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September 27, 1984

MEMORANDUM

TO: C/AID, Frank B. Kimball
AA/PPC, Richa rham

FROM:;é“{RIG/A/H. E. John Eckman

SUBJECT: Audit Report No. 84-36
Report on Year-End Obligations

INTRODUCTION

The 0ffice «f the Inspector General performed an audit of fiscal year 1983
year-end cdoligations. The audit was made to evaiuate AID's compliance

with Office of Management and Budget (OMB) requiremenr*s concerning year-end
spending practices.

BACKGROUND

Each year OMB has been instructing U.S. Government agencies to eliminate
wasteful year-end spending. OMB's concern is directed towards preventing the
obligqation of funds merely to prevent their lapsing at the end of the ficcal
year. Of equal importance is that obligations shouid not be made without
taking sufficient time to ensure reasonable cost and accountability.

Our prior review of year-end spending, Audit Report No, 0-000-33-73, dated
June 20, 1983, covered only operating expense obligations for fiscal year
1982. In that report, we concluded that year-end obligations exceeded OMB
juidelines but were made 7cr approved essential support objectives,

Scope of Audit

The scope of our review was limited to program funds amounting to $4.9 billion
which accounted for 93 percent of AID's fiscal year 1983 obligations. Our
review included ascertaining the amount of fourth quarter obligations,
determining why heavy year-end obl{gations occurred, and evaluating planning,
funuing, monitoring, and procurewment orocedures,



We performed work at the Office of the Administrator, Office o. Legislative
Affairs, Bureau for Program and Policy Coordination, Bureau for Science and
Technology (S&T), Bureau for Africa (AFR), and the Offices of Financial
Management and Contract Management in the Bureau for Management. The
examination included discussions with cognizant officials, analyses of
planning and monitoring documents, and 1imited testing of a sample of 5 S&T
and 10 AFR project and contract files.

Our review of sample files consisted of verifying that fourth quarter
obligations were for previously approved projects. We also determined whether
or not proper grant and contract obligating procedures had been followed, but
we did not assess how well these procedures were performed. The audit of 5
AFR overseas obligations was restricted to a review of the records and
information available in AID/W.

Related internal control systems covering guidance, procedures and performance
were reviewed and evaluated. The resulting compliance review was conducted in
accordance with the Comptroller General's Standards for Audit of Governmental
Organizations, Programs, Activities, and Functions. Our work was done during
April through August 1984,

RESULTS OF AUDIT

A.''s year-end obligations for the past several years exceeded OMB
standards--topping $2 billion in the fourth quarter of fiscal year 1983,
These heavy year-end obligation levels were caused by both external and
internal factors such as uncertain funding associated with continuing
resolutions and AID's lengthy projram development process. AID officials have
acknowlodged that heavy year-end workloads can reduce their ability to
properly carry out obligation requirements. As a result, AID initiated a
program to reduce year-end obligations. de concurred with the general thrust
of this attack on an ol¢ and intractable problem. However, we concluded that
AID's current efforts could be refined and additional steps could be taken to
reduce year-end obligations.

OMB uidelines Discourige
Laavy Tear-tnd opending

OMB issues an annual memorandum to the heads of executive departments and
agencies %o emphasize the {mportance of preventing waste and inefficiency in
Federal programs due to heavy year-end spending. The key element of this
quidance 13 a performance standard which states that oblijations for the
fourth quarter of the fiscal sear should be no higher than the averaje for the
first three quarters, Acept wher: 3easonal requirements, essential program
objectives, circumstances unique to the fiscal sear, or leaa-times lustify a
higher level,



AID Reau\arlz Incurs
avy Year-en gations

As shown in the following table, AID's year-end program obligations in the
fourth quarter of fiscal year 1983 exceeded $2 billion or over twice the
average for the first three quarters. Of this amount $1 billion was obligated
by three bureaus: Africa, Asia, and Latin America and the Caribbean.

Program Obligations
For FY's 1980 to 1983
($ million)

Total Average
Fiscal Fiscal of First
Year Year 3 Qtrs. 4th Qtr.
1980 $3,467 $677 $1,435
1981 3,536 878 1,502
1982 4,658 993 1,679
1683 4,896 959 2,018

The late obligation pattern is further illustrated by the following analysis
which shows the percent of obligations by quarter.

