreign exchange
holdings as it uses Fund resources.

Major Outputs: All Years
Economic stabilization 1s attained. X
A.I.D.-Financed Inputs: Life-of-Project
(3000)
Grant $200,000

PRINCIPAL CONTRACTORS OR AGENCIES
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AGENCY FOR INTERNATIONAL DEVELOPMENT
ADVICE OF PROGRAM CHANGE

COUNTRY: Philippines

PROJECT TITLE: Natural Resources Management
Program

PROJECT NUMBER: 492-0444

FY 1990 CP REFERENCE: Asia & Near East, Annex 11,
pp. 219, 227

APPROPRIATION CATEGORY: special Assistance lnitiatives

C (SAD)
LIFE-OF-PROJECT FUNDING: $125,000,000 SAI Grant
INTENDED FY 1990 OBLIGATION: $30,000,000 SAI Grant

This is to advise that A.1.D. intends to obligate $30,000,000 in
special Assistance Initiatives funds for FY 1990 for the Natural
Resources Management Program. The FY 1990 Congressional
Presentation listed this project under the title Environmental and
Natural Resource Management (492-XX04) with a proposed obligation
of $5,000,000 Agriculture, Rural Development & Nutrition grant
funds. Life-of-project funding will be $125,000,000.

The purpose of the project is: (a) to promote the ecological
sustainability of the Philippines' natural resources with special
attention to tropical rain forests and biodiversity; and (b) to
increase economic efficiency in the forest products and wood
processing industries.

Annex: Activity Data Sheet

Y>i



ACTIVITY DA

8: Philippines

r
™. Natural Resources Mapagement. FUNDING SOURCE

Program Special Development Initiatives
NUMBER  492-0444 new ] PRIOR REFERENCE Py 1990 CP, Asia & Ne
orant B oan [ contmuma [ East, Annex II, PP. 319, 227

Purpose: (a) to promote the economic and ecological

sustainability of the Philippines' natural resouvrces with
special attention to tropical rain forests and biodiversity; and
(b) to increase economic efficiency in the forest products and
wood processing industries.

Background: The Philippines is increasingly becoming
resource-poor as years of exploitation of natural resources have
taken their toll. This is particularly evident in the tropical
rain forests. Due largely to disincentives to the management of
forests as renewable resources, the primary objective of forest
users has been the rapid and inefficient extraction of the
resource. The results are soil erosion due to destructive
logging methods and slash-and-burn agriculture, reduced
availability of upland agricultural land, loss of watershed
integrity, and damage to downstream agriculture and fisheries.
It is estimated that at the current rate of extraction all
Philippine tropical hardwood forest will be logged over within
seven years, resulting in disruption of several segments of the

conomy, loss of biodiversity, and further soil erosion.
.doption of sustainable forest management practices, coupled
with policy reforms that allow the forest products and wood
processing sector to restructure according to the principles of
economic efficiency, could assure the future of the forestry
sector, provide continued direct employment to 300,000 people
and improve the economy by over one billion dollars.

Project Description: As the Philippines continues to intensify
utilization of natural resources to support economic growth,
policy changes are required that protect this finite resource
base as well as reform the forest products/wood processing
industry into a viable and efficient sector. Such reforms,
major thrust of the program, will include increasing forest
charges to promote careful logging and to provide funds to
increase forest protection, banning logging in old growth
forests, empowering local communities to manage forests, and
increasing wood recovery efficiency. The program will include:
technical assistance, research and support for protected areas
development and management, training and professional
development, environmental education and public awareness
promotion; creation of an ecological information base and
surveys; technical assistance in policy formation: and research
in the area of commercial forest regeneration. A debt for
environment swap involving U.S. and local non-government
organization (NGO) participation may be used to implement
components of this program.

the

U.5. FINANCING (In thousands of dollars)

