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Results in Brief

GAO’s Analysis

Executive Summary

According to FAS guidelines, to be eligible for the program, a U.S. agricul-
tural commodity group must {1) have been adversely affected by a for-
eign unfair trade practice, (2) a commodity must be in adequate supply,
and (3) if processed, be at least b0-percent U.S. origin, with preference
given to commodities of 100-percent U.S. origin. Section 1124 gives pri-
ority consideration to U.S. commodities which received favorable deci-
sions under Section 301 of the Trade Act of 1974 or have been adversely
affected by retaliatory actions related to such decisions.

Agriculture is implementing TEA with insufficient accountability and
management controls, showing little evidence of applying consistent
application solicitation, funding allocation, participant contribution
level, and evaluation criteria. These problems take on additional signifi-
cance with the tripling of the annual TEA minimum required funding
level in the program’s latter 2 years.

Solicitation of
Applications Limited

At the inception of the TEA program the principal means of public dis-
semination involved press releases and articles in trade journals.
Although enacted in December of 1985, TEA was not announced in the
Federal Register until April 1987; requests for applications and a com-
plete list of funding allocation criteria were not announced until June
1987, in time for the fiscal year 1988 funding cycle.

Some potential applicants, especially smaller private firms, complained
that they were unaware of TEA or unsure of requirements to apply until
after the application deadline. Former or current participants in the
Cooperator Market Development program appear to have had an advan-
tage in receiving TEA funds over non-participants, because of their previ-
ous relationship with Fas,

Funding Allocation Not
Clearly Documented

FAS bases allocations upon a variety of criteria but has not adequately
documented how it has applied or prioritized that criteria. This makes it
difficult to ensure that the TEA funds were allocated equitably among all
qualified applicants. In addition, in some cases, the TEA application con-
tains insufficient information for Fas to adequately judge the feasibility
of the proposed funding.
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Executive Summary

Views of Agency
Officials and GAO
Evaluation

market analyses for program commodities and countries to ensure that
TEA funds are allocated to achieve the greatest benefit.

Establish reasonable participant contribution levels and document the
justification for the form and level of all contributions according to spe-
cific eriteria in the TEA program guidelines.

Include specific guidance in the TEA guidelines for conducting TEA evalu-
ations and time the funding decisions to incorporate the results of the
TEA evaluations for the previous fiscal year. Document the progress and
results of the evaluations including their impact on the funding decision.

GAO did not obtain agency comments on this report. The draft report was
reviewed by agency officials responsible for the program, and their
views were considered and incorporated where appropriate.

ras officials stated that the report was factually correct and provided a
very clear and accurate account of how the program operates. They
stated that our recommendations were worthy of serious consideration
but that they would not accept or reject them at this time.

ras officials were concerned that the report created the impression that
¥as had no viable system in place to administer program funds. They
stated that aithough documentation was important, it would not in itself
ensure that funds were allocated equitably. They believed they had a
workable management system, but would review carefully our points on
documentation. They also acknowledged that ras has considered using
means other than market development to implement the program due to
the increased minimum funding level requirement in 1989 and 1990, but
emphasized they would have no problem allocating the full amount.

FAS generally supports the need to establish program evaluation criteria
and apply evaluation results to funding allocation decisions.

GAQ believes that FAS does not provide adequate documentation for its
funding allocation decisions. The lack of documentation makes it diffi-
cult to assess whether funding criteria were applied equitably and con-
sistent with FAS criteria. FAS needs to establish a management approach
that includes adequate information and documentation on major deci-
sions to ensure effective and efficient program operation, and prevent
potential abuse.
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TEA Program Modeled
After Cooperator
Program

Chapter 1
Introduction

superviston, and execution of approved market development projects.
Section 1124 gives priority consideration to U.S. agricultural commodi-
ties that have received a favorable decision under Section 301 of the
Trade Act of 1974 or have been adversely affected by retaliatory
actions related to such decisions.

Agriculture has chosen to implement the TEA program as a foreign mar-
ket development program modeled after its existing Cooperator pro-
gram' for several reasons. First, ras contended that market development
activities were not being adequately funded under the Cooperator pro-
gram. The Assistant Administrator of ras for Commodity and Marketing
Programs stated that ras decided not to use TEA funds for export subsi-
dies like the Export Enhancement Program (EEP) does, because FAS
wanted to retain control of the program and avoid the interagency
approval process required under the EEP.

Second, Fas wanted TEA to assist such high value horticultural crops as
fruits and nuts, whose commodity groups claimed that their export
problems had not been addressed in recently established export pro-
grams. These groups maintained at congressional hearings that pro-
grams under recent farm bills had mostly focused on the bulk
commodities such as wheat, corn, and rice. Third, Fas believed that, as a
market development program, TEA would be less likely to be considered
an export subsidy.

3Section 301 of the Trade Act of 1974 expanded the President’s diseretionary authority to respond to
unfair trade practices of foreign governments. The President can respond to any act, policy or prac-
tice of a foreign government which he determines to be unjustifiable, unreasonable, or discriminatory,
or contrary to an existing trade agreement obligation. The statute also alilows the private sector to
petition the TL8. government to act in its behalf against unfair practices.

TThe Agriculture Trade Developiment and Assistance Act of 1954 (Public Law 480), as amended, and
the Agriculture and Food Act of 1981 (Public Law 97-98), as amended, authorized market develop-
ment activities and the use of federal funds to develop, maintain, or expand foreign markets for U.S.
agricultural commodities. FAS determined that this should be accomplished through private, non-
profit agricultural organizations, known as cooperators, which should be required to share in the
financial expense of the market development programs. See our March 1987 report, Review of Effec-
tiveness of FAS Cooperator Market Development Program, (GAOQ/NSIAD-87-89) for details on the
Cooperator programn.

In May of 1985, the Secretary of Agriculture announced the establishment of the EEP under which
the CCC was to make available over a 3-year period bonuses to U.S. exporters to expand sales of
specific 1.5, agricultural commodities in specitic markets. In practice, the bonuses were subsidies-in-
kind to enable exporters to lower the prices of their commodities to be competitive with subsidized
foreign agricultural exports. As of April 1988, Agriculture has awarded $2 billion in bonuses at mar-
ket value. See our March 1987 report. Implementation of the Agricattural Export Enhancement Pro-
gram (GAO/NSIAD-87-T4BR). o
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Chapter 1
Introduction

consumer promotion, which is designed to change consumers’ attitudes
toward or make them aware of the advantages of U.S. agricultural prod-
ucts. The majority of the TEA projects have been consumer promotion
only or consumer promotion in combination with technical assistance
and trade servicing.

During fiscal years 1986-88, FAS entered into a total of 117 agreements
with program participants over the 3 years. (Appendix I lists TEA par-
ticipants and funding levels.) In fiscal years 1986-88 about 60 percent of
the TEA projects have taken place in Asia, approximately 30 percent in
Western Europe, and the remaining in other parts of the world. Exam-
ples of TEA projects in fiscal year 1987 include:

The California Avocado Commission found that Japanese consumers are
generally not sure of the uses of avocados. The Commission placed the
avocado in the vegetable section of Japanese stores and advertised the
avocado’s nutritional qualities, potential uses and proper handling (con-
sumer promotion) ($420 thousand).

The Florida Department of Citrus is stressing the sweetness and juici-
ness of Florida grapefruits through TV and print media, public relations,
in-store demonstrations and displays, and food service activities in
Western Europe, the Pacific Rim, and Canada (consumer promotion) ($7
million).

The U.S. Feed Grains Council is conducting activities worldwide, partic-
ularly in China and South Korea, including sending grain samples (trade
servicing); conducting educational programs on the U.S. marketing sys-
tem, quality, and standards in selected emerging markets (technical
assistance); demonstrating feed preparation and use at existing feed
milling and production units in China (technical assistance); consurmer
promotion campaign ($2.8 million).

The Leather Industries of America are conducting activities in Asian
and Western European countries including trade show participation
(technical servicing); printed media promotion in trade journals and
research studies to identify markets and develop effective themes (con-
sumer promotion) ($1.5 million).

The U.S. Meat Export Federation is conducting activities in Japan, Hong
Kong, Taiwan, the Middie Fast, Western Furope and the Caribbean
which are concentrating on educating consumers about the quality of
[1.S. meats and influencing the media and opinion leaders. This is being
done through advertising in electronic and print media and product sam-
pling, seminars, menu promotions, and fairs (trade servicing activities)
($7 million).

Page 11 GAO/NSIAD-88-183 Agricultural Trade



TEA/Export Incentive
Program (EIP) Agreements

TEA/High Value Export
Incentive Program
(HVEIP) Agreements

Use of CCC Generic
Certificate Premiums

Chapter 1
Introduction

under the producer’s brand name. Generic promotion may or may not
identify the product as being of U.S. origin and its goal is to expand the
entire market for the product, including U.S. and foreign sellers.

This agreement is between the ¢cc and private profitmaking firms
which promote only brand identified products. Through fiscal year
1988, four commodities have qualified for EIP; citrus, almonds, mink,
and processed corn. (See ch. 3) Commodities qualify as EIP's if they do
not have a nonprofit organization to represent them or their coopera-
tors’ membership does not encompass a large enough portion of the U.S.
market.

TEA/HVEIP agreements are between the ccC and U.S, nonprofit or state-
related organizations which promote both generic and brand identified
high value agricultural commodities and products. The agreement
defines commodities and products as any U.S. produced brand identified
food, beverage, seafood, food supplement, or pet food. Consumer-ready
products, such as fresh fruits and vegetables, are eligible but reimburse-
ment is limited to the activities that promote the U.S. exporter’s brand.

The TEA/HVEIP program is administered through four cooperators repre-
senting the state departments of agriculture. rFas has been working with
these cooperators on generic promotion for about 15 years to facilitate,
centralize and coordinate the states’” efforts with those of FAS to export
agricultural commodities. They are (1) Western U.S. Trade Association
(WUSATA), (2) Eastern 1.8, Agricultural and Food Export Council
(EUSAFEC), (3) Southern [7.5. Trade Association (SUSTA), and (4) Mid-
America International Agri-trade Council (MIATCO). Each council does
its own generic promotion. The councils apply for TEA funds to FAS and
administer brand identificd promotion by working with the state depart-
ments of agriculture and private profit making firms in the states within
their region. The firms apply for TEA funds through the export councils
and work with their respective state departments of agriculture to for-
mulate marketing strategies

The TEA provisions of the Food Security Act of 1985 require the Secre-
tary of Agriculture to use ¢cC commodities or funds to carry out the
program. Commodities are provided to program participants in the form
of generic commodity certificates, which are negotiable financial instru-
ments, that can be redeemed for ccc owned commodities, exchanged for
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Chapter 1
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We interviewed FAS officials responsible for management and oversight
of TEA and reviewed FAs documents and files pertaining to the solicita-
tion, review, approval, funding, monitoring, and evaluation of the pro-
gram. We also consulted with governmental and private sector
evaluation experts regarding evaluation methodologies. We interviewed
TEA program participants. We also 1nterv1ewed members of uspa’s Office
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We attended the annual 1.S. Agricultural Export Development Council
IﬂﬁE‘tlIlgb inN ovember IU()O d.n(l w(}vemuer 1801 and me internationai
Food Show sponsored by the National Association of State Departments
of Agriculture in April 1987, where we discussed issues concerning TEA
and market development with federal and state government and private
sector participants. We also talked with TEA participants from coopera-
tors, cooperatives, trade associations, state-related organizations, and
private firms. We reviewed the UsDa's Office of Inspector General's
Audit of the TEA program released in March 1988. Whenever possible,
we coordinated our TEA review with that of the Office of the Inspector
General.

