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This report presents the results of audit of the USAID/Indones
ia private voluntary organization (PVO) co-financing program.
 
It was primarily an economy and efficiency audit. Specific
 
audit objectives were to determine whether: USAID/Indonesia's
 
system for approving and overseeing block grants was adequate;
 
the PVO co-financing program was evaluated as required by
 
Agency guidelines; and the PVOs established and maintained
 
accounting systems which complied with AlD fund control
 
regulations.
 

The co-financing program succeeded in bringing development as
sistance to remote areas at minimal overhead costs. USAID/In
donesia, however, did not (1) establish an adequate system to
 
ensure that block grant proposals were effectively reviewed
 
before grants were awarded; (2) evaluate the co-financing pro
gram as required by Agency guidelines; and (3) ensure that PVOs
 
were using accounting systems which complied with AID fund
 
control regulations.
 

The audit report recommends that USAID/Indonesia provide
 
improved guidance for staff members reviewing block grant
 
proposals, evaluate the co-financing program, and assist
 
participating organizations in upgrading their accounting
 
systems.
 

USAID/Indonesia agreed with and took substantive and rapid
 
action to implement all of the report recommendations. Conse
quently, the recommendations will be considered closed as of
 
the report issuance date. USAID/Indonesia comments are at
tached as Appendix 3 to the report.
 

Thank you for the assistance extended to the audit staff on
 
this assignment.
 

Attachment: a/s
 



EXECUTIVE SUMMARY
 

USAIO/Indonesia was the first Southeast Asian Mission 
to imple
ment a private voluntary organization co-financing program.

The program was designed to provide small-dollar-value grants

to American and local private voluntary organizations to
 
develop and implement innovative, small-scale, subprojects.

The subprojects were "co-financed" by the private voluntary

organizations, which means that the recipient organizations 
are
 
required to provide at least 25 percent of necessary funding

from non-AID *ources.
 

Beginning in 1974, USAID/Indonesia's co-financing program pro
vided 26 such organizations with over $12 million to implement
 
110 subprojects. The program has funded subprojects, such as
 
installation of handpumps and publishing of local 
 language

textbooks on development topics.
 

This was primarily an economy and efficiency audit. SpPcific

audit objectives were to determine whether: USAID/Indoriesia's

system for approving and overseeing block grants was adequate;

the co-financing program was evaluated as required by Agency

guidelines; and the private voluntary organizations had
 
established and maintained accounting systems which complied

with AID fund control regulations.
 

AID regulations state that grantees must demonstrate potential
 
management capacity to efficiently plan and implement develop
ment activities in their field of expertise. However, the
 
USAID awarded block grants to organizations not having suffi
cient management resources to efficiently manage the grant

funds. This occurred because the USAID grant proposal review
 
comimittees had neither the necessary information on the organ
izations' management capabilities nor adequate instructions for
 
evaluating block grants. As a result, the 
two block grants

awarded by USAID/I-donesia, totaling over $8n0,000 were ineffi
ciently managed 'and some of the funds were 
used for question
able developmental purposes. We recommended that 
 the USAID/In
donesia develop improved criteria for evaluating block grant

proposals to ensure that recipient organizations have the
 
resources and ability to effectively carry out development

activities. USAID fanagement 
 concurred with this recommenda
tion and developed guidelines to assist reviewers in evaluating
 
grant proposals.
 

Agency guidelines require that AID programs and projects be
evaluated periodical. ly to unsure that they are being effec
tively and efFicir) t.Iy imp lemented. The LS AID/Indonesia 
program was never Frmi]ly eVa .1LK)t d a l.thuugh it was imple
mented in 1971; ierer the programs of 'JSAIDs/Philippines and 
Thailand which hav, htlth a[ready frombernefi tted evaluations. 
This occurred ba usi the co-financing program planning docu
merits did not adequa ely address the need for formal evalua



tion. As a result, this opportunity for making improvements
 
needed in the management of the co-financing program was not
 
identified or implemented. We recommended that USAID/Indonesia
 
provide for a comprehensive evaluation of the co-financing pro
gram in accordance with Agency regulations.. USAID management
 
agreed with this recommendation and assembled a review team and
 
hired consultants to perform an evaluation.
 

Agency regulations require that private voluntary organizations
 
have adequate financial management systems to control and
 
account for expenditure of AID funds. None of the three organ
izations in our test: had adequate systems because the organiza
tions and USAIDs did not devote enough resources to establish
ing, maintaining, and monitoring PVO accounting systems. As a
 
result, USAID/Indonesia can not be assured that grant funds
 
were properly expended or controlle-d. We recommended that
 
USAID/Indonesia devote additional resources to upgrade private
 
voluntary organizaLiun ccounting system . USAID management
 
agreed with this recommendation and initiated the necessary
 
assistance.
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AUDIT OF U5AID/INDONESIA
 
PRIVATE VOLUNTARY ORGANIZATION
 

CO-FINANCING PROGRAM
 

PART I - INTRODUCTION 

A. Background 

Responding to increasing Congressional interest in encouia~ing
 
the overseas operations of private voluntary organizatidns
 
(PVOs), several AID .Missions in Southeast Asia have instituted
 
"umbrella" projects designed to help PVOs develop and implement
 
innovative, small-scale, subprojects. These umbrella projects
 
involve numerous grants to both American and l6cal PVOs, .,The
 

subprojects are "co-financed" by the PVO, which means that the
 
recipient organizations are required to provide at' least 25
 
percent of necessary funding for project activities from non-

AID sources.
 

