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EXECUTIVE SUMMARY

PURPOSE

The Office of Inspector General (OIG) conducted an analysis of the Department
of State’s (Depatrtment) spending on federal financial assistance' programs and its
current structure and processes for managing such assistance. OIG reviewed data
related to federal financial assistance awarded domestically” during FYs 1998
through 2000. Specifically, OIG identified domestic bureaus and offices within the
Department providing financial assistance; ascertained the types of funding mecha-
nisms used to award assistance; quantified the dollar value of assistance; and
identified policies, procedures, and systems used to manage the assistance pro-
grams. In addition, OIG reviewed actions the Department was taking to implement
the Federal Financial Assistance Management Improvement Act of 1999, which
requires, among other things, streamlining and simplification of the processes,
administration, and reporting procedures for federal financial assistance programs.

BACKGROUND

Annually, the Department awards billions of dollars in financial assistance to a
wide range of recipients. Within the Department, various offices have responsibil-
ity for providing guidance related to managing financial assistance. The Office of
the Procurement Executive in the Bureau of Administration (A/OPE) promulgates
policies and procedures for the award of grants and cooperative agreements,
provides technical assistance and training, and issues warrants to grant officers
delegating to them the authority to make awards. As of FY 2000, there were 43

! Federal financial assistance is defined in the law as “assistance that non-federal entities [a state, local gov-
ernment, or nonprofit organization] receive or administer in the form of grants, loans, loan guarantees,
property, cooperative agreements, interest subsidies, insurance, food commodities, direct appropriations,
or other assistance....” (31 US.C. 7501(a)(5)).

2 OIG defined “domestically” as funds awarded in the United States by domestic buteaus and offices.
3 Pub. L. No 106-107 (1999); 31 US.C. 6101 notes.
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active domestic grant warrants and 283 overseas warrants. The bureaus and offices
that award assistance are responsible for programmatic and administrative control
of the assistance carried out under their authority, including the publishing of
bureau-specific procedures, as necessary. Finally, the Bureau of Resource Manage-
ment (RM) has established the Office of Grants Financial Management (RM/GFS/
FPRA/OGFM) to provide the leadership on financial management of grants and
other forms of financial assistance through policy development, oversight, and
training. RM also has established a Grants Management Steering Committee,
though it had not met as of the end of OIG’s fieldwork.

The President signed the 1999 Act on November 20, 1999, to improve the
effectiveness and performance of federal grant and other financial assistance
programs, simplify the application and reporting requirements, improve delivery of
services to the public, and facilitate greater coordination among those responsible
for delivering such services. Federal agencies, with oversight from the Office of
Management and Budget (OMB), were to develop plans within 18 months (ie., by
May 2001) to:

* streamline application, administrative, and reporting requirements;
* develop a uniform application for related programs;

* develop and expand the use of electronic application and reporting via the
Internet (E-Grants by October 2003);

* demonstrate interagency coordination in simplifying the requirements for
cross-cutting programs; and

* set annual goals to further the purposes of the 1999 Act.

Instead of each agency’s developing its own plan, the Director of OMB
charged the Grants Management Committee of the Chief Financial Officers
Council to coordinate and oversee the governmentwide implementation of the
1999 Act, including the development of an initial plan. The initial plan, submitted
to Congress on May 18, 2001, was signed by 26 agencies, including the Depart-
ment, and fulfilled the above planning requirements. The 1999 Act required each
agency to designate a lead official for carrying out the responsibilities of the agency
under the 1999 Act. The initial plan identified both the procurement executive and
the director of the Office of Financial Policy, Reporting, and Analysis (RM/GFS/
FPRA) as lead officials for the Department.
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RESULTS IN BRIEF

The Department lacks comprehensive and reliable information on funding provided
to nongovernmental organizations. This is due, in part, to the decentralization of
the Department’s management of financial assistance — no one office or system
within the Department is responsible for or capable of capturing essential statistical
data related to Departmentwide financial assistance. For example, the
Department’s official accounting system, the Central Financial Management System
(CEMS), cannot provide total obligations for financial assistance. Based on CFMS
disbursements and budget estimates, RM estimated financial assistance to be $2.57
billion for FY 2000. A/OPE teported $2.66 billion in domestic awards. Howevet,
based on unaudited data provided by the 21 bureaus and offices that OIG 1denti-
fied as providers of financial assistance, awards for FY 2000 totaled $3.03 billion.

The Department also did not use standard policies, procedures, or systems for
managing financial assistance. Bureaus and offices within the Department have
acted independently, with little, if any, centralized oversight. As a result, recipients
of grants found varied application forms, duplicate information collection require-
ments, separate reporting requirements, and, in some cases, inefficiently timed
funds disbursal.

Neither A nor RM have communicated and coordinated effectively, with each
other or with other bureaus. For example, officials from only three of the 21
bureau and offices were aware of the 1999 Act and its implications for the
Department’s assistance programs. This lack of effective communication and
coordination between offices has led to a duplication of effort and is impeding the
1999 Act’s overall implementation within the Department.

The recent audit of the Department’s FY 2002 financial statements* corrobo-
rated OIG’s findings and concerns related to financial assistance. The work found
that the Department lacks an integrated management information system that can
provide timely and comprehensive grant information. The Department’s systems
cannot provide users with timely summary reports and other financial management
information.

OIG proposes that the Department clarify the financial assistance roles and
responsibilities of A and RM and designate a single official with overall responsibil-
ity for implementing the 1999 Act. That official should assess the resources,

* OIG contracted with Leonard G. Birnbaum and Company, LLP, to petform an audit of the
Department’s FY 2002 financial statements.
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management structure, and systems needed to comply with the 1999 Act as well as
the Federal Financial Management Improvement Act of 1996 (FFMIA).?

PRINCIPAL FINDINGS

Complete Data on Total Financial Assistance Is
Lacking

OIG found that because the Department used a decentralized approach to manage
financial assistance, no one bureau or office could provide accurate overall statisti-
cal data on assistance programs, such as the total amount of financial assistance
awarded by the Department, the number of awards by type of assistance, or the
total awarded to any one recipient. According to the data OIG collected and
compiled for FYs 1998 through FY 2000, the Department awarded about $8 billion
domestically for financial assistance, including $3.03 billion in FY 2000. RM and
A/OPE also individually collected and compiled assistance data for FY 2000 and
reported $2.57 billion and $2.66 billion in domestic awards, respectively, resulting
in a difference of about $460 million from OIG’s compilation.

Some differences may have been caused by the inclusion of funds that were
transferred to another agency and not recorded in the accounting system; use of
miscellaneous obligating documents, which would not post transactions to the
financial assistance budget object classification codes; posting and keying errors;
differences of opinion on what should be called assistance; use of estimates and
differing sources of data; and inclusion of overseas transactions. The difference in
the amounts illustrates the need for standardized policies and guidance and an
integrated system to account for financial assistance transactions.