Our work was conducted in accordance with generally accepted govern-
ment auditing standards.
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Chapter 2
TEA Program Implementation
Lacks Accountability

Once the unfair trade practice has been verified and the commodity and
applicant eligibility confirmed, the cognizant commodity division head
pools all of the division’s approved applications and conducts a series of
meetings with marketing analysts to determine funding allocation levels
for each applicant. The divisions compile these funding recommenda-
tions into a one or two page internal document called the TEA proposal.

All divisions submit their TEA proposals to the ras Commodity and Mar-
keting Programs Assistant Administrator and Deputy Assistant Admin-
istrator, who weigh all individual funding proposals from the divisions
and make their own funding recommendation for each proposal. These
recommendations go next to the Undersecretary for International
Affairs and Commodity Programs, who has the authority to accept or
reject the final funding decisions.

Once the UnderSecretary makes the final funding decision, the Office of
the Commodity and Marketing Programs Assistant Administrator, or
Marketing Program Staff (Mps), drafts TEA program agreements to be
signed by the Administrator of FAS and the participants, and notifies the
participants of the disposition of their applications. TEA program agree-
ments describe the performance obligations and financial contributions
of each party. TEA participants are encouraged to contribute matching
funds for some percent of the amount of TEA funds they are allocated.

The commodity divisions then request from the applicants their activity
plans, which are annual planning documents containing the details of
how TEA activities will be implemented and budgeted. The budget
includes both the ccc supplied funds and TEA participant funds that are
to be spent in carrying out the activities. Upon receipt of an activity
plan, MPS reviews and approves it and sends a copy to U.S. foreign agri-
cultural attaches in countries in which TEA activities are to take place.
The attaches provide ras with their assessment of the feasibility of the
proposed TEA activities.

An approved activity plan actually authorizes the expenditure of TEA
resources available under the TEA program agreement. Upon approval of
the activity plan, Fas releases an advance equal to 40 percent of the
amount of the TEA funds budgeted in the current fiscal year’s activity
plan and the balance of the allocated funds is available on a reimburse-
ment basis; that is, participants spend the funds available in their activ-
ity plans, then request reimbursement from ras. Participants can elect to
receive their advance in 10 percent increments during the period cover-
ing the advance. Each increment must be spent within 90 days or be
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TEA Places
Administrative
Burden on FAS

Efforts to Solicit TEA
Participants Are
Limited

Chapter 2
TEA Program Implementation
Lacks Accountability

Senior FAS management officials responsible for the day to day operation
of the program state that they do not have enough staft to operate the
TEA program with sufficient management controis and that TEA applica-
tions are often reviewed inadequately and approved with great uncer-
tainty. The Mps administers both TEA and the Cooperator Market
Development programs. The TEA program was administered without
benefit of additional authorized staff from March 1986, after the pas-
sage of the Food Security Improvements Act of 1986, to July of 1987
when a budget supplemental was passed. Fas had requested the budget
supplemental in July 1986, but it was not passed until a year later in
July 1987,

It is difficult to determine precisely what portion of FAS resources are
devoted to the TEA program since almost any issue dealing with market-
ing or trade could be considered related to TrA. Realizing these limita-
tions, MPS estimates it spends approximately 70 percent of its time
administering TEA and 30 percent on the Cooperator Program, while the
marketing branches of the commodity divisions spend from 50 percent
to 90 percent of their time on TEA.

In fiscal year 1986, the program’s first year, TEA funds were not actually
available until the passage of the Food Security Improvements Act in
March. Agriculture informed potential participants through the trade
press, advertising, and other news media. There was no formal TEA
announcement in the Federal Register. Cooperators and larger organiza-
tions were aware of TEA through their congressional sources during the
debates on the Food Security Act of 1985 and their relationship with ras
through the Cooperator Market Development program and other FAS
export programs. TEA applications were accepted throughout the last
half of the fiscal year on a first-come, first-served basis.

For the fiscal vear 1987 Tea authorization, Fas did announce and
describe TEA in the Federal Register in April 1987 but, due to FAS time
constraints and staff shortages, ras did not solicit applications or include
an application deadline as it had originally intended. Also, FAS had
received TEA applications in excess of available TEA funds by the time it
placed the TEA announcement in the Federal Register. Fas approved
about 31 percent of the applications individually on a first-come first-
served basis. The balance was approved all at once as a package, com-
paring one to the other, both to make the process more equitable and
because the application amounts were in excess of available TEA funds.
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Chapter 2
TEA Program Implementation
Lacks Accountability

Eligibility Rules Allow
Variety of
Participants/Activities

its benefit to help develop program guidelines, not to allow participants
to have an impact on those guidelines, this system gives PROC committee
members an advantage in influencing the contents of the TEA guidelines.

The elimination of an unfair trade practice, in most cases, is not the
focus of the TEA program. Due to the lack of a specific definition of
unfair trade practices other than subsidies, USDA interprets unfair trade
practices broadly. In addition, FAs does not require TEA promotions to
take place in a country imposing an unfair trade practice.

FAS constders virtually any restriction on imports of U.S. agricultural
products an unfair trade practice. Other than section 301 cases, USDA
does not prioritize unfair trade practices either by actual or potential
damage to U.S. exports. This broad definition allows participants to
qualify for TEA in virtually any foreign market for a variety of
commodities.

According to the Assistant Administrator for Commodity and Marketing
Programs, Fas is allowing TEa commodities to be promoted in countries
other than those imposing the unfair trade practice, FAs defines
“counter” as promoting the commodity suffering a loss in the same
country imposing the unfair trade practice and “offset”” as promoting
the commodity in a second country to compensate for the effects of the
unfair trade practice in the first country. FAS has chosen to concentrate
its efforts on offsetting rather than countering because if a country’s
trade barriers are severely limiting, market development in that country
would have minimal impact. For example, for fiscal year 1987, to help
offset the adverse effects of the European Community’s tariff prefer-
ences and Korea’s import restrictions, the California Avocado Commis-
sion proposed using TEa funds to expand sales in Japan, where it has
been successfully promoting avocados since 1977.

Agriculture gives commodities affected by section 301 cases priority by
making them automatically eligible for TEA, though not necessarily for
the amount requested by the applicant. According to the TEA provisions
of the Food Security Act of 1985, commodities which have received
favorable 301 decisions or for which exports have been affected by
rctaliatory actions related to a favorable decision are given priority.

The term “favorable decision’ does not appear in section 301 of the
Trade Act of 1974, FAS elected to consider a favorable 301 decision as a
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Chapter 2
TEA Program Implementation
Lacks Accountability

Commodity

Participant

Total U.S. exports worldwide measured in both the dollar value and
quantity of the commodity for the most recent 12 month period.
Nature of the unfair trade practice and the country imposing it.
Total dollar value of the actual or potential export loss over a certain
period, usually 10 years and average annual loss based on this same
figure.

Origin of the commodity or product and adequacy of supply.

Statement of the extent to which the cooperator or firm represents the
industry nationwide.

Resources and ability to fund project.

Market development experience.

TEA Proposal

Amount and duration of funding.
Contribution of U.S. participant and foreign third party*.

Proposed Program

Expected value of increased U.S. exports of commodity.

Benefit/cost ratio.

Short description of the activities and countries in the TEA project.
Amount of funds requested as well as the division recommendation.
Extent to which premiums or interest received on generic certificates
have been applied to market development activities.

Applicant’s current spending status of any previous year’s TEA
allocation.

Brief discussion of the status of evaluations of prior or current year TrEA
activities.

Prior year TEA funding.

Current year cooperator market development or Eip funding.

In our review of the 1A commodity files, we found they often did not
contain the complete picture of how and why one commodity received
more funding than another. One Fas official stated that some of the
transactions with 1A applicants consisted of undocumented phone con-
versations and informal notes.

*According to TEA guidelines, « third-party participant is a foreign government or private organiza-
tion which has entered into @ TEA or TEA/EIP program agreement with a 1.8, participant to assist in
promoting the export of U5, agricultural commaodities. These third parties are encouraged to contrib-
ute to the projects in which they participate.
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Chapter 2
TEA Program [mplementation
Lacks Accountability

The Activity Plan Is
Not Required to
Allocate Funds

applicants were necessarily biased in favor of the applicants. The offi-
cial said that such statistics were important but could not stand alone
and that FaS used them in a very broad manner to obtain an overview of
the market situation while keeping in mind the biases and noncom-
parability of the numbers.

In some cases, FAS commodity divisions did compare their own trade sta-
tistics to those of the applicants to make some determination as to
whether the markets in question were experiencing decreasing exports
or to verify export value numbers and estimate expected export gains
from the program. But ras does not necessarily perform indepth market
analyses of the commodities and countries in which TEA promotions are
to take place. The TEA application is not always country-specific, some-
times mentioning only a region such as Europe. The detail necessary to
do such an in-depth analysis is not usually in the application but is con-
tained in the activity plan, which is received after the funding allocation
decision.

The activity plan should be an important tool for FAs to use to judge the
feasibility and potential success of the proposed activity and the reason-
ableness of the amount of funds being requested. Although funds are
not released until after approval of the activity plan, it has no signifi-
cant impact on the allocation amount. Instead, ras’ allocation decision is
based upon the contents of the TEA application, in some cases a rela-
tively brief description of the project.

For example, the U.5. A, Poultry and Egg Export Council submitted a 5-
page narrative application for fiscal year 1986 to conduct a $7-million
market development program (the first year of a multi-year project) in
Japan, Hong Kong, and Singapore; and a $3-million program in Egypt,
Iraq, Saudi Arabia, Kuwait, United Arab Emirates, Yemen and Bahrain.
The application identified poultry as a Section 301 case, covered the
nature of the foreign unfair trade practice, provided some poultry trade
data and described generally the Council’s proposed consumer promo-
tion campaign. The application did not offer details on how the TEA
funds would be spent to carry out the project.