Oblinations Expenditures
Through Sepeember 30, 1988 - -
Estimated Flecal Year 1989 - - J
Estimated Through September 30, 1989 - -
Future Year Obligations
Proposed Flecal Year 1990 30,000 95,000
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e~ LIFE OF
F h) 30,000 PROJECT () 125,000
WAL ESTIMATED FINAL ESTIMATED COMPLETION DATE

ar | osLGATION OBLIGATION OF PROJECT
FY 90 FY 94 . FY 95

Relationship of Project to A.I.D. Country Strategy: The program
Relatjionship.

assistg the Philippines to achieve economic growth by providing
incentjyes for public and private enterprise to participate in
forestry activities which will reverse deforestation. The role
of private enterprise will be expanded as a means to establish
an indystrial base for forest development, improve the
production efficiency of forests and promote efficient
utilization in conversion and consumption of forest products.

Beneficjgries: The Government of the Philippines (GOP) will
have better natural resource management and enforcement systems,
the forest products industry a more rational economic
environment offering continuing employment, and communities
located near forested areas will benefit from greater
participation in social forestry management.

Host Country and Other Donors: The GOP's contribution under
this program is expected to total a minimum of $70 million over
the five-year period. The donor co.mu-.ity has increased funding
levels from approximately $73 million (1980-83) to over $460
million since 1986. As a8 result, A.I.D. has collaborated
closely with the other donors, particularly the World Bank, the
Asian Development Bank, and the Japanese, in the design of this

© program.

Major Outputs: (All Years)

The management of tropical rain forests as renewable resources;
increased private sector and NGO participation in the
management of secondary growth forests; a policy environment
which enhances the economic efficiency of the forest product
and wood processing sector; increased GOP revenues generated
from the wood products industry to cover the recurring costs of
the program; and strengthened GOP institutional capability to
formulate and implement programs and policies.

A.I1.D.-Financed Inputs Life of Project
($000)
Policy Reform 75,000 1 -)
Resources Protection 25,000 ‘
Technical Assistance, Training, Research 20,000
Evaluation, Monitoring & Audit 5,000
Total 125,000

PRINCIPAL CONTRACTORS OR AGENCIES
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AGENCY FOR INTERNATIONAL DEVELOPMENT
ADVICE OF PROGRAM CHANGE
Country: Kenya
Project Title: Kenya Market Development  Program
Project Number: 515-0242 and 615-0250
FY 1990 CP Reference: Annex I, page 188
Appropriation Category: Development Fund for Africa (DFA)
gife of Project Funding: $15,000,000 DFA (Grant)

Intended FY 1990 Obligation: $5,000,000 DFA (Grant)

This is to advise that A.I.D. intends to obligate $5,000,000
for the Kenya Market Development Program. This is a FY 1990
new start.

A.I.D. grant funds will éncourage major policy reforms in
agricultural marketing efficiency and will provide technical
assistance, training and commodities in support of such policy
changes. There will be $10,000,000 of non-project assistance
and $5,000,000 for the technical assistance, training and
commodities.

The purpose of the program is to develop a more efficient
national maize and bean marketing system that will provide
greater price incentives for farmers.

Attached: Activity Data Sheet
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Disbursement of the $10 million of DFA 1g tied to meeting the
policy reform conditionality. Deposited into g separate

imports and/or repayment of international debt, according to
establighed Agency guldance. The GOK will also counter-deposit
the local currency equivalent of the $10 willion into a special
account, which will support gector Program objectives. GOK
budget support will rehabiligate and maintain intermarket roads.

Relationship to A.I.D. COUEEEY Strategy: Increasing agricul-
tural productivity and farm incomes through improving agricul-
tural marketing efficiency ang accelerating development and
transfer of improved technologies 15 one of A.I.D.'g ma jor
strategies. i _

Beneficiaries: The Primary beneficiarieg of the program will

be the smallholder farmers, for whom maize and beans are cash
Crops as well as food crops. Most smallholders are poor and a
majority are women. Consumers, small scale millers ang traders
will also benefit as improved earketing efficiency lowers costs.

