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AUDIT REPORT

ON

USAID / AFGHANISTAN

NEW PROGRAM STRATEGY

INTRODUCTION

From FY 1974 to FY 1976 the U. S. has either provided or
projected the following assistance toAfghanistan~

(Thousands of Dollars)
FY 1974 lrY J975 FY 1976 (Est'd.. ) ]J

Technic:al Assistance Grants 4,843 6,209 5,695
Development Loans 7,500 10,000 6,500
PL 480 TitlelSales -c 2,756

12,343 16" 209 14,951

The composition of the program is presently being restructured
to conform with the Mission's new strategy. A characteristic of the new
strategy is the shift from large construction and institution-building type
projects to projects which more directly benefit the poor :majority. This
change :reflects the Mission's effort to comply with the Congressional
mandatE~ of 1973.

Active Mission cgrant and loan projects as of June 30, 1975 are
listed in Exhibits A and Brespectively. The Mission's FY 1976
project budget, as shown in Exhibit C, reflects the program change.
Significantly, of the ten grant projects shown, seven either have been
or will be designed under the new program strategy.

The purpose of this examination was to evaluate the workability
of the nc~w strategy and to ascertain any potential problems which could
adversely affect its implementation.
- - ---- -- - - ~ -- .._'.- -- ----- ~ -- - - . - -, ,- - - - - - - -
11 Per the Annual Budget Submission.
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SUMMARY

The most significant findings developed during the audit; and
presented in detail in the next section, are summarized below:

The Fixed Amount Reimbursement (FAR) procedure
. is having an undue influence on project purposes.
(See pp. 4 to 8. )

Operations of the Afghan Family Guidance Association
(AFGA) are being expanded through AID financing, but
AFGA has no assured sources of income to finance the
resulting increased operating costs. (See pp. 8 to 10. )

Evidence indicates that project implementation has
commenced in some cases prior to completion of all
relevant planning. (See pp. 13 to 15. )

Increased emphasis should be placed on revising old
projects to better meet the criteria of the new Mission
strategy. (See Pp. 15 to 18. )

Mission evaluation procedures shou1dbe systematized.
(See pp. 19 and 20. )

Policy should be established covering Mission reviews
of GOA cost estimates for FAR projects,
(See pp. 21 to 23. )

AID/W's guidance should be obtained regarding the
applicability of Section 105 of the Appropriations Act
when AID finances a .specific group of construction
units for more than $100,000 per contract•

. (See pp. 23 and 24. )

Significant amounts of some commodities financed
under the FAR procedure in Afghanistan have their
origins in the non-free world. (See p. 25.)
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The present USAID/A engi:p.eering staff may not be
large enough to meet increasing workload require­
ments. (See pp. 26 and 27. )

Salaries and other expenses for six: direct-hire
technicians should be categori~edas operating
expenses instead of project costs ......:.
(See·pp. 27 to 31. )

The report contains 11 recommendations (see Exhibit E).

-3 -



STATEMENT OF FINDINGS AND RECOMMENDATIONS
• •

At PROJECT DESIGN UNDER THE NEW STRATEGY
• ¢

Early in CY 1974, the Mission assessed its developm.ent strategy.
That strategy, which was predicated on the trickle-down theory of
development, stressed large construction and institution-building
projects. The Mission recognized that, under that strategy, failure was
as notable as success, and that the Congressional mandate of 1973
directed AID to design its programs '0 that assista.nce would reach the
poor majority. The Mission therefore developed a new strategy, which
was articulated in its Development Assistance Plan of 1975. The more
important features of the new strategy ar~:

1. Project simplicity
2. Incremental project development
3. Direct benefits to the ·poor
4., Objective results that are unambiguously observable

The new strategy is well thought-out, with attem.pts having been
made to profitfrom past errors. It fits, in our judgment, the Afghan
situation ',;yell. . Yet there are some aspects of the implementation of the

.strategy w~ich.merit attention.

1. Obj ective Results-
One of the four main features of the new strategy is that projects

are top]~oduee objective results which are unambiguously observable.
Efforts have been made to incorporate this feature into all newly designed
pJ:'ojects. The new projects are therefore desi.gned in ·sucha way that
project accomplishments·vtiJ.l be more easily observable than they were
under the old strategy.

There is a problem in this aspect of project design.that needs to
be addressed~ This problem concerns the Fixed. Amount Reimbursement
(FAR) pl'ocedurewhichis beginning to influence project- designs .­

'especially project purposes.

This effect of the FAR procedure is most obvious in the ·evolution
qf the Rural Primary Schools project. The project paper for Rural
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Primary Schools states that the GOA Ministry of Education has formulated
a five ...yearplan to construct a total of ~. 843 rural e~ementary schools.
The Mission proposed to assist the Ministry of Education as follows:

._.

USAID proposes to help financet,.he first.yeCi.r tfl,rsets
,of the GOA plan within what we hope is a morerealis ...
tic two year time frame•. USAID would reimburse 85
percent of the fixed direct costs of buUding 170 ele­
mentary schools and 40 teach<n'.1 hostels, which amounts
to approximately 63 percent of t)le ·total con,truction
costs.

The idea. then, wae to .help finance the firet.year 'targete of the GOA
plant and the stated project purpose followed that i4ea.

However. subsequent to AIO/Wts approval of the project, major
changes 'weremade in the designs and.pecifications of the schools to be

.constructed. as well as significant recl1J.ction,· in the actual number of
schoolstobe financed by AID. There were several valid reasons for
changing the designs and specifications of the schools;. but the decision
to reduc:e the number of schools to be constructed under the project
appears to be a major change in. the project purpose.

Accor.ding.to the project paper, 79 schools and 19 hostels, out of
a totaLc)f 170 and 40 respectively, were to .be const~uctedby the end of
March 1976.. For this, the GOA was to be paid about $425,000 under the
FAR technique. However, under the project agreement, only 45 school/
hostel complexes could be financed with $450,000 through the end of
March 1976.lJ The reimbursement percentage of direct costs, 85
percent. :remained the' same.

This provision is included in the project agreement:

$450,000 is obligated in this agreement to finance
the .estimated USAID share '0£ the direct costs of
constructing approximately 45 primary schools/
hostels complexes.. When final cost estimates are
~ade, adjustments in number of schools will be made
~s necessary. to stay within the total fl.Ulds obli­
,gated.

- ~ - . - - ~ ~ -. - - - - ~ -.. ~ ---- .. -- ~ -. - -- ... -- -
2/ Even this number of schools is not firm, becausefina1 cost estimates

were not made before the signing of the project agreement.
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The project purpose is. therefore, contingent on final cost
,estimates tobe used under 'the FAR procedure; and the rationale
supporting the project has subtly changed. In the beginning the idea was
to help finance the first year ta:r gets of the GOA plan; the idea now i$ to
financEl 85 'percent of the 'estimated direct costs of school complexes
up'toa total of $450,000.. The number of schools financed .. ~ and the
project purpose ...... have become directly dependent on FAR cost

, estimates.

, There is apossibUity that similar changes will be made in the
Central Helmand Drainage project. Accordingtotheproject paper. the
output indicators and targets,includeth.e construction of 50 kiJ.on"",etel's
of main drains. Thesei\;1l:t,1i:'e also part of thePhaS.e I status indicators
of the achievement o£project purpose. Thi,s is carried forward to the
project agreement which has as one of its specUi.cproJect objectives
the cornpletion of 50kllometers of main drains and 70 kUometers of
farm drains by Septemb'er 1976. AU this is contingent on FAR fi,nanci.n.g
at the rate of 70 percent of the estimateddir'ect costs of construction
of <lrains. The project agreement states that:

In the event that cost estimates indicate that more
or less than l20kilometersofdrains can .becon­
structedwithfunds provided by USAID and HAVA, the
number of kilometers 'will be changed by amendment
to this agreement" .

The same situation occurs in the Rural Works pl"oject, Ac.cording
to the project agreement, "'the Rural Dev~lopmentDepartment (RDD) and
USAID agreed that the first purpose is to construct 40 land improvement
projects, 13 bridges and:32kUometers of improved roads by June 30~

1976, for the benefit of rural people in Afghanistan. "The USAID agrees
to finance 75 percent of theagreedes~imated<::ostsof the,construction~

but "thefmal number will depend onthe structureswhich can be con~

'structed with the funds obligated in this a,greernent. II .