In contrast, the Council’s activity pian included a breakdown of the
funds budgeted per country, the third-party contribution, and the par-
ticipant contribution (this is often in the application as well). Also
included is the amount budgeted for media and promotion materials,
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Chapter 2
TEA Program Implementation
Lacks Accountability

Implications of
Increased TEA
Funding Authorization

TEA’S required minimum funding level will almost triple in fiscal years
1989 and 1990 to $325 million a year, (up from $110 million for each of
fiscal years 1986, 1987 and 1988). The increased funding generates sev-
eral important questions.

Do ras and participants have the capacity to manage the TEA program on
an expanded basis?

Can the existing participants use such a major increase in funding by
expanding their current projects or creating new ones?

Can ras find new participants to absorb the increase?

Should the existing standards for TEA eligibility, funding and allowable
expenditures be broadened to ensure the use of expanded TEA funds?
Can participants continue to contribute the same ratios?

FAS 1s considering several options for handling the increased funding.
Because TEA funds currently cannot be used for administrative support
domestically or abroad, Fas may expand the types of expenditures
allowable, such as covering more travel or the salaries and living
expenses of participant employees overseas. A more significant and less
likely change being examined by ¥as is to implement TEA through a vehi-
cle other than market development.

FAS is concerned that, to compensate for lack of staff and expertise, par-
ticipants will contract out their projects to consultants and advertising
firms to a greater extent creating control problems for both the partici-
pants and ras. Since contractors often do not keep proper records or fol-
low TEA guidelines as closely as TEA participants, increased use of
contractors would make it difficult for Fas to perform compliance
reviews and ensure that funds are spent effectively and properly. Simi-
larly, the more that participants carry out their projects through consul-
tants and other outside parties, the less direct influence they have over
the effectiveness of those projects.

The Director of the ras Compliance Review Staff stated that contractors
hired by TEA participants to carry out their activities have provided
inadequate documentation on how they actually spent the TEA funds,
and therefore participants have in turn provided the Compliance
Review Statf with inadequate documentation on TEA expenditures. In
addition, the Director maintained that consultants hired by TEA partici-
pants have charged fecs well above the accepted rate of a GS-15 or $250
per day rate. Fas has informed participants that it lacks the staff and
resources to provide program information and guidance to consultants.
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Chapter 2
TEA Program Implementation
Lacks Accountability

Views of Agency
Officials and Our
Evaluation

conduct ongoing, in-depth marketing analyses for all TEA commodities
and their countries or regions of promotion to ensure that TEA funds are
allocated for those commodities and markets with the greatest potential
for successful market development; and

provide all TEA participants with an opportunity to review and comment
on proposed TEA guideline additions and changes, including a written
record of any such proceedings.

Ga0 did not receive agency comments on this report but agency officials
reviewed the draft report and their views were considered and incorpo-
rated where appropriate.

Fas officials stated that adequate documentation in itself does not
ensure that funds are allocated equitably and that Fas’ 30 years of mar-
ket development experience was more significant than any level of doc-
umentation. They believed that their program management, including
periodic reviews by the Compliance Review Staff, was viable. However,
they stated that they would carcfully review our points on
documentation.

Fas officials maintained that, although TEA was an increased burden on
Fas staff and was straining its resources, this was not a serious problem.

Fas officials stated that the PrOC was not a formal system by which par-
ticipants could comment on the program, but an aid to Fas in formulating
and changing program guidelines. However, they conceded that some
formal participant advisory input on program guidelines might be
appropriate. Fas officials acknowledged that they had considered means
other than market development to implement the program, due to the
tripling of the minimum funding level requirement in 1989 and 1990.
However, they emphasized that they would have no problem allocating
the full amount for both years.

We believe that FAS management of the TEA program does not adequately
document funding allocation decisions. This lack of documentation
makes it difficult to assess whether FAS funding criteria were applied
consistently and equitably among program participants. TEA partici-
pants that are not members of the USAEDC cannot participate in the PrROC,
an informal group of UsaEDC members and FAS upper management which
has input into TEA guideline changes and additions. FAS lacks a formal
TEA participant advisory group which gives all TEA participants an
opportunity to review and comment on proposed TEA guideline additions

Page 29 GAQ/NSIAD-88-183 Agricultural Trade



Chapter 3

FAS Management Controls in Two Key Areas

Are Inadequate

Participant
Contributions

TEA Participants

We found that FAS management controls over two additional areas which
could have a significant impact on TEA funding level allocations and
activities need improvement. First, contribution level requirements vary
among participants and justifications for such variations are not ade-
quately documented. Second, Fas has not closely monitored the nonprofit
trade associations’ brand identified promotion resulting in some poten-
tial TEA participants not receiving information about the program.

Neither the provisions of the legislation authorizing the TEA program nor
the TEA guidelines specify the amount of contributions required of the
participant. FAS contribution guidelines for the TEA/EIP and TEA/HVEIP are
more specific.

rAS has not documented the reasons for the variation in level and form
of contribution among TA participants. The participant’s contribution
level is specified in each 1A program agreement. The amount of the
contribution is a judgement made by Fas and depends, in part, on the
participant’s past productivity and sales. The participant will often
offer to contribute a certain amount in its TEA application and ras will
take this into consideration. The contribution can be in the form of cash
or in goods and services.

At a minimum, the participants are expected to make a cash contribu-
tion which consists of cash outlays for domestic support such as person-
nel expenses, office equipment and rent. The other type of contribution
1s what FAs TEA guidelines refer to as “goods and services contributions”.
These are the participant’s estimate of contributions made by a U.S.
industry member for which the TEA participant made no cash reimburse-
ment. For example as part of its TEA project, a trade association may
tour an industry member’s facility. The resources expended by the
industry for that tour without reimbursement by the trade association,
could be claimed as a goods and services contribution by the TEA partici-
pant. These contributions are in many cases estimates, and therefore are
difficult to verify.

Fas stated that there is no consistent requirement for matching contribu-
tions in cash or goods and services because TEA participants represent
injured industries which cannot always afford to contribute a set
amount. Participant contribution levels have varied. One participant
contributed only goods and services in the first year of the program
while receiving $9 million in TEA funds that year. Participants may also
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TEA/EIP contribution requirement is more liberal because the commodi-
ties represent injured industries.

TEA/HVEIP Participants

TEA/HVEIP involves no goods and services contributions, only cash. The
contribution is basically a cash matching fund system. The TEA/HVEIP
guidelines state that up to 50 percent of participants’ promotional costs
may be reimbursed by ras. In practice, private profitmaking participants
have generally been reimbursed for 50 percent of their TEA promotional
cOsts.

Third Party Contributions

According to TEA guidelines, third-party participants are encouraged to
contribute substantially to all projects in which they participate. There
is, however, no requirement that they contribute. Qur March 1987
report on the effectiveness of the Cooperator Market Development pro-
gram, (GAQ/NSIAD-87-89 ) criticized FaS verification of third-party contribu-
tions, noting that cooperators have inflated these contributions in the
applications.

In its March 1988 Audit Report on TEA, the uspa Office of the Inspector
General (01G) criticized ras for the lack of signed agreements between
third-party participants and TEA applicants upon submission of the
activity plan. The 016 contended that, since ras allows TEA participants
to submit third-party contribution figures as part of their justification
for TEA funding, such figures should be verifiable by signed contracts.

FAS maintains that such agreements would expose participants to unnec-
essary financial risks, as they would be binding while TEA funding was
still uncertain (Fas can reduce the TEA allocation based upon the activity
plan). However, FAS agrees with the 016 that the method by which third-
party contribution levels are derived and the identities of the parties
involved should be documented in writing, subject to audit, and reported
to FAs at the end of the activity plan year.

The 016 has also criticized Fas’ reimbursement policy for TEa/EIP partici-
pants and third-party contributors. TEA/EIP private firms submit vouch-
ers to Fas for authorized expenditures on their TEA projects, and FAS
reimburses them as much as 75 percent of the total submitted amount.
However, FAs will also reimburse the TEA/EIP participants the same per-
centage for the activities and expenses of the third-party participant on
the project.

Page 33 GAQ/NSIAD-88-183 Agricultural Trade



Chapter 3
FAS Management Controls in Two Key Areas
Are Inadequate

Conclusions

members. At the November 1986 workshop with the USAEDC, FAS stated
that:

“Cooperators would have to assume the same burden currently assumed by FAS of
announcing the availability of a US brand-identified program to every conceivable
US participating firm — through trade journals, private mailings, newspapers,
trade associations, ete. Cooperators may not limit participation to firms who are
members of their organization.”

In delegating the administration of brand identified promotion under
TEA to the nonprofit participants, FAS remains responsible for ensuring
the quality of that administration. Some potential applicants have com-
plained that they did not receive adequate or timely information about
the TEA program from their cooperators. In the walnut industry, some
private profitmaking firms who were potential TEA applicants through
their cooperator, the Walnut Marketing Board, complained that a few
larger firms also members of the Board monopolized the TEA funds avail-
able for brand identified promotion and that they were denied an equal
chance to apply for funds.

Brand identified promotion has some advantages in that it provides
additional exposure to foreign markets for the firms that will ultimately
be making the sales. Some foreign markets may also prefer brand identi-
fied products on certain types of commodities, making brand identified
promotions relatively more effective,

Using U.S. government funds for brand identified promotion is some-
what problematic. Market development is geared toward long-term mar-
ket expansion, not immediate sales, Unless there is very wide promotion
of [J.S. firms in a market, brand identified promotion gives receiving
profitmaking firms a potentially unfair competitive advantage over
firms not receiving TEA funds.

Contributions vary among participants both in magnitude and from cash
to goods and services but ¥as does not document the basis for its
required contributions. Third-party contributors are not adequately
identified in activity plans and the method by which such contribution
levels are derived is not fully documented. According to both the USDA
0IG and the Fas Compliance Review Staff, this lack of third-party contri-
bution documentation has resulted in one TEA/EIP participant being reim-
bursed for third party contribution expenditures it did not incur.
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Evaluation of market development efforts has historically been difficult
for Fas due to the multiple variables that affect U.S. access to foreign
markets and the many types of market development projects. These fac-
tors make it difficult to design evaluations that adequately reflect the
impact of market development. However, program evaluation can be
used as a management tool to determine whether particular TEA market
development activities are accomplishing the specific objectives set out
in activity plans without addressing the more global issue of whether
the activity has increased U.S. exports. A participant’s final or interim
TEhA evaluation results can also be applied toward future funding alloca-
tion decisions.

