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MEMORANDUM

TO: Director, USAID/Indonesia, Desaig

il

FROM: RIG/Mamla Paul E. Armst ong

SUBJECT: Audit of USAID/Indonesia's Implementation of the Federal Managers
Financial Integrity Act, Report No. 5-497-99-004-P

This is our final report on the subject audit. We reviewed your comments to the draft
report and included them in their entirety as Appendix II. The report contains three
recommendations (see pages 6, 8 and 9). Based on the Mission’s comments, a
management decision has been reached on all three recommendations.

I appreciate the cooperation and courtesies extended to my staff during the audit,

Baékgrqund

The Federal Managers' Financial Integrity Act of 1982 (FMFIA) establishes requirements

* with regard to management accountability and controls. This law encompasses program,
operational, and administrative areas as well as accounting and financial management.
Under the .authority of the FMFIA, the Office of Management and Budget (OMB) issued
Circular No. A- 123" o provide detailed guidance for assigning federal managers the
respons1b111ty for designing management structures that help ensure accountablhty and
include appropriate cost-effective controls.

OMB Circular No. A-123 states that management controls are the organization, policies
and procedures used to reasonably ensure that (1) programs achieve their intended results;
(2) resources are used: consistent with agency mission; (3) programs and resources are
protected from waste, fraud, and mismanagement; (4) laws and regulations are followed;
and (5) reliable and timely information is obtained, maintained, reported and used for
decision making. The Circular provides guidance to Federal managers on improving the
accountability and effectiveness of Federal programs and operations by establishing,
assessing, correcting, and reporting on management controls.

USAID has issued Automated Directives System (ADS) Chapter 596, Management
Accountability and Control, which provides the Agency's policy and procedures for
establishing, assessing, correcting, and reporting on management controls under FMFIA

1 OMB Circular No. A-123 is titled Management Accountability and Control and was revised in June 1995.
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management controls and annual instructions for reporting the status of management'
controls is periodically provided by USAID's Bureau for Management's Office of
Management Planning and Innovation (M/MPI).

Over the past year and a half, Indonesia has been enmeshed in political, economic and
social crises. After over 30 years in office, the government of President Suharto came to
an end in May 1998 amid widespread demonstrations, rioting and looting throughout the
country. Indonesia had'its parliamentary.elections on June 7, 1999, and the final election ..
results are still pending. The political and economic situation is unsettled and is likely to
remain so.at least until a new government is formed. USAID/Indonesia has made ..
numerous changes in its programs.and operations to respond to these crises. '

Audlt Objectlves

The Ofﬁce of the Regxonal Inspector General, Mam]a (RIG/Mamla) audxted‘
USAID/Indonesia to answer the following audit objectives:

* Has USAID/Indonesia established management controls and
periodically assessed these controls to identify deficiencies .in
‘accordance with the Federal Managers' Fmanclal Integrlty Act
’and related regulatlons and guidance?

« Has - USAID/InddiieSia reported material weaknesses in .
~accordance ‘with the Federal Managers' Financial Integnty Act;z.
- and related regulations and guidance? S

* Has USAID/Indonesia taken timely and effective action to correct
__ldentlﬁed management control deficiencies in accordance with the
Federal Managers' Financial Integrity Act and related regulatlons' )
‘and guldance" » -

Appendixl includes a"discussion ,_ofﬂthe scope and methodology for this audit.
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Has’ USAID/Indonesna _established management controls and
perlodlcally assessed these controls to identify deficiencies in

accordance with the Federal Managers' Fmanclal Integrlty Act and
related regulatxons and guldance" :

USAIDIIndonesm has estabhshed management controls and periodically assessed these
controls to identify deﬁcxencws in’ accordance -with the FMFIA and related regulatlons
and guldance ~ :

As stated above, FMFIA and OMB Clrcular No. A-123 provide ‘guidance for use by

agencies and managers to, among other things, establish management controls and’ to

periodically -assess- the -adequacy of those controls. Further, ADS Chapter 596,
"Management Accountability'and Control" instructs missions and cognizant managers to:
(1) appoint a Management Control Official (MCO) to oversee and coordinate"
management accountability and control issues within the mission; (2) ensure that
appropriate and . cost-effective .management controls are established; (3) continuously

perform management control* assessments in accordance with instructions issued by "
USAID's Bureau for Management's Office of Management Planning and Innovation -

(M/MPD);.and (4) establish a Management Control Review Committee (MCRC) to assess
and monitor deficiencies in management controls.