USAID/Indonesia was the first Southeast Asian Mission to imple
ment a PVO co-financing program. As stated in the project
 
paper, the program was established to multiply and improve
 
local level development efforts in Indonesia in the priority
 
sectors of AID assistance. Beginning in 1974, the program has
 
provided 26 American and Indonesian PVOs with over $12 million
 
to implement 110 subprojects. This amount included block
 
grants totalling over $800,000. The program has funded PVO
 
subprojects, such as installation of handpumps and publication
 
of local language textbooks on development topics.
 

The USAID/Indonesia Office of Voluntary and Humanitarian Pro
grams manages the program, with assistance from Mission techni
cal and staff offices which review grant proposals as requested.
 

B. Audit Objectives and Scope
 

This was primarily an economy and efficiency audit of the
 
USAID/Indonesia PVO co-financing program. Specific audit 
objectives were to determine whether: USAID/Indonesia' system
for approving and overseeing "block" jrants was adequate; the 
PVO co-fl n qnc iriU f r)gram was evaluat rd as required by Agency 
guidelines; and the PVOs had establ.ished and maintained 
accounting systr-ms which complied with AID fund control regu
lations. 

The review ic Lur.rle(J ;ite visits to six -,ubprojocts on the Indo
ne si an i st'nds ,Jlava, Bali and Kalimarntan (Borneo) . Subproj-

m-II,.,, .-i hicale ts were h a of georjqi site location, 
type of itt i V i ", doliar value of the ijhproject, and length of 
time sinc.:e o" I ' i L sut) roj ec t terilna tIoi . AID contributed 
about $1.5 wi.llon to these subprojecLs, /representing about 12 
percent of total program funding. 
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Interviews were held with beneficiaries and PVO, Mission and
 
Indonesian government officials, and analyses were made of
 
progress and trip reports maintained in USAID files. Internal
 
controls were tested by (1) reviewing and analyzing the USAID
 
procedures for choosing and monitoring block grants and (2)
 
evaluating whether PVO financial -systems adequately accounted
 
for AID-supplied funds. This involyed interviews with project
 
managers and other Mission officials, and a comprehensive re
view of Mission files doqumenting those procedures.
 

In December 1978, the AID Area Auditor General East Asia issued
 
Audit Report No. 2-497-79-3, entitled "USAID/Indonesia Co-fi
nancing & Operational Program Grants". This report addressed
 
the development activities of a small number of PVOs. The cur
rent audit was the first to review the management of the co
financing program.
 

The audit work was performed during the period March through
 
June 1986 and carried out in accordance with generally accepted
 
government auditing standards.
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AUDIT OF USAID/INDONESIA
 
PRIVATE VOLUNTARY ORGANIZATION
 

CO-FINANCING PROGRAM
 

PART II - RESULTS OF AUDIT
 

The audit showed that (a) multi-subproject block grants were
 
awarded to private voluntary organizations (PVOs) which either
 
did not possess adequate resources to effectively manage mul
tiple subprojects, or had used grant money to fund subprojects

outside priority development areas; (b) USAID/Indonesia's PVO
 
co-financing program had never been formally evaluted, as
 
required by Agency regulations; and (c) PVOs were not keeping

adequate accounting records to ensure AID grant funds were
 
properly spent.
 

The PVO co-financing program has succeeded in bringing devel
opment assistance to remote area3 at minimal overhead costs.
 
For example, two subprojects had succeeded in establishing
 
potable water supplies in isolated rural areas. Another had
 
provided basic medical services to people living in remote
 
jungle villages.
 

We recommended that USAID/Indonesia incorporate Agency evalua
tive criteria into guidelines for reviewing and approving

multi-project. block grants, provide for a thorough evaluation
 
of the PVO co-financing program, and assist in upgrading to
 
Agency standards PVO procedures in accounting for grant expen
ditures.
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A. 	Findings and Recommendations
 

1. 	 Selection and Implemeniatidn Criteria for Multi-Project 
Support'_"Bl=ock") Grants Needs Clarifipation 

AID regulations state that grantees must demonstrate potential
 
management capacity to efficiently plan and implement develop
ment activities in their field of expertise. However,,the
 
USAID awarded block grants to "private .voluntary organizations'
 
(PVOs) .not having sufficient management resources to efficient
ly manage the grant funds. This occurred because the USAID
 
grant proposal review committees had neither the necessary in
formatJon on PVO management capabilities nor adequate instruc
tions for evaluating block grants,. As a result, the two block.
 
grants awarded by USAID/Indonesia, totaling over $800,QOO were
 
inefficiently managed and some of the funds were used for ques
tionable developmental purposes.
 

Recommendation No. 1
 

We recommend that. USAID/Indonesia
 

a. 	develop a system to ensure that reviewers evaluating block
 
grant proposals are provided with written evaluations which
 
include an analysis of the private voluntary organiza
tion's success in implementing development projects and its
 
-management capabilities, and
 

b. 	develop specific guidance for evaluating block grant propo
sals, including instructions to consider AID Handbook 3 
criteria for assessing probable effectiveness of proposed 
development activities. 

