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MR, CHAI RVAN, OTHER COWM TTEE MEMBERS, AND COWMM TTEE STAFF, GOOD
MORNI NG AND THANK YOU FOR THE OPPORTUNI TY TO APPEAR BEFORE YQU
TODAY. | HAVE WTH ME TODAY MR BRUCE N. CRANDLEM RE, WHO | S QUR
DEPUTY ASSI STANT | NSPECTOR GENERAL FOR AUDI T W TH RESPONSI BI LI TY
FOR THE FI NANCI AL STATEMENT AUDI T PROCESS AT THE U.S. AGENCY FOR
| NTERNATI ONAL DEVELOPMENT (USAI D). WE ARE PLEASED TO BE HERE
TODAY AND PROVI DE TESTI MONY AND ANSWER QUESTI ONS ON THE RESULTS
OF THE OFFI CE OF I NSPECTOR GENERAL’'S (O G AUDIT OF USAID S

FI SCAL YEAR 2000 FI NANCI AL STATEMENTS AND ACTI ONS NEEDED TO
CORRECT LONG STANDI NG PROBLEMS | N USAI D' S FI NANCI AL MANAGEMENT
SYSTEMS. AS DOCUMENTED, WE WERE UNABLE TO RENDER OPI NI ONS ON
USAI DS ANNUAL FI NANCI AL STATEMENTS FOR THE LAST FOUR YEARS.

IN THI'S TESTI MONY, | WOULD LI KE TO DI SCUSS THE RESULTS OF OUR
AUDIT OF USAID S FI SCAL YEAR 2000 FI NANCI AL STATEMENTS AND
USAI D S CORRECTI VE ACTI ONS TO DATE. | WOULD ALSO LI KE TO DI SCUSS
WHAT REMAI NS TO BE DONE FROM USAI DS PERSPECTI VE OF CORRECTI NG
SYSTEM PROBLEMS AND PREPARI NG AUDI TABLE FI NANCI AL STATEMENTS FOR
FI SCAL YEAR 2001 AND FROM AN O G PERSPECTI VE OF AUDI TI NG THE
FI NANCI AL STATEMENTS. AT THE CONCLUSI ON OF THI S TESTI MONY, WE
W LL BE PLEASED TO ANSVER ANY QUESTI ONS YOU MAY HAVE.

UNDER A SERI ES OF LEGQ SLATI VE I NI TI ATI VES, THE FEDERAL
GOVERNVENT HAS EMBARKED ON A COURSE TO | NCREASE THE QUALITY OF
FI NANCI AL | NFORVATI ON USED TO MANACE | TS ACTI VI TI ES. THESE

| NI TI ATI VES | NCLUDE THE CHI EF FI NANCI AL OFFI CERS (CFO) ACT OF
1990, THE GOVERNMENT MANAGEMENT REFORM ACT (GVRA) OF 1994, AND
THE FEDERAL FI NANCI AL MANAGEMVENT | MPROVEMENT ACT (FFM A) OF
1996. EACH OF THESE LAWS HAS | MPACTED THE PREPARATI ON AND AUDI T
OF ANNUAL FI NANCI AL STATEMENTS BY FEDERAL AGENCI ES.

THE OVERWHELM NG THEME WOVEN THROUGH THESE LEG SLATI VE
I NI TI ATI VES | S THAT THE FEDERAL GOVERNMENT NEEDS TO HAVE GOOD
FI NANCI AL SYSTEMS WHI CH W LL ENABLE THEM TO PRODUCE COVPLETE,



CONSI STENT, RELI ABLE, AND TI MELY | NFORVATI ON THROUGHOUT THE

FI SCAL YEAR. THE AUDI T OPI Nl ON ON THE FI NANCI AL STATEMENTS,

VWH CH REPRESENTS THE STATUS OF FI NANCI AL OPERATI ONS AT A
SPECIFIC PONT IN TIME, IS OR SHOULD BE A SI MPLE BY- PRODUCT OF
GOCD FI NANCI AL SYSTEMS BECAUSE THE OPI NI ON | S BASED ON EVERY- DAY
| NFORVATI ON CONTAI NED I N | TS ACCOUNTI NG RECORDS. WE DO NOT

BELI EVE THAT THE LEG SLATI ON CONTEMPLATED THE USE OF HERO C
MEASURES TO PREPARE AND AUDI T A SET OF FI NANCI AL STATEMENTS

VWH CH DO NOT REFLECT THE | NFORVATI ON NORVALLY PRESENT AND USED
TO MANAGE OPERATI ONS.