Moreover, M/MPI provides annual guidance to missions for conducting FMFIA reviews. <

In conducting reviews, missions are:instructed to use existing sources of informatitn to
supplement management'’s Judgment in assessmg the adequacy of management controls,
mcludmg ' :

1) Management knowledge galned from daily operation of Agency programs and
systems,

2) Management reviews;

3) Office of Inspector General and General Accounting Office reports, and

4) Program evaluations.
Missions are also instrucied to review the Agency's ADS in determining mission
compliance with Agency policies and essential procedures. M/MPI provides a

Management Control Checklist to assist in conducting the reviews. The Fiscal Year 1998
Checkllst contamed 163 control technlques extracted from the ADS



Results: In implementing the ADS, USAID/Indonesia had appointed the Controller as the™
MCO to oversee and coordinate management accountability and control issues within the
Mission. The Mission had also established a MCRC—comprised of Office Managers and - -
headed by the Deputy stsnon Dnrector—to provxde ovemght of ns management control
process ~

Accordmg to stsnon ofﬁclals, the Mlssnon pnmanly follows the policies and procedures
as stated in USAID's ADS. When deemed necessary, the Mission issues Mission Orders
and memos to.complement or further clarify the ADS and establishes any needed policies, -

procedures -and -systems.. For.example, a Mission Order was issued" to delineate:"

operational and program responsibilities among mission officials. In another case, the"
USAID/Indonesia’s Finance Office (FIN) and the Program Office (PRO) jointly instituted
a tracking system-to help ensure that.Fiscal Year 1999 funds are obligated in a tirrely * -
fashion before year end. - This system tracks funding documents through the processand -
includes target and actual dates for drafting obligation documents, obtaining mission ™

clearance of documents and Government of Indonesia approval, provndmg Congressxonal A

Notxt“ catxon, and obtammg ﬁnal s1gnaturc :

Moreover USAH)IIndonesxa Democracy Office has established a- grant trackmg system,
which tracks the initiation of grant proposals, the status of grant approval, and grant *

implementation:.~Because -of the fast-changing political and economic environment, the "
Mission Director holds frequent meetings with his senior staff: and- Specnal Ob_;ecnve
Team Leaders to discuss and resolve issues.

USAID/Indonesia took an organized and conscientious approach in completing the Fiscal'
Year 1998 FMFIA Assessment. - As the lead office, FIN issiied a mémo to the various'

office-heads that provided guidance in performing the review. The memo included'a
timetable for conducting the review and identified the officers responsible for completing
the various parts of M/MPI's checklist containing the 163 control techmques The

following table highlights the areas addressed by these control techniques.” -

2 All Mission objectxvcs are called Specnal Object:vcs to emphaswe the short‘term focus of crisis
activities and the difficulty of planning in the uncertain political climate.
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CONTROL TECHN"IQUES
CATEGORY - | - NUMBER-
-Program Assistance . . 37
Orgamzanon Maé#é?ment , : 7
»Adnﬁﬂisuéﬁvé Managemcﬁt
Fmancnal M;naégmgnt
A;pqilisiﬁon and As_sis_téri?c ‘ | , . 1 _ 27
:'Audit Mé;dgemént Resolution Program ‘ 5
Other B ‘ ‘ . 3
TOTAL 163

Upon receipt of the checklist, ‘each office or special objectlve team determined whether
the controls in their assigned areas were satisfactory and noted any deficiencies. ' The
office/team then summarized their ¢valuation and submitted their results to FIN. “After
recéiving these results, the Controller and Deputy Director met with responsible officers;
as necessary, to discuss their responses and recommended revisions. The Controller then
issued 2 memo to the MCRC members summarizing the results of the review, mc]udmg a
summary of deficiencies 1denttﬁed ,

Has USAID/IndOnesia"report”ed material weaknesses in accordance
with the Federal Managers' Financial Integrity Act and related
regulatlons and guldance"

OMB and USAID guidance state that deficiencies that are or should be of interest to the
next level of management are to be considered material weaknesses and reported.

USAID/Indonesia did not report any material weaknesses in its Fiscal Year 1998 FMFIA
certification because.it did not believe any of the deficiencies identified were material

“weaknesses. Furthermore; the Mission indicated that it was already communicating itg
“problems and concems to USAID/Washington through other channels. However, we

believe that several of the weaknesses/concerns identified by the Mission were

- collectively a material weakness or major concerns that should have been formally

reported to USAID/Washington. Therefore, we believe that USAID/Indonesia could add



value to its future FMFIA certifications by disclosing such material weaknesses or major
concerns that are unresolved at the time the ceruﬁcatlon is made.