Discussion 

USAID/Indonesia developed the "Multi-Project Support", or block
 
grant to reduce the USAID's administrative burden by choosing
 
PVOs to manage numerous small-dollar-value co-financing sub
projects, and to encourage more organizations to request small
 
amounts of grant money for development purposes. Such grants
 
were to be used to support the pn-going development activities
 
of other well-established American and local PVOs in Indonesia.
 

According to USAID procedures, the block grant PVOs were to
 
submit an overall multi-project support proposal to the USAID.
 
This proposal would be less detailed than standard project:
 
proposals, and allow the PVO to decide which local organiza
tions to fund through subgrants. The block grantee would then
 
monitor the implementation of the resulting subprojects and
 
submit annual reports to the USAID on block grant activities.
 

Through the period of our audit, USAlD/Indonesia had awarded
 
block grants totaling about $862,000 to two private voluntary
 
organizations.
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Block Grantees Lacked Adequate Management Capabilities - AID 
Handbook 13, Chapter 4 states that grantees must demonstrate 
...potentia . management . capabilities- to ... .....plan..andefficiently ..
 
implement development activities in their field of expertise.

A Mission PVO Project Review Committee is charged with evalu
ating each co-financing block grant proposal and recommending

approval or disapproval to the USAID Director. The USAID/Indo
nesia PVO co-financing project paper states that the burden is
 
on the PVO to demonstrate to AID sufficient management capa
bility and experience. The project paper noted that the PVO
 
could fulfill this requirement by having documented successful
 
working experience in Indonesia in implementing at least two or
 
three AID-funded development projects.
 

For the PVO, block grants are inherently labor-intensive. The
 
PVO must determine which subgrants to fund, monitor implementa
tion, assist the subgrantee in overdoming implementation prob
lems, and report subgrant results to the USAID. NevertheleSs,
 
USAID/Indonesia awarded a $100,000 block grant to a PVO with a
 
stafr of one in-country representative. This single repre
sentative managed the block grant, providing assistance for six
 
or more new community development projects in Indonesia. Under
 
the grant agreement, the grantee representative was to submit
 
to the USAID quarterly narrative reports and financial reports

detailing grant progress.
 

While attempting to manage the block grant, the grantee also
 
managed two additional grants under the co-financing program.
 
These grants totaled over $200,000 and involved subproJects in
 
tw'o of the remotest areas of Indonesia.
 

In our opinion, the grantee did not have sufficient staff re
sources to effectively manage such a diverse portfolio. The
 
grantee was unable to provide necessary services to its sub
grantees, reliably manage AID resources, or keep the Mission
 
adequately informed or subproject status. For example:
 

Becauso the subgrant project activitlec were not monitored,
 
the grantee representative did not take remedial action to
 
ensure the continued operation of a jungle hospital
 
financed in part with the grant funds. For instance, the
 
subgrantee was told by Indonesia government officials that
 
the hospital probably would have to close because "foreign"
 
medical personnel would be required to leave the country.

Subgrantee officials told us the representative never
 
visited the project site to evaluate implementation or pro
vide assistance. Had this been done, the grantee repre
sentative could have assisted by helping the subgrantee
 
find replacement "local" medical personnel. Subsequent to
 
our field visit, the grantee repr!scntative stated that
 
actions had and will be taken U ensure .the continued 
operation of tho Jungle hospital. However, the auditors
 
found no rerord in the grantee, ! jbgrantee or USAID files 



that the grantee was aware of the possible closure of the
 
hospital before the audit was performed.
 

-- The block grantee did not have sufficient accounting exper
tise to properly control AID funds. As a result, the
 
grantee approved subgrants totalling $120,000, or $20,000
 
more than the AID grant. This can be attributed to not
 
keeping adequate accounting records to ensure that sub
grants did not exceed the total amount authorized in the
 
block grant. Upon completion of the audit, the grantee

representative notified the USAID that the $20,000 short
fall in funding would be absorbed by his organization if a
 
follow-on AID grant was delayed or disapproved.
 

The grantee did not devote enough personnel resources to
 
keep the USAID adequately informed of the status of other
 
subprojects. In this regard, the implementation informa
tion received by the USAID from the grantee on project
 
activities was quite limited. As a result, U$AID officials
 
acknowledged that they did not know whether these subgrant

projects were being successfully implemented.
 

USAID/Indonesia, did not require the Mission project review
 
.committee to record its decisions in writing. Therefore, it
 
was impossible to specifically trace the process used by the
 
USAID to determine that this PVO was qualified to manage effec
tively.
 

Committee members, however, had little substantive evidence
 
upon which to evaluate the grantee's prior performance. Com
mittee members stated that although the grantee had received
 
five previous AID co-financing grants, totaling about $313,000,
 
they did not have written evaluations of these projects when
 
reviewing the grant proposal. Further, they received no in
structions to give particular consideration to the grantee's
 
management capabilities when evaluating a block grant propo
sal.. One USAID official concluded that given the grantee's

limited capabilities, the block grant should not have been
 
approved by the USAID project review committee.
 