Quarterly Program Obligations
For FY's 1980 to 1983

(Percent)

Average
Fiscal of First
Year 1st 2nd 3rd 3 Qtrs. 4th
1980 ) I 15% 13% 20% 412
1981 30% 17% 10% 19% 43%
1982 17% 32% 15% 21% 36%
1983 15% 23% 21% 20% 1%

It can be seen fror the above obligation patterns that since fiscal year 1980,
fourth quarter obligations exceeded the average for the first three quarters
by a large margin. Further, in three of the last four years, fourth quarter
obligations exceeded 40 percent, For example, Africa's fiscal year 1983
fourth quarter obligation rate was 59 percent. Increased obligations in the
first three quartcrs are needed if AID expects to comply with OMB quidance.



Heavg Year-End Obligations are Caused
by External and Internal Factors

Both external and internal factors contribute to the high level of obligations
occurring in the fourth quarter. External factors, such as the following,
have a significant impact but are largely outside of AID's control:

-= Uncertain funding. AID began fiscal ycar 1983 under a
contTnuing resolution without knowing the total amount of
funds available for the year. AID's initial full year
funding was not known until a second continuing resolution

was passed in December 1982. Further, a supplemental
appropriation was re:eived on July 30, 1983.

-= One year funding. Most of AID's funds must be obligated
during the year in which they are appropriated. Conse-
3uent1y. there 1s considerable incentive to obligate all

unds before they expire at year-end.

-- 0OM3's apportionnent of Economic Support Funds (ESF). In
Fiscal year 1983, OMB made over 105 Tndividual apportion-
ments of ESF funds totaling about $3 billion. This
apportioning by individual project or activity detracted
from AID's ability to plan and execute obligations in an
orderly fashion.

-- The “congressional notification" procedure. Congress
requires that 1t be separately advised of new projects,
changes in project purposes or amounts, and re-programming
of funds in instances that affect country limits, funding
sources, or shifts in grant and loan allocations.

-- National policy considerations. OMB, State, Treasury,
and AID Ttself often have major concerns that may defer
obligation dates until other political or economic
objectives are successfully negotiated with U.S., host
country, and multilateral organizations.

AlD's internal procedures add to the problem of year-end obligations,
but also offer opportunities to alleviate the problem:

-= Project development process. One of the more significant
problems 1s ATU's long project development process. This is
a major exercise and must be carried out in close coordi-
nation with the host country. Because of the extensive
commitment by both parties and AID's inability to set aside
funds early on, personnel of both AID and the host country
are hesitant to move ahead substantially on new project
planning and negotiation until fund availability is more
definitive. Consequently, the major design and negotiation
efforts are often not accomplished until the fiscal year in
which the funds become available.




Completing the project design is a time consuming process
performed by personnel who have other equally important
tasks such as preparation of the country development
strategy statewent, the congressional presentation, the
annual budget submission, and many various prugram
implementation duties. Also, AID/W must often review and
approve the design document, §.e. the project paper. We
observed that when the project paper is prepared after the
start of the fiscal year, obligation usually occurs in the
last quarter.

Consequently, we believe the programming process should be
advanced on new projects of high priority so that related
project papers could be completed by the beyinning of the
fiscal year. Naturally, there would be exceptions, but for
projects included in the Congressional Presentation, 1t
appears feasible to expect AID personnel to eet this
target. Accomplishmant of this goal and the subsequent
earlier negotiation with grantees and contractors would helg
to ensure that related obligations are made during the first
two quarters of the fiscal year.

Operating year budget. Other deterrents to early obligatior
are delays 1n preparing operating year budgets (0YB).
Issuance of an approved 0YB is required before large scale
obligation activity takes place. However, AID's 0YB is not
established unti) the full year's funding availability is
known. In fiscal year 1983, this did not occur until
January 1983--the fourth month of the fiscal year.

The Bureau for Program and Policy Coordination (PPC) does
not want to open the door for the funding of new projects
until it has negotiated 0YB requirements with each of the
various Bureaus. This permits AID to meet its overall
obiigation objectives for new and ongoing projects in a
prioritized manner. Due to this policy and 1imited OMB
apportionments, PPC did not request the Bureaus to
aggressively initiate obligation actions on new projects
in the first quarter.