Host Country and Other Donors: The EEC, World Bank and GOK are a7
improving the efficiency of the National Cereals and Produce, -
Board and increasing the Private sector's role in the formal
Eector cereals marketing. Although 11 donorsg are financing
construction/rehabilitation of different types of roads, they

- are not focussing on the roads targeted by this Program, the
roads linking local markets to intermediate market centers. 3u,_
The other donors are just beginning to focus on reforms related e |
to policy reform ip the transport sector. 3\‘

s
Major Outputs: (a) Free movement of maize and beang throughopt ,\'fT
Kenya; (b) market Prices and other useful information rgadily’ﬁ &
available and (c) 1500 kilometers of market roads rehq}dlitateﬂ,v
and maintained. fie K
i Doyl ‘ '
. 4 2O N R '
A.I.D. - Financed Inputs Life of Programp <+ - \
(3000) '3‘( . !
\ \\; Y
Non-Project Assistance $10,000 2 .
Technical Assistance 5,000 ¢ R
Total - 315,000
T PRINCIPAL CONTRACTORS OR AGENCIES
__ Uniiquideted

! § ST NS
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RGENCY FOR INTERNATIONAL DEVELOPMENT
ADVICE OF PROGRAM CHANGE

COUNTRY: Jordan
PROJECT TITLE: Export Sector Assistance Program
PROJECT NUMBER: 278-K646
FY 1990 CP REFERENCE: Asia & Near East, Annex 11,
pp. 151,1%4
APPROPR1IATION CATEGORY: Economic Support Funds (ESF)
LIFE-OF-PROJECT FUNDING: $62,000,000 ESF Grant
INTENDED FY 1990 OBLIGATION: $25,849,500 ESF Grant

This is to advise that A.I1.D. intends to obligate $25,849,500 in
Economic Support Fund (ESF) grant funds in FY 1990 for the Export
Sector Assistance Progranm, This new program was listed as the
Commodity Import Program II (CIP I1) 278-K646 in the FY 90
Congressional Presentation with life-of-project funding of
$18,000,000 ESF grant funds; however, A.I.D. intends to increase
life-of-project funding from $18,000,000 to $62,000,000 for the
Export Sector Assistance Program.

The purpose of this program is to strengthen and expand Jordan's
private sector manufacturing and agribusiness exports by helping
Jordan restructure its administrative, regulatory, financial and
institutional policies so that an open-market, outward-oriented

trade approach prevails.

Annex: Activity Data Sheet
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Purpose: The purpose of this program is to strengthen and
expand Jordanian private sector manufacturing and agribusiness
exports by helping Jordan restructure its administrative,
requlatory, financial and institutional policies so that an
open-market, outward-oriented trade approach prevails.

Project Description: Until recently, the Jordanian econony
relied heavily on foreign sources of income to finance
growth. However, the steady decline in the real price of oil

’ M:  Jordan ACTIVITY |

™me. _ FUNDING SOURCE o
Export Sector Assistance Program Econdmic Support Fund

NUMBER 278-K646 new [ PAIOA REFERENCE FY 1990 CP 22J[}
ornt id oan O conmwuna [ Planned Program Summary Sheet g .

4,

has significantly reduced worker remittance income and grants Pr°9tan,

from the Gulf states. As a result, Jordan confronted serious
balance of payments problems, culminating in an International
Monetary Fund standby agreement requiring currency devaluation

and fiscal austerity measures. The Government of Jordan (G0OJ) I.
has recently introduced a series of economic policy reforms to
liberalize the economy. These measures include simplification

of business licensing and registration, reduction in tariff ¥)
‘otaction, encouragement of investment, and promotion of
sorts -- all aimed at stimulating sustained private

enterprise development. A.I.D.'s Export Sector Assistance
program will focus on GOJ policies impacting on export
activity and seek GOJ agreement to adjust these policies or
establish new policies to promote and enhance export

activity. This program will contribute to the private in
sector's ahility to manufacture and export goods and ‘Ore
services. It will contribute to Jordan's economic stability he

through generation of foreign exchange earned from exports,

and through enhanced economic productivity. Program

funds will be disbursed to the GOJ based on progress towards e
implementing key policies designed to improve export

performance.

