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MR, CHAI RVAN, OTHER COWM TTEE MEMBERS, AND COWM TTEE STAFF,

WTH ME TODAY IS MR TIM COX, REG ONAL | NSPECTOR CENERAL OF

OUR OFFI CE I N SAN SALVADCR. WE ARE PLEASED TO OFFER OUR
TESTI MONY ON USAI D PROGRAMS FUNDED UNDER THE CENTRAL
AMERI CA AND THE CARI BBEAN EMERGENCY DI SASTER RECOVERY FUND.
THESE PROCGRAMS ARE COVMMONLY REFERRED TO AS * HURRI CANE

M TCH PROGRAMS AND WE W LL SO REFER TO THEM I N OQUR

TESTI MONY TODAY ALTHOUGH, AS YOU KNOW SOVE OF THE FUNDS
ARE BEI NG USED TO RESPOND TO THE EFFECTS OF HURRI CANE
GECRCES | N THE CARI BBEAN AND THE EFFECTS OF AN EARTHQUAKE

I N COLOVBI A.

I N QUR TESTI MONY, WE WOULD LI KE TO DI SCUSS THE OVERALL
PROCGRESS OF THE HURRI CANE M TCH PROGRAM THE STRATEGY
DEVELOPED BY THE OFFI CE OF | NSPECTOR GENERAL (O G TO

PROVI DE OVERSI GHT FOR THE PROGRAM THE RESULTS WE HAVE



REPORTED TO DATE, AND THEN SQOVE TENTATI VE CONCLUSI ONS AND
LESSONS LEARNED. AT THE CONCLUSI ON OF THI S TESTI MONY, WE

W LL BE PLEASED TO ANSWER ANY QUESTI ONS YOU MAY HAVE.

PROGRAM PROGRESS

EXCLUDI NG $34 M LLI ON I N TRANSFERS TO OTHER FEDERAL

AGENCI ES UNDER THE AUTHORI TY OF SECTI ON 632(A) OF THE

FOREI GN ASSI STANCE ACT, AS OF DECEMBER 31, 2000, USAI D
REPORTED THAT $586 M LLI ON OF THE REMAI NI NG $587 M LLI ON
FROM THE HURRI CANE M TCH SUPPLEMENTAL APPROPRI ATI ON WAS
OBLI GATED, $534 M LLI ON WAS COW TTED, AND $240 M LLI ON WAS
SPENT. THUS, CLOSE TO 100 PERCENT OF THE AMOUNT AVAI LABLE
TO USAI D WAS OBLI GATED, 91 PERCENT WAS COWM TTED, AND 41
PERCENT WAS SPENT. EACH QUARTER WE TRACE THE EXPENDI TURE

| NFORMATI ON BACK TO THE SUPPORTI NG REPORTS SUBM TTED BY
USAI D M SSI ONS.  BASED ON THI S WORK, THERE WERE NO MATERI AL
ADJUSTMENTS TO THE EXPENDI TURE DATA AS OF DECEMBER 31,

2000.

THE O G HAS HELPED MONI TOR THE PROGRAM S PROGRESS PRI MARI LY
THROUGH | TS | NTERNAL AUDI T PROGRAM  TO DATE, WE HAVE
COVMPLETED FI ELDWORK ON FI VE AUDI TS THAT EXAM NED WHETHER

ACTI VI TI ES WERE ON SCHEDULE TO ACHI EVE THE PLANNED QOUTPUTS.



WE W LL BRI EFLY SUWARI ZE THE RESULTS OF THOSE AUDI TS HERE
AND WE W LL DI SCUSS THEM I N MORE DETAIL IN A FEW M NUTES
VWHEN WE DI SCUSS THE RESULTS WE HAVE REPCORTED UNDER OUR

OVERS| GHT PROGRAM

OUR AUDI T REPORT ON THE $50 M LLI ON ROAD AND BRI DGE
RECONSTRUCTI ON PROGRAM | N HONDURAS CONCLUDED THAT THE
PROGRAM WAS NOT ON SCHEDULE TO ACHI EVE THE PLANNED QOUTPUTS,
DUE TO H GHER THAN EXPECTED RECONSTRUCTI ON COSTS AND A
SLONER THAN EXPECTED START OF THE RECONSTRUCTI ON WORK. I N
RESPONSE TO THE AUDI T, USAI D/ HONDURAS AND THE GOVERNMENT OF
HONDURAS DEVELOPED A PLAN TO ACCELERATE PROGRESS UNDER THE

PROGRAM

| N HONDURAS, BASED ON OUR AUDI T OF THE WATER AND SANI TATI ON
ACTIVITIES WTH $95 M LLI ON I N OBLI GATI ONS, WE CONCLUDED
THAT THE ACTI VI TI ES WERE NOT ON SCHEDULE. WE RECOVMENDED
THAT USAI D AND | TS GRANTEES DEVELOP WORK PLANS TO SHOW HOW
PROGRESS COULD BE ACCELERATED TO COVPLETE ALL OF THE
PLANNED ACTI VI TI ES BY DECEMBER 31, 2001. USAI D/ HONDURAS
HAS | MPLEMENTED THI S RECOMVENDATI ON FOR ONE OF | TS GRANTEES

AND |'S DEVELOPI NG A PLAN OF ACTI ON FOR THE SECOND GRANTEE.



| N EXAM NI NG THE $3 M LLI ON ROAD AND BRI DGE REPAI R ACTI VI TY
| N GUATEMALA, WE CONCLUDED THAT ONE GRANTEE, W TH $2

M LLION I N USAI D FUNDS, WAS ON SCHEDULE TO ACH EVE THE
PLANNED OUTPUTS BUT A SECOND CGRANTEE, WTH $1 M LLION IN
USAI D FUNDS, WAS NOT. WE RECOMMENDED THAT USAI DY GUATEVALA
OBTAI N FROM THE SECOND GRANTEE A FI RM PLAN OF ACTI ON FOR

COVPLETI NG THE PLANNED WORK.

IN THE DOM NI CAN REPUBLI C, OUR AUDI TORS CONCLUDED THAT THE
$8 M LLI ON HOUSI NG REHABI LI TATI ON PROGRAM WAS ON SCHEDULE

TO ACH EVE THE PLANNED OUTPUTS.

FI NALLY, I N NI CARAGUA, WE FOUND THAT THE $9.5 M LLI ON WATER
AND SANI TATI ON PROGRAM WAS ON SCHEDULE, EXCEPT FOR AN

ACTI VITY TO CONSTRUCT SMALL DRAINS VALUED AT ABOUT

$116, 000. WE PLAN TO RECOMMEND THAT USAI D) NI CARAGUA TAKE
ACTI ON TO ACCELERATE CONSTRUCTI ON OF THESE DRAI NS OR

REPROGRAM THE FUNDS TO ANOTHER ACTI VI TY.

AS YQU CAN SEE, THE AUDI TS THAT WE HAVE COVWPLETED TO DATE
HAVE DI SCLOSED A RANGE OF CONDI TI ONS, FROM ACTI VI TI ES THAT
VWERE ON SCHEDULE TO ACTI VI TI ES THAT WERE SI GNI FI CANTLY
DELAYED. WE HAVE FOCUSED ON THE LARCGER ACTI VI TI ES I N EACH

COUNTRY AND, AS YOU KNOW SOME OF THE LARGEST



| NFRASTRUCTURE ACTI VI TI ES HAVE RUN | NTO SOVE FAI RLY

SI GNI FI CANT | MPLEMENTATI ON PROBLEMS.

O G OVERSI GHT STRATEGY

THE OVERALL PURPCSE OF THE O G S OVERSI GHT EFFORT HAS BEEN
TO MAKE SURE THAT THE HURRI CANE M TCH FUNDS ARE VELL SPENT.
VWE WANT TO PREVENT PROBLEMS FROM OCCURRI NG WHERE THAT | S
PCSSI BLE, AND DETECT PROBLEMS EARLY ON, WHEN THEY | NVOLVE
RELATI VELY SMALL SUMS OF MONEY AND WHEN THEY CAN BE

CORRECTED FAI RLY EASI LY.

I N DEVELOPI NG OUR STRATEGY AND I N CARRYI NG I T QUT, WE HAVE
WORKED CLOSELY W TH CUSTOMERS AND STAKEHOLDERS TO BE SURE
THAT THE STRATEGY | S PRACTI CAL AND THAT OUR WORK W LL MEET
THE NEEDS OF OUR CUSTOMERS. THE STRATEGY | S | NNOVATI VE I N
THE SENSE THAT IT I'S NOT' STRICTLY AN AUDI T OR

| NVESTI GATI ONS STRATEGY BUT | NCLUDES MANY | NNOVATI VE TYPES
OF ACTIVITIES, Al MED AT PREVENTI ON AND DETERRENCE, THAT W\E
BROUGHT | NTO QUR STRATEGY FROM QUTSI DE THE AUDI T AND

| NVESTI GATI ONS TRADI TI ONS.  THE STRATEGY EMPHASI ZES

PARTI Cl PATION I N THE SENSE THAT I T G VES USAID S GRANTEES
AND CONTRACTORS A PROM NENT ROLE I N HELPI NG TO PREVENT AND

DETECT FRAUDULENT ACTI VI Tl ES.