However, we believe a limited number of new, high priority
projects could be identified {n advance and approved for
funding before the 0YB is prepared. Further, routine
obligations for incrementally funded projects could also be
scheduled earlier. Such new and ongoing projects could be
earmarked for obligation during the first two quarters and
limited only to those that would be funded 1f less than
normal funding {s received,



Problems Associated With Heav
Year-End UbTigations Prompted Severa)

nagement Initiatives

As discussed earlier, AID obligated over $2 billion, or 41 percent, of its
program funds 1n the fourth quarter of Fiscal year 1983. This disproportionate
workload 1n one quarter can lead to short cuts in performing sound obligation
requirements designed to prevent fraud, waste, and abuse and ensure project
success.

Our 1imited review of 15 fourth quarter obligations showed that although
actions were made against previously approved srojects, AID did not conduct a
preaward survey of a Unfon of South Africa grantee's ability to properly
account for a $3 million grant. However, this {llustrates only a small part
of the negative effects of excessive year-end obligations. Although outside
the scope of our compliance review:, bigger questions involve the quality and
thoroughness of the work performed in completing the numerous steps in the
obligation process. For example, the quality and thoroughness of obligation
steps performed are obvious questions when 59 percent of the Bureau for
Africa's 1983 program obligations were made in only 25 percent of the fiscal
year.

Reducing end-of-year obligations is an important objective, but it is only
one of several, sometimes conflicting objectives. However, AID officials
have acknowledged that heavy year-end workloads can reduce their ability to
adequately focus on the obligation process. They believe that last minute
pressures to obligate can result in inefficiencies such as weakly designed
projects, difficulties in achieving local policy reforms, lack of commitment
by borrower/grantees or contractc~s, preparation of deficient agreements, and
noncompliance with 10an, grant, and contract procurement standards.

As a result of the problems that can occur with excessive year-:nd
obligations, AID undertook several infitiacives. The most important was the
{ncreased emphasis and attention given by the Administrator's office to
overcome the problem of heavy year-end spending. The Counselor to the Agency,
acting directly for the Administrator and working in coordination with PPC's
Office of Planning and Budgeting, chaired periodic meetings which were
attended by program representatives from '<h Bureau. These meetings began in
January 1983 and were held at least monthly through the end of tue fiscal
year. The meetings resumed in January 1984 for another 3-month period.

During the meetings, each dureau's performance and plans were roported and
review:d. The meeting also provided a venue for the Counselor and PPC to
provide updated guidance on overall program direction, expected funding
avaiIabilities, and final year-end funding strategies., This escalation of
ccacern by AID's top management made the operating Bureaus much more conscious
of the year-end obligating problem., More significantly, the Counselor
provided the level of leadership needed to accomplish basfc changes in
attitudes and procedures,


http:year-0.nd

However, we believe this function would be even more affective {f tne
Counselor's monthly monitoring was expanded from the 1ast nine months of the
year to include the first quarter. Also, we believe that AID personnel wculd
be mire responsive to his leadership if he were to utilize the agency's systems
o: recog?ition and rewards to encourage the accomplishment of planned obliga-
tion goals.

In another management initiative, PPC set new and more stringent obligation
targets. The Bureaus were requested to obligate the funding for all ongoing
projects during the first nine months of the fiscal year. All other projects
were to be obligated no later than the eleventh month. The latter target was
further refined so that 85 percent of all obligations would be made vy July
31st and 100 percent by August 31st. MNone of these targets were achieved in
fiscal year 1983, For example, July 31st and August 31st cumulative
obligations were recorded at only 73 percent and 88 percent, respectively.
However, the targets represented a change in AID policy and resulted in
improved performance compared to previous fiscal years (excluding obligations
against the July 1983 supplemental appropriation). We believe that once the
previously discussed underlying internal causes of heavy year-end onligations
are resolved, the chances for success in meeting these targets are good.