In summary, in the absence of information from the grantee, the
 
USAID dd not know whether subgrants had been successfully
 
implemented. Moreover, the subgrantees were operating without
 
the oversight necessary to ensure that AID funds were effec
tively and efficiently utilized.
 

Block Grant Lacked Clear Objectives - AID Handbook 3, section 
3B states U1aT-7precis definition o* objectives is a basic 
project uesign task. Also, preference for AID support will be 
given to programs that show the grectest promise of meeting the 
most urgent neds of the people whu constitute the poorest
majority. Handhook 3 further notes that assessment of probable
effectiveriess (-" projects will be based on factors such as the 
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impact on poor people (employment income); clarity of defini
tion of the participant, group; proposal of the grantee, or
 

... tie-inwith 'other programs .... efforts..
,which' ensure- complementary....

necessary to provide' a~higher'standard of living to the target
 
group.
 
The second block grantee received $7d2,851 to build-up the
 

capacity :of Indonesian private organizations and to mobilize
 
underprivileged people to better their living conditions by

participating in new self-help organizations. Specifics on how
 
these goals were to be reached were not addressed in the
 
gran tee project paper. Consequently, most of the grant funds
 
used (about $200,000)'as of the close of our audit were either
 
spent for questionable development activities or the grantee
 
could not 'show how the'funds used were directly related to the
 
block grant or Agency development'goals.
 

The grantee awarded 26 subgrants through March of 1985. The
 
subgrants provided training fo; various individual participant
 
groups, such as extension workers and pupils in "Islamic
 
schools".
 

One example of a subgrant of questionable developmental value
 
was. where. the grantee spent over $7,500 in AID funds to send a
 
staff membdr, of an Indonesian "management education" institu
tion to a "Cooperative Management" training course in Torino,
 
Italy. Ever) the grantee concluded that the course's usefulness
 
in develqping the management of cooperatives (the primary
 
reason the participant wanted'to take the course) was probably
 
not realistic. In any event, the grantee noted that this
 
training course grant appeared to have been quite successful in
 
opening the horizons of a young promoter of small business.
 

In another example, a block grant was used to help finance
 
($1,600) a forum between Indonesia and Japanese environmental
ists which was held in Japan. Particular emphasis in forum
 
deliberation was the Jakarta Bay pollution problem. While
 
there is little doubt that the forum would raise the awareness
 
of this environmental problem, its relationship in meeting
 
Agency development objectives appeared to be marginal.
 

Despite Mission requests, the grantee did not provide any ex
planation of how training provided under the 26 subgrants

directly involved the "poor" in the target area. Moreover, he
 
could not, in the opinion of Mission management, adequately

explain the criteria it used to choose subgrantees.
 

Following completion of the audit, USAID/Indonesia analyzed the
 
26 subgrants. While the Mission concluded that its analysis

showed that grant funds were basically used for institutional
 
dovelopment of grassroots organizations, the analysis did not
 
e-,tablish a connection between the training and direct benefit
 
to the "poor majority" in Indonesia. See Appendix I for the
 
Mission analysis of the 26 subgrants.
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In summary, USAID/Indonesia developed the block grant to more
 
efficiently utilize PVO co-financing program funds. Grantees
 
were to be given increased responsibilities in choosing and
 
monitoring subgrantee development projects. Grantees would
 
assume an enhanced role in ensuring that subgrantees were able
 
to meet and solve implementation problems. Thus, the USAID
 
could use less resources by not participating directly in the
 
management of a portion of the co-financing program. The saved
 
resources could then be devoted to other USAID development
 
activities. To realize these potential benefits, however,
 
USAID/Indonesia should improve its procedures for reviewing
 
block grant proposals. Grant proposal reviewers should have
 
clear statements of a block grant's objectives, the criteria
 
the grantee will use in awarding subgrants, and the grantee's
 
management capabilities. With such information, reviewers
 
would be better able to evaluate proposals and ensure that
 
block grants are carried out effectively.
 

Management Comments 

Mission management agreed with this recommendation and devel
oped guidelines to assist reviewers evaluating block grant
 

.. .. : :. Ti .ns state I-It evaluators should 
consider PVO management capacity when reviewing proposals. 
Further, the guidelines rioted that grant awards should be made 
to PVOs which have demonstrated competence in implementing 
previous co-financed or USAID-supported, project activities, 
with a proven track record in achieving prior stated project 
objectives. In addition, reviewers would be provided with such 
information before beginning their evaluations. The inqtruc
tions also stated that the proposal shall have a clearly-stated 
management plan/mechanism for implementing the block grant and 
tlie personnel resources to carry out that plan. 

Uffice of The Iflsrptctor GenerLali Comnmen t 

Since , idi',[u/Inrlum,..i.d teluately a (-'Ire ssj our audit con
cerns, Rer ,mmendaLitri I be i of reportlo. Vill c.o ed as the 
issuance dite. 

8
 



2. 	USAID/Indonesia Should Evaluate the Co-financing Program
 

Agency guidelines require that AIQ programs and projects be
 
evaluated periodically to ensure that they are being effec
tively and efficiently implemented. The USAID/Indonesia
 
program was never formally evaluated although it was imple
mented in 1974 before the programs of USAIDs/Philippines and
 
Thailand, which have buth already benefitted from evaluation.
 