THE O G DEVELOPED | TS OVERSI GHT STRATEGY | N CONSULTATI ON
W TH KEY CONGRESSI ONAL STAFF MEMBERS, | NCLUDI NG THE STAFF
OF YOUR COW TTEE. HERE, WE WOULD LI KE TO SAY THAT WE ARE
VERY CGRATEFUL FOR THE SUPPORT AND COUNSEL THAT YOUR

COM TTEE HAS PROVI DED TO O G TO HELP US CARRY QUT QUR
STATUTORY OVERSI GHT ROLE. AS YOU KNOW THE SUPPLEMENTAL
APPROPRI ATI ON LEQ SLATI ON | NCLUDED $1.5 M LLION I N

ADDI TI ONAL OPERATI NG EXPENSE FUNDS FOR O G TO SUPERVI SE
ADDI TI ONAL AUDI TS AND | NVESTI GATI ONS OF HURRI CANE M TCH
ACTIVITIES. WE HAVE USED THESE ADDI TI ONAL FUNDS TO H RE
FI' VE AUDI T STAFF UNDER PERSONAL SERVI CES CONTRACTS AND PAY
TRAVEL EXPENSES FOR THESE | NDI VI DUALS, PLUS OUR U. S.

DI RECT- H RE AUDI TORS AND | NVESTI GATORS, TO PROVI DE CLCSE

OVERSI GHT OF THE HURRI CANE M TCH FUNDS.

THE O G BEGAN CONSULTATI ONS W TH USAI DS BUREAU FOR LATI N
AVERI CA AND THE CARI BBEAN (LAC BUREAU) AND USAI D S M SSI ONS
IN THE REA ON | N NOVEMBER 1999, SHORTLY AFTER HURRI CANE

M TCH ENDED. THESE CONSULTATI ONS CONTI NUED AS THE M SSI ONS
DEVELOPED THEI R RECONSTRUCTI ON PROGRAMS AND AS THE

ADM NI STRATI ON DEVELOPED | TS SUPPLEMENTAL APPROPRI ATl ON
REQUEST. VHEN WE PERFORMED OUR RI SK ASSESSMENTS OF

| NDI VI DUAL ACTI VI TI ES FI NANCED UNDER THE SUPPLEMENTAL



APPROPRI ATI ON, WE DI SCUSSED THE RESULTS W TH USAI D M SSI ONS
BEFORE DECI DI NG WHAT TYPE OF OVERSI GHT WOULD BE APPROPRI ATE
FOR EACH ACTIVITY. THE DECI SI ONS THAT WE MADE BASED ON THE
Rl SK ASSESSMENTS REFLECTED, | N ALMOST EVERY CASE, A
CONSENSUS BETWEEN THE O G AND USAI D M SSI ON MANAGERS.  WE
HAVE CONTI NUED TO WORK VERY CLOSELY W TH USAI D STAFF TO
MAKE SURE THAT USAI D FUNDS ARE SPENT RESPONSI BLY BY

GRANTEES AND CONTRACTORS.

THE O G ALSO BEGAN MEETI NG WTH U. S. GENERAL ACCOUNTI NG
OFFI CE STAFF I N EARLY 2000, | N TIALLY MEETI NG W TH GAO
STAFF ON A MONTHLY BASI S AND MORE RECENTLY ON A QUARTERLY

BASI S.

THE O G COCRDI NATED | TS STRATEGY W TH OTHER DONORS ( FOR
EXAMPLE, THE WORLD BANK AND THE | NTER- AMERI CAN DEVEL OPMENT
BANK) PROVI DI NG HURRI CANE M TCH ASSI STANCE | N CENTRAL
AVERI CA, BRI EFI NG THE DONOCRS ON THE STRATEGY I N JUNE 2000
AND SUBSEQUENTLY PROVI DI NG MORE DETAI LED | NFORVATI ON TO

DONOR STAFF | NVOLVED | N OVERSI GHT PLANNI NG

THE O G HAS ALSO COCRDI NATED I TS ACTIVITIES WTH THE
| NSPECTORS GENERAL OF THE OTHER FEDERAL AGENCI ES WHO

RECEI VED HURRI CANE M TCH FUNDS UNDER THE AUTHORI TI ES OF



SECTI ONS 632 (A) AND (B) OF THE FORElI GN ASSI STANCE ACT OF
1961, AS AMENDED TO HELP ENSURE THAT ALL OF THE ACTI VI TI ES
FI NANCED UNDER THE HURRI CANE M TCH SUPPLEMENTAL

APPROPRI ATI ON RECEI VE ADEQUATE OVERSI GHT REGARDLESS OF

VWH CH FEDERAL AGENCY | S | MPLEMENTI NG THE ACTI VI Tl ES.

DURI NG | MPLEMENTATI ON OF THE OVERSI GHT PROGRAM WE HAVE
CONTI NUED TO KEEP OUR CUSTOVERS AND STAKEHOLDERS | NFORMED
THROUGH QUARTERLY BRI EFI NGS FOR THE STAFF OF Sl X

CONGRESSI ONAL COWM TTEES, | NCLUDI NG YOUR COW TTEE, AS WELL

AS FOR THE LAC BUREAU AND OTHER | NTERESTED USAI D STAFF.

ADDI Tl ONALLY, WE HAVE DEVOTED A SI GNI FI CANT AMOUNT OF
RESOURCES TO PROACTI VE ACTI VI TI ES DI RECTED TOMRD

PREVENTI ON AND DETERRENCE. @WE DECI DED EARLY ON THAT IT
WOULD BE VI TALLY | MPORTANT TO ENLI ST THE HELP OF USAI D S
CONTRACTORS AND GRANTEES — WHO MANAGE USAI D ACTIVITIES ON A
DAY- TO- DAY BASI S — TO GUARD AGAI NST FRAUDULENT ACTI VI TI ES
AND HELP SERVE AS OUR EYES AND EARS. MOST FRAUD CASES ARE
DI SCOVERED THROUGH ALLEGATI ONS, AND WE WANTED TO MAKE SURE
THAT THE PECPLE WORKI NG ON USAI D PROGRAMS WERE TRAI NED TO
RECOGNI ZE SI TUATI ONS THAT COULD BE | NDI CATI VE OF FRAUDULENT
ACTIVITIES. AND AT THE SAVE TI ME WVE WANTED TO MAKE THEM

AVARE OF THE EXCEPTI ONAL EFFORTS WE HAVE UNDERTAKEN TO



DETECT FRAUD AND ABUSE THROUGH OUR AUDI T AND | NVESTI GATI ONS

PROGRAMS.

TOMRD THI' S END, THE O G DEVELOPED A FRAUD AWARENESS

TRAI NI NG PROGRAM WHERE TEAMS OF SPANI SH- SPEAKI NG AUDI TORS
AND | NVESTI GATORS VI SI TED USAI D M SSI ONS AND VI SI TED OUR
CONTRACTORS AND GRANTEES AT THEI R OFFI CES TO PROVI DE

BRI EFI NGS ON THE CAUSES OF FRAUD AND CORRUPTI ON AND HOW
THESE PROBLEMS CAN BE PREVENTED AND DETECTED. AS PART OF
THE TRAI NI NG WE PROVI DED THE PARTI Cl PANTS WTH A MANUAL ON
FRAUD | NDI CATORS THAT WAS DEVELOPED BY O G AND TRANSLATED

| NTO SPANI SH. I N ADDI TI ON, WHERE WE BELI EVED THAT | T WOULD
BE HELPFUL, WE PROVI DED THE GRANTEES AND CONTRACTORS W TH
MATERI ALS TO HELP THEM DEVELOP PCLI Cl ES AND PROCEDURES THAT
CAN HELP PREVENT FRAUD, SUCH AS CODES OF CONDUCT, CODES OF
ETH CS, FI NANCI AL DI SCLOSURE POLI Cl ES, FRAUD REPORTI NG

POLI CIES, AND SO ON. UNDER THE FRAUD AWARENESS TRAI NI NG
PROGRAM WE HAVE TRAI NED 2, 141 PARTI Cl PANTS | N CENTRAL

AMERI CA AND THE CARI BBEAN.

THE RESPONSE TO THI S PROGRAM WAS | MVEDI ATE AND
OVERVWHELM NGLY POSITIVE. | T WAS VERY CLEAR TO OQUR TRAI NERS
THAT ANTI - CORRUPTI ON AND ANTI - FRAUD EFFORTS ARE NOT MERELY

FASHI ONABLE | SSUES W THI N THE DONOR COVMUNI TY BUT ARE



MEANI NGFUL | SSUES FOR THE PEOPLE WHO WORK ON USAI D PROGRAMS
I N CENTRAL AMERI CA AND THE CARI BBEAN. THERE WAS AN UNMET
NEED FOR PRACTI CAL, DETAI LED | NFORVATI ON ON HOW TO PREVENT
FRAUD AND CORRUPTI ON, AND THI S PROGRAM HELPED MEET THI S
NEED. ONE RESULT OF TH S PROGRAM HAS BEEN THAT O G HOTLI NE
CALLS FROM THE REG ON HAVE | NCREASED 100 PERCENT. IT IS

Dl FFI CULT TO QUANTI FY THE EFFECTI VENESS OF TH S PROGRAM | N
PREVENTI NG FRAUD FROM OCCURRI NG BUT WE HAVE VERY STRONG
REASONS FOR BELI EVI NG THAT THE PROGRAM HAS HAD THE DESI RED
PREVENTI VE AND DETERRENT EFFECT. BECAUSE OF THE STRONG
PCSI TI VE RESPONSE TO TH S PROGRAM THE O G | S | MPLEMENTI NG
THE FRAUD AWARENESS TRAI NI NG PROGRAM I N | TS OTHER REG ONS

AS VELL.