Recommendatlon No. 1 ‘We recommend that USAIDIIndonesna dlsclose all
unresolved material weaknesses and major concerns in its future FMFIA
certifications that would or should be of interest to USAID/Washington.

OMB Circular No. A-123 requires that a deficiency be reported if it is or should be of
interest to the next level of management. This allows the chain of command structure to
determine the relative importance of each deficiency. Along these lines, USAID's ADS
Chapter 596 and M/MPI's Fiscal-Year 1998 FMFIA Instructions require that mxssxons
provide a FMFIA compliance certification to the cognizant Assistant Administrator,” with
a copy to M/MPI, on the overall adequacy and effectiveness of management controls.
This certification should identify deficiencies determined to be material’ weaknesses,’
including those that -are not correctable within the mission’s authority and resources.
Additionally, we recognize that missions may have significant issues that cannot be
definitively categorized as material weaknesses at the time of their FMFIA certifications.
We consider such issues to be major concerns and believe that disclosing such issues in
their FMFIA' ¢ertifications would add value to the FMFIA process by alerting the next
level of management about potential problems

USAID/Indonesia submitted a Fiscal Year 1998 FMFIA Certification to the AA/ANE that
did not include any material weaknesses. Howeéver, we believe that ‘several of the
weaknesses/concerns identified by the Mission in its review were collectively a material
weakness or major concerns that, in our opinion, were or should have been of interest to
the. AA/ANE and could. have made its FMFIA. certification more informative. These
weaknesses/concerns were the result of the rapxd change in USAID/Indonesia’s programs
and operations brought upon by the political and economic crisis.in Indonesia. Examples
include:- : i , .

B Need for a Rev1sed Strateglc Plan - Because of the changmg poht1cal
economic and social environment in Indonesia, the Mission’s approved
strategic plan at the time the certification was prepared in October 1998 was
no longer relevant. Therefore USAID/Indonesia had been working on several
revised strategic plans to respond to the crisis. A revised strategic
plan—entitled “Crisis and Recovery”—was submitted to and approved by

For USAID/Indonesna, the cogmzant Assistant Administrator is the Asia and Near East Bureau (AA/ANE).

"*A material weakness would (1) significantly impair the organization's ablhty to achieve its ob_)ectxves, (2)
result in‘the use of resources in a way that is inconsistent with Agency mission; (3) violate statutory or regulatory---
requirements; (4) result in a significant lack of safeguards against waste, loss, unauthorized use or misappropriation of
funds, property, or other assets; (5) impair the ability to obtain, maintain, report and use reliable timely information for
decision making; or (6) permit improper ethical conduct or a conflict of interest.
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USAID/W ashmgton in November 1998.

.o n Food A1d Managemegt System — Because of the crisis, the- MlSSlOl‘l recerved

' approxrmately $50 million in Pubhc Law Title II food aid in late Fiscal Year

1998. The Mission expressed concern at the time of the Fiscal Year 1998

review that the food aid management systems were not yet fully in place and
antxcrpated that the systems would be in place by mid-Fiscal Year 1999.

B Staffing Needs and Organization Structure ‘The Mission expressed concern

that -its “eXisting official ‘functional statements did not reflect the current

" organiZational structure needed to implement a crisis management program m_u

a rapidly changing environment. The Mission stated that it would conduct an

assessment of staffing needs and identify funcuons essentla] to the
accomphshment of the Mrssmn s cnsrs strategy ' -

M A General Concern about Management Vulnerabilities — Because of the rapld
‘expansion and shift in the Mission’s programs, the Mission expressed a general
concern about management vulnerabilities. The Mission stated that it would
examine its existing controls and put into place mechanlsms to ensure that,

: vulnerablhtres are mrmrmzed or ehmmated

USAID/Indonbsxa d1d not report any material weaknesses in its Fiscal Year 1998 FMFIA
certification because it did not believe any of the deficiencies identified were material
weaknesses.  Furthermore, mission officials stated that they were keeping
USAI])lwashington ‘and" specifically, the ANE Bureau, informed of the problems,
concerns, etc., on a ddily and weekly basis. For example, mission officials stated that the
ANE :Bureau was keenly aware that the Mission was working on a new strategy. Also
USAID/Washington and the Mission were in constant contact to help the Mission with 1ts
staffing ‘needs. - Mission officials- also“stated that it sends weekly Mission management"\'
meeting notes to the Indonesra Desk Ofﬁcer who then distributes the notes to vanous"t
ANE Bureau ofﬁcrals ‘