In order to ensure arms-length objectivity, Fas8 is requiring that periodic

evaluations be carried out by independent third parties hired by the TEA
participants. Under the TEA/EIP and TEA/HVEIP, FAS is not requiring inde-

pendent third-party evaluations but only that participants provide

export data for the proposed commodities and countries before and
after the completion of their TEA projects. Fas states this is due to the

prnnmnfnrv nature of the prnmnhnn al stratesies of nrofitmaking firms

yprietary nature of otional strategies of profitmaking firms
and the fact that these participants make matching cash contributions.
hough FAS is requiring evaluations of most TEA participants, it has
provided virtually no guidelines on what constitutes an independent
t ird-party or on evaluation criteria, scope, purpose, or cost limitations.
'L 11 IULL‘IlLly, FAS l[l(tllt’ no lU[ llldl LUIUIBLLIUI[ Ut‘LWBEll Lllt, EleudLlU[l
1equ1rement and future funding allocation decisions. This lack of guid-
ance has created confusion among participants as to the proper elements
and overall purpose of the TEA evaluations and has undermined the
importance of program cvaluation in general.

In the late 1960s, FAS usu:l advertising, industry and media experts to
conduct lengthy internal evaluations of selected current market devel-
opment activities. These evaluations were expensive due to the high cost
of data collection.

In the ecarly 1980s, ka8’ Planning and Analysis Division developed for
the Cooperator program the strategic planning process designed to iden-
tify commodity /market combinations that offered the greatest potential
for increased exports. The Division was disbanded shortly before ras
began funding projects under the TEA program.
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Programs stated that TeEa evaluations were not meant to be success sto-
ries but to be used by participants as management tools, FAS presented
orally several criteria for an acceptable evaluation, stating that the
activity plan should clearly identify the goals, target audiences and
strategies of the TEA project and the activity plan should in turn direct
the focus of the evaluation. The evaluation should assess the extent to
which the TEA activity is meeting its stated objectives and make recom-
mendations on how the activity could be improved and whether it
should be continued. ras further stated that it would consider the evalu-
ation results in making tuture funding allocation decisions.

In 1987, we interviewed most of the cooperator participants in the TEa
program and all but one of the EIP participants, discussing their plans
for and perceptions of the evaluation requirement. All of them were
aware of the requirement to submit evaluations but few had completed
and several had not even begun the actual evaluations. Several evalua-
tions were submnitted to FAS in the last couple of months of calendar year
1987, and ras is encouraging participants to submit their evaluations by
the 1989 fiscal year funding allocation cycle.

FAS lacks formal written TEA evaluation guidelines. It did provide oral
evaluation guidance at the November 1987 usakpc workshop, but this
would not be readily available to non-UsAEDC member TEA participants.

Many TEA participants at the conference expressed confusion regarding
FAS expectations for the evaluation requirement while emphasizing that
any evaluation guidelines should allow them the flexibility to control
how they run their programs. ras agreed during the conference that its
evaluation instructions and guidelines to date were somewhat lacking. It
made evaluation a prominent item on the conference agenda but under-
scored its reluctance to dictate format. Fas warned against over-regula-
tion and said that different commodities, markets, and activities
demanded different evaluation techniques.

FAS 18 now asking T+A participants that have completed evaluations to
submit them with the vEA applications for fiscal year 1989, with the
intention of applying the results to the funding process. Such a request
should strengthen ras’ ability to ensure that TEA projects accomplish
their stated objectives.
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Some Evaluation
Criteria Can Be
Applicable to All

Activities

Commodity Divisions
Need an Evaluation
Review System

FAS is now considering requiring some type of modified activity plan
from EIP participants.

Despite the diverse types of projects funded under TEA market develop-
ment, the muitiple variables affecting its success, and ¥AS’ concern about
over-regulation, evaluation guidelines can contain basic elements appli-
cable to all types of activities. These elements should help the partici-
pants to use evaluations to improve their use of TEA funds and should
help FAS make the most of the evaluations in administering the program.
In addition, Fas should (1) define what is an acceptable independent
third-party evaluation entity, (2) at what stage in the project one should
be hired, and (3) the entity’s required level of involvement throughout
the life of the project.

Within a general evaluation framework applicable to all projects, TEA
evaluations can also be designed to focus on the three different types of
market development, consumer promotion, technical assistance and
trade servicing, by taking into account their unique characteristics.
Appendix II1 provides some possible evaluation criteria both applicable
to all TEA activities and focusing on the three types of market
development.

Ideally, FaAS should require that the evaluator submit a copy of the eval-
uation directly to Fas and one to the participant to use in preparing for
the next fiscal year’s TEa application. This would allow evaluation
results to be applied to the subsequent fiscal year’s funding allocation
decisions. If the full evaluation cannot be completed by the funding allo-
cation period for the next year, the participant should submit an interim
evaluation assessing the progress and quality of the project thus far.

rFAas commodity divisions have been uncertain as to how to review com-
pleted TEA evaluations as FAs has not created a uniform set of criteria by
which to judge the quality of evaluations and apply their results. Fas
should devise a formal system of internal controls for collecting, track-
ing, and documenting the progress of the TEA evaluations, and ensuring
that all participants comply with the evaluation guidelines. Fas should
document its assessment of the TEA evaluations, particularly how their
results affect its funding allocation decisions.

FAS can ultimately use the TEA evaluations in combination with other
trade data to assess whether TEA projects have helped in part to increase
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Views of Agency
Officials and Our
Evaluation

Develop specific criteria to be included in the TEA guidelines for evaluat-
ing the TEA program,

Require that the TEA evaluations be completed to coincide with the Fas
application approval and funding allocation process.

Implement a formal system of internal controls for collecting, tracking
and documenting the progress and results of the TEA evaluations, includ-
ing their impact on funding allocation decisions.

Ga0 did not receive agency comments on this report but agency officials
reviewed the draft report and their views were considered and incorpo-
rated where appropriate.

ras officials generally agreed with our recommendations on evaluation
criteria and stated that ras is establishing similar criteria for their new
Marketing Programs Division’s Program Evaluation Section.

We support the new ras Program Evaluation Section and encourage Fas
to apply the program evaluation criteria provided in appendix 111 of this
report. We would like to emphasize the importance of applying evalua-
tion results to future funding allocation decisions, including adequate
documentation of how those results impacted such decisions. This pro-
cess helps to ensure that TEA funds are allocated to the market develop-
ment activities most likely to achieve their stated goals.
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Funding Allocations
Fiscal Year Funds
Participant Commodity 1986 1987 1988
" National Council of Farmer ~ Not appliggbl)e')r o o0 3
Cooperatives
Nahona! Dry Beah Councﬂ 7 Beans _O_: :)6):: 50

EIP:

California Almond Growers ~ Almonds (SrOT) 8 351 S
Exchange

* California Independent Almond ~ Almends (301) 01 o
Growers
‘Tenneco West ‘Almonds (301) 03 05
Eglf;hla Almond Inc Almonds (301) o0 a0
Mariani Nut Co. B _A-IEoFds_(S—(N)F - 0 AT
Saulsbury ‘Orchard & Almond ﬂm)ofﬁs'@iﬁ)i4i o 04
Proc. inc.

Hansa-Pacific Assn. Inc Almonds (301) 0 A7
TM DucheNutCo lnc.  Almonds(301) 0 20 650 Total
" Nicolaysen Farms Amonds (301) 01 04 almond 1988
" Dole Food Company ~ California Gitrus 53 80
{301)
© Sun Pacific Shippersinc. ~ California Citrus .03 0w
{(301)
S SunWorldInc. Calfornia Citus 02 11
(301)
" Sunkist Growers Inc. California Citrus ~~ 7.93 955
(301)
~ Cecelia Orchard Packing Corp.  California Gitrus 0 .02 10.50 Total
(301) citrus 1988
~ Seattle Fur Excﬁnﬁeﬁc Mink 0 o
~ Moyle Mink Farms Mink o =2
~ Schumacher Fur Co. Mink 0 05 0.70 Total
’Hadgtmis E&Cic . Sales Inc Mink d()—__‘ﬁ)mlnk 1988

7 Processedfa}i - 'F’Ecgéde_Can_ 0 0 150

HV/EIP;

- EastUS. kAg/nc)Trade Assn.  ProcessedfFood 110 100 1.10
‘Midam Intnatl. Agric. Trade Processed Food 80 120 110
Coungil
_Natl Assn State DeptAgric.  ProcessedFood 50 0 0

 SouthU.S Trade Assn.  ProcessedFood 80 80 1.0

“West USS. Zgrrc Trade Assn, ' Proceésed Food 220 'ﬁ/fﬁ— 180

Totaa  $110.00 $110.00  $110.00

3Calitornia-Almond Inc. received $3.000 in TEA funds in 1987 which is not shown on table due to decimal

raunding
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U. 8. Market Development Cooperators (49)
and Targeted Export Assistance Participants
38)

USA Poultry and Egg Export Council’
11.S. Beef Breeds Council
U.S. Meat Export Federation'

National Forest Products Association!

Forest Products

: Chocolate Manufacturers Association of America?
ngh Value Products Eastern U.5. Agricultural and Food Export Council, Inc. (EUSAFEC)!

Mid-America International Agri-Trade Council (MIATCO)!

National Association of State Departments of Agriculture (NASDAY)
National Pasta Association!

Southern United States Trade Association (SUSTA)'

Western United States Agricultural Trade Association (WUSATA)

: Millers National Federation®
Graln and Feed National Council of Farmer Cooperatives!

National Dry Bean Council'

National Hay Association, Inc.!
Protein Grain Products International?
Rice Council for Market Development'
USA Dry Pea and Lentil Council, Inc.!
U.S. Feed Grains Council!

11.5. Wheat Associates, Inc.!

"Participates in Cooperator Market Development and TEA program.

A world organization for cotton research and promotion of which the United States is a2 mernber.
“Participates in Cooperator Market Development program only.

Yparticipates in TEA program only.

Source: Foreign Agricultural Service.
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should have survey questionnaires that contain representative and sta-
tistically valid (random) samples;

should provide a thorough justification of target audience, advertising
media (television, newspapers, magazines, point of purchase materials),
and geographic placement to FAS.

Technical Assistance

Examples of technical assistance include seminars on animal health and
nuftrition, demonstration processing facilities, feeding trials, and fine
tuning of processing facilities. Technical assistance may indirectly influ-
ence the decision to purchase the U.S. commodities; for example, the
goal of the TEA project coordinated by the American Soybean Associa-
tion and the U.S. Feed Grains Council (an animal feeding trial intending
to show that animals fed on purchased feed grains are more profitable
to the farmer than those fed on local grasses) is to increase the use of
feed grains generally and U.S. feed grains more specifically.

Due to a lengthier completion time of such projects, the evaluation may
be in the form of a progress report or a checklist of whether the project
has completed its milestones on time, used the assigned equipment and
personnel as planned, and provided safeguards for equipment use and
repair.