TO DECI DE WHAT TYPE OF OVERSI GHT THE O G SHOULD PROVI DE FOR
| NDI VI DUAL ACTI VI TI ES FI NANCED UNDER THE SUPPLEMENTAL
APPROPRI ATI ON, WE EMPLOYED A Rl SK- BASED APPROACH.  STAFF
FROM OUR OFFI CE | N SAN SALVADOR CONDUCTED RI SK ASSESSMENTS

OF EACH ACTI VI TY THAT CONSI DERED FOUR FACTORS:

(1) THE EXPERI ENCE, PERFORMANCE RECORD, AND AUDI T HI STORY

OF THE CONTRACTORS AND GRANTEES RESPONSI BLE FCOR

| MPLEMENTI NG EACH ACTI VI TY,
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(2) THE TYPE OF ACTIVITIES BEI NG FI NANCED BY USAID (THIS IS
| MPORTANT SI NCE, FOR EXAMPLE, THE RI SKS FOR A CONSTRUCTI ON
ACTIVITY D FFER FROM THE RI SKS FOR A TECHNI CAL ASSI STANCE

ACTI VI TY) ,

(3) THE CONTROLS AND | MPLEMENTATI ON ARRANGEMENTS FCOR EACH
ACTI VI TY (I NCLUDI NG ARRANGEMENTS FOR DI SBURSI NG FUNDS,

DELI VERI NG SERVI CES, AND MONI TORI NG PROGRESS), AND

(4) THE AMOUNT COF FUNDS DEVOTED TO EACH ACTI VI TY.

BASED ON THESE ASSESSMENTS, THE O G DECI DED TO PERFORM
CONCURRENT AUDI TS OF THE HI GHER RI SK ACTI VI TI ES AND ANNUAL
AUDI TS OF THE LONER RI SK ACTI VI TI ES | MPLEMENTED BY
CONTRACTORS AND GRANTEES.  WE ARE NOT PERFORM NG FI NANCI AL
AUDI TS OF ACTIVITIES CARRI ED OQUT DI RECTLY BY USAI D OR BY
OTHER FEDERAL ACENCI ES, ALTHOUGH THESE ACTI VI TI ES ARE
SUBJECT TO PERFORVANCE AUDI TS BY OQUR OFFI CE.  CURRENTLY,
THE O G IS SUPERVI SI NG 21 CONCURRENT AUDI TS, 24 ANNUAL
AGENCY- CONTRACTED AUDI TS, AND 42 ANNUAL RECI Pl ENT-
CONTRACTED AUDI TS OF HURRI CANE M TCH ACTI VITIES. THESE
AUDI TS ARE BEI NG CONDUCTED BY U.S. AUDI T FI RMS, BY FOREI GN

AUDI T FI RMS AND SUPREME AUDI T | NSTI TUTI ONS (SAl's) THAT THE

11



O G HAS DEEMED ELI G BLE TO PERFORM AUDI TS OF USAI D FUNDS,

AND BY THE DEFENSE CONTRACT AUDI T ACENCY ( DCAA) .

CONCURRENT AUDI TS ARE FI NANCI AL STATEMENT AUDI TS THAT ARE
PERFORMED VH LE THE ACTIVITY |'S BEI NG | MPLEMENTED, W TH
QUARTERLY REPCRTI NG BY THE AUDI TORS. EACH QUARTERLY REPORT
| NCLUDES THE AUDI TORS' OPI Nl ON ON THE FUND ACCOUNTABI LI TY
STATEMENT (THIS I'S A FI NANCI AL STATEMENT DESI GNED BY THE
O G THAT SHOANS THE BUDGETED AND ACTUAL | NCOVE AND EXPENSES
OF THE USAI D- FUNDED ACTIVITY AS WELL AS ANY QUESTI ONED
COSTS | DENTI FI ED BY THE AUDI TORS), A REPORT ON | NTERNAL
CONTROL, A REPORT ON COVPLI ANCE W TH AGREEMENT TERMS AND
APPLI CABLE LAWS AND REGULATI ONS, A REPORT ON THE AUDI TORS
REVI EW OF THE COST SHARI NG SCHEDULE (WHICH IS SIM LAR TO
THE FUND ACCOUNTABI LI TY STATEMENT BUT | NCLUDES ONLY THE
AUDI TEE'S CONTRI BUTI ONS TO THE PROGRAM, AND A REPORT ON
THE AUDI TORS FOLLOW UP ON PREVI QUS AUDI T RECOMVENDATI ONS.
BECAUSE THESE CONCURRENT AUDI TS COVER H GHER RI SK
ACTIVITIES, WE HAVE PUT I N PLACE SOVE EXCEPTI ONAL QUALI TY
CONTROL MEASURES. FOR EXAMPLE, VWHERE THESE AUDI TS ARE
CONDUCTED BY AUDI T FI RMS BASED OVERSEAS, WE REQUI RE THAT
THE AUDI T REPORTS BE SIGNED IN THE NAME OF THE U.S. AUDI T
FI RM THAT THEY REPRESENT. WE ALSO REQUI RE ON-SI TE

SUPERVI SION OF THE AUDI T WORK BY STAFF OF THE U. S. FIRM

12



FI NALLY, O G AUDI TORS CLOSELY MONI TOR THE AUDI T WORK BY
APPROVI NG THE AUDI T STATEMENTS OF WORK, AUDI T PROGRAMS, AND
DRAFT AND FI NAL AUDI T REPORTS AND BY VI SI TI NG THE AUDI TORS
ON SI TE AND REVI EW NG THEI R WORKI NG PAPERS TO VERI FY THAT
THEY ARE ADHERI NG TO GOVERNMENT AUDI TI NG STANDARDS | SSUED

BY THE U. S. CGENERAL ACCOUNTI NG OFFI CE.

THE ANNUAL AGENCY- CONTRACTED AUDI TS SUPERVI SED BY O G ARE

| DENTI CAL I N SCOPE TO THE CONCURRENT AUDI TS WE HAVE JUST
DESCRI BED, AND OUR SUPERVI SI ON OF THE AUDI TS AND

| N\VOLVEMENT |N QUALITY CONTRCL IS ALSO THE SAME AS FOR THE
CONCURRENT AUDI TS. THE ONLY DI FFERENCE IS | N THE FREQUENCY
OF REPORTI NG FOR THE CONCURRENT AUDI TS, WE REQUI RE
QUARTERLY REPCRTI NG AND FOR THE ANNUAL REPORTS THERE IS OF

COURSE ONLY ONE AUDI T REPORT AT THE END OF THE YEAR

FOR THE RECI Pl ENT- CONTRACTED AUDI TS, THE SCOPE OF THE

AUDI TS | S THE SAME AS THE SCOPE QUTLI NED ABOVE. FOR THESE
AUDI TS, WH CH COVER RELATI VELY SMALL, LOW RI SK ACTI VI Tl ES,
OUR | NVOLVEMENT IN QUALI TY CONTROL COMVES MAI NLY AT THE END
OF THE AUDIT, ONCE THE AUDIT WORK | S COWLETE. WE PERFORM
A DESK REVI EW ON EVERY RECI Pl ENT- CONTRACTED AUDI T, WH CH

I NVOLVES A REVI EW OF THE AUDI T REPORT TO VERI FY THAT THE

AUDI TORS FOLLOWED U. S. GOVERNMENT AUDI TI NG STANDARDS AND

13



THE APPROVED STATEMENT OF WORK. THEN, FOR A SAMPLE OF AT
LEAST 10 PERCENT OF THE FI NAL REPORTS, WE PERFORM A QUALITY
CONTROL REVIEW WHI CH IS A MORE | N- DEPTH REVI EW THAT

| NCLUDES AN EXAM NATI ON OF THE AUDI TORS' WORKI NG PAPERS.

I N ADDI TI ON TO OQUR FI NANCI AL AUDI T PROGRAM VWHI CH I S
FOCUSED ON AUDI TI NG QUR CONTRACTORS AND GRANTEES TO MAKE
SURE THAT USAI D FUNDS ARE USED FOR AUTHORI ZED PURPOSES, THE
O G ALSO HAS AN | NTERNAL AUDI T PROGRAM VHI CH | S FOCUSED ON
ASSESSI NG HOW VELL USAI D | S CARRYI NG OQUT | TS MANAGEMENT
RESPONSI BI LI TI ES FOR THE HURRI CANE M TCH PROGRAM  THESE
AUDI TS ARE PERFORMED BY O G STAFF. SOVE OF THESE | NTERNAL
AUDI TS EXAM NE M SSI ON FI NANCI AL MANAGEMENT | SSUES AND ARE
DESI GNED TO DETERM NE | F ADVANCES AND DI SBURSEMENTS ARE
PROPERLY PROCESSED AND REPORTED. OTHER | NTERNAL AUDI TS
EXAM NE PROGRAM | MPLEMENTATI ON | SSUES AND ARE DESI GNED TO

ADDRESS | SSUES SUCH AS:

(1) ARE RECONSTRUCTI ON ACTI VI TIES ON SCHEDULE TO ACH EVE

THE | NTENDED QUTPUTS?

(2) HAVE HOST GOVERNMENTS FOLLOWED USAI D COMPETI TI ON

REQUI REMENTS I N AWARDI NG HOST COUNTRY CONTRACTS?