The Department’s Accountability Report for FY 2001 showed the integration
of grants tracking systems for the educational and cultural programs as a material
weakness and said that integration of the Department and the United States
Information Agency (USIA) would eliminate redundant record keeping, simplify
coordination, and provide accurate and consistent data on grant costs and recipi-
ents. This weakness was transferred to the Bureau of Educational and Cultural
Affairs (ECA) from USIA. Although this weakness was resolved during the past
year, OIG noted that ECA’s grants management system still did not interface with
the Department’s accounting system.

5 Pub. L. No. 104-208 (1996).
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Also, a similar situation exists in the Department as a whole. None of the
multiple systems that bureaus and offices use to track financial assistance, includ-
ing grants, are integrated with or linked to the Department’s CFMS. A
Departmentwide integrated tracking system for all assistance programs is needed to
facilitate greater coordination among those responsible for delivering such services
and to provide the information necessary for program and financial managers to
manage effectively and efficiently. As the Department takes steps to modernize its
accounting system and to comply with the core system requirements of the Joint
Financial Management Improvement Program (JEMIP), it has an opportunity to
mtegrate the collection of these data into the design of its system.

Uniformity Is Lacking in Financial Assistance
Management

OIG found that uniformity was lacking in the Department’s management of
financial assistance. Some of the Department’s administrative requirements and
systems are duplicative, burdensome, and conflicting. This hinders the goal of
providing cost-effective service delivery to recipients. For example, although
regulations require the use of standard forms when applying for financial assis-
tance, Department bureaus and offices used various formats to collect this infor-
mation. In addition, Department bureaus and offices did not use the same payment
system. Common complaints from Department officials and recipients alike were
that the Department’s routine payment process was cumbersome and often resulted
in untimely payments. Under the initial plan to implement the 1999 Act, RM
selected the governmentwide Payment Management System (PMS), which was
required for federal grants awarded after September 30, 2002. OIG also found a
lack of uniformity in the systems and procedures being used by the various bureaus
and offices to manage grants.

Better Communication and Coordination Needed
To Implement the 1999 Act Effectively

The Department has designated both the procurement executive and the
director of RM/GFS/FPRA as lead officials to carty out Depattment responsibili-
ties under the 1999 Act. This has led to confusion among the bureaus and offices
over which one has overall responsibility, and this duel designation has hindered
efforts to implement the 1999 Act. Both offices took actions independently to
comply with the requirements of the 1999 Act, but neither fully coordinated with
the other or with the other bureaus and offices responsible for awarding federal
financial assistance. In fact, at the time of OIG’s fieldwork in 2001, only three
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bureaus were aware of the 1999 Act and its implications. The lack of a single
official responsible for implementing the legislation, and the poor communication
and coordination between the Department’s designated representatives and among
the bureaus and offices administering assistance, have impeded the overall imple-
mentation of the 1999 Act.

RECOMMENDATIONS

OIG recommends that RM, in coordination with A and other bureaus and offices,
develop a Departmentwide grants management system that 1s integrated fully with
the Department’s official accounting system and a specific plan to bring grants
management into compliance with the requirements of FFMIA. A, in conjunction
with RM, should further standardize policies and procedures for managing federal
assistance. In addition, the Department should clarify the financial assistance roles
and responsibilities of A and RM and should designate a single official with overall
responsibility for implementing the 1999 Act.

DEPARTMENT COMMENTS

OIG provided a draft version of this report for comment to RM, A, and the other
bureaus and offices listed in Appendix A. RM did not provide any written com-
ments. A/OPE generally agreed with the report, but suggested changes to the
recommendations. OIG considered the comments in preparing the final report and
incorporated them, as approptiate. A/OPE’s comments ate included in their
entirety in Appendix E.

The Bureaus of Diplomatic Security (DS) and ECA also provided comments,
which are included in Appendices F and G. In addition, the Bureau of Population,
Refugees, and Migration (PRM) provided informal comments. These comments
generally agreed with the report; however, OIG did not direct any recommenda-
tions to these bureaus. In its response, DS said that all three OIG recommenda-
tions in the report would improve the oversight and uniformity of awarding,
funding, and administering federal assistance awards in the Department of State.
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PURPOSE, SCOPE, AND

METHODOLOGY

OIG, in coordination with the Department’s then Grant Management Review
Committee, conducted an analysis of Department spending on assistance programs
and assessed the current structure, processes, and roles. Specific purposes were to
identify all offices in the Department that awarded federal financial assistance;
ascertain the types of funding mechanisms used to award assistance; quantify the
dollar value of assistance; and identify the related policies, procedures, and systems
(automated or manual) used by the Department to manage assistance programs.
OIG also reviewed the Department’s actions taken to implement the 1999 Act.

To identify the bureaus and offices within the Department that awarded finan-
cial assistance and the extent and magnitude of that assistance during FY 1999,
OIG prepared a survey questionnaire and distributed it Departmentwide. To
expand the scope to include FYs 1998 through 2000 and to compile an inventory
of policies, procedures, and systems used by bureaus and offices, OIG developed a
second questionnaire and conducted on-site interviews with key personnel. The
results are based on the responses of 21 domestic bureaus and offices that awarded
federal financial assistance during FYs 1998 through 2000. OIG did not collect or
compile any data on funds awarded by overseas missions.

OIG also compiled program descriptions, written policies and procedures, and
examples of forms and award documents, if the offices visited had such documen-
tation. OIG did not review the effectiveness of office procedures or systems. In
addition, OIG coordinated with the independent accounting firm® hired by RM to
assist in revising the financial regulations related to financial assistance.

Some bureaus and offices did not have officers warranted to award grants and
instead used the services of the Office of Logistics Management, Office of Acqui-
sitions Management (A/LM/AQM), ECA, ot PRM. Thetefore, OIG analyzed
these data to eliminate instances of double counting. The assistance totals devel-
oped by OIG were based on the unaudited data provided by Department bureaus
and offices, and OIG could not ensure their overall accuracy. In at least one case,

¢ In June 2000, RM contracted with KPMG, LLP, to analyze financial regulations, processes, and proce-
dures and recommend revisions.
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OIG adjusted a bureau’s response based on information obtained through other
OIG work. Therefore, it is possible that some or all of the amounts awarded by a
particular office within a bureau may not be reflected in this report.

In examining Department actions taken to implement the 1999 Act, OIG
interviewed key officials from RM, A/OPE, and A/LM/AQM. OIG also ques-
tioned relevant staff within each bureau and office to determine their awareness of
the 1999 Act, its implications for their programs, and the actions the offices were
taking to implement it.