Anuther management initiative requires the AlD/4 technical offices to submit
their procurement requests for new and on-going projects by June 1st and July
1st, respectively. However, we noted that 1,399 precurement requests, 30% of
the year's activity, were submitted after July 1, 1983, the final cut-off
date. In itg cofforts to obtain greater compliance with cut-off standards in
riscal year 1984, the Office of Contract Management established a new
procedure whereby cach late submission to Contract Management has to be
approved by ?PPC,

PPC also advanced AID's management zapabilities for Controlling sear-end
oblijgations by devising a computerized method of monitoring the planning and
perfornance of oolijations. Under this initiative, each Bureau w~as able to
monitor individual projects, submit Bureau summaries for an overall agency
report, and identify planned and actual ablijations for ¢ach month of the
/oar,  In fiscal sear 1984 this capapility was furtier 24panded to sceparately
monitor Dovelopment Assistance and tconomic Zupport Funds as well as {dentify
ongaing ind new projects, Alsn, during fiscal year 1934, the durcaus included
13j0r tarjet fates inteqgral to project implementatfon, such a5 completion of
the praject fnplementation docunent and project paper, ihe capaoility to
tarjet these interin {nolenentatian actions fs fmportant a5 1% should provide
3 basis for tne aore realistic planning of interim and final target dates for
the entire gbl1ja%10n process,

CONCLYS LONS

do concur with AlD management’s balief tnat {ts heavy year-end abligations
can reqsult fa inafficienciag s4cn 319 wey 5%as 1A Lne yrocdrement and grant
processes veing 1igatly gdadressed or {gnareed,  Tan waternal causes of this
condizign, such 35 uncersdin funding, 3re Tarqely qut of AlD'S Cantrol,
However, the 31jnificance of these eaternal factnes nighlignes She need far
AlD managenent Su take avery Hpportuntsy %3 addrogs internsl nausnes of
e«cassive soar-qnd 4nlijationg,



Management initiatives to control year-end spending are promising, but they
have not yet broken the persistent cycle of heavy fourth quarter obligations.
More aggressive actions are needed,

Establ{shment of new policies, achievement of existing goals, and the improved
implementation of internal procedures could result in a noticeable improvement
in obligation rates. To effect these changes, we believe AID needs to estab-
11sh new procedures to ensure the early obligation of both new and ongoing
projects, advance the timing of selected project designs, expand {ts
monitoring process, and accord appropriate recognition to the responsible
employees and offices.

RECOMMENDAT IONS

We recommend that the Bureau for Pilicy and Pro-ram Coordination establish
policies and procedures to:

Recommendation No. 1

Require substantial obligations, in 1ine with OMB
apportionments, prior to the preparation of the
operating year budget during perifods of interim
funding,

Recommendation No., 2

Schedule routine obligations for incrementally-
funded ongoing projects during the first and
second quarters of each fiscal year.

Recommendation No. 3

Identify and schedule the obligations of a
1imited number of new, high priority projects
during the first and second quarters of each
fiscal year.

Recommendation Yo, 4

Accomplish project paper preparation on these
new, high priority projects prior to the
beginning of the year in which funding is to take
place.

We recommend that the Counselor for the Agency:

Recommendation Yo, 5

Expand nis monftoring of bureau performance by
conducting, along with PPC, review meetings

during each month of the year,
8



Recommendation No. 6

Utilize the agency's systems of recognition and
rewards for offices and employees to encourage
the accomplishment of planned obligation goals.

MANAGEMENT COMMENTS

We provided copies of the draft report to the offices of the Counselor and the
Bureau for Program and Policy Coordination. They agreed with the general
thrust of the draft's findings, conclusions, and recommendations. We revised
the final report where appropriate to incorporate their specific comments.
Copies of their comments are included as attachments I and II.



ATTACHMENT [
AGENCY FOR INTZRNATIONAL DEVEILOPMINT

WASHIPTeGTON D T 20503

COUMNSELOR
TO THE AGENCY

September 26, 1984

MEMORANDUM
TO: RIG/A/W, E. John Eckman - '
FROM: C/AID, Frank B. Kimbali

SUBJECT: Draft Audit Report on Year-End Obligations

As I stated during a recent meeting with Pat Griffin in wnich
we reviewed the audit, I have no problem with the general
findings and recommendations of the report. As you know, I

have taren a personal interest in promoting the timely
abligation of funds.

In regards to some of the specific wording of the report, FPC
#will be communica.ing proposed alternative language to you for
your consideration. While in general the report presents a
balanced view, a few sections overstated their gpoints.

I would like o comment on three of your recommendations:

a) ‘four second recommendation for PPC is too brcad. Somne
nbligations far nanqgoing projects acrtually require major
pruject reviszions, e.3., where a succeszful prnject i3 neiny
expanded, and others require thorough evaluation for the sake
of prudence. Thus, opligations f{or scme angoting prnjects may
rot rLe as routine as appears on the surface, 1 sugygest the
follnwing langquaye he uced:

S5cnedule rourine obliqacttions for incrementally=-turaed

ongoing prnjects during the firss and secund quarters of
nach fizcal year.

