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INTERNATIONAL FOOD ASSISTANCE

USAID Has Controls for Implementation and
Support Costs but Should Strengthen
Financial Oversight

What GAO Found

The U.S. Agency for International Development (USAID) has used most of the
2014 Farm Bill’s increase in authorized funding for section 202(e) of the Food for
Peace Act to provide cash transfers, food vouchers, and locally or regionally
procured food—modalities not previously supported through Title II. Of the
additional authorized funding that the agency utilized, USAID obligated 75
percent in fiscal year 2014 and 96 percent in fiscal year 2015 for these
modalities. In addition, to better meet beneficiaries’ needs, USAID has
increasingly used funds from accounts authorized by the Foreign Assistance Act,
along with 202(e) funding, to implement and support projects—costs that 202(e)
funding has typically covered. Also, in some cases, USAID has used funds from
those accounts along with 202(e) funding to provide cash transfers, food
vouchers, or local or regional procurement in a single project.

Warehouse Workers Packaging Food Aid for Beneficiaries in Haiti

Source: GAO. | GAO-17-224

USAID and its partners have various controls for financial oversight of Title Il
funding used for implementation and support costs; however, GAO found certain
deficiencies in USAID’s oversight. USAID reviews partners’ detailed planned
budgets for these costs and high-level quarterly financial reports, according to
USAID officials, but it generally has not conducted systematic, targeted financial
reviews of partners’ actual spending on these costs. While GAO found that
partners’ internal controls generally included policies and procedures to help
ensure proper use of funds, GAQO’s limited, nongeneralizable financial
transactions testing identified instances of misspending, such as charging a
202(e) cost to one project that should have been charged to another. Also,
USAID has not obtained key monitoring data from partners related to these costs
that could identify areas needing additional financial oversight. Moreover, USAID
does not require partners to conduct comprehensive assessments of financial
and fraud risks for cash transfers and food vouchers in development projects,
although it requires risk assessments for emergency projects. GAO found that
partners for selected development projects provided broad discussions of risk to
USAID but did not provide comprehensive risk assessments. As a result, USAID
is limited in its ability to ensure that partners are spending funds as planned.
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1 U.S. GOVERNMENT ACCOUNTABILITY OFFICE
441 G St. N.W.
Washington, DC 20548

March 9, 2017

The Honorable Mike Conaway
Chairman

Committee on Agriculture
House of Representatives

Dear Mr. Chairman:

The United States is the world’s largest donor of international food
assistance, spending about $2.5 billion annually to serve beneficiaries
through various programs across the globe. The U.S. Agency for
International Development (USAID) provides much of this assistance—
about $1.5 billion worth in fiscal year 2016—through its Title Il Food for
Peace program (Title I)." USAID generally has used Title Il funds to
provide U.S. in-kind food aid (i.e., food commodities purchased in the
United States and transported overseas) through development assistance
projects meant to address long-term chronic hunger and through
emergency projects intended to address the food needs of vulnerable
populations affected by conflicts or natural disasters, such as droughts
and floods. To implement Title Il projects, USAID enters into cooperative
agreements with implementing partners that design and implement food
aid activities and distribute the food aid. Nongovernmental organizations
(NGO) implement Title Il development projects, and the World Food
Program (WFP)—a United Nations (UN) agency and the largest
humanitarian organization combating hunger—implements most Title I
emergency projects.?

Under the Food for Peace Act, USAID is authorized to spend some of the
funds appropriated annually to Title Il on various costs associated with

'Title Il of the Food for Peace Act authorizes USAID'’s provision of Title Il food aid. Title ||
expenditures are reauthorized through the Farm Bill approximately every 5 years and are
funded through a U.S. Department of Agriculture appropriation. Section 3001 of Pub. L.
No. 110-246, the Food, Conservation, and Energy Act of 2008, changed the title of the
underlying legislation from the Agriculture Trade Development Assistance Act of 1954,
also known as P.L. 480, to the Food for Peace Act. Title Il of the Food for Peace Act,
administered by USAID, addresses the provision of U.S. agricultural commodities for
humanitarian and development purposes. In addition to providing food aid through Title I,
USAID funds food assistance projects and activities from accounts authorized by the
Foreign Assistance Act of 1961, as amended.

2In this report, “implementing partners” refers to NGOs and WFP.
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the administration, implementation, and support of both development and
emergency food assistance. Specifically, USAID is authorized to provide
Title Il funds to implementing partners to cover internal transportation,
storage, and handling (ITSH) costs incurred in both carrying out food
assistance activities and storing and distributing U.S. in-kind food aid after
it arrives in the destination countries.? In addition, pursuant to Section
202(e) of the Food for Peace Act, USAID is authorized to spend a
proportion of Title [l funds—in this report, “202(e) funding”—to cover the
costs its partners incur while administering activities, such as staff
salaries and project materials necessary to implement Title Il projects.*
The Agricultural Act of 2014 (2014 Farm Bill), enacted in February 2014,
increased the proportion of the annual Title Il appropriation that USAID is
authorized to spend as 202(e) funding from 13 percent—about $191
million—to 20 percent—about $293 million in fiscal year 2016—and
expanded the eligible uses of 202(e) funding from those allowed by the
2008 Farm Bill.®

You asked us to review USAID’s use and oversight of Title Il funding, in
light of the 2014 Farm Bill’s increase of 202(e) funding and expansion of
authority for USAID to spend this funding to implement and support Title
Il. This report examines (1) any changes in USAID’s use of Title Il funding
to implement and support projects since the enactment of the 2014 Farm
Bill and (2) USAID’s financial oversight of Title Il funding used to
implement and support selected projects.