OIG sent out the initial survey questionnaire in June 2000 and from January
through December 2001, compiled and analyzed the data from returned question-
naires. During 2002, OIG conducted follow-up interviews to clarify specific data.
OIG’s procedures were limited to those necessary to support the conclusions
reached in this report. OIG conducted these limited procedures in accordance with
government auditing standards; however, such procedures did not constitute an
audit under those standards. Had OIG performed such an audit, other matters may
have come to our attention. Major contributors to this report include Fay Ropella,
division director; Alma Wolfe, audit manager; and Cheryl Lucas and Karen Crue,
senior auditors.
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COMPLETE DATA ON TOTAL FINANCIAL ASSISTANCE
IS LACKING

OIG found that no one office or system within the Department could provide
complete and accurate statistical data related to federal financial assistance, in part
because the Department used a decentralized approach to manage assistance,
without adequate central guidance or controls. To determine the dollar amount and
magnitude of financial assistance, OIG gathered and compiled data provided by 21
Department bureaus and offices actively mvolved in awarding domestic financial
assistance, as shown in Appendix A. This compilation showed that for FYs 1998
through 2000, the Department awarded 4,498 financial assistance transactions
totaling $7.98 billion. Figure 1 illustrates the mechanisms used to award funds and
the percentage of total amount by award mechanism.

Figure 1 Federal AssistanceFY 1998 - 2000
Mechanism Used vs. Dollars Awarded

% of Dollars Awarded

Mechanism Used

0.4%

Number of Actions

Source: Data collected through OIG questionnaires and interviews. EGrants B Contributions O Transfers O Other
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The mechanism most frequently used to award assistance was a grant,” which
represented more than 75 percent of the assistance transactions awarded by the
Department during FYs 1998 through 2000, as reported to OIG. Although grants
were the most frequently used mechanism, the Department provided more actual
assistance through voluntary and assessed contributions totaling $6.1 billion ($1.6
billion voluntary and $4.5 billion assessed), or neatly 77 percent of the financial
assistance awarded.

OIG noted that the Department does not have a central control system that
records and tracks grant transactions and related information from solicitation
through closure. For example, although CFMS records each obligation, it cannot
provide total obligations or summary data on a specific grant or grantee, such as the
amount and number of awards to any one organization at a given period of time.
As shown in Appendix A, 19 bureaus and offices awarded assistance through grants
and cooperative agreements. Of the bureaus and offices that awarded grants, some
said that it would be helpful for them to have access to a central database that
would enable bureaus to crosscheck with each other on funding provided to recipi-
ents.

Based on its compilation of data from 21 bureaus and offices that awarded
federal financial assistance, OIG found that the level of assistance had increased
about 57 percent from FY 1998 to FY 2000, as shown in Figure 2, with most of
the increase in FY 1999. Officials attributed the growth in FY 1999, in part, to the
consolidation of USTA with the Department and an increase in the number of
transfers from the United States Agency for International Development (USAID).
Based on work performed for the FY 2002 financial statement audit, OIG has
learned that financial assistance has continued to increase to an estimated $4.6
billion.

Figure 2 Growth of Financial Assistance
@
5
E
£
>
8
5
a
1998 1999 2000
Fiscal Year

Source: OIG questionnaires and interviews

7 As used in this repott, “grants” include cooperative agreements, which indicates that the Department
anticipates having substantial involvement with the recipient.
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In a separate effort to determine the magnitude of assistance within the De-
partment, A/OPE sent a wotldwide cable (01 State 024678) in February 2001,
requesting that domestic bureaus and offices and overseas missions, “report all
grants, cooperative agreements, voluntary contributions, and assessed contribu-
tions, including democracy commission funds, donations of US [government]
excess property, and ambassador’s special self-help grants, issued during FY 2000.”
A/OPE compiled these data into its Grants Register database. The Grants Regis-
ter showed cumulative amounts for domestically awarded federal assistance as
$2.66 billion. OIG noted significant differences between the data reported by
buteaus to A/OPE and the data reported to OIG. For example, ECA teported 772
actions totaling $295 million to OIG, but only 270 actions totaling $81 million to
A/OPE, a difference of 502 actions totaling $214 million. Some of the differences
may have occutred because bureaus and offices reported only initial awards to A/
OPE and did not include all amendments; others may have had different interpreta-
tions of the term “federal financial assistance.”

RM also provided an estimate of the Department’s financial assistance. Based
on disbursements data from CFMS and budget amounts, RM estimated that the
Department awarded $2.57 billion during FY 2000 for financial assistance pro-
grams. The Department’s accounting system records and tracks financial assistance
transactions by obligation number under two budget object classification codes:
4130 (contributions) and 4120 (grants and cooperative agreements). However,
CEFMS cannot provide total obligations for financial assistance. According to RM,
CFEFMS can provide only totals for disbursements and expenditures by budget object
classification code. In CFMS, obligations are recorded by allotment number, and
reports can be generated only by allotment number. The recent FY 2002 financial
statement audit corroborated OIG’s findings and showed that the Department
lacked an integrated management information system that could provide timely,
reliable, and comprehensive grant information, as well as overall statistics for
FY 2002. RM/GFS/FPRA/OGFM advised the contract auditors that such infor-
mation was not readily accessible in CFMS and was not otherwise maintained.

There was a $460-million variance between OIG’s and RIM’s numbers. Poten-
tial reasons for the variance could include:

* Some transactions reported to OIG as financial assistance might include
funds transferred to other federal agencies, and such funds might be recorded
on the books of the other agencies and not included in CFMS.
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* Some bureaus and offices used a miscellaneous obligating document, which
does not post to the financial assistance budget object classification codes in
CEFMS. (ECA officials said that teacher exchanges were coded into CFMS as
miscellaneous obligations and were, therefore, not included in RM’s totals for
financial assistance.)

* Some keying and posting errors occurred, such as not using the correct budget
object classification codes to record financial assistance transactions in
CFMS. (This could result from differing interpretations or definitions of what
constitutes financial assistance.)

¢ Some numbers were based on estimates.

* Some transactions might have actually been paid overseas.

The differences in the FY 2000 totals for financial assistance obtained by A/OPE,
RM, and OIG illustrate the need for a centralized grants management system.

Interface With CFMS

OIG found a lack of uniformity in the systems that the bureaus and offices
were using to manage grants. None of the systems interfaced with CFMS. In fact,
most bureaus and offices maintained information in simple spreadsheets or data-
bases. The work performed for the FY 2002 financial statement audit confirmed
OIG’s conclusion that there is no Departmentwide system that tracks grants or
other financial assistance awards from commitment to closeout. Instead, the
bureaus and offices maintained separate official record-keeping systems for their
grants. These systems were not integrated into a unified system to facilitate over-
sight, management, and reporting,

FFMIA requires, among other things, that agencies implement and maintain
financial management systems that substantially comply with federal financial
management systems requirements. JFMIP and OMB Circular A-127; “Financial
Management Systems”, detail these requirements.

In September 2001, the General Accounting Office published Grant Financial
System Requitements (GAO/01-911G), a checklist for reviewing systems under
FFMIA. This document provides an overview of grant system requirements and
functional requirements for the following 11 functions: commitments,
decommitments, obligations, payments, cost accruals, financial reports, interest
collections, grant closeout, records retention, general system requirements, and
mformation technology in the grants process.