We think that this is movingawayfr-om the new Mission. strategy,
because a technique, the FAR:procedure,' is having an undue influ.ence on
,project purposes. It would be more in cons,onance 'with the Mission
.strategy to defin.eclearly those objective results wanted from a project
and then use the FAR technique to achieve those results.

... 6 ..



Recommendation No. 1- .
USAID/A should use the FAR technique as a means of
achieving stated project purposes, rather than con.
forming project purposes to fit expected FAR outputs.

Mtssion Comments

The Mission strongly objected to this finding and requested tha.i
the recommendation be deleted. They stated that, at AID/W'e
suggeeltion, the "program goal'! in the project paper is now used as the
p:roject purpose. That program goal was lIto create and demonstrate a
systems capacity within the Ministry of Education by 1977 to construct
and makeope;rational rural elementary schools L"l conformance with GOA
educational goals. II The Mission contended'that the project was not
specUlcally tied to the GOA's five-year school-building plan, as the

[

-'report states. The Mission asserted that there has been no change in the
.... ration~L1e supporting the project; they a.re trying to help the MOE create

the capacity to build schools and make them operational. Accordingto
the Mission, the MOE's achievement of this purpose is not contingent on
amounts of FAR obligations.

They said that, lithe Mission cannot commit itself to a fixed
physical target withoutc1ea1'iy specifying .that .t\lD financing is Umlted to
the amount obligated. Additionally, any attempt to match fixed tmits of
constructionwithamou:t;l.ts obligated through retroactive or variable
adjustments in percentages of estimated costs tobe funded by AID wO'IUd
invalidate the FAR procedure. II The Mission asserted that it 1s
impractical to reach formal and final agreernent on all estimated costs
p.rlor to obligation of fu.."llds. According to the Mission: llA clearre.
quirement for use of the FAR procedure is identification and evaluation
of the ()ve:rall reasonableness of costs during the project development
process in order to assure that project purposeswUl be achieved
wlthinthe limitations of funding. The Mission sees no conflict between
this requirement and the necessary inclusion in project agreements of
provisions for subsequent adjustment of the specific numbers of units of
constru.ction tobe financed with obligated funds. "

The full text of the Mission's comments on this finding is given
in Exhibit D.
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Reseonse to MissioIli. Comments

It was noted in the project paper that: 1Il:f th@ MOE can achieve
the ,work targets agreed in Phase I within twoyea:'5 it wlll have
developed and demonstrated a systems capacity heretofore u.n.known.j,n
Afghanistan. II At AID/W's suggest:tonthat goal of a developed and
demonstrated MOE systems capacity is i,;ncludedf.n the Rural Primary
Scho()ls project 'agreement, as a thi,rd..listedpurpose, but :not as the
,sole purpose. Worktargets, consisting of nUmbe1"5 of conlPh'uction
unitsllarestUl included as the first ..Usted projectPurpQ56. Howeve;r,

. the ,work targets were ,changed, antiareuo lange: those "agreed :i,n
.Phasel. II And in f~·ctf the total'number of W3.tts to be· c:onstt''J.cted
uJ,timatelyis now indeterminate., Perhaps the MOE wU:L·stUl d.evelop

. 'and'deInonstrate the d~si:t'ed systems capacity throu.gh Gop.structlon of
difieTent qll.an.tities of'units. Whatever the level of constl'uctton:finaUy
~eci.dedupon, however, it seems to us that it shouJ,dbe a:rr~ved at
through analysis, rather than be tied to a ·fi,xed P~:l:c&ntQ.gel},~cWJtheFAR

technique.

. -. '.
In..itseffort at designing projects that·wUl p:roduc$ object~ve

results 'Wlder the new s~ategy, the Mission has been quantU'yi.ng
desired purposes and outputs ... -e. g., 170 ·eiementary schaab and 40

. teachers' hostels, and 70 kilometers ofma!n drai,ns.. It is i.mportant,
therefore, that specific things be accomplished. There 18 clearly a
significant problem in achieving quantifiedpu.;rposes such as these J..£,
:as tlu~MisSionnotesabove, lIany attempt to match fixed u.:n~ts of con..
.structioJ;l 'With· amounts obligated ••• would iAvaltdate the F~~d Amou.,W;
Reimbursement procedure."

Z<t .!:!.ost Country. Participation

The Afghan FamUyGuidance Associatton (AFGA). expan510n
project is dependent onfutu.re GOA parttctpattonJ however, the GOA has
not£itmly committed its ;resouxces as an assurance of contj,;n'l;LedAFOA·
viability.

The ,Afghan .Family Guidance As sociationhas been providing
contraceptives arid family guidance in Afghanistanstnce 1968. rtiea
voluntary. .organizatioIl·af£iliated with the .+nternational Planned
Parenthood. Federation (IPPF). AID provides contraceptlves toAFGA,
and has contributed-equipment, participant trai.ninga.ridadvisory
services inthe past. , But otherwise, AFGA has been abnQst
exclUI:iive1y funded by IPPF until 1975.

...8 ..



In December 1974, the Mission submitted a project paper to
assist in the expansion ,of AFGA clinics from 19 to 35. The project paper
was approved in ~rch1975, and in June 1975 .a grant agreement was
signed to ,eovsl"thefirst year of the expansion. The expansion is
expected to take two years, with AID granting $234, 000 in FY 1975 and
about $217., 000 inFY 1976.

W®believethis is anexceptionallyhigh..risk endeavor, not
because the project as designed cannot be implemented, but because
future funding is highly doq,btful. The proposedAFGA expansion, using
AID funding, more than doubles the ul;!.mher of AFGA clinics, and triples
the number of outreach workers. It willmore than double AFGA's
operating expenses. and there is no firm indication that AFG}>. will find
the additional revenues to offset these expenses.

This danger ·was pointed out in the project paper financial
analysis:

It is in the area of financial resources that the
Government and-,AFGA are the weakest. This
proposal represents a substantial £u.ndLT'lg increase
in AFGA operating expenses (CY 1974 $136, 000,
ey 1975 $309,000, CY 1976 $360, 000)•. For some
period of ti,me- this increased yearly operational

.cost '!I will need to be borne by outslde agendes.
The MPH has stated specifically that they expect
to pu.t the- clinic system under their auspices
"sometime in the future. It .

The ~p·ant agreetnent between AID and AFGA notes that second..
year funding is subject to IIjoint grantoroogranteeevaluations of the
project's progress in -the ·f!rst year. II But the obtaining of additional
soutcelS o£.revenue to support additional operating costs is neither an
!P,put nor an.indicatorof success of the project. Instead, the grant
agreement says that USAID may provic;le assistance to AFGAin
-subsequent years dependent on-sever.al things, one of which is lithe
demonstrated capabUityof AFGA to obtain a steadUyincreasing portion
of its resources fromw1thin Afghanlstan,·e.g. from the Government of
Afghanistan (GOA), or £;romother sources. II

Increased yearly operational cost due toc1inicexpansion: salaries
$144, 000, transportation subsidy $28, 000, information system
$8,000 and miscellaneous, $17,000.



We were informed by Mission officials that, although past re­
lations have sometimes been acrimonious, the GOA/AFGA relationship
is improving. The hope is that the demonstrated success of the expanded
AFGA operation will induce the GOA to gradually begin funding AFGA, at
the rate of perhaps 25 percent of additional operating'expense the first
year, 50 percent the next year, and so on. .

The GOA is not committed to this arrangement; nor is there much
evidence to indicate that the GOA will bewUlingto fund a large,
expensive AFGA operation.. ' We believe that the Mission should proceed
cautiously in continuing to fund the AFGA expansion. There is a strong
likelihood of project failure without·a·firm GOA commitment to parti­
cipate in fundingfuture'AFGA operations. We b~lieve that second-year
funding of the AFGA expansion should therefore be dependent ona firm
commitment by the GOA to support the project financially.

Recommendation No.2

USAID / A should obtain a firm ·financial commitment
from the GOA prior to 'any grant of additional AID
fundstoAFGA.