To address these objectives, we reviewed USAID data, policies,
guidance, and procedures as well as implementing partners’ application
and award documentation for selected projects, including project
budgets.® We interviewed USAID and partner officials both in
Washington, D.C., and during fieldwork in Haiti, Malawi, and Zimbabwe.

3All emergency projects are eligible for ITSH funding; however, only development projects
in least developed countries that meet the poverty and other eligibility criteria established
by the International Bank for Reconstruction and Development for financing under the
International Development Association qualify for ITSH funding.

4See 7 U.S.C. § 1722(e). In this report, “project” refers to individual grants or cooperative
agreements made by USAID to implementing partners.

5Specifically, the 2014 Farm Bill authorized USAID to use 202(e) funds to support
implementing partners, not only by assisting them in establishing Food for Peace Act
programs as had been previously authorized, but also in enhancing such programs. Pub.
L. No. 113-79. § 3002.

6App. Il provides additional information on our selected Title Il projects.
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To examine any changes in USAID’s use of Title Il funding to implement
and support projects since the 2014 Farm Bill, we reviewed USAID
development and emergency Title Il funding data for fiscal years 2012
through 2015—the most recent available data at the time of our review—
as well as implementing partner award documents for selected projects.
We analyzed these data and documents to determine the amount of
202(e) funding USAID has provided for costs to implement and support
Title 1l projects; the amount of funding and number of projects distributing
cash transfers, food vouchers, or locally or regionally procured food since
the 2014 Farm Bill was enacted; and the most common types of
assistance modalities. We also reviewed other funding sources, such as
foreign assistance funding from the Development Assistance and
International Disaster Assistance (IDA) accounts, to identify countries and
projects receiving funding from multiple sources. To assess the reliability
of these data, we reviewed documentation and interviewed USAID
officials to identify and rectify any missing or erroneous data. We
determined that the data and information were sufficiently reliable to
compare project funding obligations and amounts (metric tonnage) of
food assistance provided.

In addition, to examine USAID’s financial oversight of funding to
implement and support selected projects, we reviewed USAID’s policies,
guidance, and procedures for financial oversight and monitoring of 202(e)
and ITSH funding, including funding for cash transfers, food vouchers,
and locally or regionally procured food. We selected seven projects for
more in-depth review—four development and three emergency projects—
and fieldwork locations on the basis of factors such as level of Title Il
funding, region, and types of assistance implemented with 202(e) funding
since fiscal year 2014. Because we judgmentally selected projects and
locations for fieldwork, our findings cannot be generalized. For the
selected development projects, we reviewed and compared funding data
and information provided in applications, award agreements, approved
annual budgets, quarterly and annual reports, expenditure reports (known
as SF-425s), and relevant audits, among other documentation, to identify
any significant issues or discrepancies in implementing partners’ financial
oversight and monitoring of 202(e) and ITSH spending. We reviewed
selected implementing partners’ internal controls, disbursement
processes, and support documentation such as invoices and receipts for
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a judgmental sample of transactions.” For selected WFP emergency
projects, we reviewed WFP policies, procedures, and guidance related to
financial oversight and monitoring of food assistance projects; WFP’s
external and internal audits; and project documentation.

We conducted this performance audit from October 2015 to March 2017
in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives. Appendix | provides a detailed
discussion of our objectives, scope, and methodology.

Background

USAID International Food
Assistance

Through its Title Il program, USAID has traditionally provided its
implementing partners with U.S. in-kind food aid, which its partners
distribute to beneficiaries in need overseas.® Figure 1 shows the locations
of projects that received Title Il funding in fiscal years 2012 through 2015.

To identify any internal controls and financial management issues, we reviewed a
nongeneralizable sample of 80 transactions from financial information provided by
implementing partners for four selected Title Il development projects. Specifically, we
performed detailed transaction testing of expenditures of 202(e) or ITSH funds, using
samples of approximately 20 transactions for each project for fiscal years 2014 and 2015,
including a mixture of larger and smaller transactions for traditional implementation costs
as well as cash transfers, food vouchers, and local and regional procurement. We tested
each selected transaction to determine whether the costs were (1) accurate, (2) allowable,
(3) reasonable, (4) approved, (5) adequately reviewed, and (6) supported by sufficient
documentation. App. | provides additional details on our objectives, scope, and
methodology.