Relationship of Project to A.I.D. Country Strategy: The CDSS
places its primary emphasis on the development of the private
sector. This project will contribute greatly toward improving
incentives and opportunities for private sector exports.

usE oF DOLLARS spwwufmu(?

- U.S. FINANCING (In thousands of dollars) .
Obiligations Expondiares

Through September 30, 1988 - - —
Estimated Flecsl Yoo  19B9 - o
Estimated Through Seplamber 30, 1989 ’ - - I
Future Year Obligations

Proposed Fiecal Yer )1 990 25,850 36,150
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AGENCY FOR INTERNATIONAL DEVELOPMENT
ADVICE OF PROGRAM CHANGE

Date:

Jamaica

Country
Production and Employment X

Project Title
532-0154

Project Number

Annex 111, page 1950

FY 1990 CP Reference
Economic Support Fund (ESF)

Appropriation Category
Life-of-Project Funding : $13,728,000
Intendea FY 1990 Obligation : $13,728,000

This is to advise that A.I1.D. intends to obligate an additional
$8,750,000 of Economic Support Funds in FY 1990 for the
Production and Employment X Program in Jamaica. These ESF funds
are available pursuant to the FY 1990 Dire Emergency

ﬁZtF Supplemental Appropriations Act.
The purpose of this program is to provide additional balance of
payments assistance to support the structural adjustment and
economic reform measures being undertaken by the Government of
Jamaica.
Annex: Activity Data Sheet
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w: Jamica ACTIVITY DATA Sht
R FUNDING SOURCE ()
Production and Bmployment X Econamic Support Fund (ESF) r
GRANT wan O contmumo [ CN #215 dated 3/30/90 Fy
Purpose: To provide additional balance of payments assistance regime
to support the structural adjustment and economic policy reform traditj
measures being undertaken by the Government of Jamaica (GOJ). steps
water,
Background: The GOJ is struggling to sustain continued exchang
economic gains while meeting the conditions of difficult exchang
structural adjustment programs worked out with the multilateral
lenders and donor countries. Since negotiating an IMF Stand-By Obligat
agreement early in the year, Jamaica has devalued the Jamaican the enc
dollar, increased electricity rates by a third, substantially for pay
increased most basic food prices, expanded access of exporters interna
to foreign exchange, modified somewhat its restrictive motor The loc
vehicle import policies, continued divestment of assista
Government -owned enterprises and improved reporting and privati
monitoring of public entities. The GOJ appears determined to increas
maintain the central features of its economic policy reforms, accour
including privatization of Government assets and certain Relatio
services and reform of the foreign exchange regime. Country
support
U lying trends in the economy remain generally favorable as package
& a/bauxite sales and tourism receipts continue to buoy program
ovétall activity. Unfortunately, inflation appears to have help in
moved back to the 20 percent annual rate range. Real incomes economi
are once again falling dramatically for significant segments of reduce *
the population, and employment gains are disappearing, thus budget.
nullifying a previous mitigating factor among lower income
groups. The crushing weight of a large external debt burden Host Co
increasingly is being matched by growing domestic debt service Bank ar
resulting from high internal interest rates, further G0J. A
aggravating the already serious Jamaican income distribution donors :
problem. Such factors make the reduction of all debt a central
imperative and argue strongly for private sector ownership and Benefic:
control of all but the most basic Government functions. of the (
anc ref
Program Description: The foreign exchange to be provided entire .
through this cash transfer program amendment will assist in the
adjustment and development of the Jamaican economy and in Major Ot
meeting Jamaica's external debt commitments. In exchange for
this assistance, A.I1.D. will pursue a policy dialogue agenda Further
with the GOJ which is expected to concentrate on implementation held ent

of its privatization program and reform of the foreign exchange
system.