Trade Servicing

(483453)

«1.5, 5.0.0,

1988-201 =750 KDL 53

This type of market development includes trade shows and general
trade promotion activities directed at wholesalers, distributors, retail-
ers, and restauranteurs, who handle the commodity before it is pur-
chased by the final consumer. For example, the objectives of a
promotion could be to increase the amount of shelf space devoted to the
commodity in a chain of supermarkets or to increase the sales of a U.S.-
identified commodity in certain restaurants.

Contacts between connmodity groups and importers can lower the cost of
acquiring information about potential buyers, making market entry less
expensive, and can decrease a purchaser’s uncertainty about the prod-
uct or producer. In evaluating trade servicing, criteria should include
specific measurements of the targeted groups and objectives, such as
shelf-space, and improved delivery times, and a timetable for periodic
progress checks. Surveys of visitors to trade shows should include indi-
vidual reactions to the commodity displayed and any sales leads that
resulted from the shows.
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Appendix 111

TEA Program Evaluation Criteria

The following suggested evaluation criteria, derived partly from experts
in the evaluation field and partly from Fas, are a basic framework from
which FAS can create a complete evaluation system.

Clearly relate the evaluation back to the objectives of the activity plan.
The activity plan and the evaluation should be a self-contained package
with which the participant, FAS or an outside party could determine the
results of the evaluation.

Clearly identify the activity being evaluated and its goals.

Clearly state the objectives of the evaluation, what is being measured,
and why.

Indicate to what extent the target audience was reached and consump-
tion patterns changed.

State the methodology used by the evaluator.

Recommend changes in future activities of the type evaluated.

Show the cost-effectiveness of the project and where cost could have
been saved and should be saved in the future.

Identify weaknesses or problems with the projects and how they could
be alleviated.

Summarize conclusions and recommendations.

The following TEA evaluation criteria focus on the three different types
of market development by taking into account their unique
characteristics.

Consumer Promotion

This type of market development

directly targets the consuming public, such as in-store promotions and
consumer advertising;

can be more easily evaluated for effectiveness because it lends itself to
consumer questionnaires and surveys;

according to market research experts we consulted, can be measured for
effectiveness in seven stages

1. Product/brand awareness.

2. Recognition of benefits.

3. Predisposition to purchase.

4. Motivation to purchase.

5. Actual purchase.

6. Reinforcement of satisfaction with purchase.
7. Repeat buying.
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U. S. Market Development Cooperators (49) and
Targeted Export Assistance Participants (38)

American Seed Trade Association!
TObaCCO’ COttOﬂ, a'nd Cotton Council International’

Seeds International Institute for Cotton?
Tobacco Associates, Inc.!

: American Soybean Association'
Ollseeds and PI'OdU.CtS National Cottonseed Products Association®

National Peanut Council’
National Sunflower Association?

Horticultural and Am.erlcap Horticultural Ma}rketlng Council®
. California Avocado Commission!
Tropical Products California Cling Peach Advisory Board’

California Kiwifruit Commission?
California Pistachio Commission!
California Prune Board+

California Raisin Advisory Beard!
California Table Grape Commission'
Florida Department of Citrus!
National Pecan Marketing Council
National Potato Promotion Board'
Northwest Horticultural Council’
Papaya Administrative Committee®
Walnut Marketing Board"

Western Growers Association?
Wine Institute!

: : Alaska Seafood Marketing Institute?
D&H'y, leeStOCk’ and American Jersey Cattle Club!

Poultry American Quarter Horse Association?
Appaloosa Horse Club, Inc.?
Brown Swiss Cattle Breeders Assn., Inc.?
Catfish Farmers of America!
Holstein-Friesian Association of America?
Leather Industries of America, Inc!
Livestock Exporters Association®
Mohair Council of America*
National Association Animal Breeders?
National Association of Swine Records?
National Renderers Association, Inc.?
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AL

Dollars in millions

__Fiscal Year Funds _

Participant Commodity 1986 1987
A Bheiedbiillivderls § It i S
* American Sc Soy Assn. /Feed " Feed Grains %900 0
Council i ]
WA—mWe;n?ahgoybean Assn o Soybeans o 850 0
‘American Seed Trade Assn.  Seeds - 0 07375 -
* California Kiwi Fruit Commission  Kiwi Fruit 0 s0
~ California Pistachio Commission  Pistachios 7.20 200
~ California Raisin £ Adwsory Board ‘Raisins. (301) 6 30 980
~ California Table Grape Grapés 77777 T
Commission
__Em;hi-ﬁliﬁggﬁeach Adv'isory  Peaches (301")‘ 7777777 250 560
Board
~ California Avocado Commlssmnm ‘Avocados 0 42
" California Prune Board Prunes 400 450
" Chocolate Manufaclurers Assn C_Hoco'i'at-e 2’0 0
" Cotton Councillne.  Cotton 700 8 80
?or'llda—Department of Citrus T:nf&?(aOW 480 700
~ Leather Industries oi"Amenca - Leather (301) 0 15 o
National Hay Assn. CoHey 0 30
National Peanut Council © Peanuts 450 450
* National Sunflower Assn Sunflower . o 300
* National Potato Promotion Board Polatoes 200 255 -
~Northwest Horticultural Council Apples 140 150
‘Northwest Horticultural Council Chemes - 0 12
Northwest Horticultural Founml ______ Pears 30 40
~ Tobacco Associates  Tobacce 0 80
USAT Dry Pea & Lentl Council ﬁ’aas/Lentlls 250 250
USA Poultry Egg Export (‘ounoll Egg/Pouhryﬂmi‘ 600 650
" "U.S. Feed Grains Council  Feed Grams 210 280
US Meat Export Federation ~ RedMeat 700 700
~U.S Rice Counail ~ Rice 350 350
US. Wheat Associates Wheat 310 310
' Cal1forfﬂ§Wme Institute ¥Ww‘ln'e - 480 280
" Alaska Seafood Market Insmute Seafood (301) o 0 15 '
 American F’Iywood Assn Plywood 195 T i 198
" National Pasta Assn ~ Pasta (301)' ﬁ_2' 10 0
_Wamr\ﬁarketmg Board Walnuts (301) o 900 700
Caiﬂsh Farmers OTAmenca Catflsh ' o o
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330
425

240

450
T 450
120

__ 3w
_ 198
BE

0
650
05

(Contmued)

GAO/NSIAD-88-183 Agricultural Trade



Chapter 4
FAS Needs TEA Evaluatiion Guidelines

Conclusions

Recommendations

U.S. agricultural exports, both as the program progresses and near the
end of the TEA authorization period. This would involve a more long-
term, retrospective evaluation of the impacts of market development on
sales and prices. FAS is establishing a Program Evaluation Section which
will conduct and coordinate program evaluation for both TEA and the
Cooperator Market Development program.

FAS has had difficulty in evaluating the impact of its market develop-
ment efforts in the past due to the many variables affecting foreign
demand for U.S. agricultural commodities and products and the numer-
ous types of market development activities. By requiring that TEA par-
ticipants hire independent third parties to evaluate TEA projects, FAS is
(1) allocating a portion of the TEA minimum funding level to program
evaluation, (2) assigning the TEA participants a relatively greater role in
the evaluation process, and (3) attempting to enhance the objectivity of
program evaluation under TEA. However, beyond simply requiring eval-
uations, Fas has provided no formal written guidance on evaluation con-
tent, focus, cost or characteristics of an acceptable third-party
evaluator.

Properly designed and conducted program evaluation can be a tool used
by both FAS and the participants to increase the effectiveness of the TEA
projects, and help them meet the goals specified in the activity plans,
and fulfill the intent of the program.

Despite the difficulties in evaluating the diverse types of activities
involved in a market development program and the many variables
affecting U.S. access to foreign markets, it is possible to set general eval-
uation criteria which measures the extent to which all types of TEA
projects are meeting their stated objectives. Evaluation criteria can also
be designed more narrowly for the three types of market development,
consumer promotion, technical assistance, and trade servicing. FAs is in
the process of drawing up TEA evaluation guidelines containing some of
the criteria suggested in appendix III for its newly formed Program
Evaluation Section.

To help in the establishment of FAS’ new Marketing Programs Division’s
Program Evaluation Section, we recommend that the Secretary of Agri-
culture direct the Administrator of ras to take the following actions.
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Requirements Differ
for EIP and HVEIP
Participants

FaS has not established a maximum cost for each evaluation nor has it
defined a policy that establishes guidelines for the total activity cost to
be allocated to the evaluation.

rAS plans to establish a Program Evaluation Section in June 1988 under
the newly established Marketing Programs Division, consisting of a staff
of five. The section will oversee program evaluation including develop-
ing evaluation criteria and other measurement techniques to evaluate
the progress of TEA and cooperator marketing projects against market
development goals and objectives.

The Fas official in charge of drawing up evaluation guidelines for the
new section has reviewed several evaluations submitted by participants
and stated that the quality of the evaluations varied widely and that a
relatively small number of them met all of his evaluation criteria. In our
review of several evaluations, we found their quality to be somewhat
inconsistent.

FAS currently requires no formal, independent evaluations from EIP and
HVEIP participants. ’rivate profitmaking companies do provide Fas with
export data, such as export levels, at the beginning and the end of their
projects.

An Fas official gave three reasons for not requiring the Erp firms to con-
duct evaluations: (1) these firms might have to reveal proprietary infor-
mation in the evaluations which could jeopardize their marketing
strategies, (2) the profit motive should encourage firms to make the
projects work in the best way possible, and (3) the firms invest their
own resources into the projects by being reimbursed for a specified per-
centage of their promotional expenses. We believe FaS could take meas-
ures to ensure that any proprietary information would remain
confidential. FAS is considering requiring formal evaluations from TEA/
EIP participants but since TEA/HVEIP projects are for relatively small dol-
lar amounts (under $100,000), rAs maintains they do not warrant formal
evaluations.

Neither the EIP nor the HVEIP participants are required to submit activity
plans. FAS maintains that the TEA/EIP agreement “is self-sufficient to the
extent that it identifies all eligible activity countries, the limited
expenses that are cligible for reimbursement and the percentage of
those expenses that will be reimbursed”. The 016G has recommended that
TEA/EIP guidelines require activity plans. We support the 01G position.
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TEA Evaluations

In our March 1987 report (GAQ/NSIAD-87-89), we identified problems with
the strategic planning process, including incomplete market develop-
ment plans, flawed evaluation data, and inadequate guidance from FAS
to commodity division staff and cooperator personnel on the conduct of
evaluations. We recommended that FAS improve its evaluation methods,
particularly its measurement of short term performance against pro-
gram objectives. Fas responded in part that it was difficult to draw a
correlation between promotional activities and export levels and that
the strategic planning process was not meant to stand on its own as ray’
sole evaluation technique but was meant to “‘improve the level of
informed judgement.” FAS also stated that it intends to improve the cur-
rent cooperator program evaluation process as additional resources
become available.