8The Food for Peace Act defines the term “agricultural commodity” as any agricultural
commodity, or products thereof, produced in the United States. See 7 U.S.C. § 1732(2).
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Figure 1: Locations of International Food Assistance Projects Funded through Title Il of the Food for Peace Act, Fiscal Years
2012-2015
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Sources: GAO analysis of U.S. Agency for International Development (USAID) data; Map Resources (map). | GAO-17-224
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Congress has historically amended or reauthorized Title Il program
authorizations through farm bills enacted about every 5 years. To cover
the costs associated with carrying out Title Il projects, Congress
authorizes USAID to provide implementing partners 202(e) and ITSH
funding, with certain restrictions. Specifically, the 2014 Farm Bill
increased the total amount of 202(e) funding USAID can provide from 13
percent to 20 percent of funds made available to implement Title Il of the
Food for Peace Act. The 2014 Farm Bill continued to allow USAID to use
202(e) funding to cover administrative-type costs but expanded the
eligible uses of this funding beyond those authorized by the 2008 Farm
Bill or previous farm bills, allowing the use of 202(e) funding to enhance
existing projects. According to USAID, this provision permits the agency
to use 202(e) funding to implement cash transfers, food vouchers, and
local or regional procurement® in Title |l projects.® Title Il also authorizes
USAID to use ITSH funding to cover costs that partners incur while
moving and storing U.S. in-kind food aid after it reaches a destination
country.™ (Fig. 2 shows images from a video depicting examples of
USAID’s uses of 202(e) and ITSH funding for Title Il projects.)

9According to USAID, cash transfers provide money that beneficiaries can use to
purchase food, while food vouchers can be redeemed for food. Local procurement is the
purchase of commodities sourced in the country where they will be distributed, and
regional procurement is the purchase of commodities sourced in the same continent as
the country where they will be distributed. Authority to engage in local and regional
procurement is also provided under 7 U.S.C. 1726c¢. In this report, local procurement
includes “twinning”—that is, according to WFP, the matching of in-kind food aid from one
donor with a cash contribution from another donor to cover the costs associated with
distributing the in-kind food.

10According to USAID, both before and after the 2014 Farm Bill, the agency has also used
a portion of 202(e) funds to implement certain development activities in food aid projects,
such as irrigation systems and school construction.

MSee app. Il for more information on ITSH obligations.
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Figure 2: Warehouse Workers Packaging Food Aid for Beneficiaries in Haiti

Source: GAO. | GAO-17-224

Note: The images shown are from a video about implementation and support costs associated with
the U.S. Agency for International Development’s (USAID) provision of food aid through the Food for
Peace program. To view the video, go to www.gao.gov/products/GAO-17-224.

In fiscal years 2012 through 2015, USAID obligated about $5.567 billion
in Title 1l funding for its development and emergency projects. As figure 3
shows, USAID obligated about 44 percent of total Title Il funding to 202(e)
and ITSH during that period to cover the costs of implementing and
supporting these projects. These obligations comprised about $889
million of 202(e) funding (16 percent of total Title Il funding) and about
$1.575 billion of ITSH funding (28 percent of Title Il funding).' USAID
data for fiscal years 2012 through 2015 show that the agency provided
about 4.5 million metric tons of food commodities. USAID obligated the
remainder of Title Il funding to cover the costs of

"2 addition to obligating these amounts, USAID obligated about $24.1 million in 202(e)
funding and about $180.1 million in ITSH funding from the Bill Emerson Humanitarian
Trust in fiscal years 2014—2015. As reauthorized by the 2014 Farm Bill, this trust is an
authority that allows USAID’s Office of Food for Peace to respond to unanticipated food
crises abroad when other Title |l resources are not available.
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o purchasing the commodities in the United States (37 percent),

« transporting the commodities from the United States as ocean freight

(12 percent), and

« transporting the commodities inland from the foreign port of entry to
their destination in the country or to the border of another, landlocked

country (7 percent).

Figure 3: USAID Title Il Obligated Funding, Fiscal Years 2012-2015

Ocean freight transportation
12%

Inland transportation

Internal transportation, storage, and
handling (ITSH)

28%

Section 202(e)
16%

Commodity purchasg _____
37%

Source: GAO analysis of U.S. Agency for International Development (USAID) funding data. | GAO-17-224
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Notes: ITSH funding is provided to cover the costs of transporting, storing, and handling U.S.
commodities in the destination country. Section 202(e) funding is provided under Section 202(e) of
the Food for Peace Act to support eligible organizations in the provision of Title Il agricultural

commodities.

In addition to obligating the amounts shown for Section 202(e) and ITSH funding, the U.S. Agency for
International Development (USAID) obligated about $24.1 million in 202(e) funding and about $180.1
million in ITSH funding to support commodity distributions received from the Bill Emerson
Humanitarian Trust in fiscal years 2014-2015. As reauthorized by the 2014 Farm Bill, this trust is an
authority that allows USAID’s Office of Food for Peace to meet emergency humanitarian food needs
in developing countries when other Title Il resources are not available.
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Title 1l also authorizes USAID to allow its implementing partners to
monetize U.S.-sourced in-kind food aid—that is, to sell U.S.-donated
commodities in local markets to generate funds for implementing the
projects. However, according to USAID officials, it generally no longer
encourages its implementing partners to monetize.® Instead, according to
USAID, it provides 202(e) funding, as authorized by the 2014 Farm Bill,
and funding authorized by the Foreign Assistance Act of 1961 directly to
its implementing partners to offset the revenue partners previously
received from monetizing commodities.