Mission Comments

The Mission agreed in part with this audit recommendation.
However, the USAID believes that it is premature to require a
financial commitment from the GOA as a condition of the grant for the
second year of the project. Firstly, the M:issionnoted that AFGA is
trying to decide an important policy question: whether AFGA should
move away from the government, and become a private voluntary
agency, or move closer toward integration with the GOA. Secondly,
USAIDIAfeels that an agreement with'AFGA (and the GOA) has been
reached, and that AFGAassumes a USAID commitment with no more
conditions than are included in the existing grant agreement. During
the next two years, the Mission .expects (1) to achieve the project
objectives, (2) AFGA to'clarify its future status with the GOA~ and
(3)AF'GA to find resources fromwithiri Afghanistani":either,by (a):GOA
grants~ (b) private. contributions, (c) charging for its serviCes, or
(d) a combination of these.

- 10-
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USAID!A concluded that action should be taken as follows:r---- _

IIUSAID!A should communicate to AFGA, by exchange of official letters
ol'byincorporation. of language in the Second Grant Agreement, its
intent to place asa condition on any financial assistance after the second.
year. a financh;l phasing schedule by which, .over an agreed term (three
to·five years), AFGA would assume full responsibility for the financing
required to sustain the expanded AFGA program. "

The full text of the Missionfs comments on this finding is given
in Exhibit D.

Response to Mission Co:mments

It seems to us that the problem of futuxc funding of AFGA's
expanded operation is probably the single most pressing problem on the
project. If additional AFGA revenues are not forthcoming, there is the

. likelihood of ultimate project failure. But AFGA's sources of additional
revenues are limited. IPPF has not agreed to fund the expanded
operation, and AFGA has had practically no success in obtaining
donation:; from private local contributors in the past. In the project
paper, it is noted that there is. no hope that_ AFGA could be supported by
internal financing, and that instead,

the mOre probable course for the future is that an
expanded functioning organization can be established

. withoutslde as sistance~and that the. Ministry of Public
gealthwill ultimately assimilate this system, particu­
larly if increasing numbers of the population recognize
the value to them.selves of the services.

Under these circumstances~ AFGA dOll;ls not have complete control
of itsfinoa.nces -- outsideassistanc::e is a necessity. The most likely
sources of such assistance are the IPPF and/or the GOA. And neither of
these hasl firmly committed resources for future expanded AFGA
operations.

h:tthis situation it does not appear premature to require a firm
financial comm.itment from the GOA -- or 'whoeve~ is expected to give
the ·futuxc:; assistance -- as a condition for AID's granting the second
year of project funding. We believe that financial commitment from some
outside ·source in the near future is essential if the·project is to succeed.

- 11 -
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The project paper provides $42, 000 the first year and $14,000the second year for the "rent" or "geroew" of expanded clinic {acUities.It defines "geroewll as ,follows:

Geroew: 'Farsi word for mortgage. Tomortgage
(Geroew Koerdan) one's property in Afghanistan
is to give upthe right to the use of the 'property for
an agreed upon period of time, £er~n amount of
money which must be 'returned at the 'endoi the
agreed upon period interest-free. It is expected
that use of most a! the new clinic buUdings wUl be
by this method.

, J.nother words, the$4Z, 000 already provided by AID plus the
$14, 000 to be provided next year, will be loaned by AFGA to landlord,s.,and free rent will be taken inJieu of interest. When the rental periods
end (usually after ,two years), the landl.ords wUl return ,the $56, 000 to
AFGA. AFGA then'wU11:lefree to use AID's $.56. 000 as it wishes,

, although AID would presumably have some degree of temporaryWJ.u.enceover the use ,of the money.

This is apparentlya,commonway of doing business in
,Afghanistan. but it is an unusual forme£ AID £'Wl.ding. We beli,eve it
would be preferableier AID to fund only normal rent expenses in£u.tu.reagreements.

Recommendation'No. 3

USAIQ/A should discontinue funding "geroew".type
e:lCpens e sinfuture agr e eInents .•

"

Mission Conunents

HIt is correct that this is a common way of doing business in Afghanistanand because this is an Afghan program, USAID should accommodate the
Afghan procedure. Secondly., the procedure fs also 'eminently sensible :In.that AFGA, through the "geroew" procedure, obtains.' its· physical
facUities at almost no cost.

"We would agree that in future Grant Agreements, pr'OVl,sJ.Ons shou.ldbemade for the use of "gel'oew 'l money recovered ,by AFGA. The Misslon
requests moalficationof the audit recommendation accordingly. 1/ .

• 12 •



Resp01?-se to Mission Comments

Although the "geroewlt procedure is common in Afghanistan,
it is by no means the only way of renting property. For example, the
Mission does not use this procedure for its compound facilities, nor
does it rent employee housing using the "geroew" procedure. Since
this procedure entails the deposit of fairly large sums of money, AFGA
does not obtain its facilities at almost no cost, as the payment amounts
to lost interest income.

I\.1aking provisions infuture grant agreements for the use of
t'geroElw" money recovered byAFGA should provide adequate control
over grant funds. However) this would alsO add bureaucratic restric.
tionsthat could complicate the Mission's project monitoring.

3. ~eliminary Planning

Evidence indicates that project implementation has commenced
in some cases prior to completion of all relevant planning. ..An
illustration of this is the Central Helmand Drainage project.

According to the Mission's 197?Development Assistance Plan,

••• there is a general pressure onhoth the GOA and
our own sides to proceed with projects ('before they
are ready) in order to keep the "obligation level II up.
In the past this has inevitably led to poorly planned
projects. Nevertheless the problem of "obligational
level" is areal one and the opUono! waiting until a
project is completely ready is often not a viable
one •••

Sometimes this pressure..to-proceed comes fromAID/W. This apparently
happened in ,early calendar 1975 on the Central Helmand Drainage project.
The purpose of the project is to improve drainage inthe Helmand
Arghandab Valley project area. During Phase I of the project, 70 kilo­
rnetersof on-farm drains and 50 kilometers of major drains are to be
·constructed or·improved.

In an 'effort to begin the projectquicklYt· planning had to be
rushed. The initial project paper, dated February 14, 1975, was con..
sequently a product that did not completely please either the Mission

.. 13 ..
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or AID/W. After discussion, the project paper was revised and1"e­
.submitted on April 8., 1975. The revised project paper, while better
than the initial one,' s.tillcontains several planning ambiguitlee. This
has resulted ina. project agreement which leaves some matters to be
decided in the future.

The Fixed Amount Reimbursement procedure is to be used on
,the project. but otherthanto'state that FAR is tobe used, neither the
'project paper nor the. project agreementc1ear1y show how the xeimburse ..
ment is to ·be ·carriedout. Spe.ci£ic procedures ·for 'cost estimations,
field observations. certifications andr.eirl?,bu,rs·ementswe.xetobe. stated
in .latElr letters of understanding•. Th.e;first of. these, dated June 1975,
gave an August 1975 date .for agr~eing. on·.cost estimation. and reimburse ..
ment procedures. But the second letter of understanding, liated
September 1975. did not contain .reimburse,ment pI' oc-edures-. ·leaving
the matter for a future letter of understanding•. Still unresolved are the
pxocedures to be used for ·final cost estimati.qns.•. lJSAID/A h;;l.s agreed

. to 'usea.preiiminaxyestimate of costs for main drains, with the under ..
standing that efforts' will be madetobetterdocurnent actual costs during
the construction of the first section of main drains. The m.ethod to be
used in documenting these actual costs was left open. Procedures have
not yet been 'worked out iorestimatingthe costo£ farm drains, this
being left open for future consider (ition. Farm drain construction under
a revised schedule is to begin in Decembex 1975.

Planning for -equipment requir.emellts on the fir st phase of the
project was not complete in September 1975 ..-although$~50, OOO'was
eaxmarked for equipment purchases in thepxoject agreement signed in
May 1975. The GOA was :p.ot certain what its .equipment requirements
really were in May 1975~ so the project paper, the project agreement
and the letters of understanding all refer to AID equ:ipment inputs in
general terms. Several TDY AID perso~..nelwerehroughtin du-r.lngthe
,early stages of the project to prepare lists .0£ needed equipment and
spare parts; but the lists show little' direct relation to the earmarked
$250,000. Further,thexeis no ).ndicationthatinvento:ries of available
GOA equip:rn.ent weretake!4 For thesexeasons, definitive equipment
re€1uirements axe 'stUlnot k..YJ.own, and theearmaxked $250,,000 is an
·estima.te without full justification•.