Areas of conditionality being considered for the stabilization

A.1.D.-F

program are for satisfactory progress with the Government's Balance
H’ ‘tization program and reform of the foreign exchange
U.8. FINANCING (In thousands of dollare)

B Obiigations Expenditures Uniiquic

Through September 30,

Estimated Fiscal Year

Estmated Through September 30,

Future Year Obligstions Estimeted T
Proposed Fiscsl Yoo 109() 13,728 - 13,7282
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ACTIVITY DATA SHEEY CP $1-06 (4-85)
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regime. This will include continued asset divestment for such
traditional assets as hotels, as well as major privatization
steps in difficult sectors such as transportation, power and
water. The planned exchange regime reforms will seek to reduce
exchange controls and move towards a free market-determined
exchange rate.

Obligation of additional funds is expected to take place before
the end of September 1990. The dollars will be used by the 6OJ
for payment of non-military debt service obligations to
international financial institutions and the U.S. Government.
The local currency provided by the GOJ to offset this
assistance will be used to support elements of the
privatization program and to further the objective of
increasing private sector investment in Jamaica. Separate bank
accounts will be established to manage these funds.
Relationship of Project to A.I.D. Country Strategy: The
Country Strategy identifies Its most Important priority as the
support of structural adjustment along with an assistance
package to cushion its impact on the poor. The proposed
program supports this priority by providing a cash transfer to
help in stabilizing Jamaica's economy and by encouraging
economic policy reforms designed to increase efficiency and
reduce the drain of publicly-held entities on the Government's

budget.

Host Country and Other Donors: A.I.D., the IMF and the Viorld
Bank are the principal donors providing economic support to the
GOJ. A.I.D. will continue to coordinate closely with all major
donors in implementing the stabilization program.

Beneficiaries: A healthier economy, resulting from reduction
of the GOJ's debt burden, privatization of Government assets
and reform of the foreign exchange regime, will benefit the
entire Jamaican population.

Major Outputs: All Years
Further progress in privatizing publicly X

held entities and foreign exchange reforms

A.1.D.-Financed Inputs: Life-of-Project

the Government's Balance of payments 13,728
®ign exchange

1 thousands of dollars) PRINCIPAL CONTRACTORS OR AGENCIES

stiens Expenditires Uniquidsted

- Future Yeer Obligations Estimated Totl Cont |

28 - 13,728 1




CNs should be improved to describe more clearly the
purpose and effect of each CT; and

FM should develop a single identifier system for CTs to
facilitate aggregation of information on CTs and the uses of

CT dollars.

A.I.D. should establish a central system to collect data
on the uses of CT dollars associated with procurement
transactions.

Other imporfant issues raised by Subcommittee members, but on
which consensus was not reached, included the following:

Desirability of applying current or modified source,
origin, and nationality requirements to commodity financing
associated with CTs;

The need to apply minimum competition and pricing
standards to such financing; and

The appropriate role of Commodity Management Officers.

As the report indicates, United States commodity and
transportation suppliers, as well as certain Congressional
interests, are questioning CTs in situations in which they expect
the procedures and demonstrable "Buy American" impact of standard
commodity financing. Whatever the benefits of CTs in general or
as associated with commodity financing in particular, it is
necessary for A.I.D. to evaluate the adequacy and appropriateness
of our guidance on CT implementation.

The report raises important issues which the Policy Directorate
may want to consider. After you have had a chance to read the
report, I would like to discuss with you the issues raised, and
how and in what manner to deal with them.

Attachment
a/s

cc: AA/FA, Richard A. Ames
A/AR/OPS, Howard M. Fry
AA/NE, Reginald Brown
FA/PPE, James Murphy
GC/CCM, Ken Fries



UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D .C. 20323

11/22/91
MEMORANDUM
TO: DAA/FA, John F. Owens ¢A;
FROM SA/AA/NE, John W. Godden A

SUBJECT: REPORT OF THE SUBCOMMITTE ON IMPLEMETATION OF
CASH TRANSFERS

Please find attached the report of the Subcommittee on cash
transfer (CT) implementation, together with recommendations for the
PPAP committee. This final version of the report takes into
account all relevant comments received in the two prior drafts.