FOR EXAMPLE, I T IS POSSI BLE FOR AN AGENCY THAT HAS | NADEQUATE
FI NANCI AL SYSTEMS TO RECEI VE AN OPI Nl ON—EVEN AN UNQUALI FI ED
OCPI NI ON. HOAEVER, TO DO SO, TWO THI NGS WOULD HAVE TO HAPPEN.

FI RST, THE AGENCY WOULD HAVE TO I NVEST SI GNI FI CANT TI ME AND
MONEY TO CREATE " WORK- AROUND PROCEDURES" TO ACH EVE ACCURATE

| NFORVATI ON THAT THE SYSTEMS COULD NOT PRCODUCE. SECOND, THE O G
WOULD HAVE TO | NVEST SI GNI FI CANT TI ME AND MONEY TO PERFORM

EXTENSI VE TESTI NG OF THESE PROCEDURES DUE TO THE | NCREASE | N
AUDI T RI SK ASSOCI ATED W TH UNRELI ABLE SYSTEMS.

IN My OPINION, I'T WOULD BE A WASTE OF RESOURCES AND A
CONTRADI CTI ON TO THE LEG SLATI VE | NTENT FOR AN AGENCY TO GO
THROUGH SUCH EFFORTS TO RECEI VE AN OPI NI ON ON | TS FI NANCI AL
STATEMENTS WHEN | T DOES NOT HAVE SYSTEMS THAT CAN PROVI DE

COVMPLETE, CONSI STENT, RELI ABLE, AND TI MELY | NFORVATI ON FOR
MANAGERS TO USE THROUGHOUT THE YEAR I N MAKI NG DECI SI ONS.

RESULTS OF USAI D FI SCAL YEAR 2000 AUDI T

DURI NG THE LAST 18 MONTHS, USAI D HAS MADE PROGRESS TOWARD
RESCLVI NG SOVE LONGSTANDI NG PROBLEMS W TH I TS FI NANCI AL
MANAGEMENT SYSTEMS AND HAS COMM TTED SI GNI FI CANT RESOURCES FOR
ADDI TI ONAL | MPROVEMENTS NECESSARY FOR PREPARI NG AUDI TABLE

FI NANCI AL STATEMENTS, AS WELL AS, | NFORMATI ON TO USE FOR
MANAG NG OPERATI ONS. DESPI TE THESE EFFORTS, USAI D STILL FACED
SOMVE | MVEDI ATE CHALLENGES AT THE ONSET OF QUR AUDIT OF I TS

FI SCAL YEAR 2000 FI NANCI AL STATEMENTS. THESE CHALLENGES
| NCLUDED:

CORRECTI NG QUTSTANDI NG FI NANCI AL MANAGEMENT SYSTEM
DEFI CI ENCI ES;

| MPLEMENTI NG AN | NTEGRATED FI NANCI AL MANAGEMENT
SYSTEM

RECONCI LI NG FI NANCI AL DATA, AND

PROCESSI NG, RECORDI NG AND REPORTI NG FI NANCI AL



| NFORVATI ON | N ACCORDANCE W TH GENERALLY ACCEPTED
ACCQOUNTI NG PRI NCI PLES.

BECAUSE USAI D HAD EMBARKED ON SI GNI FI CANT EFFORTS TO | MPROVE THE
SYSTEMS THAT PRODUCE | TS FI NANCI AL STATEMENTS BUT HAD NOT FULLY

| MPLEMENTED ALL RELATED CORRECTI VE ACTIONS, THE O G AND USAID S
MANAGEMENT AGREED THAT | T WOULD BE MOST BENEFI Cl AL TO FOCUS OUR
AUDI T EFFORTS ON THE FI VE AREAS THAT WERE PROCHI Bl TI NG USAI D FROM
GETTI NG AN OPI NI ON. THE FI VE AREAS WERE:

. COVPLYI NG W TH FFM A REQUI REMENTS SUCH AS COVPUTER
SECURI TY AND THE USE OF FEDERAL ACCOUNTI NG STANDARDS;

RECONCI LI NG AND MANAG NG USAI DS FUND BALANCE W TH THE
U S. TREASURY;

REPCORTI NG CREDI T PROGRAM RECEI VABLES;
ACCOUNTI NG FOR ADVANCES TO GRANTEES, AND,

CALCULATI NG AND REPORTI NG ACCOUNTS PAYABLE AND ACCRUED
EXPENSES.