USAID uses funding from accounts authorized by the Foreign Assistance
Act to operate multiple programs to combat food insecurity in
development and emergency situations worldwide.

« Development Assistance funding. According to USAID
documentation, the agency draws on its Development Assistance
account—as authorized under section 103 of the Foreign Assistance
Act of 1961, as amended—for community-level development activities
to complement Title Il projects and to reduce the need for
monetization. According to USAID officials, these funds can be used
alongside Title Il funding and may fund many of the same types of
items and activities covered by Title 11 202(e) and ITSH. USAID
provided about $62 million from its Development Assistance account
in fiscal year 2015 to complement Title Il projects.

o International Disaster Assistance funding. USAID’s Office of Food for
Peace uses the agency’s IDA account, authorized by the Foreign
Assistance Act of 1961, as amended, to fund the Emergency Food
Security Program (EFSP). According to USAID, it provides most of its
assistance for cash transfers, food vouchers, and local and regional
purchases of food through EFSP to assist beneficiaries facing
immediate food insecurity. According to USAID, it provided about
$1.01 billion in fiscal year 2015 on EFSP projects implementing cash

BAccording to USAID, the agency allows monetization in one country, Bangladesh, to
fulfill its statutory requirement that a minimum of 15 percent of the aggregate value in
tonnage of development Title | commodities be made available annually for monetization
by implementing partners. We have previously reported on the inefficiencies and adverse
market impacts of monetization. See GAO, International Food Assistance: Funding
Development Projects through the Purchase, Shipment, and Sale of U.S. Commodities Is
Inefficient and Can Cause Adverse Market Impacts, GAO-11-636 (Washington, D.C.: June
23, 2011).

Page 9 GAO-17-224 International Food Assistance


http://www.gao.gov/products/GAO-11-636

transfer, food voucher, local and regional procurement, and other
activities.

USAID Guidance on
Eligible Uses of 202(e)
and ITSH Funds

In 2014, USAID issued an information bulletin to its implementing
partners outlining the 2014 Farm Bill’s changes to 202(e) and USAID’s
policy regarding eligible and ineligible uses of 202(e) and ITSH funding.'®
The bulletin states that 202(e) funding may be used for activities to
establish and enhance Title Il projects, including cash transfers, food
vouchers, and local and regional procurement of food—modalities
previously not authorized for Title Il projects—as well as for traditional
implementation costs such as the partner’s staff salaries, project
overhead, project materials, and equipment, among others. USAID also
instructs partners that ITSH funding is available only for in-country costs
directly associated with the storage, movement, and distribution of U.S.
in-kind commaodities. In addition to outlining the eligible and ineligible uses
for 202(e) and ITSH funding, and consistent with U.S. government-wide
guidance issued by the Office of Management and Budget (OMB)
concerning federal awards outlined in 2 C.F.R. § 200, the bulletin
instructs partners that these funds must be reasonable and allocable.

Financial Risks and
Oversight for International
Food Assistance

Food assistance projects are subject to numerous financial risks,
including risks associated with costs to implement and support projects
providing food commodities, cash transfers, or food vouchers.'® USAID
requires its partners ensure that aid reaches its intended beneficiaries

14According to USAID, IDA/EFSP funds are sometimes used when USAID’s in-kind food
aid cannot arrive in time or other forms of assistance are more appropriate due to local
market conditions. EFSP’s goal is to reinforce market linkages in recipient and
neighboring countries and to support private sector capacity to meet the needs of
beneficiaries For more information on EFSP, see GAO, International Cash-Based
Assistance: USAID Has Developed Processes for Initial Project Approval but Should
Strengthen Financial Oversight, GAO-15-328 (Washington, D.C.: Mar. 26, 2015) and
GAO, International Cash-Based Assistance: USAID Has Established Processes to Monitor
Cash and Voucher Projects, but Data Limitations Impede Evaluation, GAO-16-819
(Washington, D.C.: Sept. 20, 2016).

SFood for Peace Information Bulletin 14-01 (Aug. 15, 2014). Congress did not provide
new authorities for the use of ITSH funding in the 2014 Farm Bill. See app. |l for additional
information on USAID’s use of Title Il funding for ITSH costs in fiscal years 2012 through
2015.

16Commodity assistance includes both in-kind and locally or regionally procured food.
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and that costs are reasonable, necessary, and allowable.' Financial
oversight of international food assistance projects includes managing
program funds to ensure they are spent in accordance with award
agreements by, among other things, assessing financial risks and
implementing controls to mitigate those risks.