14



(3) HAVE USAI D M SSI ONS | MPLEMENTED ADEQUATE MONI TORI NG

SYSTEMS FOR THEI R RECONSTRUCTI ON PROGRAMS?

OUR AUDI T PROGRAM | S COVPLEMENTED BY A ROBUST

| NVESTI GATI ONS PROGRAM VWHERE VWE MONI TOR THE HURRI CANE M TCH
PROGRAM FOR | NDI CATI ONS OF FRAUD OR ABUSE. ONE PRIORITY OF
TH' S PROACTI VE MONI TORI NG EFFORT | S TO EXAM NE PROCUREMENT
ACTI ONS FOR SIGNS OF BID RIGAd NG OR OTHER | RREGULARI Tl ES.
AND, OF COURSE, OUR | NVESTI GATORS RESPOND TO ALLEGATI ONS
AND LEADS DEVELOPED THROUGH THE AUDI T PROGRAM AND OTHER O G

| NI TI ATl VES.

I N SUMVARY, THE O G S STRATEGY FOR HELPI NG PROVI DE

OVERSI GHT FOR THE HURRI CANE M TCH PROGRAM EMPHASI ZES
PREVENTI ON AND DETERRENCE, AS WELL AS AN | NCLUSI VE APPROACH
THAT RECOGNI ZES THE | MPORTANT WAYS | N VHI CH USAI D M SSI ONS
AND USAI D S CONTRACTORS AND GRANTEES CAN HELP PREVENT FRAUD
FROM OCCURRI NG VERY | NTENSI VE, RI SK-BASED AUDI T AND

| NVESTI GATI ONS PROGRAMS SUPPORT THESE EFFORTS.

O G OVERSI GHT RESULTS

AT TH'S PO NT, WE WOULD LI KE TO DI SCUSS THE RESULTS WE HAVE

REPORTED TO DATE UNDER OUR AUDI T PROGRAM  WE REGRET THAT

15



WE ARE NOT ABLE TO DI SCUSS THE RESULTS OF THE

| NVESTI GATI ONS PROGRAM I N THI S FORUM OTHER THAN TO SAY
THAT WE DO HAVE SEVERAL | NVESTI GATI ONS UNDERWAY. AS THESE
| NVESTI GATI ONS ARE COMPLETED, WE W LL BRI EF YOUR STAFF ON
THE RESULTS AND OF COURSE WE ARE ALWAYS AVAI LABLE | F YOQU OR
ANY OF THE MEMBERS OF THE COWM TTEE WOULD LI KE TO BE

BRI EFED ON | NVESTI GATI ONS RESULTS.

TO DATE, UNDER OUR FI NANCI AL AUDI T PROGRAM THE AUDI TORS
HAVE COVPLETED FI ELDWORK ON 64 AUDI TS COVERI NG $72 M LLI ON
I N USAID FUNDS. ON 49 COF THESE AUDI TS (77 PERCENT), THE
AUDI TORS PRESENTED UNQUALI FI ED OPI NI ONS: THAT IS, THEY
CONCLUDED THAT THE FUND ACCOUNTABI LI TY STATEMENT FAI RLY
PRESENTED THE | NCOVE AND EXPENDI TURES OF THE USAI D- FUNDED
ACTIVITY. ON 13 AUDI TS (20 PERCENT), THE AUDI TORS
EXPRESSED QUALI FI ED OPI NI ONS: THAT IS THEY CONCLUDED THAT
THE FUND ACCOUNTABI LI TY STATEMENT FAI RLY PRESENTED THE

| NCOVE AND EXPENDI TURES OF THE USAI D- FUNDED ACTI VI TY EXCEPT
FOR THE PGSSI BLE EFFECTS ON THE FUND ACCOUNTABI LI TY
STATEMENT OF THE QUESTI ONED COSTS | DENTI FI ED BY THE

AUDI TORS. ON ONE AUDIT, THE AUDI TORS | SSUED A NEGATI VE
(ADVERSE) OPI NI ON, CONCLUDI NG THAT THE FUND ACCOUNTABI LI TY
STATEMENT DI D NOT' FAI RLY PRESENT THE | NCOVE AND

EXPENDI TURES OF THE USAI D- FUNDED ACTI VI TY, DUE TO
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QUESTI ONED COSTS THAT WERE VERY SI GNI FI CANT | N RELATI ON TO
THE AMOUNT AUDI TED.  FI NALLY, ON ONE AUDI T, THE AUDI TORS

| SSUED A DI SCLAI MER SI NCE THE GRANTEE FAI LED TO PREPARE A
FUND ACCOUNTABI LI TY STATEMENT AND THEREFORE THE AUDI TORS

WERE UNABLE TO COVPLETE THEI R AUDI T.

THE AUDI TS COVWPLETED TO DATE HAVE | DENTI FI ED $2.4 M LLI ON
I N QUESTI ONED COSTS, REPRESENTI NG 3 PERCENT OF THE AMOUNTS
AUDI TED. THE QUESTI ONED COSTS | NCLUDED $1.1 M LLION IN

UNSUPPORTED COSTS AND $1.3 M LLION I N I NELI G BLE COSTS.

THESE AUDI TS ALSO | DENTI FI ED 111 REPORTABLE | NTERNAL
CONTROL CONDI TI ONS AND 121 | NSTANCES OF MATERI AL

NONCOWPLI ANCE W TH AGREEMENT TERMS OR APPLI CABLE LAWS AND
REGULATI ONS. EXAMPLES OF | NTERNAL CONTROL AND COVPLI ANCE

CONDI TI ONS REPORTED | NCLUDE CASES WHERE:

« ENTITIES THAT RECEI VED FUNDS FROM USAI D AWARDED SUB-
GRANTS OR SUBCONTRACTS TO OTHER ORGANI ZATI ONS BUT DI D NOT

ADEQUATELY SUPERVI SE THEI R ACTI VI Tl ES,

« COVPETI TI VE PROCUREMENT PROCEDURES WERE NOT FOLLOWED,

17



« WORK COVPLETED BY GRANTEES OR CONTRACTORS DI D NOT MEET

SPECI FI CATI ONS,

« USAI D FUNDS WERE SPENT FOR | NELI G BLE | TEMS,

« EXPENDI TURES OF USAI D FUNDS WERE NOT FULLY DOCUMENTED,

» ADVANCES WERE REPORTED AS EXPENSES,

» LOCAL TAXES WERE NOT W THHELD FROM PAYROLLS, AND

* SUPPLI ES AND MATERI ALS PURCHASED W TH USAI D FUNDS WERE

NOT ADEQUATELY SAFEGUARDED.

WE BELI EVE THAT OUR CONCURRENT AUDI T PROGRAM HAS BEEN
SUCCESSFUL | N | DENTI FYI NG PROBLEMsS EARLY ON, WHEN

RELATI VELY SMALL AMOUNTS ARE | NVOLVED AND THE DEFI Cl ENCI ES
ARE RELATI VELY EASY TO CORRECT. QOUR EXPECTATI ON HAS BEEN
THAT, AS TIME GOES ON, AND THESE PROBLEMS ARE ADDRESSED
THROUGH OUR RECOMVENDATI ON FOLLOW UP PROCESS, AND THE
GRANTEES AND CONTRACTORS GAI N EXPERI ENCE W TH USAI D

REQUI REMENTS, WE SHOULD BEG N TO SEE FEWER PROBLEMS.  THI' S

IS I N FACT WHAT WE ARE SEEI NG AND THERE ARE SOMVE GOOD
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EXAMPLES WHERE OUR | NI TI AL CONCURRENT AUDI TS | DENTI FI ED
SOMVE FAIRLY SI GNI FI CANT PROBLEMs, | NCLUDI NG FAI RLY HI GH
PERCENTAGES OF QUESTI ONED COSTS, BUT WE HAVE BEEN
SUCCESSFUL | N CORRECTI NG THOSE PROBLEMS AND SUBSEQUENT
AUDI TS HAVE REPORTED MJUCH LOWNER PERCENTAGES OF QUESTI ONED

COSTS OR NONE AT ALL.

ONE SUCH EXAVPLE WOULD BE THE CASE OF A NON- GOVERNVENTAL
ORGANI ZATI ON (NGO) | N HONDURAS THAT IS | MPLEMENTI NG A

CREDI T PROGRAM TO HELP REACTI VATE THE ECONOWY | N THE
AFTERVATH OF HURRI CANE M TCH.  OUR I NI TI AL CONCURRENT AUDI T
ON TH' S NGO FOUND THAT THE NGO, USI NG USAI D FUNDS, MADE
SUB- GRANTS TO LOCAL ORGANI ZATI ONS THAT DI D NOT' HAVE
ADEQUATE ACCOUNTI NG SYSTEMS AND, | N ONE CASE, HAD NOT
ESTABLI SHED A SEPARATE BANK ACCOUNT TO MANAGE FUNDS FROM
THE USAI D PRQJECT AS REQUI RED BY THE SUB- GRANT AGREENMENT.
AS A RESULT, THE AUDI TORS | DENTI FI ED $338,894 I N
UNSUPPCORTED COSTS, OR 36 PERCENT OF THE AUDI TED AMOUNT.