Fas decided not to apply the strategic planning process to the TEA pro-
gram, stating that strategic planning was designed for a long term pro-
gram such as the Cooperator Market Development program, not a finite
5 year program such as TEA. FAS also maintained that strategic planning
was very time consuming to both FAS and program participants, making
it impractical given the shortage of FAS resources to implement TEA.

The TEA guidelines for evaluation state that:

“Periodic evaluations of TEA program activities help determine whether they
should be continued. changed, or terminated. The Participant has the primary
responsibility for continuously evaluating the program and its activities. FAS may
also undertake evaluations, by FAS specialists or independent consultants, of
selected programs.”

FAS provided further guidance on TEA evaluations at the annual work-
shop with the USAEDC in November of 1986 where it stated that TEA eval-
uations will be conducted by *‘an arm’s-length objective third party
(neither the cooperator nor the public relations, advertising or other
firm involved in the conduct of the activity).” More recently, FAS speci-
fied that the participants shall not delegate the hiring of third parties to
a firm that is responsible for the conduct of the TEA activities being
evaluated.

In the Noverber 1987 workshop with the USAEDC, Fas focused more on
the TEA evaluation requirement, although it had not provided any fur-
ther written guidance to participants since the November 1986 confer-
ence. The Assistant Administrator of Fas for Commodity and Marketing
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The use of TEA funds to promote private brand identified products raises
several difficulties for rFas. The nature of snch promotion implies that
unless all brands have a chance to apply for TEA, organizations which do
not receive TEA funds will be at a disadvantage, and therefore organiza-
tions receiving funding may have an unfair advantage. Organizations in
the walnut industry have complained that they have been unfairly
excluded from receiving TEA funds. Relative to generic promotion, brand
identified promotion tends to focus more on immediate sales.

We recommend that the Secretary of Agriculture direct the Administra-
tor of FAS to take the following actions.

Document in writing the basis for the form and level of contributions for
each TEA participant.
Define the importance of third

sion process and more closely enforce the Fas guideline that the partici-
pants document the method by which thlrd party contributions are

derived and the identities of the nqv‘ﬁnc invnlvad
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More closely monitor TEA funds allocated for brand identified promotion
to ensure that all eligible private firms receive timely information about
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Funding for Brand
Identified Promotion

The 0IG and ras Compliance Review Staff found that Sunkist Growers,
Inc., a TEA/EIP, claimed and was reimbursed for $2,431,548 incurred by
foreign licensees (the third party) for promotional activities on behalf of
Sunkist. However, Sunkist never reimbursed these licensees for their
expenses and was essentially claiming reimbursement for expenditures
it never incurred. In addition, the licensees had been doing this promo-
tion before TEA existed. Sunkist maintained that the TEA agreement does
not specify that it cannot claim third-party contributions in all cases.

In August of 1987, ras amended its TEA/EIP agreements to require the
following language.

“Promotion costs of any third party Participant for eligible activities may also be
included in the TEA claim, provided that the Participant expended funds to reim-
burse the third party for such costs, or is obligated to make such reimbursement
pursuant to an agreement with the third party participant.”

Sunkist agreed to reimburse rFAs the $2.4 million. FAs also said that it
would better enforce the TEA guidelines which state that all contribu-
tions must be in addition to what would have been spent if there had
been no TEA program. However, this issue illustrates the problem that
arises when the wording in the guidelines and the TEA agreements is
vague and incomplete.

Fas does not closely monitor the nonprofit trade association’s adminis-
tration of brand identified promotion resulting in some potential TEA
participants not receiving timely information about the program. ras
maintains that it lacks adequate resources for such monitoring and that
the Office of the Inspector General and the Compliance Review Staft
would discover any problems in their program audits.

Fas gives the nonprofit trade associations autonomy to administer brand
identified promotion through their producer members and requires no
specific ratio of generie to branded promotions. Upon FAS approval of its
funding request, the cooperator solicits applications from its member-
ship and other firms in the industry, and decides based upon its own
criteria, which firms will do branded promotions and for how much.
Then the cooperator includes a section on its branded promotion pro-
gram (the firms, the individual projects, and funding) in the activity
plan to be approved by ras. Essentially the cooperator is performing the
same function as Fas does under the TEA program, with FAS giving the
final approval for the branded promotions conducted by the producer
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count any third-party contribution as part of their required contribution
level.

At the November 1986 Fas annual workshop with the cooperator’s pro-
fessional organization, USAEDC, FAS stated that it encourages some contri-
bution by the TEA participant, in order to reflect

“FAS’ policy that this be a ‘joint program’ and, although the contribution is not leg-
islatively required and is expressed in terms of being a ‘best effort’ rather than a
minimum requirement, failure to meet the contribution goal would give FAS cause to
question the industry’s commitment to the market development effort.”

However, Fas also stated at the conference that the contribution ratios
were not considered matching funds and that commodities identified in
the legislation as receiving priority consideration in particular may have
no contribution ratio at all beyond having to provide sufficient staff and
resources to conduct and supervise activities.

FAS’ basis for the various types and levels of contributions among TEA
participants should be justified in writing to help assure that partici-
pants are treated equitably.

TEA/EIP Participants

The TEA/EIP guidelines do not specify the basis upon which the contribu-
tion levels are set for each commodity. During fiscal years 1986-88 firms
marketing almonds, citrus, processed corn, and mink have participated
in the TEA/EIP. FaS specifies the same percentage contribution level in
cash only, for every participant within each cormmodity. Goods and ser-
vices contributions are disallowed. For example, all firms marketing
almonds under TEA would be required to make the same percentage con-
tribution. ras actually sets the contribution level for each commodity in
advance when it announces the availability of TEA/EIP funds. ( This dif-
fers from TEA nonprofit participants, where the applicant offers a con-
tribution level in the TEA application and ras then approves or alters
that amount. ) For instance, if a 25-percent contribution is required, the
EIP participant submits its authorized TEA expenditures to FAS, and FaAS
then reimburses the ©Ip participant in the form of generic certificates for
75 percent of those total expenditures.

Examples of contribution levels in fiscal year 1988 include citrus at 25
percent and almonds at 33 percent. It should be noted that the Coopera-
tor Market Development program also has an EIP and requires a 50-per-
cent matching contribution from all participants. According to ras, the
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and changes. ras needs to establish a management system which
includes adequate documentation of major program decisions to ensure
effective and efficient program operation, and prevent potential abuse.
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FAS is in fact considering hiring a contract specialist to deal with the

complexities of the participants’ increasing use of contractors.

Finally, since existing TEA participants are finding it difficult to spend
their allocated funds within 3 years and Fas is changing the limitation to
5 years effective October 1, 1988, the larger authorization will pose an
even greater problem. In essence, the increased funding authorization in
the last 2 years of the TEA program, may result in some TEA guideline
changes or even policy changes in implementing the program.

FAS' management of the TEA program does not provide adequate docu-
mentation for its funding allocation decisions. ras did not adequately
solicit TEA applications at the onset of the program, which appeared to
give former or current participants in the Cooperator Market Develop-
ment program an advantage in applying for TEA funds.

The lack of documentation of ras funding allocation decisions makes it
difficult to assess whether funding criteria were applied equitably and
consistently. FAS bases its funding allocation decisions mostly on the gen-
eral TEA application and not on the more detailed activity plan. Some
TEA applications do not contain the necessary data for FAS to conduct in-
depth marketing analyses of the proposed commodities and countries.
Such analyses would help to ensure that the proposed projects repre-
sented an optimal use of TEA funds for market development.

Members of the cooperator professional organization, USAEDC, have an
advantage over nonmembers in that they are eligible to be members of
the PrOC committee, which reviews TEA guideline changes.

Management problems will be exacerbated by the tripling of TEA funding
in the program’s last 2 years. This increase raises several questions as
noted earlier.

We recommend that the Secretary of Agriculture direct the Administra-
tor of FAS to

document the funding allocation decision process to clearly show how
funding criteria were applied and prioritized and the basis for those
decisions;

base the funding allocation decisions, not only on the applications and
TEA proposals, but also on the activity plans;
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international travel, consultants and supervision of the project. In addi-
tion, the activity plan contains poultry export data by individual coun-
try and region as well as more details on the nature of the market
development activities. In other words, the activity plan contains more
details upon which ras could make a more informed funding allocation
decision.

FaAs officials believe they have sufficient information to make a funding
allocation decision without the activity plan. These officials said they
are familiar with cooperator activities, since FAS frequently works with
cooperators. Fas officials also stated that (1) it would be too expensive
for the applicant to prepare an activity plan without knowing that a
certain amount of TEA funds will be provided and (2) the more general
information in the TEA application is sufficient.

One senior management ras official pointed out that since the activity
plan reflects the amount of the third party contribution, without prior
knowledge of the total funds awarded for the TEA project, the applicant
would not be able to determine the dollar amount of the third party con-
tribution to include in the activity plan. Another Fas official commented,
however, that funding recommendations are made with limited data and
that, ideally, the decisions should be based on the more detailed activity
plan, although this would be unrealistic due to the high preparation cost
to the applicant.

However, we believe that the benefits of relating the funding decision to
the activity plan justify increased preparation costs to the applicant,
particularly in light of the large sums of government funds awarded to
many participants. When applying for TEA funds, applicants should be
able to at least estimate the amount of their third-party contributions.

Also, although ras can alter its announced funding allocation level upon
review of the activity plan, it would perhaps be under some pressure to
honor its original funding allocation amount, having already signed the
TEA Program Agreement with the applicant for that amount. Early in
the program’s first year, ¥as did in some cases provide the 40-percent
advance before receiving the activity plans, and participants earned
generic certificate premiums without beginning their TEA projects. At
the time, some participants stated that they had not determined how
they would spend the funds when they received the advances.
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We attempted to trace Fas’ funding decision process by reviewing some
of this funding criteria, including the commodity’s total U.S. export
value, expected gain in U.S. exports from the TEA funds, and average
annual loss in exports.

It was not clear how ras actually applied these statistics to the funding
allocation decision process. For example, FAS might decide to allocate rel-
atively more TEa funds to commodities with comparatively low export
values if those commodities have been more severely damaged by unfair
trade practices. On the other hand, ¥AS might choose to concentrate TEA
funding on commodities with higher export values, since their larger
representation could potentially increase U.S. agricultural exports more
significantly. We are not suggesting that one of these approaches is pref-
erable, only that ras showed no evidence of how it considered the data.

FAS also compared the estimated export potential among TEA recipients.
The TEA applicants provided an estimate of the expected gain in exports
in value terms for their commodities from their proposed TEA projects.
However, these statistics were not readily comparable because some
were for a fiscal year, some were averaged over several fiscal years, and
others were for total export potential at the end of several years.