This occurred because the co-financing program planning docu
ments did not adequately address the need for formal evalua
tion. As a result, this opportunity for making improvements
 
needed in the management of the co-financing program was not
 
identifieo or implemented.
 

Recommendation No. 2
 

We recommend that USAID/Indonesia
 

a. 	arrange within the near future an evaluation of the private
 
voluntary organization co-financing program, as discussed
 
in AID Handbook 3, and
 

b. 	include an evaluation plan in compliance with AID regula
tions in subsequent private voluntary organization co-fi
nancing programs.
 

Discussion
 

The Foreign Assistance Act of 196l and AID regulations require 
that the Agency evaluate its development projects periodical
ly. According to AID Handbook 3, evaluation refers to the 
general process, and specific activities undertaken to analyze 
and assess the performance and results of projects, programs, 
policies and procedures. Evaluations seek to determine whether 
a project, program, policy or procedlIre is achieving planned 
results and to measure thei.r intfended and unintended impact. 
Furthermore, Handhook 3 states that the essential elements for 
eva.luation will.he incurporated into all project designs from 
their earliest staqnS. 

SirCe its imicept i.,n in L974, USIU[D/Qlonsid had not formally 
evaluiated lhu FVON cn-fjrancing pronv.aN. At the time of our 
audit, the JSUI\.i) hd no firtm plan to rvalwat the program. The 
current USAID!/Erdone ' Ia PVU co-fl nan: ,g program was scheduled 
to end in 1986. i ho Mission planned .itiar Lo amend the proj
ec t docmerits Pr' to develop and i Jpumnt a fol low-on PVO 
co-f inannC.g p u'q rail t herly exlutndIrr i .und,g through 1991.
 

Whi le prqFOW.' Wa 'VUUn! 	 OW proqramthe nWV"[ utprearly plan
ning document. .r11.( I. i mn]n ti: proj,(" p.per outlind a two
ier'd evaluation ry:m. t thtu subprVKOt luvel., evaluations 
were to Ue pe" rin,,d by the privaLu voluntary organization. 
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However, at a higher level, the program planning document
 
merely stated that AID will evaluate whether AID has been able
 
to engage the expertise of PVOs working in Indonesia and
 
whether the AID contribution has resulted in a net increase in
 
PVO sponsored development activity.
 

In our view, this instruction was insufficient to ensure pro
ductive and effective evaluation of the program. Such an
 
evaluation, even if undertaken, would not have addressed the
 
issue of the PVO co-financing program's success in reaching
 
goals delineated in the planning document. 1 Moreover, it
 
would not have addressed issues such as impact upon benefici
aries and continuing relevancy to Indonesia development.
 

USAID/Philippines and USAID/Thailand, both of which manage
 
similar PVO co-financing programs, evaluated initial co-financ
ing projects before embarking on follow-on co-financing pro
grams. According to Mission managers of these USAIDs, both
 
evaluations resulted in substantial altrcrations to program
 
management procedures, which they felt greatly strengthened
 
their programs. In the Philippines, for example, evaluators
 
determined that:
 

Greater staff resources were needed to efficiently run the
 
program. An additional contractor was subsequently hired
 
to provide increased monitoring and managing capability.
 

-- The Mission should encourage the PVOs to submit smaller, 
less complex subprojects, with shorter implementation
 
periods and a more immediate impact on development.
 

Explicitly stated quality criteria should be adopted for
 
reviewing proposals. The criteria should indicate which
 
specific factors should be used to evaluate each proposal.
 

The USAID should provide PVOs with more assistance during 
the subproiec t identif ii Lion and proposal preparation 
stage.
 

The Mission should improve nonitori,;. capabilities. 

In rha iland, the eva] (iators dete rinit! e. , among other things, 
that: 

-- The Mission shonld puit: more of iI.,:management time into 
working wi th th, PVO5 in the conrfc:ptualization and design 
phases of' thtni rIpropodsal d velopment. 

The :;I,, [ qiisv;ioni vi (Jru;]ter cr.n Idora Lion to analyzing 
PVO stalff resmtilr-c , wh i paprovi.ng rir'irt:' 

]-A lisi.ng III 0J.'ject goals can be l'Found at Appendix 2. 
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In summary, evaluations are important management tools. 
 They

can identify implementation problems, and help managers deter
mine whether their projects are achieving desired objectives.

AID missions managing PVO co-financing programs in other areas
 
of Southeast Asia found that by implementing evaluation recom
mendations, they improved their 
 co-financing programs.

USAID/Indonesia should 
also evaluate its co-financing program

to gauge its effect and shortcomings so that improvements 
can
 
be made in program administration and implementation.
 

Management Comments
 

Mission 
management agreed with this recommendation and initi
ated action to evaluate its co-financing program. The Mission
 
has begun Phase I of the evaluation. During this phase, it
 
plans to 
 review, organize and update data on co-financed
 
subprojects; prepare summary data for a computerized co-financ
ing database; and prepare 
and test an integrated computer

software package for arnalysis of co-financirv, data. During the
 
evaluation's second the
phase, Mission will assess the co-fi
nancing program's success in meeting its objectives; assess the

efficiency and effectiveness of the current subproject selec
tion and monitoring procedures; and assess the strengths and

w.aknosses of the block grant stratu(gy. The 
 evaluation is
 
scheduled to end by July 31, 
1986. USAID/Indonesia's amended
 
project paper, carrying the co-financing program into 1991,

contains an expanded evaluation plan. This plan calls for the
 
overall program evaluation now in progress, as well as an

interim evaluation in 1989, and 
 a final evaluation in 1991.
 
