Everett L. Msley, Inspector Ceneral
Comments at March 2, 2001

DONCR CONSULTATI VE GROUP
ON ACCOUNTABI LI TY/ ANTI - CORRUPTI ON I N
LATI N- AVERI CAN

Good norning and wel cone to USAID and the Ronal d
Reagan Buil ding and International Trade Center. Needl ess
to say this is a beautiful building and I hope you got a
chance to absorb sone of that breath taking beauty on your
way in today.

| would Iike to take just a few m nutes and share with
you sone things that we in USAID)O G are doing to expand
accountability over funds from USAID and all donors to
insure that they are used as intended.

| amgoing to talk to you for just a few m nutes about
our oversight of USAID s Hurricane Mtch programin Centra
America. | know that our Regional Inspector General from
the San Sal vador office (Tim Cox) tal ked to you about this
programin June 1999 when we were in the early devel opnent
stages. However, this a brief update of our experiences.

Since many of your organizations are also involved in
delivering reconstruction assistance to Central America,
think certain aspects of our experience m ght be of
rel evance to you.

| will briefly describe the process that we went
t hrough to devel op the program the results that we’ ve
reported and what we’ ve | ear ned.

USAID s reconstruction programis a $621 mllion
program to be conpleted within a two-year period. The
program i nvol ves nore than 100 grantees and contractors,
many of who are working through sub-grantees and
subcontractors, so, in all, there are several hundred
entities of various types carrying out USAID funded
activities in Central Anerica. Sone of these grants and
contracts are very small-as small as $100, 000 or $200, 000
over a two-year period-and sone are very large-as |arge as
$50 mllion over a two-year period. Some of USAID s
partners on the Hurricane Mtch program are very



experienced and capabl e organi zati ons and for others there
are concerns about their capacities for the vol une.

When we devel oped our plan for providing oversight for
this very large, very diverse program the nost inportant
thing we got right was, we realized that we couldn’t do it
wi t hout assistance. An interesting statistic is that, in
the United States, about 88 percent of all fraud cases
first cone to the attention of the authorities through
all egations: that is, a co-worker, or a disgruntled
enpl oyee, or perhaps a supplier, sees that sonething is not
right and tells soneone about it. So in the overwhel m ng
majority of the cases we see, we aren’t going out and
finding fraud, although in USAID we do have a pretty robust
fraud detection capability. However, in the overwhel m ng
maj ority of cases, someone is comng to us with an
al | egati on.

So we wanted to nake sure that the people who are
managi ng USAI D funds and activities on a day-to-day basis
wer e equi pped to serve, as our eyes and ears. W wanted to
make sure that they could recognize fraud indicators—
situations that mght indicate that a fraudul ent or abusive
schenme is taking place-and we wanted to nake sure that they
knew how to report these indications of fraud when they
come across them So one el enent of our strategy, possibly
the nost inportant el enment—-was a very | arge education
effort where we provided fraud awareness briefings and
witten materials to over 2,100 people (USAID enpl oyees and
enpl oyees of grantees and contractors working on USAI D
reconstruction prograns in the region).

| think that this afternoon ny Deputy Assistant
| nspector General for Investigations will be tal king about
the fraud awareness training programin nore detail, so |
will not go into depth. But | do want to convey ny sense
that this programreally did help neet what had been an
i nportant need. There were many, many cases where
participants canme up and told us that, while they had been
wor ki ng on USAI D progranms for many years, they had not
really ever been given the type of practical, detailed
information they needed to recognize fraudul ent activities
and report them Based on the feedback we’ve received,
accountability and transparency are not just issues that we
in the donor community like to talk about. But are very
i mportant issues that citizens in Central America want to



tal k about and, in fact, | think these are probl ens that
they want to play a nore active role in addressing.

Now, while the enployees of USAID and of the
contractors and grantees are our first lines of defense
agai nst fraud and abuse, | also think it is very inportant
to have a very strong program for detecting problens
t hrough audits and investigations.

To hel p us decide what type of oversight would be
appropriate for each individual activity financed by USAID
under the Hurricane Mtch program we perforned risk
assessnments that considered four factors:

e Inplenenting entities — What experience USAID had with
each entity and the audit history of the entity?

* Inplenmentation Arrangenents — Are there any speci al
arrangenents that either increase or decrease risk? (For
exanpl e, in Honduras, the USAID m ssion hired public
accounting firns to serve as “fiscal agents” who handl e
all receipts and di sbursenents on behalf of certain GOH
agenci es receiving assistance under the program This
obviously did not elimnate risk conpletely but this is a
good exanpl e of the types of special inplenmentation
arrangenments or controls that we had to be aware of when
we were devel opi ng our oversight program (This is
anal ogous to assessing control risk during a financial
audit.)

* Nature of Activities Financed — How i nherently vul nerabl e
are the activities? (For exanple, a construction
activity has different vulnerabilities than a techni cal
assi stance activity. (This is anal ogous to assessing
i nherent risk during a financial audit.)

* Amount of Funding — Al other things being equal, we felt
that the larger activities deserved nore oversight.