Forma] reportmg of unresolved material weaknesses or major concerns, as well as the
ultimate resolution of those weaknesses/concerns, to the next level of management is
necessary to ensure that management is aware of such weaknesses/concemns so that
appropriate action can be taken. - Formal reporting of weaknesses to the next level ‘of
management is especially important when the problems may not be correctable within the
mission's authority and resources. It is also important in terms of fostering a positive
institutional environment of accountability, to ensure that a historical record of awareness’
of and attempts to resolve material weaknesses is maintained. Finally, formal FMFIA

- reporting-of problems is necessary for USAID to accurately report deficienciés deemed' to'"

be material to USAID:as a whole, whrch must be mcluded in the annual FMFIA report to"
the Pres1dent and the Congress

JE



Has USAID/Indonesia taken timely and effective action to correct
identified management control deficiencies in accordance with the
Federal Managers' Fmanclal Integnty Act and related regulations
and guidance?

OMB Circular No. A-123 and USAID guidance state that agency managers are
responsible for taking timely and effective action to correct deficiencies identified.
Although USAID/Indonesia took timely and effective action to correct some of its
identified deficiencies, it needs to improve its follow-up system to ensure timely and
effectxve action on all deﬁcnenmes :

* Recommendation No. 2: We recommend that USAID/Indonesna (a) include
target dates for completing corrective actions in corrective action plans, (b)
review the status of the outstanding deficiencies quarterly, and (c) document the
Management Control and Rev1ew Committee’s review and approval of
correctnve action taken. .

OMB Circular No. A-123 and USAID_guidance state that agency. managers are
responsible for taking timely and effective action to correct deficiencies identified.

Furthermore, corrective action plans should be developed and tracked internally, by each -
assessable unit, : : o . :

The. Mlssmn prepared correctlve actlon plans for deficiencies xdentlﬁed in its Fiscal Year
1997 and 1998 FMFIA reviews. However we noted some improvements were needed in
its follow up. system.. F;rst the action plans did not include target dates for completing .
the necessary actions. Target dates would facilitate following up on the deficiencies and -
knowing whether corrective actions are on schedule. For example, regarding the need to

assess staffing needs and revise official functional statements, it would have been helpful

for the Mission to establish target dates for conducting the assessment and implementing -
the assessment’s conclusions (i.e., hiring needed staff and revising the official work

requirements) to help ensure that the critical stafﬁng gaps were filled in a timely fashion.

Second the M;ss1on did not always follow up in a tlmely manner -on the status of the -
deficiencies. In.its Fiscal Year 1997 review, the Mission had identified 15 deficiencies.
A status repert was not prepared until the time of the Fiscal Year 1998 review, almost one
year later. This status report indicated-that 8 of the 15 deficiencies had been corrected
and 7 were carried forward to Fiscal Year 1999.

In its Flscal Year 1998 rev1ew the Mission 1dent1f1ed 12 defnclenc1es including several ’
deficiencies carried forward from the 1997 reyiew. As of the time of the ‘audit in-May
1999, the Mission had not followed up to determine the status of-the 12 deficiencies. 'In
following up with mission officials, we noted that the Mission had taken some steps to



correct several of the deficiencies; however, it was unclear whether the other deficiencies
had been corrected. Not reviewing the status of outstanding deficiencies on an interim
basis (i.e., quarterly) could lead to the unfortunate tmpressxon that FMFIA is only an
annual exercise. . :

Finally, the Mission did not maintain documentation, i.e., minutes of MCRC meetings, to
show that the MCRC reviewed and approved the corrective actions taken. Such
documentation would show that the MCRC reviewed the actions taken on the
deﬁciencies and determined that the actions were sufficient to correct the deficiencies.