Ac~ording·te>';the pl'ojectagreement, the Helmand-Arghq.ndab
Va,lleyAuthority (HA VA)was.suppos·ed to provide ten vehicles.for the
project. l{owever, as HAVA did not provide :the vehicles~ the. USAID

.. 14 ..



grantl~d.in-aid ten vehicles for the -project. Only five of thoe e are
being used by HAVA on the project, the other five 'being used elsewhere.
AtHAVA's request, the Mission has tentatively agreed to purchase four
more vehicles. It now appears, however, thatHAV/\ will eventually
need nine more vehicles on the project. All this indicates three
things: HAVAdidnot participate in the project through the provision
of vehicles as planned; vehicle requirements were more than planned;
and the $250, 000 earmarked for equipment was fle~ible enough to
includ.e the unplanned-for -financing of vehicles costing $36, 000. These
Helmand project problems are partly the result of time pressures and
weak GOA project participation.

Recommendation No.4

USAID/A should (a) establish definite reimb'IJ.rl;lement
procedures to be followed prior to'starting new
segments of construction work, and (b) request the
GOA to ,develop a schedule of its equipment and
vehicle requirements.

4. Redesisnof Older Projects

Most Mission ,efforts in the past few month$ have been directed,
toward conforming new projectstothe'new Mission strategy. Several
projects that began under the old strategy have already been terminated"
or 'will be in the near future. But it has not been practical to terminate
all the old projects, and ,some have not been revised to conform to the
new strategy. We think that theMission'nowshouldpl~ceincreased
emphasis on revising old projects to better meet the criteria of the new
strategy, at least in those areas in which it h practical to do so.

We examined two projects which were designed under the old
strategy to determine whether there 'is a possibUity of revision to
better meet the criteria of the new strategy. Both of the projects are
comprised primarily of U. S. consultantt:e'a'ffis:working under AID
contracts and providing advisory technical @.ssistance to Afghan
institutions.. On one project, the Higher Education..KabulUniversity
project - 121, a University of Nebraska nine-man team is advising
Kabul University under contract AID/A~IA-C-n3l. On the other, the
Afghan Fertilizer Company (AFC) Management Support project - 143,
there is a four -man Checchi and Company team advising AFC rs Afghan

.management under contract··AIO/NESA.C-1159.
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The Higher Education proj ect does not meet the c~iteria of the
new stl'ategy. The project purposes aridexpectedoutpu.tl a.re dil.cribed.
in genera.l terms; they do not describe objective results th.tcan be up..
a:rnbiguo\.lSly measured. In its FY 1977 Annual Budiet Submifiiion the
Mission-candidly stated that:

This project was approved in August 197Z-asan
lIinterimi' tllr~eyear project following an 18..year,
Inulti-miliion dollar effort.in -the Facu.1ti,e, of
En.gineering~ Agriculture, and:E;ducation. The
·
lI:lllterim"proJect:had no wellclefined fqrpOles bUj
!!te implied broad objectivesmisht include (1) gen..
'e:t"~.l.faculty-development throughon"site advisory
~I~.istance, U. S. participant trq;iningand vititing
1.ElctUl'eshipstothe:U. S. and(Z) a.ssilti.ng the
Univel'sityadministration.in.the-prepal'ationof.an
overall Univel'sity development plan.. Events
si.nce the pl'oject was-approved have rnade a mQre
precis e definitic>.n .ofthe-project purpOI e di.ffic~t

• • .• While participant training -, got undel"way in
FY 73, the contractor, the Univ:ersit.y of Nebtaskii-t
was not selected until 1.974 with the£irst three
a<lvisors·a.rriving in September 1974 and the main
bc)dy of advisors (siX) arriving in Febr:u.a:ry 1975.
~..st as there is -no universally ajreederoject
.E:~rEose, the erojectoutEutsar;e tentativean<1sub-

',' . ' ,'. a;so
J.!ct to·ch~nie •••• '. -'

Tb..econtractor's services are expected. to ,continue through
May 1977 with the total cost of the project now estimated to be
$2,921,.000 overfoQ.r :years instead of $2,087,000 over three yeaxB_ as
approved in 1973. The Missionnoted in the Annual Budget Submj.$sion
that "thereareno plans to'submit a project paper torevi,ethe scope,
duration, or level Qf financing-for the ,project.. II

This project started in 'September 1974; however, the main
body of advisors did not arrive until. February 1975•.As of June 30,
1975, Mielsion'records indicateda.piepline ·of $1.,. 294. 000. In other
'words, almost half ofthe project effort remains tobedone·without well

• defined purposes.
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Under a prior AID loan~fundedcontract, a nine~man Checchi
team occupied all of the~ey AFC management positions. The Checchi
te;;ttn members, presently working under a grant-iunded contract, are
serving in advisory roles to AFC f S Afghan management. Their work
consists of day~to-dayadvisory services to AFCrs management in the
areas of general management, financial management, marketing,
supply and distribution, foreign procurement and in any new AFC
activities. Although the Checchi team indicated it is following the
implementation plan for the project, individual plans to show specific
objectives to be accomplished in the remaining contract period have not
been· developed.

Both of these projects are scheduled for evaluation during
calendar 1975. The scheduledevalu~tionspresent good opportunities
to m.ore clearly define project objectives. This is needed, in our
opinion, bec;:ause considerable resources still rem.ain to be expended.

Recommendation No.5

USAID/A should develop more definitive objectives
for the Higher Education and A.fghan Fertilizer
Company projects.

Mission COmments

tIThe Mission has already devoted considerable man hours in an attempt
to definE: a better Higher EClucation project purpose whose achievement
would be unambiguously observable and, in fact, has improved the
identification of project purposes which have been set forthina xevised
Logical Framework. The p:roject does not have a high priority in the
new legislation and, as :a consequence, will receive its last obligation
in FY 1976. With respect to AFC there will bea better de£~nition of the
project pu,rpose upon the completion of the evaluation dur.ingthe week of
November .24, 1975.

liThe Mission requests that Recommendation No. 5 be limited to the
_Afghan Fertilizer Company project. Further expenditure of limited
staff time in attempting to develop 'still more definitive objectives for
the Higher Education Project would, be counterproductive•. A copy of the
revised Logical Framework is enclosed. II
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Response to Mission Comments

Th~ revised Higher EdQ.catiOn project logical£ramework
referred to above by the MissioI'lwas prepared in September 1974. In
June1975, in tlle Mission's FY 1977 Annual Budget Submission quoted
in. the finding, USAID/A noted that this projecthalnouniverIJally
agreed project purpose, and that project outputs are subject to change.
Although funds are expected to be oblisatedin FY 1976, expenditures
will continue through FY 1977, as the services of the contractor are to
con.tinue through May 1977. Given theseconditionl, it seems to us that
it would be worthwhile to morec1early define what is to be accomplished
on the project.
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1Ilf.

a. EVALUATIONS UNDER THE NEW STRATEGY
-- j;p ~.

The concept of incremental project development is anothet Qf
the four most important features of the new Mis lion strategy. Itwa8
formulated as a mean,of avoidipg .ome of the more serioqs errors of
paltprojects. Unclerthe oldstl'ategy, la~gec:ommitment8were made
early in project lives, with a tendency to continue project {unditlg even
if serious problems were encountered. In accordance with the new
concept, new projects for the mOlt part are being implemented in
severCLlpha.es.

Past AID experiences with timing and8chedulingof projectl in
Afghanistan leads us to believe that there is a distinct possibility of
delays in tbe implementation of one or more of the· activities8cheduled
for completion under current phases of the new projects. In fact, there
have a,lready been some delaYI in.Rural Works construction. The Central
Helma-nd Drainageprojec:t ha8also incurred.ome delays which have
resulted in therelcheduling of work.

!fit happens that not all activities are satisfa,ctorUy completed
on time under each phase of the various projects, decisions will have to
be made about the overlapping of wprkfrom one phase to another. Too
much merging or commingling of the various phases will diminish the
effectiveness of the phased approach. While eval~ations are important
in any AID project, they become more so under the phase.dapproach.
lfcomprehenlive evaluationlof each eeg;ment are not made,· this in­
Crease. the danger of starting a new phase before the old is completed.
The result could 'be a project that is not phaled but hal a continuous
st~ean'1 of sub..projectswith no beginning or ending between the sub;'
projectEl. It is therefore important that each. increment be judged before
taking the next step. Yet for the past two years the Mission has not had
a formal system for evaluating proj ects.