These evaluations 
 will stress issues such as cost-effective
ness, institutional development, and sustainability of subproj
ects.
 

Office of Inspector General Comments
 

USAID/Indonesia 
 has taken the required measures to satisfy our

audit concerns with respect to evaluation of the PVO co-financ
ing program. Therefore, Recommendation No. 2 will be closed as
 
of the report issuance date.
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3. 	Private Voluntary Qrganizations Need Assistance in Develop
ing 	-Accounting Systems which Comply With -Agency Fund Con
trol,Requi-rements
 

s)--ha ve --adeq uate ---financi£a ---- a - m -- tb-'dAgency--- ,V regulations require that privatea e e voluntaryt organizationsrtf ' 

and account' for expenditure of AID funds. None of the three 
organizations in our test had adequate systems because the 
organizations and USAID did not devote enough resources in 
establishing, maintaining, and monitoring the systems. As a
 
result, USAID/Indonesia can not be assured that grant funds
 
were properly expended or controlled.
 

Recommendation No. 3
 

We 	recommend that USAID/Indonesia survey participating private

voluntary organization accounting systems, and take steps to
 
upgrade those systems, where necessary, to acceptable Agency
 
standards.
 

Discussion
 

Office of Management and Budget Circular No. A-123 defines
 
internal controls as the plan of organization and all of the
 
methods and measures adopted within an agency to safeguard its
 
resources, assure the accuracy and reliability of its informa
tion, assure adherence to applicable laws, regulations and
 
policies, and promote operational economy and efficiency. It
 
also states that, as a matter of policy agencies shall maintain
 
effective systems of accounting and administrative controls.
 

According to AID Handbook 13, the grantee's financial manage
ment system shall provide for:
 

a. 	accurate, current, and complete disclosure for each AID
.sponsored project or program;
 

b. 	effective control over and accountability for all funds,
 
property, and other assets; and
 

c. 	accounting records that are supported by documentation that
 
at a minimum will identify, segregate, accumulate, and
 
record all costs incurred under a grant.
 

Of the sir PVOs in our sample, accounting systems were reviewed
 
for three PVOs. None of these PVOs met the accounting stand
ards requireu by A-123 or AID regulations. For example
 

--	 One local PVO was unable to produce documents to adequately 
support AID expense of $20,748, from a total grant of about 
$40,000. The PVO had also failed to segregate AID funds 
from other sources. 
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* - Another PVO, managing a $60,000, gran , foiled to segregate 
AID'funds.... .. * . 

-, 	 A third PVO, managing q grantof,4bout $300;000, d t 
segregate or keep separate books of~account or- AID,f.nds. 
It l w0"- 6t6 et- ace grant ependiture ffoma -lid 
bookkeeping records kept at the subproject'site. 

Missio,n records showed that a fourth.PVO's financial:.system ,'was
 
inadequate to, account for expenditures of the $164,O00,gTant.
 
The PVO was not maintaining transaction ledgers, purchbse 'were
 
not properly documented, and some costs'were,improperly charged

to the grant. 	 '', 

Mission managers acknowledged that PVO accounting practices
 
were often inadequate, but stated that, in view of Agency

staffing constraints, AID could do 
 little more than sample a
 
small number of accounting systems on an ad hoc basis. Only
 
one of the six PVOs in our sample had its local subproject
 
accounting records audited by any source during the life of the
 
rant. Indonesian accounting firms, we were told, charge about
 
4,000 to perform financial audits, a prohibitive sum for mar

ginally financed local PVOs. The PVOs, often operating on very
 
small budgets, did not, in the opinion of Mission managers',
 
possess the capability of upgrading their financial systems
 
without assistance.
 

USAID/Philippines, encountering a similar problem in managing
its PVO co-financing program, hired a local management firm to 
systematically review PVO accounting systems and upgrade those 
systems to meet Agency standards. Funds were provided through 
the co-financing budget. Managers at that Mission stated that 
such action greatly improved the accounting practices of par
ticipating PVOs. We believe that USAID/Indonesia should con
sider similar action to improve program financial management. 

In summary, USAID/Indonesia does not know whether the PVO co
financing program grant funds are properly controlled and ex
pendeu. The Mission must assist participating PVOs to upgrade

their record-keeping and accounting system. Only then will the
 
co-financing program meet Agency fund control standards.
 

Management Comments
 

Mission management agreed with this recommendation and took
 
action to strengthen and improve the accounting and financial
 
management capabilities of PVOs participating in the co-financ
ing 	program. By the close of our audit, the Mission was in the
 
process of contracting with a consultant firm to produce a
 
Financial Management Manual for PVOs. Thia manual Would, among

other things, cover "an entire double-entry accounting system

including a basic chart of accounts, books of original entry
 
such as cash journal and general journal, general ledger arid
 
its subsidiary ledgers, project and subproject ledgers." It
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would also include a discussion of AID and A-123 requirements
 
for grantee accounting systems. The consultants will be asked
 
to conduct a brief workshop instructing PVOs on the use of the
 
Manual. Further, the consultant will survey a number of PVO
 
accounting systems to "upgrade those 
to acceptable USAID standards." 

systems, where necessary, 

Office of Inspector General Comments 

U$AID/Indonesia has taken positive and substantive action to 
comply with our recommendation. Therefore, Recommendation No.
 