DURI NG SUBSEQUENT CONCURRENT AUDI TS OF THI S NGO, THE

AUDI TORS WORKED VERY CLOSELY W TH THE SUB- GRANTEES TO HELP
THEM SET UP RELI ABLE ACCOUNTI NG SYSTEMS THAT WOULD SHOW HOW
USAI D FUNDS WERE USED. AS A RESULT, SUBSEQUENT CONCURRENT
AUDI TS HAVE REPORTED RELATI VELY SMALL AMOUNTS OF QUESTI ONED

COSTS, RANG NG BETWEEN 2 AND 4 PERCENT OF THE AUDI TED
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AMOUNTS.  AND VE THI NK THAT WE CAN CONTI NUE TO BRI NG THESE
AMOUNTS DOMWN EVEN FURTHER THROUGH OUR CONCURRENT AUDI T

PROGRAM

A SECOND PO NT THAT |'S | MPORTANT TO UNDERSTAND | S THAT, TO
DATE, WE HAVE BEEN MOSTLY REPORTI NG RESULTS FROM OUR
CONCURRENT AUDI T PROGRAM AND OF COURSE WE ARE CONDUCTI NG
CONCURRENT AUDI TS ON THE HI GHEST RI SK PROGRAMS. AS Tl ME
GOES ON, AND WVE BEG N TO REPORT AUDI T RESULTS ON THE LOWER
Rl SK PROGRAMS THROUGH ANNUAL AUDI TS, WE EXPECT THAT

QUESTI ONED COSTS, AS A PERCENTAGE OF AUDI TED COSTS, W LL
DECLINE. AGAIN, THIS IS I N FACT WHAT WE ARE SEEI NG
ALTHOUGH WE HAVE RECEI VED RELATI VELY FEW OF THE ANNUAL

AUDI T REPORTS COVERI NG THE LOVNER RI SK PROGRAMS.

A TH RD PO NT CONCERNS THE NATURE OF THE QUESTI ONED COSTS
WE HAVE | DENTI FI ED TO DATE. WE HAVE NOT BEEN | DENTI FYI NG
QUESTI ONED COSTS WHERE USAI D FUNDS WERE EMBEZZLED, OR USED
FOR FRI VOLOUS PURPOSES, OR USED FOR PURPOSES TOTALLY
UNRELATED TO THE RECONSTRUCTI ON EFFORT. RATHER, WE HAVE
BEEN REPORTI NG QUESTI ONED COSTS WHERE USAI D GRANTEES AND
CONTRACTORS HAVE PERFORVED WORK USI NG | NCORRECT

SPECI FI CATI ONS OR HAVE USED USAI D FUNDS FOR PURPOSES THAT

WERE NOT AUTHORI ZED UNDER THE TERMS OF THEI R AGREEMENTS BUT
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WERE RELATED TO THE RECONSTRUCTI ON EFFORT. WE DO NOT WANT
TO M NIM ZE THESE QUESTI ONED COSTS BECAUSE THEY REFLECT

| NELI G BLE USES OF USAI D FUNDS AND | NTERNAL CONTRCL AND
COVPLI ANCE DEFI CI ENCI ES THAT NEED TO BE CORRECTED. BUT
THEY DO NOT REFLECT DELI BERATE DI VERSI ON OF USAI D RESOURCES

TO UNAUTHORI ZED USES.

THE FOURTH AND LAST PO NT WE WOULD LI KE TO MAKE | S THAT
THERE ARE MANY Cl RCUMSTANCES VWHERE AUDI TORS W LL QUESTI ON
COSTS THAT W LL ULTI MATELY NOT BE SUSTAI NED BY THE
RESPONSI BLE GRANT OR CONTRACT OFFI CER.  FOR EXAMPLE, OUR
AUDI TORS RECENTLY QUESTI ONED $330, 414 WHEN A GRANTEE
REPORTED AS EXPENSES THE ADVANCES | T HAD MADE TO A

TECHNI CAL ASSI STANCE CONTRACTOR. THE AUDI TORS W\ERE
ABSOLUTELY RI GHT TO QUESTI ON THESE REPORTED EXPENSES
BECAUSE THEY WERE NOT | N FACT EXPENSES. BUT I N ALL

LI KELI HOOD, W THI N SEVERAL MONTHS, THE CONTRACTOR W LL
PERFORM SERVI CES AND PROVI DE SUBSTANTI ATED | NVvO CES TO

LI QUI DATE MOST OR ALL OF THE ADVANCES, AND IF TH S | S WHAT
I N FACT HAPPENS THEN THE AUDI T FI NDI NG CAN BE LOOKED AT
ALMOST AS A TIM NG | SSUE. AND, OF COURSE, WHENEVER

AUDI TORS | DENTI FY UNSUPPORTED COSTS — CASES VWHERE GRANTEES
AND CONTRACTORS VWERE NOT ABLE TO PROVI DE SUPPORTI NG

DOCUMENTATI ON THAT OUR AUDI TORS NEEDED TO REVI EW I N ORDER
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TO ASSURE THEMSELVES THAT COSTS WERE REASONABLE, NECESSARY,
AND ALLOCABLE TO USAI D PROGRAMS — THE GRANTEES AND
CONTRACTORS ARE OFTEN ABLE TO SUBSEQUENTLY RECONSTRUCT

THEI R RECORDS OR OTHERW SE DEMONSTRATE TO THE SATI SFACTI ON
OF THE GRANT OR CONTRACT OFFI CER THAT THE COSTS ARE

ALLOMABLE.

I N CONCLUSI ON, BASED ON THE | NFORVATI ON WE HAVE QOUTLI NED
ABOVE, THE FI NANCI AL AUDI T PROGRAM HAS BEEN SUCCESSFUL | N
LI M TI NG QUESTI ONED COSTS AND OTHER TYPES OF DEFI Cl ENCI ES
TO A RELATI VELY LOW LEVEL — CERTAINLY, IN OUR JUDGVENT, A
MUCH LONER LEVEL THAN WE WOULD HAVE SEEN HAD WE NOT
UNDERTAKEN CONCURRENT AUDI TS AND OTHER EXCEPTI ONAL

OVERSI GHT EFFORTS. MANY PECPLE, WHEN THE ADM NI STRATI ON AND
THE CONGRESS BEGAN TO DI SCUSS THI S VERY LARGE

RECONSTRUCTI ON PROGRAM FOR CENTRAL AMERI CA, ANTI Cl PATED
SOMVE VERY SERI QUS PROBLEMS W TH CORRUPTI ON AND LI M TED
ABSCRPTI VE CAPACI TY. AND WE ARE VERY PLEASED THAT, WORKI NG
WTH THE USAI D M SSI ONS AND GRANTEES AND CONTRACTORS | N THE
REG ON, WE HAVE BEEN ABLE TO LIM T THE PROBLEMS TO A

RELATI VELY LOWLEVEL. THIS IS NOI' THE TI ME TO BE

SATI SFI ED, AND WE NEED TO STAY VERY, VERY FOCUSED ON OUR
OVERSI GHT AND CONTROL EFFORTS. AND WE ARE VERY CONSCI QUS

THAT MORE SERI OUS PROBLEMS COULD DEVELOP OR BE DI SCOVERED
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THROUGH OUR OVERSI GHT PROGRAM AT ANY TIME. BUT SO FAR OUR

OVERSI GHT PROGRAM | S DO NG WHAT WE DESIGNED | T TO DO,

UNDER OUR | NTERNAL AUDI T PROGRAM THE AUDI TORS HAVE
COVPLETED FI ELDWORK ON EI GHT AUDI TS, AND VWE WOULD LI KE TO

PRESENT THE RESULTS OF THESE AUDI TS | N VERY BRI EF FORM

I N THREE COUNTRI ES — HAI TI, THE DOM NI CAN REPUBLI C, AND
HONDURAS — OUR AUDI TORS EXAM NED USAI D M SSI ON FI NANCI AL
OPERATI ONS TO DETERM NE WHETHER THE M SSI ONS WOULD BE ABLE
TO MEET THE | NCREASED PACE OF DI SBURSEMENTS REQUI RED BY
THEI R RECONSTRUCTI ON PROGRAMS VWHI LE STI LL PROVI DI NG CLOSE
SCRUTI NY OF PAYMENT REQUESTS. THE | NTENTI ON HERE WAS TO
PREVENT PROBLEM5S FROM OCCURRI NG BY MAKI NG SURE THAT

M SSI ONS HAD SOUND | NTERNAL CONTROL SYSTEMS AND TRAI NED
STAFF ON BOARD. | N PERFORM NG THI S AUDI T WORK, VH CH WAS
MODELED AFTER THE WORK THAT WE DO | N MANY USAI D M SSI ONS AS
PART OF OUR ANNUAL AUDI T OF USAI D S FI NANCI AL STATEMENTS
PURSUANT TO THE GOVERNVENT MANAGEMENT REFORM ACT OF 1994,
THE AUDI TORS FOCUSED ON ADVANCES, PAYMENTS, AND

RECONCI LI ATI ON OF M SSI ON PAYMENT RECORDS W TH U. S.
TREASURY DEPARTMENT DI SBURSI NG OFFI CE RECORDS. I N ALL
THREE M SSI ONS, THE AUDI TORS FOUND SQOVE DEFI Cl ENCI ES W TH

RESPECT TO MANAGEMENT OF ADVANCES. | N ONE M SSI ON, THERE
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WERE LARGE NUMBERS OF UNRECONCI LED PAYMENT TRANSACTI ONS,
AND I'N ANOTHER M SSI ON THE AUDI TORS FOUND SEVERAL PAYMENTS
THAT WERE NOT | N COVPLI ANCE W TH THE UNDERLYI NG CONTRACT
AND SHOULD NOT HAVE BEEN PROCESSED BY THE M SSI ON.  THE
AUDI TORS RECOVMENDED THAT THE M SSI ONS REVI SE THEI R
PROCEDURES AND PROVI DE ADDI TI ONAL TRAI NI NG TO THEI R STAFF

TO ADDRESS THESE DEFI Cl ENCI ES.

| N HONDURAS, O G AUDI TED THE M SSI ON'S $50 M LLI ON ROAD AND
BRI DGE RECONSTRUCTI ON ACTI VI TY TO DETERM NE | F THE ACTIVITY
WAS ON SCHEDULE TO ACH EVE THE PLANNED QUTPUTS AND VWHETHER
THE GOVERNMENT OF HONDURAS FOLLOWED COMPETI Tl VE PROCEDURES

TO AWARD HOST COUNTRY CONTRACTS.