BY FOCUSI NG ON THESE FI VE AREAS, RATHER THAN PERFORM NG
SUBSTANTI VE TESTI NG ON WHAT WE AGREED WAS UNRELI ABLE FI NANCI AL
| NFORVATI ON, THE O G AND MANAGEMENT OFFI CI ALS CONCLUDED THAT
USAI D WOULD BE I N A BETTER POSI TI ON TO ESTABLI SH RELI ABLE

BEG NNI NG BALANCES FOR FUTURE STATEMENTS TO BE AUDI TED AND
PROGRESS TOMRDS HAVI NG A SYSTEM CAPABLE OF HELPI NG MANAGERS
MANAGE.

VE VWERE UNABLE TO EXPRESS AN OPI Nl ON ON USAI D S CONSOLI DATED

FI NANCI AL STATEMENTS FOR THE FI SCAL YEAR ENDI NG SEPTEMBER 30,
2000. WE DI SCLAI MED AN OPI NI ON BECAUSE USAI D HAD NOT | MPLEMENTED
ADEQUATE FI NANCI AL MANAGEMENT SYSTEMS TO PRCODUCE COVPLETE,

CONSI STENT, TI MELY, AND RELI ABLE FI NANCI AL STATEMENTS.

OTHER FACTORS THAT LED TO QUR DECI SI ON TO DI SCLAI M AN OPI NI ON

WERE THAT USAI D MADE SOME MATERI AL CHANGES I N I TS ACCOUNTI NG
PROCESSES AFTER THE CLOSE OF FI SCAL YEAR 2000.

AN EXAMPLE OF SUCH A CHANGE WAS USAI D S METHODOLOGY FOR
CALCULATI NG AND REPCORTI NG ACCOUNTS PAYABLE. USAI D S CHANGE
RESULTED IN A MATERI AL ADJUSTMENT%: $2.3 BI LLI O\ BEI NG MADE TO
| TS FI NANCI AL STATEMENTS LATE | N DECEMBER 2000. BECAUSE THE
AGENCY’ S AUTOVATED SYSTEMS COULD NOT BE USED TO DEVELOP

| NFORVATI ON THAT THE O G COULD USE TO VALI DATE THE ADJUSTMENT,

VWE DI D NOT' HAVE SUFFI Cl ENT SUPPORT TO DETERM NE WHETHER THE
ADJUSTMENT WAS RELI| ABLE.



I N ANOTHER | NSTANCE, USAI D CONTRACTED W TH THE U. S. DEPARTMENT
OF HEALTH AND HUMAN SERVI CES (DHHS) FOR ACCOUNTI NG SERVI CES FOR
| TS ADVANCES TO GRANTEES. DURI NG THE LATER STAGES OF THE FI SCAL
YEAR, DHHS EXPERI ENCED SYSTEM PROBLEMS. AS A RESULT, USAID S
MANAGEMENT HAD TO DEVELOP A METHODOLOGY TO ESTI MATE THE BALANCES
FOR THE ACCRUED EXPENSES RELATED TO ADVANCES TO GRANTEES. THI S
RESULTED I N A MATERI AL YEAR- END ADJUSTMENT% $767 M LLI ON34 BEI NG
MADE LATE I N DECEMBER 2000. OF THE $767 M LLI ON ADJUSTMENT, THE
O G WAS ABLE TO VERI FY $300 M LLI ON TO SUPPORTI NG DOCUMENTATI ON.
HOWNEVER, BECAUSE OF THE LACK OF SUFFI Cl ENT SUPPORTI NG
DOCUMENTATI ON, WE WERE UNABLE TO EVALUATE THE REASONABLENESS OF
$467 M LLION OF THE $767 M LLI ON ADJUSTMENT.

THE UNCORRECTED SYSTEM DEFI Cl ENCI ES AND MATERI AL ADJUSTMENTS
CREATED A CONSEQUENTI AL RI SK THAT THE FI NANCI AL STATEMENTS COULD
CONTAI' N MATERI AL M SSTATEMENTS. USAI D MANAGEMENT CONCURRED W TH
THE AUDI T FI NDI NGS AND AGREED TO ELI M NATE THESE PROBLEMS. W\E
ARE CONTI NUI NG TO WORK W TH USAI D MANAGEMENT TO EVALUATE THEIR
EFFORTS | N TAKI NG CORRECTI VE ACTI ONS.

USAI D' S CORRECTI VE ACTI ONS TO DATE

TO CORRECT THE DEFI Cl ENC| ES REPORTED, USAI D DEPLOYED A CORE

FI NANCI AL ACCOUNTI NG COMPONENT OF A NEW FI NANCI AL MANAGEMENT AND
ACCOUNTI NG SYSTEM | N DECEMBER 2000. THI S COMMVERCI AL OFF- THE-
SHELF ACCOUNTI NG SYSTEM PHOENI X, REPLACED KEY ASPECTS OF THE
AGENCY’ S UNRELI ABLE FI NANCI AL MANAGEMENT SYSTEM CALLED THE NEW
MANAGEMENT SYSTEM ( NVB) .