The internal controls framework prescribed for federal agencies and
widely used by international organizations comprises five components
(see fig. 4)."® These controls apply to the tracking of costs to implement
and support projects providing commodities, cash transfers, or food
vouchers. For projects that include cash transfers and food vouchers,
controls may include steps to prevent the negative impact on market
prices as well as to prevent theft and diversion of cash or counterfeiting of
vouchers.

n this report, “award” refers to an assistance mechanism through which USAID
transfers funds to an implementing partner. According to USAID, awards include both
grants and cooperative agreements.

'8GAO’s Standards for Internal Control in the Federal Government provides the overall
framework for establishing and maintaining internal control in federal programs. In
addition, the Committee of Sponsoring Organizations of the Treadway Commission
(COSO) has issued an internal control framework that, according to COSO, has gained
broad acceptance and is widely used around the world, including by U.S. NGOs and by
international organizations such as WFP. COSO was formed in 1985 to sponsor the
National Commission on Fraudulent Financial Reporting, an independent, private sector
initiative that studied the causal factors that can lead to fraudulent financial reporting and
developed recommendations for public companies and their independent auditors; the
U.S. Securities and Exchange Commission and other regulators; and educational
institutions. In 1992, COSO issued Internal Control—Integrated Framework to help
businesses and other entities assess and enhance their internal control. Since that time,
COSO'’s internal control framework has been recognized by regulatory standards setters
and others as a comprehensive framework for evaluating internal control, including
internal control over financial reporting. COSO updated its framework in May 2013 to
enhance and clarify the framework’s use and application. This framework introduced the
concept of principles related to five components of internal control. GAO revised the
standards—previously published in 1999—and adapted these principles in September
2014; the revised standards were effective beginning in fiscal year 2016. See GAO,
Standards for Internal Control in the Federal Government, GAO/AIMD-00-21.3.1 and
GAO-14-704G (Washington, D.C.: November 1999 and September 2014, respectively);
Committee of Sponsoring Organizations of the Treadway Commission, Internal Control—
Integrated Framework (2013).
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USAID Used Most of
202(e) Funding
Increase for Cash
Transfers, Food
Vouchers, and Local
and Regional
Procurement and
Used Multiple
Funding Sources with
Title Il

Figure 4: Components of Internal Control Framework Prescribed for Federal
Agencies and Widely Used by International Organizations

UControl environment ‘
URisk assessment ‘
D(Control activities ‘
D(Information and communication ‘
D(Monitoring ‘

Source: GAO based on Committee of Sponsoring Organizations of the Treadway Commission. | GAO-17-224

In fiscal years 2014 and 2015, USAID used most of the increased
proportion of Title Il funds authorized by the 2014 Farm Bill for 202(e) to
provide cash transfers, food vouchers, and local or regional procurement,
modalities the agency did not previously support through Title Il. USAID
has also used funding from other accounts to complement Title I
projects. USAID obligations of 202(e) funding increased from about $171
million in fiscal year 2012 to about $268 million in fiscal year 2015.
Obligations of 202(e) funding for cash transfers, food vouchers, and local
and regional procurement in fiscal years 2014 and 2015 constituted 75
percent and 96 percent, respectively, of the additional authorized 202(e)
funding that the agency utilized for those years. USAID has used funds
from accounts authorized by the Foreign Assistance Act, along with Title
Il funding, to implement and support projects. Moreover, it has
increasingly used funding from these accounts to cover the same types of
costs as are covered by 202(e) and in some cases has used funding from
these accounts as well as Title |l to provide cash transfers, food
vouchers, or local or regional procurement within a single project.
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USAID Used Most of the
Increase in 202(e)
Funding to Provide Cash
Transfers, Food Vouchers,
and Locally and
Regionally Procured
Commodities in Title Il
Projects

USAID used most of the 2014 Farm Bill’s increase in authorized 202(e)
funding (from 13 percent to 20 percent of total Title || appropriations) to
provide cash transfers, food vouchers, and locally or regionally procured
food for beneficiaries—modalities the agency did not previously support
through Title I1."® USAID obligations of 202(e) funding rose from $171
million in fiscal year 2012 to $268 million in fiscal year 2015. As table 1
shows, in fiscal year 2014, USAID’s obligations for these modalities
comprised 75 percent of the additional 202(e) amount it obligated under
the 2014 Farm Bill; in fiscal year 2015, USAID’s obligations for these
modalities comprised 96 percent of the additional obligated amount.
Specifically, USAID obligated $73.7 million in 202(e) funding in fiscal year
2015 for cash transfers, food vouchers, and local or regional
procurement—that is, 96 percent of the additional $77 million of 202(e)
funding available to the agency authorized by the 2014 Farm Bill.