USAI Y HONDURAS DESI GNED THI' S ACTIVITY, CALLED THE EMERGENCY
RECONSTRUCTI ON OF ROADS AND BRI DGES ( RECAP) ACTIVITY, TO
RECONSTRUCT 2, 000 KI LOVETERS OF UNSURFACED ROADS, 2, 000

LI NEAR METERS OF TWO- LANE CONCRETE BRI DGES AND FCORDS, 30

KI LOVETERS OF RECONSTRUCTED AND UPGRADED PAVED ROAD

SECTI ONS, AND 20 KI LOVETERS OF REPAI RED OR COBBLE STONED

TOWN STREETS AND RELATED WORKS.

THE AUDI T SHOANED THAT USAI Y HONDURAS ROAD RECONSTRUCTI ON

ACTI VI TI ES WERE NOT ON SCHEDULE TO ACH EVE THE PLANNED
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QUTPUTS. H GHER- THAN- EXPECTED RECONSTRUCTI ON COSTS (60
PERCENT H GHER THAN ORI G NALLY PLANNED FOR RECONSTRUCTI NG
UNSURFACED ROADS) AND | MPLEMENTATI ON DELAYS ( RECONSTRUCTI ON
WORK BEGAN | N MARCH 2000 RATHER THAN IN THE FALL OF 1999 AS
ORI G NALLY PLANNED) LED THE O G TO CONCLUDE THAT THE RECAP
ACTIVITY' S PLANNED QUTPUTS COULD NOT BE ACH EVED W TH N THE
PRQJECT BUDGET OR BY THE PLANNED PRQJECT COVPLETI ON DATE OF

DECEMBER 31, 2001.

W TH RESPECT TO HOST COUNTRY CONTRACTS, THE O G CONCLUDED
THAT USAI D- PRESCRI BED COVPETI Tl VE PROCEDURES WERE FOLLOWED
W TH RESPECT TO ADVERTI SI NG PREPARATI ON OF SCLI Cl TATI ON
DOCUMENTS, COWPETI Tl VE SELECTI QN, AND AWARDI NG OF HOST

COUNTRY CONTRACTS.

USAI Y HONDURAS TOOK NUMERCQUS ACTI ONS BOTH BEFORE AND
FOLLOWNG THE O G S AUDIT TO SPEED | MPLEMENTATI ON OF THE
RECAP ACTIVITY. | N RESPONSE TO THE AUDI T, USAI Y HONDURAS, I N
CONSULTATI ON W TH THE GOVERNMVENT OF HONDURAS, REVI SED THE
PLANNED QUTPUTS, REDUCI NG UNSURFACED ROAD RECONSTRUCTI ON FROM
2,000 KILOVETERS TO 1, 246 KI LOVETERS VH LE | NCREASI NG BRI DCGE
RECONSTRUCTI ON FROM 2, 000 LI NEAR METERS TO 4, 494 LI NEAR
METERS. USAI Y HONDURAS AND THE GOVERNMENT CF HONDURAS ALSO

DEVELOPED AN ACCELERATED | MPLEMENTATI ON PLAN THAT | NVOLVES:
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* AVWARDI NG ADDI TI ONAL CONTRACTS TO CONSTRUCTI ON FI RV W TH

AVAI LABLE CAPACI TY,

* USI NG | NDEFI NI TE QUANTI TY CONTRACTS TO SHORTEN THE TI ME

NEEDED TO AWARD CONTRACTS,

* PERM TTI NG THE RECAP EXECUTI NG UNI T FLEXI BILITY TO SH FT
ACTI VI TI ES BETWEEN CGEOGRAPH C AREAS AND CONTRACTORS BASED

ON VWEATHER CONDI TI ONS AND CONTRACTCOR PERFORMANCE,

* ADJUSTI NG SELECTI ON CRI TERI A TO ENSURE THAT ONLY RQADS AND
BRI DGES THAT CAN BE COVPLETED BY DECEMBER 31, 2001 ARE

SELECTED FOR RECONSTRUCTI ON, AND

* ALLON NG THE RECAP EXECUTI NG UNIT TO H RE ADDI TI ONAL

STAFF.

ALSO | N HONDURAS, OUR AUDI TORS EXAM NED WATER AND

SANI TATI ON RECONSTRUCTI ON ACTI VI TI ES W TH OBLI GATI ONS OF
$95 M LLION I N OBLI GATED FUNDS. THE AUDI T FOCUSED ON
DETERM NI NG WHETHER USAI Y HONDURAS' WATER AND SANI TATI ON

RECONSTRUCTI ON ACTI VI TI ES WERE ON SCHEDULE TO ACH EVE THE
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PLANNED QUTPUTS AND WHETHER GOVERNVENT OF HONDURAS AGENCI ES
FOLLOWNED USAI D COVPETI TI ON REQUI REMENTS | N AWARDI NG HOST

GOVERNVENT CONTRACTS.

THE AUDI TORS CONCLUDED THAT USAI DY HONDURAS WATER AND

SANI TATI ON RECONSTRUCTI ON ACTI VI TI ES WERE NOT ON SCHEDULE
TO ACH EVE THE PLANNED QUTPUTS. ONE OF THE GOVERNMENT OF
HONDURAS AGENCI ES WORKI NG W TH USAI D — THE NATI ONAL
AUTONOMOUS WATER AND SANI TATI ON SERVI CE — WAS RESPONS| BLE
FOR CONSTRUCTI NG LATRI NES, RURAL WATER SYSTEMS, AND URBAN
WATER SYSTEM5. VHI LE CONSTRUCTI ON OF THE RURAL WATER
SYSTEMS AND LATRI NES WAS ON SCHEDULE, CONSTRUCTI ON OF THE
URBAN WATER SYSTEMS WAS DELAYED. CONSTRUCTI ON OF THE URBAN
WATER SYSTEM5, WH CH WERE RELATI VELY COWVPLEX, EXPENSI VE
SYSTEMS, WAS PLANNED TO BE 37 PERCENT COVPLETE BY SEPTEMBER
2000 BUT WAS ONLY 8 PERCENT COVPLETE, MAINLY DUE TO DELAYS
| N RECEI VI NG USAI D- PURCHASED CONSTRUCTI ON MATERI ALS.  THESE
MATERI ALS VERE ARRI VI NG AT CONSTRUCTI ON SI TES WHEN THE

AUDI TORS COVPLETED THEI R WORK | N DECEMBER 2000.

THE OTHER GOVERNMENT OF HONDURAS AGENCY WORKI NG W TH USAI D
— THE HONDURAN SOCI AL | NVESTMENT FUND (FHI'S) — WAS
RESPONSI BLE FOR CONSTRUCTI NG WATER AND SANI TATI ON SYSTEMS

AT RELOCATI ON SI TES FOR DI SPLACED PERSONS AS WELL AS IN
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URBAN AREAS. AT USAID S DI RECTION, FH S PACKAGED THESE
SYSTEMS | N SEVEN PROCUREMENT “BUNDLES” TO MAKE THEM MORE
ATTRACTI VE TO POTENTI AL U. S. BIDDERS. AT THE TI ME OF THE
OGS AU T, FH S HAD AWARDED ONE OF THE SEVEN PROCUREMENT
BUNDLES. CONSTRUCTI ON OF THE SYSTEMS | NCLUDED IN THI S
PROCUREMENT BUNDLE WAS EXPECTED TO BE BETWEEN 22 PERCENT
AND 30 PERCENT COVPLETE BY SEPTEMBER 2000 ( DI FFERENT
TARGETS WERE ESTABLI SHED FOR EACH | NDI VI DUAL SYSTEM) .
ACTUAL CONSTRUCTI ON PROGRESS AS OF SEPTEMBER 2000 RANGED

FROM 8 PERCENT TO 13 PERCENT.