The report required a substantial amount of work by Subcommittee
members who were often divided by contrasting opinions about CTs.
We believe however, that our report provides a detailed basis for
a better understanding of the relevant issues, and at the same time
makes a worthwhile contribution to the debate surrounding the use
of CTs to finance commodities.

In compiling this report I particularly appreciated the detailed
drafting work of GC/Scott Overall and the input from OP/Bob
Richardson, LAC/Jeff Evans and others. The report includes both
consensus recommendations and recommendations on which no consensus
was achieved. Details are outlined in Section 4 of the Report, pp.
9-12.

1. A.I.D. should clarify CT implementation policy to provide that
"imports from the United States" should at least be verified by the
review data (i.e., commercial bills of lading), that evidence
original shipment of commodities from the United States. (* See
footnote).

2. Additional guidance should be developed in Handbook 4 to explain
the background, purpose and variety of non-project assistance
instruments including CTs and CIPs, in light of the information
contained in the Subcommittee report. '

3. A.I.D. should improve the Congressional Notification (CN)
process to more clearly describe the purpose and effect of
individual CTs.



4. The Office of Financial Management should proceed with plans to
develop a single identifier approach to systematically record and
track CT dollar uses.

5. That a central system be established to collect data on the
uses of CT dollars associated with procurement transactions.

The Subcommittee did not reach a consensus on other major issues
raised in Section 4 of the Report. These included the role of
Commodity Management Officers and whether additional standards for
competition, commodity source, origin and/or price should be
applied to commodity financing under CTs. The Subcommittee
recommends that these issues along with the issues of program mix,
program selection, and verification techniques for CTs be
considered by senior agency management (in particular, the new
Policy Directorate). Please let me know if we can help you prepare
any follow-up communications to POL or other offices.

* An exception may be required in certain African countries where
particular document tracking may be problematic.

Attachment: A/S
‘Clearances:

LEG, B. Bennett
OP/COMS, R. Richardson
AFR/DR/PD, G. Bertolin
LAC/DR, J. Evans
GC/CCM, S. Overall
NE/DP, T. O'Keefe

cc: MS/PPE, J. Murphy
GC/CCM, K. Fries
PFM/FM/A, R. Bonnaffon
POL, M. Hanratty
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MEMORANDUM
TO: D/POL, Kathryn Morgan
FROM: DAA/FA, John F. Ow

SUBJECT: Report of the Procudrement Policy Advisorx Panel
Subcommittee on Cash Transfer Implementation

I have attached for your information and action as appropriate a
copy of the subject report submitted to me on November 22, 1991.
The report reviews cash transfer (CT) implementation practices
and procedures, information sources, and issues. It is the most
detailed survey of its kind to date, and I highly recommend it
for your attention.

The Subcommittee concerned itself solely with CT implementation,
in particular the association of CT dollars with the financing of
commodities. It did not deal with the related issues of program
selection (determining the appropriate type of nonproject
assistance mode for a specific activity) and program mix (the
appropriate mix of the various types of nonproject assistance in
a given country, or in the foreign assistance program as a
whole). It also did not review in depth the actual methods being
used by Missions to verify the eligibility of transactions
selected for association with CT financing.

The Subcommittee was decidedly split between proponents of CTs
and those concerned that the growing use of CTs to finance
commodities without the policies and safeguards of standard
financing methods increases Agency vulnerability. Consensus
recommendations were that:

A.I.D. should clarify that the term "imports from the
United States" in the CT guidance should at least
include documents such as bills of lading that evidence
original shipment of commodities from the United States;:

Handbook 4 should be revised to contain additional
guidance on CTs and other nonproject assistance modes taking
into account the information contained in the Subcommittee

report;

320 TWENTY-FIRS) STRIUT. N.W.. WasHiNGToN, D.C. 20523