OIG Report No. AUD/CG-03-29, Review of the Department’s Management of Financial Assistance — March 2003

UNCLASSIFIED




UNCLASSIFIED

For example, mandatory financial data required for obligations in the grants
system include grant number, grantee or recipient name, grantee identifier, grant
purpose, dollar amount, accounting classification data (appropriation, object
classification, project, and program), taxpayer identification, and Catalog of Federal
Domestic Assistance (CFDA) number. As the Department takes steps to modern-
1ze its accounting system and to comply with the JFMIP core requirements, it has
an opportunity to include the collection of these data into the design of its system.

Summary

With decentralized management, the Department could not provide basic statistical
data related to overall financial assistance. Independent efforts to quantify the
amount of assistance provided in FY 2000 resulted in markedly differing amounts
obtained by A/OPE, RM, and OIG. These differing results illustrate the need for
better accountability for financial assistance resources. The Department’s account-
ing system should be capable of providing accurate totals for assistance transac-
tons.

Recommendation 1: OIG recommends that the Bureau of Resoutce Man-
agement, in coordination with the Bureau of Administration and other bu-
reaus and offices, develop a Departmentwide grants management system that
1s fully integrated with or linked to the Department’s official accounting sys-
tem. The bureaus also should develop a specific plan to bring grants manage-
ment into compliance with the requirements of the Federal Financial Assis-
tance Management Improvement Act of 1999.

UNIFORMITY IS LACKING IN FINANCIAL
ASSISTANCE MANAGEMENT

The Department did not use uniform policies, procedures, or systems for managing
its financial assistance. As a result, applicants applying for financial assistance had
to deal with different application forms, duplicate information collection require-
ments, different reporting requirements, and inefficiently timed funds disbursal.
Several Department officials explained that they did not always know when to use
a particular funding mechanism or which office to ask for help 1 determining the
most cost-effective means to award federal funds.
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As the funding for assistance continues to grow, so does the need for effective
oversight and standardization of policies, procedures, and systems— for not only
grants, but all forms of assistance. Some of the Department’s administrative
requirements and systems are duplicative, burdensome, or conflicting, which
impedes cost-effective service delivery to the public.

Policies and Procedures

Twelve of 19 bureaus and offices that awarded financial assistance through
grants did not have any written policies and procedures. Seventeen of the bureaus
and offices also did not follow policies and procedures issued by A/OPE. Estab-
lishing and following written policies and procedures is one of the key elements n
an effective internal control structure to ensure uniformity in practices and consis-
tency in the treatment of costs. The procedures should cover the history of an
award from commitment to close-out.

The Department also did not require the use of a common application or
reporting form, with which a nonfederal entity could apply for and report on its use
of financial assistance funding. OIG found that 17 of 19 bureaus and offices that
provided assistance through grants did not use the standard application form (SF-
424: Application for Federal Assistance). Yet only two of the 17 had an alternate
form approved by OMB. In fact, several offices did not require a specific applica-
tion form.

OMB requires federal agencies to obtain clearance on documents they intend to
use 1n gathering information from more than ten recipients. Section 12 of 22 Code
of Federal Regulations (CFR) 145 says that:

(a) Department grants officers shall comply with the applicable report clear-
ance requirements of 5 CFR part 1320, “Controlling Paperwork Burdens
on the Public,” with regard to all forms used by the awarding agency in
place of or as a supplement to the Standard Form 424 (SF-424) series.

(b) Applicants shall use the SF-424 series or those forms and instructions
presctibed by the grants officer and approved by A/OPE.

A/OPE, howevet, did not have any guidance on its web site regarding the use
of alternate application forms. OIG noted that recent revisions to the Foreign
Affairs Handbook (4 FAH-3 H-631) mandate that “offices and bureaus will require
applicants to use the SF-424 when applying for grants and cooperative agree-
ments.”
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Similarly, OIG found that the various bureaus and offices within the Depart-
ment obtained financial reporting mnformation in various formats, even though 22
CFR 145" required the use of either standard forms ot approved alternate forms. In
addition, some bureaus and offices required recipients to submit financial reports
(SF-269, Financial Status Report) 30 days after the end of each fiscal quarter
during the period of the award, while others required recipients to submit annual
financial reports. OIG noted that the final revisions to the Foreign Affairs Manual
(4 FAM) and the Foreign Affairs Handbook (4 FAH-3) said, “...When appropriate,
bureaus may require a financial report annually instead of quarterly and may
prescribe a format other than that of the Form SF 269.” This lack of uniformity
and guidance within the Department places an undue burden on applicants and
poses a significant problem when recipients report to more than one government
agency.

The lack of uniformity also will impede the Department’s participation in the
administration’s E-Grants project. Led by OMB and managed by the Department
of Health and Human Services (HHS), the E-Grants project will require grant-
making agencies to assign identification numbers to applicants, which will make
grant management more efficient and better coordinated. OMB said that agencies
that have invested in modern grant management technology should be able to
switch to the new numbering system easily. However, OMB conceded that chang-
ing to a governmentwide numbering system could be expensive for agencies with
older technology. If the Department intends to utilize the E-Grants interface,
further analysis will need to be conducted to determine the implications for the
bureaus and offices that award assistance.

Dual Payment Systems

OIG found that the Department was using two different systems to pay grant-
ees. ECA used PMS, administered by HHS, and the other bureaus used the
Department’s vendor claims process. OIG also noted instances in which the
Department used both systems to pay the same grantee. For example, under grants
awarded by ECA, the National Endowment for Democracy (NED) requested
payments through PMS. Yet for grants awarded by the Bureau of Democracy,
Human Rights, and Labor (DRL), NED had to request funds through the
Department’s vendor claims process. According to a NED official, grants issued by
DRL have posed severe cash management challenges, and the processing of re-
quests for payments can take weeks or even months. As a result, NED has had to
delay implementation and completion of Department programs.

8 The Depattment codified OMB circulars in 22 CFR.
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Department officials and grant recipients alike said that the Department’s
current payment process was cumbersome and often resulted in untimely payments.
Many Department agreements with nongovernmental organizations required
recipients to request scheduled drawdowns of funds, usually quarterly. As a result,
numerous recipients requested funds in excess of current needs to avoid periods of
msufficient funding, should a delay in payment occur. The lack of flexibility to
select the most advantageous method of requesting funds has resulted in ineffi-
ciently timed funds disbursal.

RM began reexamining which payment system to use under the 1999 Act. On
Aprl 10, 2002, RM conducted demonstrations on the capabilities and control
features of both PMS and the Automated Standard Application for Payment. On
August 5, 2002, RM sent an e-mail to some bureaus and offices that said:

Please be advised that effective October 1, 2002 [emphasis added], payments to
Department of State domestic grant and cooperative agreement recipients, and where
practicable those foreign recipients with a domestic banking relationship, will be
processed by the Department of Health and Human Services through its Payment
Management Systen.

Based on recent work performed for the FY 2002 financial statement audit, RM
could not provide statistical data on the number of active Department grants that
were maintained in PMS. RM staff downloaded reports from PMS and manually
posted and adjusted grant records in CFMS.

OIG also received comments from DS, which said that PMS training was not
long enough and was confusing. In addition, bureau officials said that they did not
receive specific directions on how to inform recipients about the new payment
system. Therefore, each bureau sent out its own explanation.