THE O G RECOMVENDED THAT USAI DY HONDURAS OBTAI N REVI SED WORK
PLANS SHOW NG WHAT ADJUSTMENTS WOULD BE MADE TO

CONSTRUCTI ON SCHEDULES | N ORDER TO MAKE UP FOR LCGST TI ME.

| N GUATEMALA, THE USAID M SSI ON HAS COW TTED $3 M LLION TO
RECONSTRUCT OR REPAIR 14 BRI DGES AND REHABI LI TATE 230

KI LOVETERS OF ROADS. BOTH OF USAID S LOCAL GRANTEES IN TH S
ACTIVITY ACH EVED Sl GNI FI CANT RESULTS DURI NG THE FI RST El GHT
MONTHS OF WORK.  HOAEVER, ONE OF THE LOCAL GRANTEES HAS
EXPERI ENCED H GHER THAN EXPECTED COSTS: FOR THE ROAD

REHABI LI TATI ON CONTRACTS SI GNED AT THE TIME OF QUR AUDI T, THE

COST PER KI LOVMETER WAS ABOUT TW CE WHAT WAS PLANNED.
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MOREOVER, THE PARTNER DCES NOT HAVE A DETAI LED PLAN FOR
COVPLETI NG THE REMAI NI NG ROADS W THI N THE AVAI LABLE BUDGET.
USAI Y GUATEMALA MONI TORED THE ROAD AND BRI DGE REPAI R
ACTIVITIES BY PERFORM NG SI TE VI SI TS TO CONSTRUCTI ON AREAS,
MEETI NG WTH I TS GRANTEES TO DI SCUSS PRQIECT | MPLEMENTATI ON,
AND APPROVI NG PROJECT WORK PLANS. HOWEVER, WE CONCLUDED THAT
USAI Y GUATEMALA COULD STRENGTHEN I TS MONI TORI NG OF THE
ACTIVITY BY PERFORM NG DETAI LED COST ANALYSES OF PROPOSED
RECONSTRUCTI ON COSTS TO SEE | F THEY ARE REALI STI C AND MAKI NG
SURE THAT I T IS APPRI SED BY I TS GRANTEES WHEN THEY MAKE

SI GNI FI CANT CHANGES TO APPROVED WORK PLANS.  THE AUDI T REPORT
RECOMMVENDED THAT USAI DY GUATEMALA OBTAIN A FI RM PLAN OF ACTI ON
FROM I TS PARTNER FOR COVPLETI NG THE REMAI NI NG ROAD WORK AND

DEVELOP AN | MPROVED MONI TORI NG PLAN.

I N THE DOM NI CAN REPUBLI C, THE O G AUDI TED USAI O/ DOM NI CAN
REPUBLI C S HOUSI NG RECONSTRUCTI ON ACTI VI TI ES TO SEE WHETHER
THE ACTI VI TI ES WERE ON SCHEDULE AND WHETHER THE M SSI ON HAD
| MPLEMENTED AN ADEQUATE MONI TORI NG SYSTEM FOR | TS HOUSI NG
RECONSTRUCTI ON ACTI VI TIES.  FOR THE NEW HOUSI NG ACTI VI TY,

USAI Y DOM NI CAN REPUBLI C WAS ON TRACK TO COWPLETE ALL 2, 250
PLANNED NEW HQUSES ON TI ME. FOR THE HOUSI NG REPAI R ACTI VI TY,
THE M SSI ON DECI DED TO REPAIR ONLY 1, 541 HOUSES, COWARED TO

2,750 HOUSES IN THE APPROVED WORK PLAN, IN ORDER TO FOCUS
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RESOURCES ON | NCLUDI NG FULL WATER AND SANI TATI ON FACI LI TI ES
IN THE NEWLY CONSTRUCTED HOVES. THE O G RECOMVENDED THAT THE
M SSI ON GBTAIN A REVI SED WORK PLAN FROM | TS GRANTEE AND

REVI SE THE COCPERATI VE AGREEMENT TO REFLECT THE REVI SED
PLANS. THE M SSI ON AGREED W TH THI S RECOMMENDATI ON AND A
MANAGEMENT DECI SI ON HAS BEEN REACHED ON THE RECOVMMENDATI ON.
THE M SSI ON HAD | MPLEMENTED AN ADEQUATE MONI TORI NG SYSTEM
M SSI ON STAFF WORKED CLOSELY W TH THE GRANTEE TO DEVELOCP
HOUSI NG PRAQJIECTS THAT WERE CONSI STENT WTH THE M SSI ON S
HOUSI NG RECONSTRUCTI ON STRATEGY. M SSI ON STAFF ALSO MADE
FREQUENT SITE VISITS TO ENSURE PROPER | MPLEMENTATI ON OF THE
PRQJIECT AND MONI TOR PROGRESS. ALSO, | N COLLABORATI ON W TH
THE O G THE M SSI ON HAD CONTRACTED FOR A CONCURRENT

FI NANCI AL AUDI T OF THE PROJECT.

FI NALLY, I N NI CARAGUA, THE O G AUDI TED THE $9.5 M LLI ON
WATER AND SANI TATI ON ACTIVITY TO DETERM NE WHETHER THE
ACTIVMITY I S ON SCHEDULE TO ACH EVE THE PLANNED QUTPUTS AND
VHETHER USAI D/ Nl CARAGUA | MPLEMENTED AN ADEQUATE MONI TORI NG
SYSTEM FOR THE ACTIVITY. THE AUDI TORS CONCLUDED THAT THE
ACTIVITY | S ON SCHEDULE EXCEPT FOR SEEPAGE PI TS (SMALL I N-
GROUND DRAI'NS FOR DI SPOSI NG OF WASTEWATER FROM BATHI NG,

DI SHWASHI NG, AND SI M LAR ACTI VI TI ES) VALUED AT ABOUT

$116, 000. THE AUDI TORS ALSO FOUND THAT USAI DY NI CARAGUA
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| MPLEMENTED AN ADEQUATE MONI TORI NG SYSTEM THAT | NCLUDED
FREQUENT FI ELD VI SI TS THAT WERE APPROPRI ATELY DOCUMENTED
AND A PERFORMANCE MONI TORI NG PLAN THAT | DENTI FI ED

APPRCOPRI ATE SOURCES OF | NFORVATI ON FOR MONI TORI NG THE
PROGRESS AND RESULTS OF THE ACTIVITY. HONEVER, THE

AUDI TORS FOUND SEVERAL CASES WHERE SI GNS PUBLI Cl ZI NG

USAI D' S SUPPORT FOR RECONSTRUCTI ON ACTI VI TI ES WERE NOT
ERECTED AND VWHERE THE BENEFI Cl ARI ES WERE NOT AWARE THAT THE
U S. GOVERNMENT (ACTI NG THROUGH USAI D) WAS THE SOURCE OF
FUNDI NG FOR THE ACTIVITY. ACCORDI NGALY, THE AUDI TORS PLAN
TO RECOMVEND THAT USAI D/ NI CARAGUA TAKE ACTION TO (1)
ACCELERATE CONSTRUCTI ON OF THE SEEPAGE PI TS OR REPROGRAM
THE FUNDS TO ANOTHER ACTIVITY AND (2) VERI FY THAT GRANTEES
HAVE ERECTED SI GNS ACKNOALEDG NG USAI D SUPPORT FOR

WASTEWATER AND SANI TATI ON ACTI VI Tl ES.

CONCLUSI ONS AND LESSONS LEARNED

VWE WOULD LI KE TO DRAW A FEW CONCLUSI ONS AND LESSONS
LEARNED, BUT OF COURSE, KEEPING IN M ND THAT THE HURRI CANE
M TCH RECONSTRUCTI ON PROGRAM | S STI LL BEI NG | MPLEMENTED,
AND THAT OUR OVERSI GHT OF THE PROGRAM | S STI LL UNDERWAY,
THESE CONCLUSI ONS AND LESSONS LEARNED HAVE TO BE CONSI DERED

TENTATI VE | N NATURE.
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BASED ON THE O G S AUDI T WORK TO DATE, WE THHNK I'T IS FAIR
TO CONCLUDE THAT THERE HAVE BEEN SOMVE S| GNI FI CANT DELAYS IN
| MPLEMENTI NG THE PROGRAM AT THE SAME TIME, WE THINK IT IS
| MPORTANT TO RECOGNI ZE THAT A TREMENDOUS AMOUNT OF WORK HAS
BEEN ACCOVPLI SHED AND WE ARE PLEASED THAT WE HAVE NOT SEEN
MAJOR PROBLEMS W TH CORRUPTI ON OR LARGE- SCALE DI VERSI ON OF

USAI D FUNDS.

USAI D HAS DEVELOPED SOVE LESSONS LEARNED, W TH
PARTI Cl PATION FROM THE O G SOME OF THESE LESSONS LEARNED

ARE:

* | N FUTURE DI SASTER SI TUATI ONS, STAFFI NG DECI SI ONS AND
TRANSFERS NEED TO BE MADE ON AN EMERGENCY BASIS. TH' S
REQUI RES COORDI NATI ON BETWEEN ALL OF THE USAI D OFFI CES
THAT HELP MAKE STAFFI NG DECI SI ONS AND ALSO REQUI RES
SUPPORT FROM TOP MANAGEMENT. | N SOVE CASES, TEAMS OF
TECHNI CAL EXPERTS, PRQJECT DEVELOPMENT OFFI CERS,
CONTRACTI NG OFFI CERS, ETC., CAN HELP GET PROGRAMS

UNDERWAY AND ASSI ST IN I NI TI AL | MPLEMENTATI ON.

e THERE IS ALSO A NEED TO ASSI GN SUFFI CI ENT STAFF TO WORK

W TH OTHER DONCRS AND NON- PROFI T AND FOR- PROFI T ENTI TI ES
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I N THE UNI TED STATES TO HELP MOBI LI ZE AVAI LABLE RESOURCES

W THOUT OVERVWHELM NG LOCAL ABSORPTI VE CAPACI TY.

USAI D RECOGNI ZES THE VALUABLE CONTRI BUTI ONS MADE BY OTHER
U S. GOVERNMENT AGENCI ES TO THE RECONSTRUCTI ON EFFORT.