Applicants also estimated the average annual loss in exports of their
commodities over the past 10 years. Even considering that ras has com-
pared the statistics to its own data and recognizes that the applicants’
data may exaggerate average losses, these statistics appear to have little
bearing on ras funding allocation decisions. TEA recipients that received
the highest level of funding did not necessarily experience the greatest
annual losses. Again, for good reason, export loss may have been a
minor factor in ras funding allocation decisions, but it was not clear how
these statistics were applied.

Finally, it was difficult to determine how ras weighed these criteria
against all other criteria considered in its funding decisions. While the
criteria were available, their application occurred during undocumented
meetings of the commodity divisions and Office of the Administrator.

Fas acknowledges that it is difficult to obtain uniform statistics from all
the commodity groups due to the diversity of crop years, even within
the same commodity, and the different time frames traditionally used
for tracking the various commodities. An Fas official stated that such
numbers as “expected gain” and “annual export loss” provided by TEA
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case in any stage of the 301 complaint process, including an investiga-
tion initiated by the 1.8, Trade Representative (USTR) pursuant to a
petition, consultations with a foreign government, Presidential determi-
nation, invocation of GATT* dispute settlement, or termination of the
investigation. Thus, to qualify for priority eligibility for TEA funds, a
commodity may have completed the first step in the grievance process,
have an investigation initiated by USTR, or be involved in a later phase,
such as a Presidential determination.

For fiscal years 1986-88 1EA funding, FAS has considered citrus, raisins,
eggs/poultry, peaches, almonds, seafood, leather, walnuts and pasta as
qualified for section 31 priority assistance. Citrus, raisins, pasta,
leather, walnuts and peaches have received presidential determinations,
but poultry, seafood, and almonds were at earlier stages in the section
301 process, while the eggs investigation was terminated.

Although ras considers a number of criteria in allocating TEA funds,

there is little documentation as to how rAS applies these criteria. Com-
modity divisions stated that decisions are based primarily on judgement
and years of experience in working with cooperators under the Coopera-
tor Market Development program. Funding decisions by the divisions
and the Office of the FAs Administrator are made through a series of
meetings whose proceedings are not documented.

The usba Office of the Inspector General’s recent audit of the TEA pro-
gram recommended that Fas better document its reviews of TEA partici-
pant proposals, activity plans, and agreements to assure accountability.
The Commodity and Marketing Programs Assistant Administrator, con-
cerned about lack of uniform documentation throughout the commodity
divisions, is implementing in consultation with the ras Compliance
Review Staff, a new and improved filing system to better track the TEA
application process.

The major criteria considered by FAs in making its funding allocation
decisions are shown below.

SGATT was created following World War I as one of three international organizations intended to
oversee postwar economic relations. It is both a multilateral agreement and an organization with 96
member countries. The principal focus of the GATT is to work for reduction in trade barriers among
member countries and to establish a freer more open world trading system.

Page 22 GAO/NSIAD-88-183 Agricultural Trade



Chapter 2
TEA Program Implementation
Lacks Accountability

For fiscal year 1988 funding, ras both announced and solicited applica-
tions in the Federal Register in June of 1987 and included 10 formal cri-
teria FaS would consider in its funding allocation decisions and a July
30th deadline for application.

Former or current participants in the Cooperator Market Development
program have an advantage over non-participants for several reasons.
The same ras staff is responsible for both the Cooperator and TEA pro-
grams. Cooperators can participate in both programs but cannot carry
out identical activities under both programs. Many cooperators are in
frequent contact with FAs marketing analysts. Some cooperators were
contacted by Fas and told to apply for a certain amount of TEA funds.

In fiscal year 1986, 27 of the 35 TEA participants were concurrent par-
ticipants in the Cooperator Market Development and TEA programs.
However in fiscal year 1987, 11 of 27 participants switched all their
remaining projects under the Cooperator Market Development program
over to TEA because it provides greater funds for expansion of their
activities. (Appendix Il lists the Cooperator program participants and
the TEA participants as of January 1988, indicating which participants
are in one or both programs.)

Another advantage the cooperators have in receiving information on TEA
and having some influence over the contents of TEA guidelines is through
their professional organization, the U.5. Agricultural Export Develop-
ment Council (USAEDC). [n its November 1986 and 1987 workshops with
the UsAEDC, FAS discussed in detail the TEA program, providing some
written materials and reviewing the TEA guidelines. Noncooperator TEA
participants can join the USAEDC by virtue of their TEA agreements with
IaS. Nonetheless, some TEA participants may not choose to be USAEDC
members, including the California Almonds Inc., Hansa Pacific, and
Mariana Nut Company. FAS has not held procedural meetings such as the
UsAEDC workshops specifically for the benefit of ali TEA participants.

ras lacks a formal mechanism for reviewing TEa guideline changes which
ensures the participation of all TEA participants including non-Usarnc
members. The Usarpc, Planning, Review and Operations Committee
(PROC), consists of Fas upper management and representatives of the
USAFDC member organizations. The PROC is responsible for jointly review-
ing policies and procedures for Fas programs including, as in the March
1988 meeting, reviewing Fas proposed changes to the TEA guidelines. The
PROC, however, is only open to members of the USAEDC and the proceed-
ings are not documented. Although FAS maintains that the PROC exists for
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returned to FAS plus any income generated from investment of the funds
or generic certificate premiums.

Participants currently have 3 years from October 1st or the date of the
TEA program agreement whichever comes first, to incur expenses on
their allocated funds for single and multi-year TEA projects. Resources
not expended at the end of the 3 years will expire for obligational pur-
poses and revert to the ccc (this time limit will change to 5 years as of
October 1, 1988). Fas changed this requirement from a 1-year limitation
in fiscal year 1986 because TEA participants found it extremely difficult
to spend the large sums of money they were authorized in one year. For
multi-year TEA projects, a new activity plan must be submitted each
year. Although ras authorizes the full amount for the entire muiti-year
project in the first year, the participant can receive the 40-percent
advance and reimbursement only for expenditures budgeted in the cur-
rent year’s activity plan. For example, in fiscal year 1988 the partici-
pant cannot expend funds budgeted for activities in fiscal year 1989 and
must submit a new activity plan for funds budgeted for fiscal year 1989,

If all funds budgeted in the current fiscal year's activity ptan for multi-
vear projects are not expended by the end of that year, the commodity
divisions have the discretion to allow the funds to be carried over to the
next fiscal year’s activity plan budget. Although participants have 3
years to expend their TEA funds, they must incur expenses within the
time frames budgeted in their activity plans. This helps Fas to track to
what extent participants are following their activity plan timetables for
incurring expenses to carry out project activities,

For compliance review purposes, TEA participants are required to retain
financial records, supporting documents, and all other pertinent data for
3 vears after termination of the TEA program agreement. The Compli-
ance Review Staff, an entity within Fas, periodically reviews participant
records to ensure that TEA funds are being expended according to the
terms of the TEA agreements and any related contracts.

FAS also requires that TEA program participants arrange for annual inde-
pendent third-party evaluations of their activities. The evaluator is to
be a disinterested third party not connected in any way with carrying
out the TEA project. According to FAs, these evaluations will eventually
help to determine whether selected market development activities
should be continued, changed, or terminated. (See ch. 4.)
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The TEA program has insufficient accountability and management con-
trols for funding allocation decisions. TEA applications have not been
adequately solicited, and funding allocations have been made with little
documentation of how funding criteria were applied and without a
detailed activity plan which defines and budgets the activities. Because
unfair trade practices are broadly defined, a wide variety of commodity
groups are eligible for TEA funds.

Overview of the
Selection, Application
and Funding Process’

TEA applications are solicited in the Federal Register, trade journals, and
FAS press releases. Interested parties submit applications to the appro-
priate commodity division in FAS. Applications are not required to be in
any particular format, but basically must contain the information below.

Evidence that U.S. exports for the commodity will be adequate for the
life of the program.

Description of the foreign unfair trade practice and the manner and
extent to which it has affected exports of the commodity.

Description of the proposed activities, who will conduct them and how
they will mitigate or offset the effects of the unfair trade practice.
Level of TEA resources required and the participant’s expected contribu-
tion level.

Articles of incorporation and Internal Revenue Service tax exempt iden-
tification number.

Degree to which the applicant’s membership represents national
production.

Under the TEA provisions, priority is given to commodities which have
received favorable decisions under section 301 of the Trade Act of 1974
and/or which have been adversely affected by retaliatory action as a
result of such decisions.

FAS assists applicants in completing the applications and sometimes
actually rewrites them to add information it needs. ras commodity divi-
sion® marketing analysts examine the applications to ensure eligibility
and then forward them to the International Trade Policy Group within
FAS to verify the unfair trade practice.

'This section does nol pertain to the EIP or the HVEIP, which are deseribed in chapters 1 and 3.

“FAS has 7 commaodity divisions: Dairy, Livestock and Poultry; Forest Products; Grain and Feed; Hor-
ticultural and Tropical Praducts: Otlseeds and Products; and Tobacco, Cotton and Seed; High Value
Products Division.
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crops under price-support loans, sold to other interested parties, or sold
back to the ccc for cash. See our March 1987 report, Cost and Other
Information on UsDA’'s Commodity Certificates (GAO/RCED-87-117BR).

The TEA participants we spoke with have sold their certificates for cash
in an active open market. Certificates have been selling at a premium
over their face value (the value shown on the certificate). ras found that
premiums were 6 to 10 percent of face value in early January 1988 and
2 to 3 percent in March 1988, This is down significantly from a peak of
25 to 30 percent in October 1986,

At the inception of the program, the Undersecretary for International
Affairs and Commodity Programs determined that certificate premiums
issued under TEA should be treated similarly to those issued under the
domestic agricultural programs which permit farmers to use the certifi-
cate premiums they receive with no government restrictions. ras has
advised but not formally required, TEA participants to use the premiums
they earn from selling the generic certificates for market development,

Certificate prices will rarely fall below face value, since the original cer-
tificate holders may ¢xchange them with the ccc at tace value for cash
during the 6th through the 8th month of the life of the certificates. How-
ever, for certificates issued as payments for 1986 crops, ¢CC deducted
4.3 percent from the face value to meet the requirements of the Bal-
anced Budget and Emergency Deficit Control Act of 1985, Certificates
i1ssued as payments for 1987 crops can be exchanged for full face value.
Because evidence indicates that recipients have been able to sell certifi-
cates at prices exceeding face value to other buyers, there has been little
need to rely on the exchange of certificates for cash from ccc.