3 will be closed as of the report issuance date.
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B. Compliance and Internal Controls
 

Compliance
 

As discussed in this report, we found that the USAID/Indonesia
 
Private Voluntary Organization (FIVO) co-financing program was
 
not complying with Agency standards for
 

-- project development and 

evaluation.
 

Our recommendations were directed toward correcting these
 
problems. During the audit, we noted no other areas of non
compliance with applicable laws and regulations.
 

Internal Controls
 

We found that the USAID/Indonesia PVO co-financing program

suffered from a material internal control weakness in the
 
inability of participating PVOs to adequately account for AID
 
grant funds in their possession. We have recommended Mission
 
action to correct this deficiency.
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APPENDIX 1
 

USAID/Indonesia Analysis of
 
PVO Subgrants Under "Training" Block Grant
 

Out of 26 subgrants:
 

Eighteen g.ants were for training, primarily for community

extension workers, but a few for leadership and management
 
positions;
 

There were 293 trainees in 14 provinces;
 

Of the leadership trainees, the PVO has maintained contact
 
with 28 and can document effective *development activity of
 
20;
 

Two grants were for pesantren (Islamic schools) development
 
activities. This was an important innovation with institu
tions considered to hav:! primary influence over some 20
 
million people in Indonesia. These grants laid the ground
work for dozens of pesantrens now involving their pupils in 
development activities; 

Six grants were for improving management of grassroots
 
PVOs; and
 

The PVO's findings are that six of the 26 grants ($35,000
 
out of $247,000) failed to achieve objectives.
 



APPENDIX 2
 

Project Goals 1
 

1. 	 Increased access to, and attainment of, training and edu
cation opportunities.
 

2. 	 Reduced rates of unemployment and underemployment.
 

3. 	 Increased levels of national income accompanied by more 
equitable distribution of national income. 

4. 	 Reduced infant motallty and controlled population growth.
 

5, 	 Increased number of U.S. and Indonesian PVOs collaborating 
With local counterparts in local development projects. 

6. 	 Increased capacity ef PVOs to design and implement local
 
development projects.
 

7. .PVOs working in increasing number of GOI and AID policy
 
areas. 

8. 	 Increased direct development impact on targeted benefi
ciaries from PVOUSAID development assistance programs.
 

9. 	 Increased PVO/USAIO emphasis on impact analysis and 
evaluation of their project. 

10. 	 Ten to 20 participating American PVOs. 

11. 	 Five to ten participating indorne;ian PVOs. 

12. 	 Six to 80 project.!' utidertaken. 

13. 	 Four IhtJ.idr(d tt) 6IJ,0,0iI) b*nun f ciaries. 

14. 	 Six Len rity Jto trJi 1n:i :rv,!rLioior,. 

1 From Project. Paper. 
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UNITED STATES GOVERNMENT 

Crmemorandum 

PAg April 25, 1986 

William P. F4 r, USAID/Direoto-ro Indpnesi~a 

' u" ~Response to Draft Audit of PVO Co-Finanoing Project 497-0336 

To Mr. Leo L, LapIotta, RIO/A/Manila 

LaMotta to Yuller Memorandum of April 1, 1986
 

The Mission appreciates the..inclusion in t4e Draft Audit of many 
eqments from Mr, Coggins' memorandum of February 21, 1986, to Mr. Burns. 

I believe the eoCloaed documentation will suffioe to close the three 
recommendations of the Draft Audit,
 

Reoommendation No. 1. 

"V. reoomend that USAID/Indonesia 

a. develop specific guidance for reviewers evaluating "block" grant
proposals, including inatruotions to consider AID Handbook 3 criteria 
for assessipg probable effectiveness, and 

b. develop a system to ensure that reviewers evaluating "block" grant

proposals are provided with writtea evaluations of the private

voluntary organ*Sation's sucaess in .mplementing previous AID

development projeots, ipoluding a comparison of achievements and
goals s stated in prior grant agreementst and a statement of the
oranisqtion* management resouroes."
 

In response to this reoomuendation, please find (1)a copy of

lmplementing Guidelines and Criteria for Review and Selection of 
Co-inanoed Multi-Projeot Sapport (PIPS) Granto," prepared by the VHPoffice and nov being utilised in all M proposal reviews; and (2)a copy
of the scope of work for the evaluation, now underway, of the PVO

Po-rinanoins Project (MI'S references marked). 
We request that this
 
recommendation be olosed.
 

ONflONAL F"OM NO. to 

• ~~ao.& IA CeV., I hMOAR (41 CFMl 191011Id, 
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' eocommendation No. 2 ,9 

"We recommend that USAID/Indonesia 

a. arrange in the near future an evaluation of the current Private
Voluntary Organization Co-Financing Program, as disoussedin AID
 
Handbook 3, and
 

b. 
include an evaluation plan in compliance with AID regulations in the
new Private Voluntary Organization Co-Financing Program."
 