Based on these factors, we assessed risk and deci ded that
the higher risk activities would be covered by concurrent
audits, and the lower- risk activities would be covered in
nmost cases by an annual audit (either contracted by USAID
or by the recipient using a scope of work that we provide).
And, of course, all of the activities under the Hurricane
Mtch program are subject to coverage by performance audits
performed by my staff.



Currently we are managi ng 21 concurrent audits and 68
annual audits. The concurrent audits are evenly divided
bet ween bil ateral (governnent to government) grants and
grants to U S. and | ocal NGGCs.

|1’d like to tal k about the concurrent audits in alittle
bit nore detail because | think that this termis often
used by different people to nmean different things. Wen we
use the term “concurrent audits,” we are tal king about:

Audits by qualified auditors, fromny staff or supervised
by ny office, in accordance with Governnment Auditing
St andar ds.

e Quarterly reporting.

* The scope includes: report on fund accountability
statenent, a report on internal controls, a report on
conpliance, a review report on cost sharing schedul e, and
a report on followup on prior audit findings and
recommendat i ons.

e The audits can be done by public accounting firms, SAls
where we have signed an agreenment with themto do audits
of USAID funds under our supervision (e.g., in Honduras
and El Sal vador), al so DCAA and possibly U S. public
accounting firns.

* OGinvolvenent in quality assurance: W approve the
scope of work, the audit program the draft report, and
the final report. W also do nonthly on-site
supervision. Also, for firns that have a partnership
agreenent with an U S. firm the scope of work requires
on-site supervision by U S. staff and requires that the
reports be signed in the nane of the U S firm

Qur investigation staff has al so been involved in both
proactive initiatives and nore traditional investigations.
For exanple, they are engaged now in analyzing data from
host country contracts to proactively search for evidence
of bid rigging or other procurenment irregularities. They
have al so been involved in providing information to our
USAI D m ssion staff on certain organi zati ons and
i ndi vidual s that have in the past not been reliable
partners.



We have been inplenmenting this oversight programfor nore
than a year and at this point we feel like it has worked
pretty nuch as it was designed to work. Now sone
statistics which audit and accounting folk are al ways
| oaded wi th.

To date under our concurrent audit program we have
received 51 audit reports covering $57.1 mllion in USAID
f unds.

The opinions expressed by the auditors are as foll ows:
e 42 unqualified (82 percent)

e 7 qualified (14 percent) (so a total of 96 percent are
ei ther unqualified or qualified)

e 1 negative/adverse (2 percent) (this was a case where the
auditors identified questioned costs that weren’t |arge
in absolute terns — about $24, 000-but the questioned
costs represented about 35 —-40 percent of the anpunt
audited and on this basis the auditors concluded that the
financial statenments did not fairly present the incone
and expenditures of the USAID activity.)

e 1 disclainmer (2 percent) (this was a case were the
grantee was not able to prepare and present the financi al
statenents to the auditors. This was corrected and
subsequent audit reports of this grantee have had
unqual i fi ed opinions.)

Questioned costs: $1.2 million (2 percent of the amount
audi t ed)
I nternal control conditions: 80

Cases of material non-conpliance: 89

To put these nunbers in perspective: these questioned
costs have been of a relatively benign nature: we have not
seen questioned costs because USAID funds were enbezzl ed or
used for frivolous purposes or used for purposes that we
conpletely unrelated to the USAI D approved activity.

Rat her, we have seen ineligible uses of USAID funds that
can be attributed to adm nistrative weaknesses and i nter nal
control weaknesses (e.g., using USAID funded pi pe on non-
USAI D wat er projects) and cases where certain types of
docunent ati on were m ssing. For exanple, we have seen many



cases where an entity purchased goods or services: and
either the entity failed to get three quotations or there
was sone ot her defect in the procurenent process so that
the auditors couldn’t assure thenselves that the entity
really obtained the best quality and the | owest avail able
price.

We are still mainly reporting results fromthe
concurrent audit program which cover the highest risk
prograns. As we begin to report nore results fromthe
annual audits, which cover the |ower-risk progranms, we
expect that the nunber of reported problenms will decline.
And, under the concurrent audit program we have begun to
see sonme evidence indicating that as the auditees gain
experience with USAID requirenments (and | earn about
weaknesses in their operations through our audit process),
t he nunber of problens reported has been declining. Qur
statistics show that, for the first quarter where we were
able to issue a significant nunber of concurrent audits,
the quarter ending March 31, 2000, questioned costs average
about 7 percent of the anmount audited. In subsequent
quarters, the questioned costs of the anount audited have
declined. The average nunber of internal control
conditions and material instances of non-conpliance, per
report, have al so declined over tine.

In conclusion, since this is a coordination group I'd
like to offer to share with you sone of the tools we’ ve
used on this oversight program In fact, this afternoon ny
Deputy Assistant |Inspector General for Investigations wll
be sharing our fraud indicators manual and a fraud
awar eness video with you. 1'd also |like to offer to share
with you the audit scopes of work, guidelines, and
reporting formats that we’ve used for our concurrent audit
program You can obtain material and information by
contacting the Assistant Inspector General for Audit at
(202) 712-1020.