AT THE SAME TIME, THERE IS A NEED TO EVALUATE THEI R

ABI LI'TY TO DESI GN AND | MPLEMENT PROGRAMS OVERSEAS. I N
SOMVE CASES, |IT M GHT BE DESI RABLE TO FI ND WAYS THAT OTHER
U S. GOVERNVMENT AGENCI ES CAN PARTI Cl PATE I N

RECONSTRUCTI ON EFFORTS W THOUT DESI GNI NG THEI R O/

DI SCRETE PROGRANMS.

CLOSE COCRDI NATI ON BETWEEN USAI D AND THE CONGRESS, BOTH
BEFORE AND AFTER FUNDI NG | S APPROVED, CAN SPEED PROGRAM

| MPLEMENTATI ON.

SPECI AL ACCOUNTABI LI TY AND OVERSI GHT MECHANI SM5, SUCH AS
CONCURRENT AUDI TS, CAN HELP ENSURE THE SUCCESS AND

CREDI BI LI TY OF USAI D RECONSTRUCTI ON PROGRANMS.

VWE WOULD LI KE TO EXPAND SOVEWHAT ON THE LESSONS LEARNED

FROM OVERSI GHT EFFORTS SINCE TH S | S AN AREA WHERE THE O G

PLAYED A KEY ROLE. PERHAPS THE MOST | MPORTANT LESSON FROM

OUR OVERSI GHT PROGRAM | S THAT PARTI CI PATI ON AND TEAMAORK
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ARE VERY | MPORTANT. |IN TH S REG ON, WE HAVE A RELATI VELY
SVALL OFFICE, WHICH, WTH YOUR COW TTEE' S HELP, WE W\ERE
ABLE TO EXPAND S| GNI FI CANTLY FOR THE DURATI ON CF THE

HURRI CANE M TCH PROGRAM  BUT EVEN WTH TH' S Sl GNI FI CANT
EXPANSI ON — FROM 7 TO 15 AUDI TORS DURI NG A TWO- YEAR PERI CD
— |I'T WoULD HAVE BEEN FOOLI SH FOR US TO SUPPOSE THAT WE
COULD MAI NTAIN CONTROL OVER A PROGRAM CF THI S SI ZE BY
OQURSELVES. COORDI NATI ON W TH THE GENERAL ACCOUNTI NG OFFI CE
HAS BEEN VERY | MPORTANT AND WE THI NK THAT | T HAS HELPED US
FOCUS OUR OVERSI GHT PROGRAM AND AVO D DUPLI CATI ON OF

EFFORT.

USAI D M SSI ON STAFF, AND THE STAFF OF USAI D S CONTRACTORS
AND GRANTEES HAVE PLAYED AN ABSOLUTELY CRI TI CAL ROLE I N OUR
OVERSI GHT PROGRAM  AS VEE | NDI CATED EARLI ER, THE FRAUD
AVWARENESS TRAI NI NG WE DI D HAS RECEI VED A VERY ENTHUSI ASTI C
RESPONSE AND WE THI NK | T HAD A TREMENDOUS DETERRENT EFFECT.
| THI NK THAT PARTI Cl PATI ON AND TEAMACRK HAVE ALSO BEEN

| MPORTANT I N OQUR WORK WTH AUDI T FI RMS, SAl's, AND DCAA TO
CARRY OUT FI NANCI AL AUDI TS OF THE HURRI CANE M TCH PROGRAM
PRI OR TO THE HURRI CANE M TCH PROGRAM DCAA HAD NOT PLAYED A
LARGE ROLE | N AUDI TI NG USAI D PROGRAMS | N CUR REG ON,
ALTHOUGH DCAA HAS FOR MANY YEARS PERFORMED AUDI TS OF USAI D

CONTRACTORS BASED IN THE UNI TED STATES. UNDER THE

34



HURRI CANE M TCH PROGRAM WE HAVE ASKED DCAA TO PERFORM 16
AUDI TS FOR US ON A COST- REI MBURSABLE BASI S.  THEY HAVE DONE
VERY H GH QUALI TY WORK FOR US AND HAVE PROVI DED EXCELLENT
CUSTOVER SERVICE, SO IT IS LI KELY THAT WE WLL WANT THEM TO
CONTI NUE TO WORK WTH US IN THI S REG ON AFTER THE HURRI CANE

M TCH PROGRAM ENDS.

THE PARTI Cl PATI ON OF OVERSEAS AUDI T FI RM5 AND SAI'S | N QUR
FI NANCI AL AUDI T PROGRAM HAS ALSO BEEN ABSOLUTELY CRI TI CAL.
HERE, | T WOULD BE FAI R TO SAY THAT WE HAVE SEEN A W DER
RANCGE OF CAPABI LI TI ES AND EXPERI ENCE. VWH LE SOVE OF THE
AUDI T FI RM5 AND SAI S VVFE WORK W TH DEMONSTRATE A HI GH DEGREE
OF SKILL AND PROFESSI ONALI SM  OTHERS NEED MJCH MORE

ASSI STANCE FROM OUR OFFI CE TO PERFORM SATI SFACTORILY. AND
| T 1S PROBABLY TRUE THAT I N SOME CASES I T M GHT HAVE BEEN
MORE EFFI Cl ENT TO WORK W TH A MORE SELECT GROUP OF

AUDI TORS. BUT OF COURSE EFFI CI ENCY IS NOT THE ONLY

| MPORTANT MEASURE OF SUCCESS. OUR WORK WTH AUDI T FI RVB
AND SAIS | S PART OF A LONG TERM COW TMENT BY THE O G TO
HELP STRENGTHEN THE AUDI T PROFESSION I N THE REG ON. BY
PARTI Cl PATI NG I N AUDI TS OF USAI D FUNDS, AUDI TORS GAI N
EXPERI ENCE | N PERFORM NG AUDI TS | N ACCORDANCE W TH

| NTERNATI ONALLY RECOGNI ZED AUDI TI NG STANDARDS AND GAI N

ACCESS TO TRAI NI NG AND TECHNI CAL ASSI STANCE FROM OUR STAFF.
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VWE TH NK WE ARE GO NG TO HAVE SOME REAL SUCCESS STORI ES TO
TELL IN TERMS OF AUDI T ORGANI ZATI ONS THAT HAVE BEEN

SI GNI FI CANTLY STRENGTHENED THROUGH THI S AUDI T PROGRAM

AND, PERHAPS ALMOST AS | MPORTANTLY, WHERE WE HAVE WORKED
WTH LOCAL AUDI T FIRM5 AND SAI'S WE HAVE BEEN ABLE TO AVO D
THE APPEARANCE THAT THI S EXTRAORDI NARY ANTI - CORRUPTI ON
EFFORT IS SOVETH NG | MPOSED BY THE U. S. GOVERNMENT. WE
TH NK THAT THE PARTI Cl PATI ON OF LOCAL AUDI T FI RMS AND SAI S
IN OQUR AUDI T PROGRAM UNDERLI NES THE REALITY THAT THI S
OVERSI GHT PROGRAM IS I N FACT A JO NT EFFORT BETWEEN THE

U S. GOVERNVMVENT AND A VERY W DE VARI ETY OF ORGANI ZATI ONS,
BOTH I N THE PUBLI C SECTOR AND I N THE PRI VATE SECTOR I N THE

REG ON.

WE' VE ALSO LEARNED A LOT ABOUT CONCURRENT AUDI TS AND HOW
THEY CAN BE USEFUL TO US | N | DENTI FYI NG PROBLEMs EARLY ON,
VWH LE THEY ARE STILL SMALL PROBLEMS, AND BEFORE THEY CAN
GROW WE ALSO BELI EVE THAT, BY PROVIDING US WTH A H GHLY
VI SI BLE PRESENCE W THI N MANY OF THE ORGANI ZATI ONS

| MPLEMENTI NG USAI D PROGRAMS, THESE CONCURRENT AUDI TS HAVE
HAD AN | MPORTANT DETERRENT EFFECT ON | NDI VI DUALS WHO M GHT
HAVE BEEN CONTEMPLATI NG ENGAG NG I N SOVE TYPE OF FRAUDULENT

ACTI VI TY.
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THE O G HAS DONE CONCURRENT AUDI TS MANY DI FFERENT WAYS AT
DI FFERENT TI MES, I N DI FFERENT REG ONS OF THE WORLD. THI' S
REFLECTS THE FACT THAT THE NEEDS AND PRI ORI TI ES AND
RESOURCES AVAI LABLE ARE ALWAYS A LI TTLE DI FFERENT. WE
TH NK THAT THE WAY THAT WE' VE DONE CONCURRENT AUDI TS FOR
THE HURRI CANE M TCH PROGRAM HAS PROVEN TO BE A VERY COST
EFFECTI VE WAY TO PROVI DE CONTROL OVER A LARGE EMERGENCY
DI SASTER RECOVERY PROGRAM LI KE THI S ONE. THAT OPINION IS
FAIRLY WDELY HELD. | N FACT, WE ARE NOW WORKI NG CLOSELY
W TH THE LAC BUREAU AND USAI I EL SALVADOR ON PLANS TO
PERFORM SI M LAR CONCURRENT AUDI TS, WHERE WARRANTED BY THE
Rl SKS, UNDER THE EARTHQUAKE RECONSTRUCTI ON PROGRAM I N EL

SALVADOR.

MR CHAI RVAN, THAT CONCLUDES OUR STATEMENT. WE WLL BE

PLEASED TO ANSVER ANY QUESTI ONS THAT YOU OR OTHER COWM TTEE

MEMBERS HAVE.
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