The position of Mission Evaluation Officer has been vacant for
over one year, although numerous attempts have been made by the
USAID to fill this position. Five individuals have been nominated by
AID/W for the position of Evaluation Officer during the past tEm months,
and fo~~ various reasons, the first four individuals were not assigned
to Afghanistan. The fifth individual is currently scheduled to arrive by
October 31, 19.75, at which time USAID/A intends to prepare a schedule
for evduatingallprojects.
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The Project Appraisal Report (PAR) is a basic AID evaluation
tool and is supposed to be prepared annually for each AID project.
However, during FY 1975, and through mid-September of this yea!',
only one PAR had been completed. That PAR was prepared in
September 19,75 for the National Development Training Project-Legal.
Mission officials stated that during this period, the Director's
Advisory Council meetings served as a means of evaluating projects
as a substitute for the PAR. Minutes were kept of the Director's
Advisory Council :meetings du:ting FY 1974; but we were unable to
locate records relating to meetings held during FY 1975 and 1976.

In FY 1975, Phase I of the Rural Works project was completed,
and the decision to proceed was made. No written evaluation was pre­
pared on this project to serve as a record £01' the decision to proceed
to Phase II. Mission personnel informed us that an oral evaluation was
made, although the only evidence now to support this decision would be
the general recollections of the various officials involved. Moreover,
as trip reports were not made on all site visits and inspections during
Phase I, even this evaluation had to have been based in part on the
memories of those who made the trips and inspections.

Mission evaluation procedures should be systematized so that
Mission management is kept current on how well projects are moving
along. This would also help in deciding when to proceed, or not
proceed, from one phase to another under the new strategy.

Recommendation No.6

USAID / A should institute an evaluation program to
provide for periodic formal evaluations of all
Mis sion 'pr oj ects.
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C. PROJECT FINANCING UNDER THE NEW STRATEGY

The Mission intends to use the fixed amount reimbursement
procedure wherever practical. It offers several unique benefits.
According to AID/W:

The primary distinction between this method and
traditional cost reimbursement methods is that
reimbursement is not based on actual cost. Rather,
the amount of reimbursement is fixed in advance
based upon reasonable cost estimates reviewed and
approved by A.I. D. Reimbursement is made upon
physical completion of a project or sub-project or
a quantifiableelement within the proj ect. The
emphasis in this method is upon reimbursement
based on planned outputs rather than inputs.

Currently, three of the new Mission projects employ the FAR
procedure: the Rural Works project, the Helmand Valley Drainage
project and the Rural Primary Schools project. The FAR procedu:re is
also being considered for other projects, such as the construction of
health clinics.

The fina.ncingof construction activities through FAR seems to
fit the Afghan situation well. It is used on projects that the Afghan
support and have helped to design. However, because it is new, some
initial problems have begun to develop for which the Mission has not yet
founds()lutions.

1. Cost Estimating Problems

AII~TO Circular A-513 sets forth the policy and criteria for
the use of the fixed amount reimbursement method. It describes the
types of projects susceptible to the FAR method and the procedures
applicable under varying circumstances. Throughout the document it
is more or less assumed that reasonable cost estimates will be readily
available. The circular states:

It should be emphasized that a fixed amount reimburse­
ment method described above does not in any way
relieve Agency officers of their continuing r.esponsibility
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for thorough project analysis; reasonable firm cost
estimates; a sound implementation plan and other
development project criteria of the Agency both
statutory and non-statutory.

Accordingly, the Mission policy also places emphasis on the
need for reasonable firm cost estimates.

GOA ag.encies, as a rule, do not have accounting systems that
enable the accumulation of precise actual costs. In the absence of
adeqtl,ate cost acco1,lnting systems, estimates prepared by these agencies
are necessarily somewhat unreliable. Obtaining reasonable firm cost
estimates has thus become a problem.

Because of the difficulties in obtaining and verifying cost
estimates, the Mission contracted with an independent accounting firm
to accumulate costing data for comparison with GOA estimates.
The firm, Coopers and Lybrand, was instructed to (l) prepare
materials and labor pricing lists for the various Afghan provinces to be
used in checking GOA cost estimates, and (2) provide an indepen.dent
evaluation of the reasonableness of the Helmand Arghandab Construction
Unit's (HAeU) use rates schedules, which form the basis for cost
estimates on the Central Helmand Drainage project.

Coopers and Lybrand gave their report on construction
materials and labor prices to the Mission in August of this year.
The report should be helpful in examining some GOA cost estimates,
but Coopers and Lybrand were unable to verify the reasonableness of
HACU·s use rates, and reported as follows:

We consider it essential that HACU institutes a
system of cost accounting which would enable costs
to be allocated, not only toprojects being carried
ont, but also to the equipment being used on the
projects.

We were unable to reach any conclusion as to the
reasonablenes$ or otherwise of the rates proposed
for the equipment donated by the Afghan Government.
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The lack of adequate cost accounting in GOA agencies is
apparently the rule rather than the exceptio:n. Hence~ in ou.r opinion,
it isup..likely that GOA agencies will be able to provide consiste:t?-tly
good cost estimates in the foreseeable future.

Because ·of these circumstances, 1<.1iS81..0n officials have had
some difficulty in verifying the reasonableness of GOAestirnates. At
the time of our audit, most Missiondivisionswe:r'einvolved to some- .
extent in the time':"consuming tasko! checking GOA cqst e$timates.
This problem :was exacerbated by the lacko! Miss'ion -guidelines and
procedures to be used in checking GOAestiriiates•. Several different
approaches were being taken by the variau's Mission divisions in '
examining GOA cost estimates. The approaches were base~on

different concepts, and th~ .resultswere often di$ferent, depending upO:Q.
who -was., doing the analysis. Thus, as a minimum, policy should be set
as to who checks the estimates and which procedures are to be followed
inthe reviewing process.

Recommend~tionNo.7

USAID / A should establish a policy covering reviews
of GOA cost estimates ,for FAR projects. '

2. Applicability of Section 105 ofA,gpropriations Act

Under the Rural Primary Schools project a local contractor has
been hired by the Ministry of Education to construct the schools.
The Mission did not :reserve the right to app.rove the selection, altholJgh
under Section 105 of the Appropriations Act, it appears' that AID was
required to do so. This section requires. AID approval of contractors
on capital projects.

Under the Rural PriITlary Schoolsproject, $450,000 is provided
to ·construct about 45 school/hostel complexes by the-spring of 1976. A
lettero£understandingwas signed by the.USAID arid the Miriistryof
Education .in September 1975 -which authorized the.beginn~ng.of construc­
tionoi the 'school/hostel complexes on 19 sites. We were. informed by
Mission officials that the Ministry of Education; received onlyqne bid for
the construction work. The construction contract was consequently
awarded to that private contractor. The Mission, however, did not
review the contractor's qualifications, estimates, oTothercontract
details.
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Mission officials indicated that they chose not to become
involved in contractor selections for two reasons: (1) AID's agreement
is with the GOA and there are built-in controls to helpensu:re quality
construction, and (Z) the issue of contractor approval by AID was
raised and addressed under similar circumstances for a FAR ..financed
project in Indonesia.

In the Indone~lian.project, AID authorized a loan for $6.8 million
to finance the FAR share of previously-agreed cost estimates)of:rur.~l
works. None of the sub-projects under the loa~were to have more than
$100.0,00 AID financing. As a result, AID/W concludedthat Section lOS
of the Appropriations Act did not apply. It seems to us, however. that
the Rural Primary Schools project is different.

The Rural Primary Schools project is to construct filchools and
hostels· ()vera two ye,arperiod.The 45 schools and hostels financed
throu~hthe first project agreement are only the first group~ with more
to follow. A single local contractor is constructing. the .firstgroup.
ThisfirElt group, in our interpretation; is a .specific, self-:contained
construction undertaking requiring total.A.ID financing inexces soi
$100,000. The activity would thus appearto.be a capital project and
fall within the terms of Section lOS.