Interest Due the Federal Government

The Department’s practice of requiring recipients to return interest earned on
federal funds was inconsistent with OMB guidelines. In 1993, OMB revised
Circular A-110, “Uniform Administrative Requirements for Grants and Agreements
with Institutions of Higher Education, Hospitals, and Other Non-Profit Organiza-
tions”, in part to require all entities not subject to the provisions of the Cash
Management Improvement Act, as amended,’ to return interest earned in excess of
$250 annually to HHS. HHS acts as the governmentwide agent for the collection

? Pub. L. No. 101-453 (1996).
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of interest generated from grant advances. In codifying the circular, the Depart-
ment amended the section to require that the interest earned be remitted to the
Department annually (22 CFR 145.22 (1)).

Department bureaus and offices did not apply this requirement uniformly. For
example, one grantee that received awards from ECA, the Bureau for International
Narcotics and Law Enforcement Affairs (INL), and another federal agency had to
submit separate interest payments to HHS for awards from ECA and the external
agency and to the Department for INL awards. This practice places an additional
burden on those recipients that receive assistance from multiple funding sources
within the Department and from other federal agencies. OIG noted that RM had
taken steps to correct this inconsistency, making revisions to the Foreign Affairs
Handbook that require Department recipients to return interest earned to HHS.
OIG also noted that 22 CFR 145 will need to be revised to reflect this change.

Catalog of Federal Domestic Assistance

CFDA 1is a governmentwide compendium of federal programs, projects, ser-
vices, and activities that provide assistance or benefits to the US. public. It con-
tains financial and nonfinancial assistance programs administered by departments
and agencies of the federal government. As the basic reference source of federal
assistance programs, the primary purpose of the catalog is to help potential appli-
cants identify programs that meet their specific objectives and obtain general
information on the programs. CFDA is also intended to improve coordination and
communication between the federal government and state and local governments.

The Department did not register many of its programs in the catalog. As of
March 2002, only five bureaus and offices (ECA, Office of the Legal Adviser, and
the Bureaus of Oceans and International Environmental and Scientific Affairs,
Human Resources, and Intelligence and Research) listed programs in the CFDA, as
shown in Appendix B. Department officials agreed with OIG that their programs
should have been included in the catalog; however, they had no guidance on when
or how to submit the data. They also said that they did not know the process for
obtaining a CFDA number. Having the programs listed in the catalog fosters
competition, which maximizes program efficiency and effectiveness—one of the
goals of Chapter 63, “Using Procurement Contracts and Grant and Cooperative
Agreements”, of the United States Code."

1031 US.C. 6301.
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Indirect Cost Rates

OMB Circular A-122, “Cost Principles for Non-Profit Organizations”, and A-
21, “Cost Principles for Educational Institutions”, establish the policy that a single
federal agency is responsible for the review, negotiation, and approval of indirect
cost rates for use on federal awards by nonprofit organizations. Normally, the
federal agency with the predominate financial interest is the cognizant or oversight
agency. Some federal agencies have established specific offices to deal with indi-
rect cost rates. For example, USAID has a branch with five employees dedicated to
issuing negotiated indirect cost rates. The Department has not assigned this re-
sponsibility to a particular office or established a standard indirect cost rate deter-
mination guide, which would result in a uniform approach with a recipient when
more than one award or federal agency is mvolved.

OIG found that bureaus and offices within the Department did not follow a
uniform, systematic, and economical methodology for allocating indirect adminis-
trative costs to direct cost objectives. For example, INL and ECA required the
same recipient, which received awards from both bureaus, to treat indirect costs in
two different ways. For awards received from INL, the recipient was allowed to
claim indirect costs, but for the awards received from ECA, the recipient could
claim only direct costs. This policy was confusing and resulted in the recipient’s
establishing two different systems to account for the costs. Another recipient had
negotiated different indirect cost rates with different bureaus for the same time
period. However, the OMB circulars state that once an oversight agency has
established an indirect cost rate for an organization, all federal agencies must use
the same established rate.

An official in A/OPE told OIG that a policy ditective would be issued soon
that designates an official in A/LM/AQM’s Office of International Programs as the
Department’s point of contact for negotiating all indirect cost rates for Department
recipients. As federal financial assistance continues to grow, however, additional
staff may be warranted in this area. Currently the Department has about 50 negoti-
ated indirect cost rate agreements, as shown in Appendix C.

Summary

OIG found diverse practices in the awarding and administering of financial
assistance among the Department’s bureaus and offices. This occurred because of
a lack of standard procedures and policies. The disparities in procedures have
confused and frustrated recipients, and the lack of standard policies and guidance
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has resulted in inadequate guidance for the Department employees who award and
administer financial assistance. Standardized procedures and policies could benefit
the Department by ensuring consistent treatment of recipients, improved oversight,
cost savings through properly negotiated indirect cost rates, and compliance with
the 1999 Act. Decentralization has caused a number of administrative problems in
awarding federal financial assistance, and Department officials, as well as recipi-
ents, have complained that there is no single office to which they can go for help.

Recommendation 2: OIG recommends that the Buteau of Administration,
in coordination with the Bureau of Resource Management, issue additional
policies to promote greater standardization of procedures and greater effi-
ciency and effectiveness, to include, but not limited to: developing proce-
dures for the use of the E-Grants interface; requiring Department bureaus and
offices to list their programs in the Catalog of Federal Domestic Assistance;
establishing a standard policy on the use of indirect cost rates; and revising 22
CFR 145 to match the revisions to the Foreign Affairs Manual.

A/OPE agreed with the thrust of this tecommendation, but considered the
development of procedures for E-Grants and revising 22 CFR 145 to be premature,
pending future regulatory changes and new guidance from OMB. OIG does not
believe that it 1s premature to plan and develop procedures for the E-Grants
interface because not all bureaus and offices have access to the Internet or are
aware of the 1999 Act and its implications. In its response dated January 21, 2003,
DS said that “the concept of e-grants by October 2003 seems unrealistic. Several
bureau offices do not have Internet access.”

BETTER COMMUNICATION AND COORDINATION
NEEDED

The lack of communication and coordination within the Department has and will
continue to inhibit it from effectively implementing the 1999 Act. The Department
has designated two lead agency officials, the procurement executive in A/OPE and
the director of RM/GFS/FPRA, to catry out Department responsibilities under the
1999 Act. Both A/OPE and RM have taken actions independently to comply with
the requirements of the 1999 Act. However, neither had effectively coordinated
with the other Department bureaus and offices responsible for awarding federal
financial assistance. In fact, only a few were familiar with the 1999 Act, and none
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of the officials OIG interviewed said that they had been asked to participate in any
planning sessions related to financial assistance. The Department has not devel-
oped an overall plan to establish specific annual goals to further the 1999 Act’s
purposes and measure annual performance in achieving those goals.

A/OPE has the delegated authority (Delegation of Authority No. 120-5)'! to
prescribe procurement and grant policies, as well as issue warrants to grant officers.
When USIA and the Depattment wete consolidated, A/OPE established the
position of Federal Assistance Program Ditector (A/OPE/FA); however, the
Department did not allocate any additional staff.