19According to USAID, it has used cash transfers and food vouchers in projects where
markets are working, enabling the agency to prioritize in-kind aid for nutrition interventions
or where markets are less functional. USAID reported that it has used local or regional
procurement to become more cost-effective and timely in responding to food insecurity.
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Table 1: USAID Title Il Appropriations, Farm Bill Spending Limits, and 202(e) Obligations, Fiscal Years 2014-2015

Dollars in millions

2014 2015
Title 1l appropriation 1,466 1,466
13 percent of annual Title Il appropriations (maximum 202(e) funding authorized under the 191 191
2008 Farm Bill, but no longer in effect)
20 percent of annual Title Il appropriations (maximum 202(e) funding authorized under the 293 293
2014 Farm Bill)
USAID 202(e) actual obligation 266 268
USAID 202(e) obligation above the prior 13 percent spending limit contained in 2008 Farm Bill 75 77
202(e) obligation for cash transfers, food vouchers, and local or regional procurement 56.6 73.7
Percentage of additional 202(e) obligation used for cash transfers, food vouchers, and 75 96

local or regional procurement

Legend: 202(e) = funding provided under Title Il, Section 202(e), of the Food for Peace Act.
Source: GAO analysis of appropriations for the U.S. Agency for International Development (USAID) Title Il and USAID data. | GAO-17-224

Notes: The 2008 and 2014 Farm Bills authorized USAID to spend 13 percent and 20 percent,
respectively, of annual Title Il appropriation s to implement section 202(e) of the Food for Peace Act.

According to USAID officials, USAID 202(e) obligations include funding for development activities,
such as funding for activities to reduce monetization.

In addition to obligating the amounts of 202(e) funding shown, USAID obligated about $24.1 million in
202(e) funding to support commaodity distributions from the Bill Emerson Humanitarian Trust in fiscal
years 2014-2015. As reauthorized by the 2014 Farm Bill, this trust is an authority that allows USAID’s
Office of Food for Peace to respond to unanticipated food crises abroad when other Title Il resources
are not available.

As figure 5 shows, USAID obligations of 202(e) funding in fiscal years
2012 and 2015—including the portion of 202(e) funding provided for cash
transfers, food vouchers, and local or regional procurement beginning in
2014—were within the applicable 202(e) spending limits designated by
the 2008 (13 percent) and 2014 (20 percent) Farm Bills. In both fiscal
years 2014 and 2015, the 202(e) obligations were lower than the 20
percent appropriation limit of $293 million. During this period, 202(e)
obligations for commodity and development activities fluctuated slightly.
In addition, 202(e) obligations for cash transfers, food vouchers, and local
and regional procurement increased from about 21 percent of total 202(e)
obligations in fiscal year 2014 to about 28 percent in fiscal year 2015.
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Figure 5: USAID Title 1l 202(e) Obligations to Implement and Support Various
Assistance Modalities, Relative to Legislated Spending Limits, Fiscal Years 2012-
2015

Dollars (in millions)

300 = =
250 $56.6 $73.7
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2012 2013 2014 2015
Fiscal year

= 20 percent of annual Title Il appropriations (maximum 202(e) funding authorized under the 2014 Farm Bill)
= == 13 percent of annual Title Il appropriations (maximum 202(e) funding authorized under the 2008 Farm Bill)
I:I 202(e) obligations for cash transfers, food vouchers, and local and regional procurement

- 202(e) obligations for commodities and development activities

Source: GAO analysis of U.S. Agency for International Development (USAID) data. | GAO-17-224

Notes: The 2008 and 2014 Farm Bills authorized USAID to spend 13 percent and 20 percent,
respectively, of annual Title Il appropriations to implement section 202(e) of the Food for Peace Act
[202(e)]. For fiscal years 2014-2015, this graph shows the 20 percent maximum amount of 202(e)
funding authorized under the 2014 Farm Bill in comparison with the 13 percent maximum amount that
would have been in place had the 2008 Farm Bill limit on 202(e) funding remained in force.

According to USAID officials, USAID 202(e) obligations for commodities and development activities
includes funding to reduce monetization.

In addition to obligating the amounts of 202(e) funding shown, USAID obligated about $24.1 million in
202(e) funding to support commodity distributions from the Bill Emerson Humanitarian Trust in fiscal
years 2014-2015. As reauthorized by the 2014 Farm Bill, this trust is an authority that allows USAID’s
Office of Food for Peace to respond to unanticipated food crises abroad when other Title Il resources
are not available.

As table 2 shows, of the approximately $130 million of 202(e) funding that
USAID obligated for cash transfers, food vouchers, and local and regional
procurement in fiscal years 2014 and 2015, the majority was obligated for
local and regional procurement. USAID’s obligations of 202(e) funding for
local and regional procurement accounted for about 66 percent of its total
obligations of 202(e) funding for the three modalities in fiscal years 2014
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and 2015. Cash transfers and food vouchers accounted for approximately
25 percent and 9 percent, respectively, of USAID’s obligations during this
period.