USAID engineer inspections of the contractor's WQrk disclosed
some~hoddyworkmanship, which was immediately rejected. The
Ministry of Education was informed and promptly sent a warning letter
to the contractor, noting that USAID/A would, n()t reimburse the Ministry
forfcid.lities .with fauItyconstruction.

USAID/A has the authority to withhold FAR payments for sub­
standard construction. This· should encourage the' Ministryot Education
to force the contractor to do good work. But if the contractor is in­
,competent, the entire project could be in jeopardy.

Recommendation No.8

USAID/A should obtainAID/W guidance regarding the
applicability of Section J050f the Appropriations· Act
when AID finances a specific group of construction
units for more than $100, 000 per contract under the
,FAR procedure.
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Significant amounts of some commodities financed under the FAR
procedureinA,£ghanistan have non-free world origin. The Rural Works
project$ for, example, involves the procurement of substantial amounts
ofstrudural steel products of Soviet Union origin. About 17 percent of
this project·s costs in Phase,l were for steel imported from the Soviet
Union.. It is anticipated that the percentage will remain about the -same
on future -phases of the Rural Works project.

The situation is such in Afghanistan that this problem is likely
to recur in other projects. The problem of non-fre~world-s'ourcegoods

should accordingly be addressed immediately to preclude 'future
que.tion'~1 or difficulties about the matter.

Recommend.ation No.9-
'

USAID!A should obtain AID/W·s views about thepr-opriety of financing non-free world origincommodities under FAR.
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D. MISSION SUPPORT ACTIVITIES

l. Possible Shortage of Mission Engineers

The USAID engineering staff m.aynot be large enough to keep
up with the workload because of the increasing peed for-engineering
monitoring.

Presently, the USAID has anengineeringstaf£ of three
Americans and three locals to handle all engineering .aspects of
projects, plus normal day-to ..dayjobs. However, during the next 12
months, their effective strength will be down t02Americans and 3
locals because 01 home leaves., vacations and AID!W training. At the

.same time, three new FAR projects are just getting und~r way, which
will place increasing demands on theengineeringstaf£. The:re have
alreadybeenindic:ations that the Capital Development Engineering (CD~)

staff is having trouble keeping up with theincreasingwork10ad. If the
CDE staff falls very far 'Qehindinreviewing engineering plans,
inspecting sites and monitoring construction activities, the FAR
project:s (as well as the other .engineering projects) could be delayed.

According to CDE staff, their manpower for the remainder of
calendar 1975 is insufficient, so TDY assistance has been requested.
AID!W had not approved the TDY assistance as of September 1975, and
it was ·not known when or if they would. CDE has also requested an
increase of one American direct-hire for theengineel'ing staff.
The Staffing Pattern Action Requ.es.t (SPfl,.R) for that new posi~ion was
being processed in the Mission during our r.eview in September. CDE
officiah anticipated that the additional direct;.hire Am·erican, pb~s

TDY aSlsistance from AID/W, would be enough to handle their increased
workload.

We are not sure that the CDE staff will be sufficient in the next
few months. First, the CDE request £01' one additional enginee:r 'was
based on an early 1975 manpower study, which may be out-of-date.
Second, the manpower study assumed that three engineering visits per
site would be required; however, early indications are that more visits
will be:t·equired. And third, neither the TDY assistance nor the new
direct-hire position have been approved. 1£ they are approved, there
may be long delays in arrivals of the employees.
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In view of these circurnstances, a current review of CDE
manpower requirements would seem to be in order 'to be sure that
CDE does not become a botUeneckin the new projects.

\

Recommendation No. 10

USAID / A should review its· current and anticipated
-engineering staffing needs in light of new demands
being put on the staff.

2. Ope:ratinsExpenses

The Mission FY 1976 budget for Qperatingexpenses tqtals $3.7
million to 's'U.pport a gr.ant program of .$5.7 mUlion. OperC\tingexpenses
thus cornprise39 percent of the $9.4 million program, not including
loans and 'PL 480 activities. These operatingexpepses, however, do
not inclu.de six Mission positions now being charged toprQject expe~se8

which we believe should be charged tooperatin$ expenses•

.The new Mission strategy emphasizes GOA parti~ipationin

project planning and implementation.. Success depends on the GOA*s
implemEmtationcapacity, and to the extent possible, the FAR procedure
is to be em,ployedasan ·incentiveto insure GOA perfQrman~e.AID/W

has given. definite guidelines on'when it is appropriate to use the FAR
.. .method: IlThis method appears to be particularly approp:datefor

pursuing.our present .emph&sis upon small. projects, uponprQject$ which
reach the poor,upQnprojects planned in a collaborative manner and

iIllI .implemented primarily by the recipient count:ry.. 11 These criteria appear
:to fit· most of the new pt'ojects being designed under the newstra,tegy.
Regarding the reimbursement method~ AID/Winstructions state:

The recipient government using its own funds proceeds
. with implementatibnof the project. The A~ LD.

Mission" with its ownsta!£ of consultants. ~()nitors .
and' conductseeriodic inspections tosC!-tisiy itself that
the project is being implemented inacco],"d with agreed
specifications in order to facilitate .final inspection and
acceptance.
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Under tb;e FAR :method, then, the recipient cou.ntry'sroleis
that of implementor, and AID'srole is that of monitor and inspectQr
£01' the most part~ Toagreat extent this is the role assumed by the
Mission on its FAR .projects., especially Rural Works and Ru,ral
Primary Schools.

AID/W' s instructions :regarding the categorization of operating
.expenses versus pl'oject-fundedcostsstate that:

The broad rule for the differentiation between
operating expensesandproJect-fundedexpenses is
that operating .expensescover salaries and support
costs of pel'sonnel enga.ged in the basic operating
funct~ons of policy, planning, programming,
,coordination! :i:nonitoring~ evaluation, manag.ement
and s.upport and other general support costs.
Proj.ect-funded expenses, on the hand, cover subs­
tantiveprogram costs, including personnel engaged
.directlyinproject implementatibh, i. e., technical
specialists providing technical advisory services to
host country institutions as part of a specificproject.·

In those guidelines it is also noted the categorization of these
costs should be based on the official functions ofthe employee
positions, rather than how they are carried out.

The six positions in question are:

1. .A general engineering advisor charged to the Rural
Works project.

2. A general.engineering advisor charged to the Rur~l

Primary Schools project.

3. A population advisor (public health physidan) charged
to theAFGA Expansion project.

4. . Aprqject manager on the Rural Works project,
charged to that project•.

5. A proj ect manager-education char ged to the Rural
P:rimary Schools ·project.

6.. An agricultural engi.neering advisor ·charged to the
Central Helmand Drinage proj €let.
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None of these positions fits the project-funded expense category,
and all should be charged to operating <:!xpenses, in our opinion. None
of theemplQy~esmaintains an Qffice ina GOA Ministry, andwithth~

exception of the Cen,t,,-al Helmand Drainage project advisor, all have
their offices in the USAID compound at Kabul. All report directly to
USAID divlsionchiefs.

Und(;lr the ;new Missi(mstl"ategy, particularly when the FAR
method is use4, most implementation is to be done by t:he GOA. AID's
1'Qle consists mostly of planning, .progranuniug, coordinating,
monitoring and evaluating as well as financing. For the six positions
in question, some implementation lsproba.bly involved, but we believe
that the costs are more appropriately cate~ortzedas operatiIlg expenses
thanprQject costs.

Recommendation No. 11. ,

USAID/A should transfer the $ala1"ies anqother
expenses for the six U.S. te(:hnicians from project
funding to operating.expenses.

Mission· Comments

"The Mission agrees that in an ideal situation the FAR proceq,ure sho~ld

place full responsibUity£o~project implernentationontherecipient .
borrowc~r or grantee~As apracticalmatter,thiStotal reliance is
simply not possible in Afghanistan. Design and.conatru.ctionwork is
performed here by organizations ap.dinstitutionewhich require subs.
tantial technical assistance to satisfactorily undertake and implement
project~~whichare currently bemgfinan.cedbyAID. As a consequence,
we· are 'llsingthe FAR procedure to achieveirnpr.oved Proj~ct performance
but with the understanding that AID direct hi:retechnicians must assist in y

the implementation effort. Therefor,e, the assumption that technicians
should not be charged to prqjects with FAR components does not apply to
AID projects in this country. The technicians identified in the report
are or ·will be directly. enga,ged in.projectimplementati9n. . Their work
involves cooperative efforts with GOA personnel m.governrnent offices
and in the field. The Mission has given considerable attention ·tothe
propriety of project fundingthesetechnicia;ns withingu.idelines provided
by AID/WMOBinstructions. We ar·e convinced that these positions are
properly £inancedunderprojec;:tsand do not. agree with the opinion·
.expressed in the qraft report. The Mission requests that Recommenda.
HonNo, llbe deleted. II.