I N ADDI TI ON, OQUR AUDI T OF THE FI SCAL YEAR 2000 FI NANCI AL
STATEMENTS SHOWED THAT USAI D HAS | MPROVED | TS ABILITY TO

RECONCI LE AND MANAGE | TS FUND BALANCE W TH THE U. S. TREASURY AND
REPORT RELI ABLE BALANCES FOR | TS CREDI T PROGRAM RECEI VABLES.

AS NOTED EARLI ER, USAI D ESTABLI SHED, | N LATE DECEMBER 2000, A
NEW METHODOLOGY FOR ESTI MATI NG | TS ACCOUNTS PAYABLE AND ACCRUED
EXPENSES RELATED TO ADVANCES TO GRANTEES AT YEAREND. | AM
PLEASED TO NOTE THAT DURI NG THE | NI TI AL PHASES OF THE FI SCAL
YEAR 2001 AUDIT, THE O G HAS ANALYZED THE ADVANCE- RELATED
ACCRUED EXPENSES ESTI MATI NG METHODOLOGY AND FOUND | T TO BE
ADEQUATE.

REGARDI NG THE PROBLEMS NOTED | N FI SCAL YEAR 2000 W TH THE

ACCOUNTS PAYABLE ESTI MATES, THE O G I S CURRENTLY EVALUATI NG

USAI D' S PROCEDURES TO DETERM NE THE REASONABLENESS OF | TS
ESTI MATI NG METHODOLOG ES.



WHAT REMAI NS TO BE DONE

DESPI TE HAVI NG | MPLEMENTED PHCENI X | N HEADQUARTERS, THERE

REMAI NS WORK TO BE DONE. USAI D NEEDS TO SUCCESSFULLY COVPLETE
THE PHOENI X | MPLEMENTATI ON WORLDW DE, COWPLETE FI NAL ACTI ONS ON
QUTSTANDI NG AUDI T RECOMVENDATI ONS, AND ADDRESS SEVERAL SPECI FI C
| SSUES W TH MATERI AL LI NE | TEMS ON | TS FI NANCI AL STATEMENTS.

ALONG W TH DEPLOYI NG PHCENI X, USAID | S FACI NG THE CHALLENGES
THAT TYPI CALLY OCCUR WHEN | MPLEMENTI NG NEW ACCOUNTI NG SYSTEMS.
PHOENI X IS NOT YET FULLY OPERATI ONAL. I N THE SHORT- TERM USAI D
NEEDS TO 1) COWLETE THE TESTI NG AND DEPLOYMENT OF THE

| NTERFACES LI NKI NG THE M SSI ONS AND PROCUREMENT DATA TO THE CORE
FI NANCI AL SYSTEM 2) ELI M NATE SEVERAL KEY OPERATI ONAL ELEMENTS
PERFORMED QUTSI DE THE CORE FI NANCI AL SYSTEM ( SUCH AS MAKI NG
PAYMENTS AND GENERATI NG FUND CONTROL REPORTS), AND 3) M GRATE
THE BEG NNI NG BALANCES FOR FI SCAL YEAR 2001.

TO DATE, USAI D HAS NOT ENTERED I N THE WASH NGTON HEADQUARTERS
ACCOUNTI NG RECORDS ANY FI NANCI AL | NFORVATI ON RELATED TO I TS
OVERSEAS OPERATI ONS FOR FI SCAL YEAR 2001. OVERSEAS OPERATI ONS
ARE RECORDED AND MAI NTAINED I N THE M SSI ON ACCOUNTI NG AND
CONTROLS SYSTEMS (MACS). USAI D DCES NOT PLAN TO ENTER THE

| NFORVATI ON I N THE WASHI NGTON HEADQUARTERS ACCOUNTI NG RECORDS
UNTI L AN ELECTRONI C | NTERFACE FOR FI ELD DATA | S DEPLOYED%:
CURRENTLY SCHEDULED FOR LATE IN THI S FI SCAL YEAR (2001). TH'S
WLL HAVE A CRITI CAL | MPACT ON THE FI SCAL YEAR 2001 AUDI T
BECAUSE WE CANNOT FULLY ASSESS RI SKS ASSCOCI ATED W TH THE
ELECTRONI C | NTERFACE UNTI L | TS DEPLOYMENT. FURTHER, MACS | S NOT
CURRENTLY SCHEDULED FOR REPLACEMENT UNTI L FI SCAL YEAR 2003. TH' S
W LL CONTI NUE TO | MPACT FUTURE AUDI TS UNTIL MACS | S REPLACED

W TH THE WORLDW DE | MPLEMENTATI ON OF PHCEN X.