The Chairman, Subcommittee on Department Operations, Research and
Foreign Agriculture, House Committee on Agriculture, and Congressmen
Leon E. Panetta and Charles E. Schumer asked us to review the manage-
ment and operations of the Department of Agriculture’s Targeted
JXport Assistance program,

We focused on two issues. First, we examined the management of the
program, especially ras’” documentation of its participant eligibility and
funding allocation decisions. Second, we examined the adequacy of FAS’
TEA evaluation process, how those evaluations affect present and future
funding allocation decisions, and the commodities, activities and geo-
graphical markets receiving TEA funds.
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TEA Program Agreement

In the United Kingdom, Japan, and Argentina, the American Plywood
Association is conducting technical evaluations of building codes, stan-
dards and construction systems. Promotions are taking place at demon-
stration homes furnished with U.S. hardwood furniture and are being
coordinated with a campaign targeting architectural and design journals
(technical assistance) ($1.98 million).

TEA is now in its third year of funding, and FAS and TEA participants
have already characterized the program as a success. Participants main-
tain that during 1987, exports of U.S. wine into Japan increased 56 per-
cent in value during the first 6 months of the year, prune exports have
increased almost 33 percent despite a reduced U.S. crop, walnut exports
are up 20 percent over last season and raisin exports to South Korea
have tripled. USDA reports that exports of many of the commodities pro-
moted under TEA have increased to a greater degree than exports to
markets receiving no TEA promotion. FAS contends that greater gains are
expected as TEA becomes more established and as funding levels
increase.

It should be noted, however, that it is difficult to confirm the relation-
ship between increased exports and TEA in view of the complexity of the
international market, the long-term nature of market development activ-
ities, and the numerous market variables affecting individual importer’s
buying decisions. The Administrator of FaS noted in testimony that
although ras has drawn an association between TEA assistance and
increased exports, devaluation of the dollar, reduced import restrictions,
pricing policies and other market variables play important roles.

TEA participants can qualify to participate in three types of agreements
4s discussed helow.

This is an agreement between the ccc and 1.8, nonprofit or state-related
organizations. Some state-related organizations include the Florida
Department of Citrus, the California Raisin Advisory Board, the Califor-
nia Table Grape Commission, and the California Prune Board.

Nonprofit organizations can use TEA funds for generic promotion. Coop-
erator nonprofit organization producer members may do brand identi-
fied promotion. Brand identified promotion is marketing a commodity

Page 12 GAQ/NSIAD-88-183 Agricultural Trade



Program Coverage

Chapter 1
Introduction

Although ras officials characterize the TEA program as an expanded
Cooperator Market Development program, the two programs differ in
several areas. TEA requires that an unfair trade practice be demon-
strated and requires that the Undersecretary for International Affairs
and Commodity Programs, who is also the president of the ccc Board
give final approval. TEA involves substantially larger funding and uses
cec commodity certificates or ccc funds, not appropriated funds as in
the Cooperator program. Fas fiscal year 1986 budget authority totaled
$34.7 million for the Cooperator program, compared with $110 million
for TEA.

The use of TEA funds is also more restrictive. Cooperator program funds
can be applied to salaries of U.S. personnel abroad, the travel of U.S.
personnel and their dependents including home leave and the shipping
of household effects abroad. In view of TEA's expiration at the end of
1990, Fas disallowed funding such expenditures, not wishing to
encourage participants to create a permanent infrastructure abroad.

Unlike the Cooperator program, TEA funds cannot be used for sales and
trade related expenses, which include breakfasts, luncheons, dinners,
receptions, and refreshments at official foreign market development
events and tipping, taxi fares, or decorations for dining places. Televi-
sion advertising is an allowable expense under both TEA and the Cooper-
ator program but has been prohibitively expensive under the latter.

In light of the projected increase in TEA’s required minimum funding
level, from $110 million per fiscal year to $325 million in fiscal years
1989 and 1990, Fas is considering reimbursing salaries for foreign
employees working on the TEA program and their travel expenses. This
is basically because many participants lack the administrative support
to handle these much larger sums.

Market development activities are intended to develop new markets and
maintain or expand existing ones. They are aimed at increasing both
consumer and commercial uses of U.S. agricultural commodities and
products by surmounting constraints to exports. They are not meant to
sell agricultural products directly and are divided into three categories:
(1) technical assistance, which addresses technical problems in selling,
moving, processing, marketing and using U.S. agricultural products, (2)
trade servicing, which influences foreign traders, importers, wholesal-
ers, and foreign government officials involved with importing, distribut-
ing, and marketing agricultural commodities and products, and (3)
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Background

Competition between the United States and other major agricultural
exporters, including the use of unfair trade practices, has intensified in
recent years. The Targeted Export Assistance program, (TEA), autho-
rized by section 1124 of the Food Security Act of 1985, states that funds
or commaodities of the Commodity Credit Corporation (¢cc) shall be used
by the Secretary of Agriculture to counter or offset the adverse effect of
subsidies, import quotas or other unfair trade practices of foreign coun-
tries on exports of U.S. agricultural commodities or products. The TEA
provisions did nhot specify the means by which the program was to be
implemented. TEA's principal congressional sponsor and some commod-
ity groups believed that TEA should provide direct compensation to com-
modity groups injured by unfair trade practices. The Department of
Agricuiture (USDA) chose to implement the statute by using a market
development approach.

TEA is administered by uspa’s Foreign Agricultural Service (Fas). The
Secretary of Agriculture authorized FAS to carry out TEA through an
overseas market development program for specific U.S. agricultural
commodities which have been adversely affected by foreign unfair trade
practices. TEA participants promote U.S. agricultural commodity exports
in exchange for dollar-denominated generic commodity certificates!
issued by the ccc and include private nonprofit agricultural trade orga-
nizations (such as cooperators® ), state-related organizations and private
profit making U.S. firms.

TEA is a8 $980-million program funded over a b-year period with an
annual minimum required funding level of $110 million for fiscal years
1986-88 and $325 million annually for fiscal years 1989 and 1990.

According to FAS TEA guidelines, to be eligible for targeted export assis-
tance, an agricultural commodity must (1) have been adversely affected
by an unfair foreign trade practice, (2) be in adequate supply, and (3) if
processed, be of at least 50-percent U.S. origin, with preference given to
commodities of 100-percent U.S. origin. Fas guidelines also give prefer-
ence to nonprofit trade organizations having national or industrywide
scope and the ability to share costs and ensure adequate development,

'CCC generic certificates are issued as a ferm of payment by the CCC and bear a dollar denomination.
They may be exchanged for CCC inventory in the form of surplus commodities, or exchanged for
cash.

“Cooperators are nonprofit commodity groups representing producers, farmers, and farmer-related
interests or trade associations which have agreements with FAS under the Cooperator Foreign Mar-
ket Developroent program, They normally promote either single commodities or groups of related
commodities.
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Executive Summary

No Documentation on TEA activities are funded by program funds and participant contribu-
Contribution Amounts and tions. ras has not documented the reasons for the variations in level and
Form form of contribution among TEA participants. Participant contribution

levels and form depend on the terms of TEA agreements and range from
cash (outlays by participant in domestic personnel and resources
devoted to TEA activities) to goods and services (value of time of person-
nel employed by the 11.S. industry groups who work on TEA activities of
participants with no cash outlay by Tea participant).

No Evaluation Guidelines FAS is requiring independent, third-party evaluations of all TEA projects
but has provided no formal guidance on what constitutes an indepen-
dent third party or on evaluation criteria, scope, purpose, or costs. Until
recently, FAS had not linked the evaluation requirement to its funding
allocation decisions. Lack of guidance created confusion among TEA par-
ticipants about the proper focus and purpose of TEA evaluations. Only
recently have several evaluations been submitted covering fiscal year
1986 activities. Fas is taking steps to create evaluation guidelines.

TEA Fundjng Increase The tripling of the annual TEA required minimum funding level in fiscal

Poses Problems years 1989 and 1990 from $110 million to $325 million, will probably
exacerbate existing management problems and create additional control
and accountability difficulties. FAS has questioned whether TEA partici-
pants have the resources to absorb greater funds and can continue to
contribute the same ratios. It is considering broadening the allowable
expenditures and has expressed concern about the relation between pro-
gram size and participant resources available. It has not ruled out the
possibility of using other ways of implementing the program.

Recommendati ons Because of th('e defi(:-iencies ('.}AO identcifigd in ras’ TEA program manage-
ment and in view of the projected tripling of the required minimum
funding level in the last 2 years of the program, it is important that Fas
provide sufficient documentation of its funding decision process and
clarify and document its contribution level requirements. In addition,
rAs should monitor the effectiveness of the TEA program by providing
guidance on evaluations. GAO recommends that the Secretary of Agricul-
ture direct the Administrator of ras to take the following actions.

«  Document the TEA funding allocation process to clearly show how fund-
ing criteria were applied and prioritized and the basis for allocation
decisions. Require sufficient information from participants and conduct
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Executive Summary

Purpose

Background

At the request of the Chairman, Subcommittee on Department Opera-
tions, Research, and Foreign Agriculture, House Committee on Agricul-
ture, and of Congressmen Leon E. Panetta and Charles E. Schumer, Gao
reviewed the management and operations of the Department of Agricul-
ture’s Targeted Export Assistance (TEA) program.

GAO examined the management of the program, especially the Foreign
Agricultural Service’'s (FAS) documentation of participant eligibility and
funding allocation decisions. GAO also reviewed the adequacy of the FAS
evaluation process, how those evaluations affect present and future
funding allocation decisions, and the commodities, activities and geo-
graphical markets receiving TEA funds.

Section 1124 of the Food Security Act of 1985 authorized the TEA pro-
gram, which empowered the Secretary of Agriculture to make funds or
commodities available to counter or offset the adverse effect of subsi-
dies, import quotas or other unfair trade practices of foreign competi-
tors on U.S. agricultural exports.

The law says the Secretary shall use not less than $980 million for fiscal
years 1986 through 1990. As amended by section 5 of the Food Security
Improvements Act of 1986, the minimum required funding level is $110
million each for fiscal years 1986-88 and $325 million each for 1989 and
1990.

TEA provisions of section 1124 do not specify the means by which the
program should be implemented. FAS administers TEA and has deter-
mined that the provisions should be implemented through foreign mar-
ket development, modeled to some extent after the existing Cooperator
Market Development program.

TEA provides foreign market development assistance through single and
multi-year government agreements with (1) U.S. private nonprofit orga-
nizations, (2) state-related organizations, and (3) private profitmaking
firms, which promote U.S. agricultural commodities and products
through consumer promotion, trade servicing, and technical assistance.
Financial support is provided in the form of generic commodity certifi-
cates issued by the Commodity Credit Corporation (ccc). The certificates
bear a dollar denomination and may be exchanged for ccc inventory in
the form of surplus commodities, or exchanged for cash. During fiscal
years 1986-88, ras entered into a total of 117 agreements and has used
the full amounts authorized for all 3 years.

Page 2 GAO/NSIAD-88-183 Agricultural Trade