R@sEonse to Miss~on Comments

As 'was noted in the finding, in our opinion none of the positions
fits the pr6ject-funded expense category, becau~e they do not pri­
marily involve project implementation. The two general engineel"ing
advisors are engaged prima.rily in reviewing drawings and plans,
project monitoring, site inspecting,. giving engineering advice and'
counsel, and per.forming related engineering duties. They currently
spend (~onsiderable amounts of their time on the projects to which they
are being charged, but the division policy is that· engineering assign.
m@nts are to be exchanged freely among projects in accordance with
manpower requirements. The latest SPAR IS (Staffing' Pattern Action
Request) ·for these two positions al'ewritten in very general terms,
with neither being assigned to any particUlar project.

The population advisor is deputy chief of the division and
currently devotes roughly half of his time to the AFGA project, we were
l.nf'orm,ed. The remainder of his time is spent on the Mission's various
on.. going population/health projects and related duties. The SPAR for
this position lists the incumhentas a project manager, 'but not for the
AFGA project. Instead, he is de$ignated as project manager for the
low-cost family health project, anew project being designed at the time
of the audit. Finally, it should be noted that AFGA is a voluntary
organization anyway, mainly funded by the International Planned
Parenthood Federation, and is an implementing organization itself.

The latest available SPAR £orthe Helmand Drainage project .
adviso]~po'sition has not been updated, and does not include functions
relating to the Helmand Drainage project. But the project paper and
theproj<eet agreement indicate to us that the AID project manager will
he mainly planning, overseeing, monitoring, coordinating, and
evaluating the project, rather than implementing. It appears that
implementing will be done by contractors and PASA personn.el and by
HAVA. Rega;rding FAR-financed construction activities on the project,
the Mielsionnoted in the cover letter for the revised project paper on
the Central Helmand Drainage project that:

We feel it is essential to avoid having Americans do
the work. In the revised paper we have downgraded
the responsibility of American technicians in the
construction process, restricting their role to
monitoring. This reduces the number of technicians.
The involvement in the first paper was overdone.
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These situations. do not. appear to fit AID/W's criteria for
projecf;-funded costs. Accordingly~ we believe that the recommenda­
tion is valid.
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FOLLOW-UP ON PRIOR AUDITS

TheAAG/NE issued nine audit reports covering variouspro~

gram activities in Afghanistan during FY 1975. All recommendations
for Mission actions have been closed.

SCOPE OF EXAMINATION

The AAG /NE has performed an audit of the USAID / A program
to evaluate the workability of thenewl1itrategy and to ascertain any
potential problems which could adversely affect its implementation.

'I'heexamination was performed in accordance with generally
established auditing practices and included such tests of records and
discussions as were considered necessary.

'I'hefindings contained in this report were reviewed by USAID / A
officials and their comments ·were given due consideration prior to the
issuance of this report.
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ACTIVE PROJECTS OBLIGATIONS AND DISBURSEMENTS
FROM INCEPTION (FY .0, 1952) THRU FY 1975'

AS OF JJT;J;NE 30. 1975
em Dollars}

Obligations

EXHIBIT A

Disbursements

Financial Administration Improvement (Revenue)

Agriculture Education

Population!Fam:ily Planning

Higher Education Kabul University

National Development Training

Rural Works

Proj.ect Develop:ment and Support

Reg. Elec. Kajakai Servo Area Power

AFGA Clinic Expansion

Rural Primary Schools

AFC Management Support

HAVA Soil and Water Survey

, Central Hel:mand Drainage
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1,264, 992

6,178,522

5,560,881

1,893, 708

1,294,160

600,000

44,000

350, 000

246,200

475.782

372,833

50, 000

679,167

19,010.245

1, 026, 693

6,150,462

3,852,845

599,.969

826,32.3

44,483 .

33,781

12, 534,. 556



I
EXHIBIT B

>:~ Dated August 13, 1975.

Goverp...tnent of Afghanistan Afghanistan Fertilizer 8,000,000_____-=__---::!1 _

$56,189,843

306-W -018(A) Government of Afghanistan Kajakai Hydroelectric

306-H-013(A) Government of Afghanistan Kajakai Hydroelectric 1,749,996

1,002, (;67

11,385,381

Cum. As of
6/30/75 !J

$ 3,866,824

1
I
{

1

~1657, 000

19J500,000 19,192,707

7t50o,OOO

U 822, 639

,
i
\

I

I .
Cohnn1.tted

,1

Almount

$ 4 189,684

12 000,000

7,500, 000

3,000,000

2,000, 000

12,000.000

Agreem.ent
Amount
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Purpose

SUMMAR Y OF ACTIVE DOLLAR LOANS
JUNE 30, 1975

Borrower

Govermnent of Afghanistan Kajakai Hydxoe1ectric

Government of Afghanistan Afghanistan Fertilizer 19,500, 000

Government of Afghanistan Kajakai Hydroelectric

Government of Afghanistan H. A. C. U. Equipment $ 4,189,843.

306-W -018

306-H-012

306-H-017

306-H-013

Loan No.

>:~306-H-019

11 Disbursements as reported by AID/W through June 30, 1975.
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EXHIBIT C

SUMM:ARY PROJECT BUDGET TABLES
FY 1976

139 AFGA Clinic Expansion

Ongoing Grant Projects

146 CentralHelmand Drainage (Phase I)

145HAV Soil and Water Survey (Phase I)

121 i Higher Education

($ OOO's)

718

324

597

286

810

155

1, 010

349

245

4,494

Rural Works (Phase I)

Curriculum and Textbooks

Rural Primary Schools (Phase I). .

A;FC Management Support

National Development Training

Sub-Totals

13L

091

142

143

123

. New Grant Projects

144 Basic Health Services (Phase I) 1,2Q!.

Grant Totals 5,695

Development Loans

Central Helmand Drainage (Phase II) 6,500

Totals - Grants and Loans 12,195

PL 480 Title I

5, 000 MT vegetable oil (@ $551.. 16/MT) 2,756

Grand Total 14,951
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EXHIBIT D

(Page I of 4)

TEXT OF :MISSION COMMENTS
ON REPORT FINDINGS A.I AND A.2

FindingA.l - Objective RestUts

Pa&e 5 (second paragraph) lIThe idea, then, was to help finance the
first-year targets of the GOA plan, and the stated project purpose
followed that idea. 11 (Underlining added)
This statement is factually incorrect. The PP project purposes were to
(1) Ilconstruct and make operational 170 rural elementary schools and 40
teachers I hostels by March 1977; II and (2) "accelerate the pace with which
rural females are provided primary educatiollal opportunity. II AID!W
objected to this statement of the project purpose. They suggested that we
use the 'Ilprogram goaI II in the project paper as the project purpose.
The program goal was lIto create and demonstrate a systems capacity
within the Ministry of Education by 1977 to construct ap,d make operational
rural elem.entary schools in conformance with GOA educatio;nal goals. "

Our project was not specifically tied to the GOA's five-year school­
building plan. In fact, the converse is the case. The PP specifically
dissociates the USAID from this plan by saying that we will attempt to

.help them 'build the schools in the first year of their plan in two years.
r~~-ingj,~J~d in the p.x.o_gr..a.m_..g..o_aLs-tatement~ .~S~ID was trying ~eate
~systems capacity to build schools and make them operatlOnal. .'

. -----..