In the initial phase of implementing the 1999 Act, A/OPE, with the assistance
of OIG, prepared an inventory of programs, gathered and compiled examples of
forms and guidance used within the Department, and provided these materials to
OMB. As of June 2002, A/OPE had issued 19 directives on its web site dealing
with matters ranging from grant numbers to the appointment of grant officers, as
shown in Appendix D.

On September 27, 2001, A/OPE announced the creation of “Grantsnet.” The
electronic message posting service had two objectives: to facilitate the exchange
of questions and ideas among the grants community—grants officers, grants
officers’ reptesentatives, and program officers; and to provide a means for A/
OPE/FA to disseminate information on grants issues. As stated on page 11, A/
OPE went out with a worldwide data call that required each bureau and office to
provide a listing of assistance awards for FY 2000 and, from these data, produced a
“Grants Register.”

In September 2001, A/OPE/FA awatrded a contract to develop and implement
a pilot web-based grants database that linked to A/OPE’s web page,
www.statebuy.gov. According to the contract:

* A/OPE/FA would requite all watrranted officers and any other offices dis-
bursing federal assistance electronically to report all grants activity at least
annually. The format would be approved by A/OPE/FA.

* A/OPE/FA would help promote Departmentwide accuracy and consistency
in reporting grants data by preparing guidelines; providing expert advice,
reviews, validation, and data analysis; and participating in the continued
training required to maintain the integrity of the Department’s federal assis-
tance program, given evolving technology and the ever-increasing statistical
reporting requirements.

! Authority delegated to the procurement executive on November 23,1994, to issue policies, procedutes,
and regulations governing federal assistance (grants and cooperative agreements).
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This effort was made without coordination with bureaus and offices that
administer assistance programs. As a result, procedures and systems might not
interface effectively with other Department efforts. According to Department
officials with grants management responsibilities, this effort was not coordinated
with them, except for soliciting comments on specific directives. In fact, the
requirements to report financial assistance annually, once a grant management
system is integrated with the accounting system, would be duplicative and would
not provide needed management information on a timely basis. Because of the
way information is reported and collected by A/OPE/FA, it might not cortelate ot
reconcile with the official accounting records. Based on recent work performed for
the FY 2002 financial statement audit, none of the bureaus surveyed were using

the new database.

In December 2000, RM obtained approval to establish RM/GFS/FPRA/
OGFM to provide leadership in the financial management of grants through policy
development, ovetsight and training. RM, without coordinating with A/OPE ot
the bureaus, hired an accounting firm to conduct an analysis of Department spend-
ing on assistance programs, processes, and roles.

RM further proposed the establishment of a Grants Management Steering
Committee, which included representatives from the grant-making bureaus and
offices. This committee was to assist in establishing uniform, Departmentwide
policies and procedures for issuing and monitoring grants, determining and estab-
lishing grants management objectives, and overseeing the grants management
processes for the Department. According to Department officials, however, as of
the end of OIG’s fieldwork, this committee had not yet met to discuss the 1999
Act and its implications for the Department.

RM has never 1ssued a Department notice announcing the establishment and
mission of RM/GFS/FPRA/OGFM ot the Grants Management Steeting Commit-
tee, although an official in RM told us that a mission statement was being devel-
oped for RM/GFS/FPRA/OGFM. During OIG’s interviews, several bureau
petrsonnel asked what was the purpose of RM/GFS/FPRA/OGFM, specifically,
the differences between its and A/OPE/FA’s responsibilities. The listed duties
(policy and guidance, training, and oversight) might duplicate long-standing, exist-
ing delegations of authority to A/OPE. The specific toles and responsibilities of
each office should be examined and then explicitly stated and disseminated
Departmentwide. This would prevent any further confusion when bureaus and
offices are seeking guidance.
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Summary

Communication and coordination would enhance implementation of the 1999
Act, assist in developing effective policies and procedures, and draw upon relevant
expertise throughout the Department. In addition, this would provide first-hand
knowledge of the needs of each bureau and office.

Recommendation 3: OIG recommends that the Bureau of Administration
and the Bureau of Resource Management clarify their respective financial as-
sistance roles and responsibilities and designate a single official with overall
responsibility for implementing the Federal Financial Assistance Management
Improvement Act of 1999. That official should assess the resources, manage-
ment structure, and systems needed to comply with the Federal Financial As-
sistance Management Improvement Act of 1999, as well as the Federal Finan-
cial Management Improvement Act of 1996.

A/OPE did not agree with the statement that a single official with overall
responsibility should be designated. A/OPE said that that has already been ac-
complished with Delegation of Authority No. 120-5, which is sufficiently broad to
encompass all aspects of grants, including financial.

OIG understands A/OPE’s concerns; however, OIG believes that for effective
implementation of the 1999 Act, a more coordinated effort, through a single office
or group like the Grants Management Steering Committee, would be the most
effective approach. In its response, DS endorsed the recommendation that a single
official be designated with the overall responsibility of implementing the 1999 Act.
The designated official then would coordinate the responsibilities of A/OPE and
RM/GFS/FPRA/OGFM, theteby clarifying these offices’ roles in assisting bureau
grants officers in their duties.
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LIST OF RECOMMENDATIONS

Recommendation 1: OIG recommends that the Bureau of Resource Manage-
ment, in coordination with the Bureau of Administration and other bureaus and
offices, develop a Departmentwide grants management system that is fully inte-
grated with or linked to the Department’s official accounting system. The bu-
reaus also should develop a specific plan to bring grants management into com-
pliance with the requirements of the Federal Financial Assistance Management
Improvement Act of 1999.

Recommendation 2: OIG recommends that the Bureau of Administration, in
coordination with the Bureau of Resource Management, issue additional poli-
cles to promote greater standardization of procedures and greater efficiency and
effectiveness, to include, but not limited to: developing procedures for the use
of the E-Grants interface; requiring Department bureaus and offices to list their
programs in the Catalog of Federal Domestic Assistance; establishing a standard
policy on the use of indirect cost rates, and revising 22 CFR 145 to match the
revisions to the Foreign Affairs Manual.