Other Matters Rnsk Assessments Would Further Strengthen the Mnssnon s -
- - FMFIA Process

USAID/Indonesia has -esta_blished the management controls outlined in the ADS and, in
some cases, has supplemented those controls. However, we believe the Mission could
further strengthen the efficiency of its review of those controls, by performing a formal
and systematic risk assessment of its operations and programs. : :

Recommendation No. 3: We recommend that USAID/Indonesia determine
whether a formal and systematic nsk assessment would strengthen the
‘ vefficlency of its FMFIA process. :

Every Federal agency faces nsks that could threaten ‘the achnevement “of its
objectives—and USAID is no exception. USAID as a whole, its field missions and even
offices within those _missions face a variety of risks from both external and internal
sources Rlsk assessment is the identification and analysis of possible risks to meeting:
ObjeCtIVCS and formmg a basis for how those risks should be managed or controlled.
ananly, risk assessment consists of managers asking themselves what positive
outcomes need to occur’ and what negative outcomes need to be prevented m order for
their operation/program to succeed. The manager would then:

1) Identify conditions that might inhibit posmve outcomes and conditions that might
foster negative outcomes (identifying risks), '

2) Determine the probability and impact of those risks (determining the level of-risk -
generally high, medium or low), and

3) Based on the level of nsk set in. place appropriate management controls to. mmgate
those risks. . L : :

For example, inaccurate information in progress reports can lead to erroneous decisions.
Accordingly, inaccurate reporting from USAID contractors and grantees would be a risk
that could have significant ramifications (a high risk). A manager might mitigate that risk



by verifying reported,infprmation during periodic site visits..

The benefits of risk assessment are two-fold. First, by conducting risk assessments,
Mission managers can ensure that they have established management controls that are
appropriate to their unique situation (ADS Section E596.5.1a requires that cognizant
managers establish appropriate controls). . Second, by identifying the level of risk in
operations and programs, senior Mission management can focus more resources on high
risk areas and less resources on low risk -areas, thereby increasing its efficiency and
effectiveness.’

During our audit, we found that certain mission managers were already conducting
"intuitive" risk assessments. When a vulnerability came to their attention, they would set
in place an appropriate control. We believe that the Mission as a whole could benefit
from.conducting a formal and systematic risk assessment and using that assessment as a
component of their FMFIA review-—a change which ultimately would make the review
more effective-and efficient.

Management Comments and Our Evaluatlon

In response to the draft audit report USAID/Indonesm management stated that it was in
general agreement with the content of the report and agreed to take the recommended
actions. Regarding Recommendation No. 1, the Mission agreed that in the future, FMFIA
certifications to USAID/Washington will include the weaknesses or concerns'in overall
Mlsswn management contro]s that are desi gnated as material. RHERS

Concemmg Recommendatlon No. 2 USAID/Indonesm agreed to establish target dates- for
completing corrective actions and review the status of outstanding deficiencies quarterly.
As for Recommendation No. 3, the Mission stated that it is preparing a risk assessment
work'plan, and has sought guidance to design an assessment plan for its technical units.
Also, the Mission is conducting a cost and benefit analysis of exercising a formal and
systematic risk assessment for technical offices.

Based on the above, USAID/Indonesia has made a management decision on all-three
recommendations.

> ~The U.S. General Accousiting Office (GAO) recognizes the benefits of risk assessment and states that
Management should be comprehensive in its identification of risks at both the entity-wide and activity level. (GAO's
December 1997 proposed revision of the Standards for Internal Control in the Federal Government).
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APPENDIX 1

SCOPE AND
METHODOLOGY

We audited USAID/Indonesia’s implementation of the Federal Managers' Financial
Integrity Act (FMFIA). The audit was performed in accordance with generally-accepted
government auditing standards and was conducted from May 3 through May 14, 1999, at
USAID/Indonesia.

We audited the Mission's Fiscal Year 1998 FMFIA assessment and deficiencies noted
under its Fiscal Year 1997 and 1998 reviews. The purpose of the audit was not designed
to identify all the material weaknesses not reported by the Mission; however, if any
previously unreported weaknesses came to our attention during the audit, we included
these in our audit report. Also, the scope of this audit did not include a detailed analysis
of individual management controls to determine their effectiveness.

The audit work included reviewing the Mission's system for establishing, assessing,
reporting and correcting management controls. To accomplish the audit objectives, we
used the FMFIA, Office of Management and Budget Circular No. A-123, General
Accounting Office's (GAO) "Standards for Internal Control in the Federal Government,"
USAID's Automated Directives System (ADS) Chapter 596 on Management
Accountability and Control, other ADS Chapters relating to Agency policies and essential
procedures, and guidance for assessing the adequacy of management controls and annual

instructions for reporting the status of management controls provided to missions by
USAID.

