Tools for Alliance Builders


Appendix XIX

Payment Structures:  Lessons from Building Alliances

In an effort to streamline agreement negotiations and the procurement process, the GDA Secretariat has compiled a list of ‘lessons’.  In particular, the GDA aims to help the alliance-builder in streamlining financial payments and financing.  The following tips are drawn from experiences and challenges the GDA has faced in these processes.

Payment Structure:
· Non-profit entities: Non-profit entities – including U.S. or non-U.S., international private voluntary organizations, domestic American, educational and research institutions, and international research institutions – are typically granted funding in advance.  Methods of advancing funds, in order of declining preference, are:
(1) Letter of Credit (LOC): The LOC is a portal where a grantee can request 

money for immediate cash needs when necessary.  In order to qualify for an LOC, an organization must first meet Federal standards for fund control and accountability.  Non-U.S. organizations and international organizations located overseas (except U.N. organizations) are not generally issued LOC’s.

(2) Periodic Advance: Period advances are used when an organization does 

meet all the criteria for an LOC but an advance is still justified.  Payments are made on a predetermined payment schedule, usually at 30-day increments.

(3) Reimbursement: If an organization’s financial management system does not meet Federal standards, the grant is administered through a process of reimbursement.  This means that the organization must front the money, then prove it was well-spent in order to be reimbursed.  

· For-profit entities: For-profit entities have two main options for grant financing, the first structure being the prevalent option:

(1) Reimbursement: It is more often assumed that a for-profit organization is cash rich and can thus wait for payments, so these grants are typically administered through the reimbursement process.  Because many companies do not understand this, when entering grant negotiations, it should be clearly articulated at the beginning of talks that reimbursement will likely be the chosen structure.  Otherwise, cash flow issues can delay the progress of an initiative – especially those with a short timeframe – and compromise the ultimate success of the alliance.
(2) Advance Payments: This option is also available to for-profit entities, though on a very limited basis. For non-profits, if an advance is allowed, funds may only be made available for 30-day periods. A grantee may receive multiple 30-day advances, but must liquidate all funds as there are penalties and interest that apply when USG monies are held. For-profits will be granted advance payments only if they meet one of the following criteria: delivery and/or performance requires the contractors and/or recipients to have large amounts of working capital; they do not possess such amounts; the for-profit is providing advances to grantees; and rare exceptional cases.  Advance payments are usually reserved for non-profits.  If a for-profit decides after a grant agreement is already settled that advance payments are necessary, an agreement modification must be performed.  This process can take up to 45 days, and even then there is no certainty of issuance.  
Limitations on Grants: It is important to firmly establish what exactly a grant can be used for before the contract is closed.  If the lines are not clearly drawn, disagreements may arise after the initiative has already been launched, causing possible time delays and leaving a party with a bill it is not equipped to pay.  Remember, however, that there is a line between enough detail and going overboard, so think ahead to what will likely be needed and leave some room for flexibility.  Issues and needs may arise in the field that nobody could have foreseen.

Good Communication: The importance of good communication cannot be overstated.  As with all aspects of alliance-building, constant communication can be difficult and time-consuming.  Everybody is busy and it is easy to fall into the trap of “tunnel vision”.  It is well worth the effort, though.  It is critical that all participants in grant negotiations and the procurement process are kept abreast of important developments.  There should be a clear point person from each organization and a consistent network that disseminates information.  Constant, clear communication streamlines the process by keeping all players on the same page and minimizing the frequency of misunderstandings.

Defined Roles: In any given alliance, there are numerous participants.  To avoid confusion, responsibilities and funding/leveraging should be clearly defined.  Ensure that all partners are aware of each other’s respective roles and that the source(s) of leveraging is clear.  This will also help streamline management of the program.

Recent Examples of Alliances: 

Rockefeller Philanthropic Advisors (RPA) & HP Uganda: This recent grant has run into several obstacles that are educational for others entering the grant negotiation process.  Launched on January 12, 2004, the Ugandan project needed a minimum of $25,000 for initial activities and equipment procurement.  Due to confusion about the cost-share and counterpart agreements and the exact source of leveraging, there was some delay in commencing the one-year program.  The contract was based on a reimbursement payment structure, so an action memorandum was initiated post-signing for advanced funding.  The grant agreement will be modified. Upon completion, the modification will allow for the release of funding for the first month of operating expenses.  Despite the snags, the project is moving forward to meet its deliverables and timelines.  The difficulties encountered by this alliance’s partners, however, illustrate the importance of good communication and a clear understanding of the grant negotiation and procurement process on the part of all involved.

GlobalGiving: The GlobalGiving grant initially fell victim to similar confusion regarding the payment structure.  As a start-up entity, GlobalGiving was not cash rich and needed advance payments, but it was not made clear how they as the grantee were to be paid.  The organization had a difficult time navigating new territory in their work with USAID and were in need of assistance to help them understand USAID rules and restrictions.  In this instance, some Agency staff pulled out all stops to help the start-up, eventually untangling the knots.  The alliance is now proceeding with much success.  As a result of their experience, GlobalGiving suggests that a new grantees and contractors liaison within offices or bureaus, working with both contracts & program officers, is essential for the often perplexing grant negotiation and procurement processes.
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