Recommendation 3: OIG recommends that the Bureau of Administration and
the Bureau of Resource Management clarify their respective financial assistance
roles and responsibilities and designate a single official with overall responsibil-
ity for implementing the Federal Financial Assistance Management Improve-
ment Act of 1999. That official should assess the resources, management struc-
ture, and systems needed to comply with the Federal Financial Assistance Man-
agement Improvement Act of 1999, as well as the Federal Financial Manage-
ment Improvement Act of 1996.
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ABBREVIATIONS

A Bureau of Administration
A/IM/AQM Office of Logistics Management, Office of
Acquisitions
A/OPE Office of the Procurement Executive
A/OPE/FA Federal Assistance Program
CFDA Catalog of Federal Domestic Assistance
CFMS Central Financial Management System
DRL Bureau of Democracy, Human Rights, and
Labor
DS Bureau of Diplomatic Security
ECA Bureau of Educational and Cultural Affairs
FFMIA Federal Financial Management Improvement
Act of 1996
HHS Department of Health and Human Services
INL Bureau of International Narcotics and Law

Enforcement Affairs

JEMIP Joint Financial Management Improvement

Program

NED National Endowment for Democracy

OIG Office of Inspector General

OMB Office of Management and Budget

PMS Payment Management System

PRM Bureau of Population, Refugees, and
Migration

RM Bureau of Resource Management
RM/GFS/FPRA Office of Global Financial Services, Office

of Financial Policy, Reporting, and Analysis
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RM/GFS/FPRA/OGFM Office of Grants Financial Management
USAID United States Agency for International
Development
USIA United States Information Agency
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Appendix A
Department Bureaus and Offices
That Reported Awarids of Financial Assistance During FYs 1998 - 2000
fin millions)
Financlal Assisiance Total Financial
Implemented threugh Grames" Assistance®
Dollar Dollar

Oillce Office Mo of YMalue Mo, of Nalue
Symbel Name Avards Crants | Awapls Assiplance
A Bureau of Admimstrabon | SE.O0 1 5800
ALMADME | {HTice of Acquisitions Management L] .00 il (LK
ANDPRAOS [ OTice of Overseas Schools GRS 1E.75 BRS 18.75
AF Bureau of African AlTairs L 0.0 54 19.69
DRL Bureau of Democracy, Human Rights and R 20 %3 549 3033

Lihar
D5 Bureaw of Diplomatic Security and 26 43127 26 4327

Foreign Missions
EAP Bureau of East Asian and Pacilic Afairs 5 2547 5 2547
EB Economics amd Business A Mairs n 0.85 23 (.85
ECA Bisreau of Educational and Culiural Affairs 1,512 579,12 L6117 RN
ELIR Bureau of European Affairs 2y 171 2} 17.19
HE Bureau of Human Resotnoes | 1.20 pll b
e Imtemational Informatien Programs 143 L1l 143 203
ML Bureau of lntemational Marcoties and 2] 1287 G JR2BA

Law Enforcement Alfais
I Bureau of Intelligence and Ressarch xr 14.07 47 14.0F7
[} Bureau of lnternational Organlztion A Mol I 058 [R5 446270
NEA Bureau of Mear Eastern A fairs Xy 1336 EH 1438
MP Bureau of Monpreliferation 7 0.24 i35 27.03
DES Brusreau of Oeeans and [ntematbonal i4 109 45 1452

Environmental Scientific AfTairs
P Bureau of Political bMilitary Affairs 54 30.8% 55 085
PFEM Bureau of Population, Refugess and 47 40,79 L 2IT156

Migration
sMIsC! e of te Coordinater of LS Assistance i 1598 EL] 1598

o the Mewly Independent Staies
Tatal SI4ST31| 4408 5797960

Source: CRIGH ansabysrs of $ata provided by Department bureaos and allies

* As used in this report, “grants” includes cooperative agreements

> Grants total is included in the Total Financial Assistance column.

¢Issued awards on behalf of bureaus and offices without warranted officers. Totals

applied to applicable program office.

YEUR and S/NIS merged in summer 2001. The coordinators’ offices merged into a
new office, EUR/ACE.
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Appendix B

Depariment Programis Listed
in the Catalog of Federal Domestic Assistance
fas awf March 2002}
LFDA Ne. Pregram Title _Responaible Bureay or Office
19,200 Claims Agairsi Foreign Governments Legal Adviser
16,200 Protection of Ships From Foreign Seinone
18202 Special Domestic Assigrmenis Bureaw of Human Besounces
L1820 Fiskhermen's Guaranty Fund Bureaw of Ooeans and [nlermational
Envirnnment and Sceencific Affeis
10,300 Program for Study of Enstern Eurape and the Bureau of Intelligence and Research
i Independent Stabes ol the Formar Sowiet Lindon
| 3,400 Educaticmal Exchanpe-Ormluate Stelents Burau of Educaticnal and Cullural AlTairs
149400 Edhientiwmal Exchanpe-1Umiversaty Lestuners
L | (Professors) and Besearch Scholars
! 10 q02 International Yisilors Program
1 9403 American Council of Y oang Folitical Leaders
10,404 I'rl.ll-l!'-tﬂil.lﬂ.ﬂ Dievelapment-Internativeal
| Fducaiors Adeinissmiors
1940 Colbzge and University Panrerships Program
podne | Educational Parnerships Progmm :
94T lencher Exchange-bew Independent States [MNIS)
10,408 Educational Exchange-Teachers from Secondary and
k Postsecmdary Levels and School Advinlsomees
L] Creative Aris Cirsis
Educational Exchange-Congress=Hundestag Y outh
19dlo
Exchange
| (0411 'Ed_l_rm_lll.'rnl Exghanpe-N1% Secomdary Schaal
| | Instintive
L e Educational Exchange-Postzraduaies and Foculty
LT Cultural Exchange {Performing Ari=)
LKL Cultural Exchange {Visual A=)
L 18415 Profes=ional Exchamges-Annusl Open Grang
19,418 Ed1|:mliuml Exchange-Fulmaght American Sudivs
19.41% Profeszional Dievebopmesd- lencher Training
| 19430 Cooperative Grnis
| 18420 Exchange-English Language Fellow Program
[0,477 Educational Exchange-Tenching Excellmes Awands
e Program
| 10473 Eswchange-Frglish Langunge SpecislistSpesier

Program

Srimee T s af March T0SE.
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Appendix C

Nongovernmenial Organizations
Wiha Had Negotiated Indirect Cost Raves Agresmenis Witk the Depariment
{oes oy Saware 20012)

ACIE: ACTRACCELS

AFS Irerculiursl Programs

Aomerienn Council of Leamed Societies

Aureer keni Caltiml Exchangs

Aumeer ko Refigges Commines

Aumerican University o’ Ansenia Corpomtion

Asia Found st

AYLSA

Cambeidge - ¥erevan Slaeer Citles Association

Cmtholic Beliel Services

Cemer Tor Intemtional Privere Enpengeise (CIPE)

Church World Service, Inc

Cleveland Imemaonal Programs

Connect US Hissia

East West Cemer

Educposs [oF Socul Respoasdbality, Ing

(mzonomics Lratiie

Crradaaie =chonl, U5, Depamseent ol Agnculune

Irrrnikgrmtion and Refugee Services of Amenes

Irestitune for Diemoomdic Sarmegles

Lrestitune for tee Siudy & Development of Legal
Syslems

Irestitine for dhe Tressg nred Deve bopavezi

Irestituie of Inpemational Education (HE)

Irsernationsl Catholic Migration Comdiiez

Irzrrationsl Center for Joumalisis

Irierrationsl Orthoados Chrisiies Changies

International Republican Insime

Internantional Rasoe: Commines:

International Research and Exchange Board (IREX)
lown Pemee Instinie

JefBersom Insthune and Cypress Walley Adlimce
LASPAL

Lwyers Allance or 'Workd Secwin

Mlmspeen & Make Mansield Foundaion

Mlegiding Imernaresal Center

Mlissizsipg Consartium for Iniematinal

iy ehopini
M Dipen Do
MAFSA

Platenal Associanoen of Se Sudiooes

Matoqal Commimes on U5 China Relotions

Mlatsodial Cowmc il Bor Ierreiionel ¥isiooes

MMapseqial Demecrailc Instivste For Intiematcsal
Affairs

Matsoial FEA Cvgail 2athod

Project Harmeosy, [ne.