USAI D ALSO NEEDS TO ADDRESS THE 28 O G RECOMVENDATI ONS THAT W\ERE
NOT' BEEN FULLY COMPLETED AS OF SEPTEMBER 30, 2000. FOR EXAMPLE:

I N FI SCAL YEAR 1997, WE RECOMVENDED THAT THE ASSI STANT

ADM NI STRATOR FOR MANAGEMENT DEVELOP AND | MPLEMENT AN
EFFECTI VE COVWPUTER SECURI TY PROGRAM

IN OQUR AUDIT OF THE FI SCAL YEAR 1998 FI NANCI AL
STATEMENTS WE NOTED THAT THE CHI EF FI NANCI AL OFFI CER LACKED
THE AUTHORI TY CALLED FOR I N THE CFO ACT. WE RECOMMENDED
ELI M NATI NG THE FRAGVENTED AND UNCLEAR ORGANI ZATI ONAL
RESPONSI BI LI TI ES THAT H NDERED USAI D S EFFORTS TO | MPLEMENT
MODERN FI NANCI AL MANAGEMENT SYSTEMS THAT HAVE ADEQUATE
COVPUTER SECURI TY AND COVPLY W TH THE FEDERAL ACCOUNTI NG
STANDARDS.



I N A REPORT | SSUED DECEMBER 1998, WE RECOMMENDED THAT
THE DI RECTOR OF | NFORVATI ON RESOURCE MANAGEMENT STRENGIHEN
ACCESS AND SOFTWARE CONTROLS BY DEVELOPI NG AND | MPLEMENTI NG
STANDARDS FOR ACCESS AND SYSTEM SCOFTWARE | NSTALLATI ONS AND
MAI NTENANCE.

MANAGEMENT HAS CONCURRED W TH THESE RECOVMENDATI ONS. AS OF
SEPTEMBER 30, 2000 USAI D HAD NOT TAKEN FI NAL ACTI ON.

FI NALLY, USAI D MJUST BE ABLE TO ESTABLI SH BEG NNI NG BALANCES FOR
MATERI AL LINE | TEMS ON I TS FI NANCI AL STATEMENTS FOR THE O G TO
OPI NE ON THE FI SCAL YEAR 2001 FI NANCI AL STATEMENTS. WE ARE
CURRENTLY WORKI NG W TH USAI D TO REVI EW THESE BEG NNI NG BALANCES
FOR OUR FI SCAL YEAR 2001 AUDIT.

CONCLUSI ON

THE CHALLENGES FACED BY USAI D ALSO PRESENT CHALLENGES TO THE O G
I N PLANNI NG OQUR AUDI T OF THE FI SCAL YEAR 2001 FI NANCI AL
STATEMENTS. AT TH' S TI ME, WE CANNOT BE CERTAI N WHAT PROBLEMS NAY
ARI SE AS USAI D CONTI NUES TO ADDRESS | TS FI NANCI AL MANAGEMENT
PROBLEMS AND COVPLETE THE DEPLOYMENT OF THE PHOENI X SYSTEM AND

| TS NECESSARY | NTERFACES.

WHI LE USAI D LOST VALUABLE TI ME DURI NG THE PERI OD WHEN | T WAS
ATTEMPTI NG TO | MPLEMENT THE NMS, CONSI DERABLE PROGRESS HAS BEEN
MADE SI NCE A DECI SI ON WAS MADE TO DEPLOY PHOENI X. | N ADDI Tl ON,
USAI D' S FI NANCI AL MANAGERS HAVE SHOWN AN | NCREASI NGLY STRONG AND
SUPPCORTI VE ATTI TUDE TOMNRDS THE FI NANCI AL STATEMENT AUDI T AND
THE VALUE THAT IT BRINGS TO THEI R SYSTEMs. SPECI FI CALLY, THE NEW
ADM NI STRATOR, VWHO WAS SWORN | N JUST LAST WEEK, HAS SAI D THAT

| MPROVI NG THE AGENCY’ S MANAGEMENT SYSTEMS WLL BE H' S PRI MARY
FOCUS IN HI' S FI RST YEAR

WE ARE CURRENTLY HOPEFUL THAT USAI D CAN DEVELOP DURI NG FI SCAL

YEAR 2001 FI NANCI AL STATEMENTS ON VWH CH WE CAN RENDER AN
OPI NI ON.

VWE WOULD BE PLEASED TO ANSVER ANY QUESTI ONS THAT YOU MAY HAVE AT
TH'S TI ME.
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