______________________________________________________________________________________________________________________|
Table 2: USAID Obligations of 202(e) Funding for Cash Transfers, Food Vouchers, and Locally and Regionally Procured
Commodities in Title Il Projects, Fiscal Years 2014-2015

Food assistance modality Number of projects Amount obligated
Local and regional procurement 24 $86.1 million

Cash transfers 11 $32.4 million

Food vouchers 4 $11.8 million

Total obligated $130.3 million

Legend: 202(e) = funding provided under Title I, Section 202(e), of the Food for Peace Act.
Source: GAO analysis of U.S. Agency for International Development (USAID) data. | GAO-17-224

Note: USAID obligated 202(e) funding for cash transfers, food vouchers, or local and regional
procurement of food to six Title 1| development projects ($9.3 million) and 32 emergency projects
($121 million). Four projects implemented with Title || emergency funding included more than one
food assistance modality.

USAID has obligated 202(e) funding for some Title Il projects that
provided cash transfers, food vouchers, or locally or regionally procured
food but no U.S.-sourced, in-kind food aid. Before 2014, USAID obligated
Title 1l funding for projects that provided food commodities grown,
purchased, and shipped from the United States and obligated 202(e)
funding to cover the partners’ costs associated with administering these
projects.?® According to USAID officials, multiple Title Il projects can make
up a Title Il country program. In order to allow for the use of 202(e)
funding for cash transfers, food vouchers, or locally or regionally procured
food, a Title Il country program must include U.S. in-kind commaodities,
though each individual project within the Title Il country program is not
required to include U.S. in-kind commodities, according to those officials.
In fiscal years 2014 and 2015, USAID obligated a total of about $29.6
million for 202(e)-funded cash transfers, food vouchers, or local and
regional procurement in seven projects (four emergency projects and one
development project in fiscal year 2014, and two emergency projects in
fiscal year 2015) that did not include U.S.in-kind commodities. For
example, USAID obligated about $2.2 million in 202(e) funding in fiscal

20According to USAID officials, prior to fiscal year 2014, the agency did not fund cash
transfers, food vouchers, or local and regional procurement with 202(e) funding.
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year 2014 for a Title Il emergency project in Haiti that provided cash
transfers to beneficiaries, with no U.S. in-kind food aid. In fiscal year
2015, USAID provided about $2 million for an emergency project
implemented by the United Nations Children’s Fund in Niger that provided
locally and regionally procured food and no U.S.in-kind food aid. In
addition, in fiscal year 2015, USAID awarded $45 million in 202(e) funding
for a 5-year Title Il development project in Mali that did not include

planned U.S. in-kind food aid.?!

According to USAID, it has also used the increase in 202(e) funding, as
well as funding from other sources, to reduce monetization in Title I
projects. In 2011, we reported that USAID loses, on average, 24 cents on
every dollar spent through the process of monetization.?? According to
USAID officials, the use of 202(e) funds has allowed for a reduction in the
use of monetization in development projects, enabling the agency to pay
directly for the cost its partners incur and to increase the efficiency and
effectiveness of its food assistance projects. Table 3 shows USAID’s use
of monetization in Title Il development projects in fiscal years 2012

through 2015.

Table 3: USAID Monetization in Title Il Development Projects, Fiscal Years 2012-2015

2012 2013 2015
T%tal metric tonnage of U.S. in-kind food 438,360 251,130 410,233
ai
Metric tonnage monetized 230,870 74,130 74,630
Number of projects monetizing 25 6 3
Number of countries where USAID 13 4 1
monetized

Legend: Title II = Title Il of the Food for Peace Act.
Source: GAO analysis of U.S. Agency for International Development (USAID) data. | GAO-17-224

Note: Monetization is the sale of U.S. in-kind food aid (i.e., U.S.-donated commaodities) in local

markets to generate funds for implementing food aid projects.

2" fiscal year 2015, USAID distributed U.S. in-kind food as part of separate Title ||
projects in both Niger and Mali. For example, according to USAID officials, USAID has
provided Title Il emergency funding to WFP in Mali for general food distribution to severely
food insecure households. According to USAID officials, the agency complements this
WEFP project with Title Il and other funding sources to provide cash transfers and food
vouchers in areas where markets are functioning and food is available.

2In June 2011, we reported on the inefficiencies and adverse market impacts of

monetization. See GAO-11-636.
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According to USAID, in fiscal year 2014, the agency saved $21 million by
providing funds directly to implementing partners instead of using
monetization. For example, for fiscal year 2014, USAID approved an
approximately $13 million increase in the budgeted amount of 202(e)
funding to be provided to an implementing partner in Zimbabwe to replace
monetization. We found that the implementing partner used the 202(e)
funding to support activities such as livestock management and water
resources management (see fig. 6). According to USAID, the use of
202(e) funding in place of monetization will save the agency almost $10
million over the course of the 5-year project.

Figure 6: Development Assistance Activity Supported with 202(e) Funding in Zimbabwe

Legend: 202(e) funding = funding provided under Title I, Section 202(e), of the Food for Peace Act.
Sources: GAO analysis of U.S. Agency for International Development (USAID) documents; GAO (photos). | GAO-17-224

Cattle exiting dip tank that beneficiaries used to immerse livestock in liquid pesticides.