REAP Intermational

Tenims Intemationl Exdocarsoms Consonium

The Inserrationsl Cenler

Towm Alflelon Siseer Chtles Imernatsonal

Uriied Seatess Cathiollc Cond eresace

World Relief Corporation

Youth for Undersisnding, [sc.
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Appendix D
AAPE's Grant Policy Direciives
fas of June 20T
IMrective M. Tithe Effective Date®
i Ciramis CHficer Appointmeni Sy sbem 1272442
z U nauthsarized C ommibtments ('] 343
L] Forms for Award snd Amendment of Federal Assislance Agreements 0% 293
4 Feparting of Minoeity Basiness Participatsan (K 2493
-] Campsatalion Requiremeni= 100 A4
& Pletrm: !’n‘mum DE0 P
7 Certification o Kecipient Contmol Avwands 140 414
K Cherseas Assistance Awands 11
9 Audit Appeals (9225949
10 Form DE-X1E, Grant Obligation and [nvigational Travel 100199
11 The Gramis Approval Process in the Departmint of Stale 02500
12 Mudilication b Congness of Public Diplomacy Grasts Awanded Dversasas 11:20/99
13 r]|~._|:mml ol Eacess Pulslic I:Iil_l-ll.'n'uﬁ."r- |"'|'||L'-|.'ﬂ-:| (H 29N
14 Stnndnrdized Assistence Insonemers. Identificaton Mumhering Syvsiem (FUIFTAN
15 Giusdamce on the Lse of Assistance Instraments (2241
16 Diesignation of Grant Chificer Representatives 2241
17 Fublic ¥plomacy Propeny Granots 1Al
18 Property Grants al/1402
9 Executive Onfer 13224, Blkeing Propery aml Prohibating Transactions with 02014402
Persons who Comamit, Threaten wo Cosamit, or Suppon Terrorisn

Fuoorvw: ATAPE wd

bt o axf b AL

"Effective dabe s the date when deective was first issused and does notl reflect amy subsequent revisions.
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Appendix F
MEMORANDUM
UNCLASSIFIED
TO: OIG/AUD — Mr. Richard Berman
FROM: DS/EX — Thomas G. McGrath, Acting [ Approved]

SUBJECT:  Draft Report on Financial Assistance Management

The Grants Officer for the Bureau of Diplomatic Security reviewed the OIG draft report
on Financial Assistance Management and concurs with the basic recommendations.
There are over twenty-one (21) bureaus and offices that award federal financial assis-
tance to state and local governments, universities, colleges, non-profit organizations and
individuals. As stated in the report, there is much confusion in the various bureaus, be-
cause there are no standard procedures or systems for managing financial assistance.
There has been no consistent uniform direction for the 43 domestic Grants Officers and
283 warranted Grants Officers overseas.

For example, the concept of e-grants by October 2003 seems unrealistic. Several bureau
offices do not have Internet access. Additionally, some recipients of these awards do not
have the Internet interface ability, especially overseas. Also, effective October 1, 2002,
all payments to the Department of State recipients were to be processed by HHS through
its Payment Management System (PMS). The DS Bureau sent five officers to the three-
hour PMS training course in October 2002. All officers agreed that the training was not
long enough and was confusing. In addition, the DS Bureau did not receive specific
directions on how to inform recipients about the new payment system. Therefore, each
bureau sent out its own explanation.

The figures for DS funding in Appendix B, Financial Assistance Awards, are correct for
FY1999 and FY2000. However, it was not until fiscal year 2000 that all bureaus were
required to submit an annual report. Until that time, there was no mechanism to track the
federal assistance dollars awarded by the Department of State.

The DS Bureau highly endorses the recommendation that a single official be designated
with the overall responsibility of implementing the Federal Financial Assistance Manage-
ment Improvement Act of 1999. This individual would then coordinate the responsibilities
of A/OPE and RM/OGM, thereby clarifying these offices’ roles in assisting bureau grants
officers in their duties.

In conclusion, all three recommendations in the report would improve the oversight and
uniformity of awarding, funding, and administering federal assistance awards in the
Department of State.

Cc: DS/EX — Joan A. Lewis

DS/EX — Pat Greeson
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Appendix G

January 29,2003

MEMORANDUM

TO:  OIG/AUD — Ms. Fay Ropella

FROM: ECA-IIP/EX — David Whitten

SUBJECT: Draft Report on Financial Assistance Management

Thank you for sharing with us the draft Report on Financial Assistance Management. We
appreciated the opportunity to work with you and your staff in the course of the review
and believe that the review process has already helped to achieve some of the objectives
the report sets out. For example, the adoption Department-wide of the HHS Payment
Management System occurred during the course of your interviews on this subject, and
that development has recently led to very productive discussions between ECA and RM
on ways in which we may be able to exploit PMS, CFMS and ECA’s new Grants Man-
agement Information System to strengthen our financial oversight of grants.

The Department’s capacity to administer financial assistance programs has evolved
significantly since the beginning of your review, especially with respect to the still unfold-
ing Government-wide e-Grants effort and the establishment of the Department’s own
Grants Financial management Office in RM. For ECA, a significant development since
the beginning of the review was the implementation of a new Grants Management
Information System and the resolution of the long-standing material weakness referred to
in the draft report. We have also found that increasing Department attention to assistance
management is bringing us into more frequent contact with other elements of the Depart-
ment involved in grant-making, including other substantive bureaus.

There are two specific issues | would like to mention in response to the draft. First, as
you know, I am cautious about centralization as a solution any remaining shortcomings in
assistance management. From a program bureau point of view, there is much to be said
for approaches that are flexible and designed to meet specific program objectives and
needs. I share your desire for greater coordination and communication — something that |
think is happening now, consistent with the report’s recommendations — but would be
cautious about the extent to which we try to impose standard approaches or pull control
further away from the substantive elements.

Second, I wonder whether the reference to the Catalog of Federal Domestic Assistance
in recommendation 2 might need to be further qualified. Although ECA does currently
represent the great bulk of Department programs listed in the CFDA, my understanding is
that some of our activities are not appropriate to the CFDA. [ would think that other parts
of the Department are even more likely to administer programs that are, not surprisingly
given the foreign affairs mission of the Department, not “domestic assistance.”
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I do believe that the general thrust of the report’s recommendations are being realized as
all of us who work with grants gain a better appreciation of issues that cut across the
Department. As always, I appreciate the support you and your staff have given us during
the period of the review leading up to this report, and we look forward to a continuing
close relationship in the future.
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