10
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b) Our Bureau for Management does issue guidance to AID
employees on year-end spending as required by OMB. I have
attached copies of such notices as distributed in FY 1982,
1983, and 1984.

c) Your last recommendation, that we "establish for offices
and employees a system of recognition and rewards which will
encourage the accomplishment of planned obligations goals"
should be reworded to "utilize the agency's systems of
recognition and rewards for offices and employees to
encourage the accomplishment of planned obligation goals."

A new system is not necessary. The employee evaluation report
(EER) system can be and is used to reward (or not reward as the
case may be) an officer's performance in contributing to timely
obligations. Project officers routinely are rated on whether
they we:;e able to successfully design and negotiate proposed
projects. Program officers are rated on how well they manage a
Mission's program budget, including the scheduling of
obligations.

We also use unit citations to recognize the pertormance of
offices or missions who perform particularly w211 and various
awards, e.9. step increases and cash awards, for outstanding
individuals., We will look into how we might use these systems
to recognize outstanding performance in the design and timely
obligation nf quality projects.

U



ATTACHMENT II

MEMORANDUM FOR: RIG W, E. John Eckman
FROM: PPC/PB, John mon

SUBJECT: Draft Audit Report on Year-End Obligations

Thank you for giving PPC the opportunity to comment on this
report.

In general, the report is well prepared, we agree with the
conclusions and will do our best to implement the
recommendations.

We have the following specific suggestions for improving the
report,

1. OMB recognizes there may be good reasons for obligating
funds late in the year., They have established standards to
help evaluvate performance., But there are many good reasons for
differing from those standards, and many of those reasons apply
at AID. This point should be mentioned in the report.

2. Reducing end-of-year obligations is an important objective,
but 1t 1s only one of several, sometimes conflicting
objectives, In some cases those other objectives are more
important. For example, we believe that missions should take
the time necessary to ensure they have the best fpossible
project, even if that means a delay in obligation of funds.

The fact there are other worthwhile management objectives which
mu3t be served should be mentioned.

J. On ,aqge 2, the report includes a phase which reads "...we
did not asses3s how wWell these procedures wWere performed,® This
comment 3eems gratuitous and should be delered, If IG suspects
there 13 a pronlem, then a separate audit shoulad be conducted,

4. On page 4, 1n the heading, the word “routinely® should be
changed to ®regqularly.® Routinely suggests o lax effort which
we do not helieve i3 true,

5. On page 5, first paragraph, =he last gsentence should be
delataed, OMB dous not have °requirements® and they recognize
thace can bue gond raeadona for axcaeding thelr astandards,

6. On page 8, vocton of the page, You should note OMB

12



apportioned only limited funds during the first quarter, so we
were constrained in our ability to push for early obligations.

Further, PPC does not believe identification of high priority
projects would jeopadize critical development or political
objectives. (I have attached editorial suqggestions on this
point.)

7. On page 9, at the bottom of the page. It does not seem
appropriate to raise guestions outside of the scope of the
audit. If the IG has questions about the quality of work
being performed, then a follow-up audit should be performed.

We have no objectivion to stating the theoretical problems
which can result from heavy end-of-year obligations, only to
the unsubstantiated suggestion that here is in fact a problen,

8. On page ll, in the middle, I think the report should
indicate tnat, even through our targets were not achieved, we
feel tney did contribute to improved performance compared to
previous years (egcluding supplementals).

9., You should let M comment on distribution of guidance on
OMB's sztandards, since they have been assigned action.

10. On page 13, in rhe middle., You should drop the phrase
"... adherence to OMB standards.® Again, there are good
reasons why there standards don't fit AID's circumstances, 8O0
we may not want to try to "adhere® to them,

11. 9n page l4., first PPC recommendation, should re«cognize
ourz flexioiliny may ve limited by the OMB apportionment process.

12, On page 14, szecond PPC recommendation, should recognize
there may pe good reasons £or waiting to obligarte an ongoing
project until lewer in tne year, For example, an =2valuation
May need SO Le cunducted or o najor project anendment proposed,
cc:  A=AA/PPC, 2A Derhanm

Drafted:PPC/PB:LRNgur;150:2431B:A291L76:9/21/464
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