USAID Has Used Funding
Authorized by the Foreign
Assistance Act Along with
Title 1l Development and
Emergency Projects

Our review of USAID funding data shows that USAID has used funds
from two accounts authorized by the Foreign Assistance Act along with
Title Il food assistance projects. Since fiscal year 2013, the agency has
increasingly obligated funds from the Development Assistance account to
cover many of the same types of implementation costs as 202(e) funding
and to help reduce monetization. USAID has also used both Development
Assistance funds and 202(e) funding to provide food vouchers or local or
regional procurement in two Title Il development projects. In addition,
USAID has used funds from the IDA account as well as 202(e) funding to
provide cash transfers or local and regional procurement in a number of
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emergency projects. Figure 7 shows the locations of projects where
USAID used Title Il funding along with funding from the two accounts
authorized by the Foreign Assistance Act.

Figure 7: Locations of USAID Food Assistance Projects That Received Both Title Il Funding and Funding Authorized by the
Foreign Assistance Act in Fiscal Year 2014 or 2015

Democratic
Republic

Locations of projects that received funding authorized by Title Il of the
Food for Peace Act (Title Il funding) as well as funding from accounts
authorized by the Foreign Assistance Act

Afghanistan Nepal
Burkina Faso Niger
Burundi Pakistan
Central African Republic Philippines
Democratic Republic of the Congo Senegal
Guatemala Somalia
Haiti South Sudan
Kenya Sudan
Malawi Uganda
Mali Zimbabwe
Mauritania

Sources: GAO analysis of U.S. Agency for International Development (USAID) data; Map Resources (map). | GAO-17-224

Note: This figure shows the locations of projects managed by USAID’s Office of Food for Peace.
Other USAID bureaus and offices, including missions, may also provide funding authorized by the
Foreign Assistance Act for food assistance projects in countries with Title II-funded projects.
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With regard to funding for development projects, according to USAID
officials, the agency uses funding from the Development Assistance
account for many of the same types of implementation costs for Title Il
development projects that 202(e) funding covers, including implementing
partners’ staff salaries, office and program supplies, and equipment,
among other expenses. USAID provides Development Assistance
account funds along with Title || development funding for projects either
through a single award or through separate awards. According to USAID,
it provides these funds in part to reduce monetization in Title Il
development projects by paying directly for the costs its partners incur.?
As table 4 shows, USAID obligations from the Development Assistance
account in support of Title Il projects increased from $25 million in fiscal
year 2013 to $62 million in fiscal year 2015.

Table 4: USAID Obligations from Development Assistance Account in Support of
Title Il Development Projects, Fiscal Years 2013-2015

2013 2014 2015
Development Assistance account $25 million $57 million $62 million
obligations
Number of Title || development 6 10 12
projects

Legend: Title II = Title Il of the Food for Peace Act.
Source: GAO analysis of U.S. Agency for International Development (USAID) data. | GAO-17-224

Notes: According to USAID, it did not obligate Development Assistance funds to support Title Il
projects in fiscal year 2012.

In fiscal year 2015, USAID obligated a total of $11 million in Development Assistance funds to two
projects in Nepal; however, because these projects did not receive Title Il funding, we excluded them
from our analysis.

For example, in fiscal year 2014, USAID began a 5-year, $60 million
development project in Malawi, budgeting $40 million in Development
Assistance funding and $20 million in Title Il funding, including $4 million
in 202(e). USAID’s implementing partner used Development Assistance
funds for support costs such as staff salaries, office supplies, and
veterinary kits as well as for local procurement of food that it provided to

23According to USAID officials, the agency uses Development Assistance funding in
countries where it also implements Feed the Future activities. Feed the Future is the U.S.
government’s global hunger and food security initiative that seeks to partner with
governments, donors, the private sector, and civil society in selected countries to ensure
sustainable progress against global hunger. As of January 2017, Feed the Future
operated in 19 countries. For more information, see GAO, Global Food Security: USAID Is
Improving Coordination but Needs to Require Systematic Assessments of Country-Level
Risks, GAO-13-809 (Washington, D.C.: Sept. 17, 2013).
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beneficiaries in exchange for their labor to build community assets (see
fig. 8).

Figure 8: Title Il Development Project Providing Tree Seedlings for Erosion Control,
Malawi

S,

Legend: Title Il = Title Il of the Food for Peace Act.
Source: GAO. | GAO-17-224

In addition, since fiscal year 2014, USAID has used both Development
Assistance funds and 202(e) funding to provide food vouchers or local
procurement in Title || development projects in two countries. In Haiti,
USAID obligated over $4 million in 202(e) funding and budgeted about $3
million in Development Assistance account funds to provide food
vouchers in a Title Il development project in fiscal years 2014 through
2015.2* According to USAID officials, the 202(e)-funded and Development
Assistance account—-funded food vouchers targeted different regions in

24Development Assistance funding for this modality represents budgeted or planned
funding. USAID was not able to provide a breakdown of Development Assistance
obligations by modality for this project as of January 2017.
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Haiti and thus the beneficiaries did not overlap. USAID officials added
that this was the 