Page 4 (third paragraph) " ••• to reduce the number of schools to be
constructed under the project appears to be a major change in the project
purpose. II

There are good reasons why we changed the number of schools to be
built under Phase 1. Most importantly, the GOA decreed an Educational
Reform in February 1975. Under this reform, elementary education was
expanded f:rom six to .eight years. As one consequence the three-graded
primary schools (included in the original Project Paper) was scrapped
from the MOE's plans. Another consequence was that the designs for the
former six-room elementary schools had to be changed to make space
for eight classrooms. The corollary was an increase in cost.
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EXHIBIT D

(Page Z of 4)

T EXT OF MISSION COMMENTS
ON REP ORT FINDINGS A. 1. AND A. 2

Finding A. 1. - Objective Results

Page 6 (first paragraph) "The project purpose is, therefore, contingent
on the final cost estimates to be used under the FAR procedure; and the
rationale supporting the project has subtly changed. rl

There has been no change inthe rationale supporting the project nor in
the general purpose; we are tr ing to help them create the ca acit to
build schools and make them operationa_. hether or not the MOE
~chieves "tllls purposels~ contingent upon the amount of money we
obligate fOJ: FAR. .MOE is now building what it thinks it needs in Parwan
Province; their plans have not been limited by the amount of money.
The length of the construction season, the contract with the builders, etc.
are more impOrtant variables .•

Page 6 (middle) "••• The number of kilometers will be changed by
amendment: to the. agreement. II And (next to last paragraph) 11••• the
final number will depend on the structures which can be constructed with
the funds obligated in this agreement. II

These provisions are included in project agreements to permit nominal
adjustments in the number of units tobe constructed with obligated funds.
The Mission cannot commit itself to a fixed physical target without clearly
specifying that AID financing is limited to the amount obligated•

.J Additionally, any attempt to match fbeed units of construction with amounts
obligated through retroactive or variable adjustments in percentages of
estimated cost to be funded by AID would invalidate the Fixed Amount

~ Reimbursement procedure. Finally, it is impractical toreachformal and
final agreement on all estimated costs prior t.o obligation of funds because
design work, final identification of sub~projects and other actions to be.
performed during the course of projeetimplementation require concurrent
preparation or revision of cost estimates. A clear requirement for use
of the FAR procedure is identification and evaluation of the overall

~ reasonableness of costs during the project development process in order
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EXHIBIT D
(Page 3 of 4)

TEXT OF MISSION COMMENTS
ON REPORT FINDINGS A.I AND A. '1.

Finding .A. 1 - Objective Results

to .assure that project purposes will be achieved within the limitations of
funding. The Mission sees nciconflictbetween this reql,lirement and the
necessary inclusion in project agreements of provisions for subsequent
adju1Jtment of the specific numbe:J;"sofunits of construction to be financed
with obliga,ted funds.

Page 7•. Recommendation No. ·1

As pointed out above, th~Missionisusing FAR as a performance
incentive to achieve certafnpurpQses, not as an end in itself. The Mission

. requests deletion of this recommendation.

FindingA.2 - Host CountrxParticipation

Page 9 (second paragraph) Itiscol'rect that IIfuture funding is doubtful"
·if lIdoubtfulll is being used in.aneutral, denotative sense, i. e., "not yet

known." USAID, as the auditors point out, recognized this and was frank
in statingtheproblembothinthe AID!W - approved Project Paper and in
the USAID / A:FGA Grant Agreement.

Page 10. Recommendation No. '1.

USAID!A agrees in partwith the 'audit recommendation, and again the
record is clear that USA-In/A has intended from the beginning to obtain
from AFGA a firm commitment to phase in resources (GOA or private
Afghan contributions) so that the dependency upon donor assistance will
end in .the foreseeable future.

It seems to USAID/A, however, that ap.auditrecommendations which re­
quires a financial commitment from the GOA as a condition of the grant
for the se<:ond year of the project is premature.
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EXHIBIT D
(Page 4 of 4)

TEXT OF MISSION COMMENTS
ON REPORT FINDINGSA•. I AND A. 2

Findin.g A. 2 - Host Country· Participation

Firstly, there is before AFGA.a singularly important policy question,
which is: Should AFGA ~ndeavortoinovefurther a~ayfromgovern­
ment and become a private, vElluntary agency or should AFGA move
toward closer integration with the Government of Afghanistan.
The other major donor, IPPF, has made up its mina.~n this is sue and
uses its influence to direct AFGAto remain private andtnove further
away from government. USAID feels it is .t.oosoonto tnake a firtn
decision 4)nthis issue; we can ·seemerit in either course of action by
AFGA. Also,· USAII>'haa, in fact, had only five months experiertce
with theUSAID/AFGAproject.

USAIDIA feels ·an ~greem.erit~AFG.A-:{andthe GOA) hctifbeen reached
in goodfciithand that AFGA assum~$,aUSAIDcommitment to finance,
with no more conditions than are in the present Grant.Agreeme~ the
AFGA expanaionproject for a period of two years. During these two
years: (lrwe expect to·achievethe objectives of the project; (2) we
expect AFGA to ·clarify its iutu:t:estatus with the GOA; and (3) we
expectAFGA to find resource'sirom within Afghanistan, . either by
(a) GOA grants, (b) private contributions, (c) charging for its services,
or (d) a combination of these.

The Miss:ion ..has cOncluded that action should be taken as follows:

"USAID / A .should cornrnunicate to AFGA, by exchange of official.
letters or by incorporationo£ language in the Second Grant ,Agreement,
its intent to place as a condition on any financial assistance after the
secondyear, a financial phasing schedule by :which, over an agreed
term (thrlee to five years), AFGA would assume full responsibility for
the financing required to ·sustain the expanded AFGA program. II

This action is consistent with all formal and informalprio:r agreements
and, in our judgment, will better serve the intent (jf the audit recom­
mendation. The Mission requests modification of the audit recommenda­
tion to reflect the Mission!s suggested action.
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EXHIBIT E
(Page 1 of 2)

LIST OF RECOMMENDATIONS

Page No.

Recommendation No.1

USAID/A should use the FAR technique as a means of achieving
stated project pu!'poses~ rather than conforming project purposes
to fit expected FAR outputso

Recommendation No.2

USAID/A should obtain a firm financial commitment from the
GOA prior to any grant of additional AID funds to AFGA.

Recommendation No.3

USAID/A should discontinue funding rlgeroew"_type expenses in
future agreemen.ts.

Recommendation No.4

7

10

12

U~AID/A should (a) establish deiinitereimbursement procedures
to be followed prior to starting new segments of construction
work~ and (b) request the GOA to develop a schedule of its equip-
ment and vehicle requirements. 15

Recommendation No.5

USAID/A should develop ITlO:re definitive objectives for the
Higher Education and Afghan Fertilizer Company projects.

Recommendation No.6

17

USAID/A should institute an evaluation program to provide for
periodic formal evaluations of all Mission projects. 20
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EXHIBIT :E
(Page i ~Ci)

LIST OF RECOMMENDATIONS

Recomm.endation No.7

USAID / A should ~stablish a policy covering reviews of GOA
cost estimates fo1": FAR projects.

Recommendation No. 8.

USAID /A should obtain AID /W guidance regarding the
applicability of Se~tioXl.. 105 of the Appropriations Act when
AID finances asp~c;;!fic group of construction units for more
than $100,000 per contract under the FAR procedure.

Recommendation No.9

23

24

USAID/Ashould obtain AID/Wls views about the propriety
of financing non:.free world origin commodities under FAR. 25'

Recommendation No. 10

USAID/A should review its current and anticipated
engineering staffing needs in light of new demands being
put on the staff.

Recommendation No. 11

USAIP,!,.A should transfer the salaries and other expenses for
the si~_ U. S. technicians froIn project funding to operating
expenses.
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LIST OF REPOR T RECIPIENTS

usArD /Afghanistan

Director

AID!W

Auditor General, Office of Audit (AG/AUD)

Auditor General, Office of Operations Appraisal Staff
(AG/OAS)

. Assistant Administrator /Near East (AA/NE)

6

9

1

2

~ Office of Near Eastern/North African Affairs
(Afghanistan Desk) 1.. Office of Development Planning (NE!DP) 1

.Office of Capital Development (NE!CD) 1
lilt

Office of Technical Support (NE/TS) 1

III Office of Development Program Review and Evaluation
(PRC/DFRE) 1

.- Office of Population (FHA/PDF) 1

Bureau for Program and Management Services:

Office of Financial Management (SER/FM)

Office of Engineering (SER!ENGR)

OTHER

Inspector General of Foreign Assistance (IGA/W)

U. S. General Accounting Office (GAO)/Washington

Inspections and In.vestigations Staff (IlS) /Karachi
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