As stated abovet the evaluation is now underway. 
In addition to the copy
of the Scope of Work, please find enclosed a copy. o the P.IO/T for the
services of the archival specialist required in the initial phase of the
evaluation. 
We request that this 'recommendation be blosed.
 

Recommendation No. 3 . .i, ' 
"We recommend that USAID/Indonesia take maction to survey participatingprivate voluntary organization accounting systems, and'upgrade those
systems, where necessary, to acceptable Agency standards."
 

In response to this recommendation, please find enclosed (1) copy of
memorandum dated 1/28/86 from the Mission Oontroller to VHP suggesting a
method of responding to Recommendation No. 3; (2) a PIO/T for theservices of financial management. experts. in 'productfng in nglish andBahama Indonesia a financial management manual, conducting a workshop onits use, and surveying/upgrading as required six participating PVO
accounting systems; and (3),.copy of a letter dated April 3, 1986Mission's Finance from theOffice to USAID/Manila requedting 'a copy of a similarmanual prepared by that Mission (copy of the manual now in hand). Werequest that this recommendationbe olosed. 

As a general response to the draft audit, we are also enolosing
 

a copy of the Project paper amendment for PVO Co-Finanoing II, datedOctober, 1985. Sections which address audit issues have been
highlighted with a yellow marker.
 

a copy of a USAID Ordert "Procedures for Approval of PVO Projects
Within USAID Project, " dated February 10, 1986. 

-- a copy of the PIO/T forthe 
ervices of .an expert consultant to
astist In preparing a computerized database for PVO project

evaluation and reporting.
 

- a copy of a PO/T for the fervioou of a consultant to assist in the
genoration, aoleotion, and revii 
of IPS grants, as well as
assistanco in initial projeot implementation. 
The last includes the
development of effective monitoring and reporting systems.
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copy of a letter to VH{P from William Bergquist of Save the Children,
 
West Java, dated 17 April. In the letter Mr. Bergquist states that
 
the "earthen dam" in the referenced report was constructed by GOI
 
funds and had no relation to the PVO Co-Financing grant from USAID.
 

Let me respond briefly to paragraph 3 of the cover memorandum in which
 
you requested amplification of the actions of the "block" grantee. A
 
field office has been set up in each of the three areas on which the
 
subgrants focus. In T 1iJaya the agency's project consultant is an
 
agriculturist (Masters' Degree, Ohio State University). 
 In East
 
Kalimantan a local mLi experienced in community development has been
 
hired. In West Kalimantan an experienced American has accepted the
 
responsibility on a voluntary basis as 
a part of his missionary
 
responsibility. These field officers will bg responsible for proposal
 
development with grassroots groups and monitoring of funded projects. 
A
 
serious recruitment effort is underway to recruit an Indonesian national
 
who will be trained for assumption of the Country Director position.
 
Considering that the block grant is for $100,OO0, 
 this may be tending to
 
staff overkill. On accounting, Mr. Diedrich of the Miasion's Finance
 
Office examined the agency's records and found them in compliance with
 
Aid financial management guidelines. The PVO will participate in the
 
planned training course in the use of the financial management manual
 
described in response to Recommendation No. 3.
 

In conclusion, let 
me state that the Draft Audit's conclusion that the
 
Co-Financing program provides aid "to 
a wide variety of beneficiaries at
 
relatively low cost" has a necessary corollary. We must keep the
 
cost-benefit ratio low for these projects to be worthwhile. The
 
Indonesian archipelago is large and travel costs quite expensive. To
 
assist grassroots groups in isolated areas is an important part of the
 
Mission's country development strategy. We expect that the current
 
evaluation of the PVO Co-Financing Project will provide clear evidence of
 
the impact of these efforts and will provide further impetus 
to
 
strengthen them.
 

Drafted:
 
VHP:RCCoggins:as
 

Clearance:
 
FIN:TDicdrich in fraft
 
A/DD:JSperling.
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Report Distribution
 

No. of Copies
 

Mission Director, USAID/Indonesia 
 5
 

Assistant Administrator, Bureau for Asia and the
 
Near East (AA/ANE) 
 1
 

In .asian Desk (ANE/EA/I) 
 1
 

Audit Liaison Office (ANE/DP) 1
 

Bureau for External Affairs (AA/XA) 2
 

Office of Press Relations (XA/PR) 1
 

Office of Legislative Affairs (LEG) 
 1
 

Office of the General Counsel (GC) 1
 

Assistant to the Administrator for Management (AA/M) 2
 

Office of Financial Management (M/FM/ASD) 2
 

M/SER/MO 
 1
 

PPC/CDIE 
 3
 

Office of the Inspector General
 

IG 
 1
 
D/IG 
 1
 
IG/PPO 
 2

*IG/LC 
 1
 
IG/EMS/C&R 
 12
 
AIG/II 
 1 

Regional Inspectors General
 

RIG/A/Cairo

RIG/AIDakar 

1 
1 

RIG/Il/Mani a 1
RIG/A/Ha r1hj 1 
RIG/A/PSA 1 
RIGIA/S n qa,pore 1 
RI[G/A/K1u cigalp a 1 
RIG/A/a,da L;utnhng 1 