We developed and used a questionnaire when interviewing the Mission's Management
Control Official, members of the Mission's Management Control Review Committee and
operating unit managers. We also reviewed available documentation on the Fiscal Year
1998 FMFIA review, including the listing of management control deficiencies and
management action plans for correcting those deficiencies. We reviewed the Mission's
Fiscal Year 1998 FMFIA Certification to the AA/ANE on the overall adequacy and
effectiveness of management controls, noted any material weaknesses identified, and
reviewed the status of any material weaknesses or deficiency identified in the Fiscal Year
1997 review.

11
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' -Mamla Phxhppnges .
- Deaer Amstrong

‘USAmﬂndomsnhastakenmorgamzedmdcomennousappmwhmmmpkﬁngﬂwF'

UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT

W o . ine 78, 1999

-GS B Lenet Nos 121
Mr. Paul E. Amstrong

Regionil Inspector Genieral
‘RIG/A/Manila - o
Ramon MagsaysayCenterBuﬂdmg .
1680 Roxas Boulevard, Malate 1004

Mlssionapprecnatestheposmvecommcntsmademyourleuermnsmmmgﬂxedraﬁmpon
andmd:edraﬁreponxtself._Ingeneralwearemagreememwnhd:ecomemofrherepon
Thedmﬁwdxtreponconmmmreereoommendanonsformpmvmgwrmmgemem B
Conn'olsrevwwprocessandprocedures o _

We also a;)precme the acknowledgement that USAID/Indonem has estabhshed mamgemem’ .
controls andpenodxcallyassessedtheeeeomolstoxdennfy deficiencies in’accordance ¥
the FMFIA and related regulations and guidance. 'l'heseobservauomsxgmfytha&

Year 1998 FMF'IA agsessmient in oomphance vnth related regulanons and msmxcnom

Wewouldhketosuggestammonevxsxonmthedmﬁreportpage3 pam3 4thsemm:e;to
reasasfollows o : .

"Inanothercase theUSAm/lndonesxasFmanceOfﬁce(Fm)andtheProgramOfﬁee
(PRO) Jonmly institited ‘a tracking system to help ensure that Fiscal Year- 1999 funds are:

oblngawd in nmely fashxon before year end" o

For the three recommendauons included in Lhe repozt we have the followmg comments.
Reeommendaﬂon No. 1. " That USAlDﬂndonesxa disclou all unresolved matenai e :
weaknesses and major concerns in its future FMFIA cemﬂcatxons that would or ‘should be of
interest to USAID/Washmgton

Mlssion Relponse . ‘ ” g

'In the judgement of the audltots, several of wealmesseslconccrns :dcnnﬁed by the Mlssmn
~ during FY 1998 FMFIA collectively constityted & material weakness or major concern, that

should have been reported to USAID/Washington, The Mission did not include those S
weaknesses-in the Fiscal Year 1998 FMFIA Certification to USAID/Washington because the -
AA/ANE Bureau was well informed of the problems and concerns that the Mission was
facmg during the turbulent timé in Indonesia. Moreover. ANE/Bureau and the Mission weré
in almost dally contact whlle prepanng and revising the- stsxon s new strategy

Ammmv mem&u.umm m
m:(cmsumnm:«lmam
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We want to reiterate that as not "formaily dxsclosmg those weakncsses in the Fiscal Year
1998 FMFIA Certification to USAID/Washington, the Mission-had no inténtion to not
disclose all‘unresolved material weahrsmwANEBurezubecausetheMnssxon was .
conumously working with the Bureau to resolve those weaknesses. Mission agrees that in”
fature, FMFIA cemﬁcatxons to USAID/Washmgmn will mclude the weaknessess or concerns-
in overall Mission mmgemm controls that are desxgnated as material. Mlssm requests
RIG/A/M 5 consider this recommengdation resolved and request closure MIMPI upon thc
issuance of thc final audit report. :

Recommendaﬂon No 2. "That USAID/Indonesxa (a) include target dates for cOxnplctmg

_ corrective actions in corrective action plans, (b) review the status of the outstanding - -
deficiencies quarterly, and (c) document the Managcment Controt and Review Ccmmmee s
review and ‘approval corrective acnon plan" . _

Thcaudmrsreponmdncated thattthxssxon did prepare acorrecﬁveactionnlmfor
deficiencies noted in’ its Fiscal Year 1998 FMFIA reviews; hutdndnbtmcludespecxﬁctarget
damforcomplcnngtlwnecessaryconecuvcacnons We are in full agrecment with the -
auditors’ recommendations that the Mission has to establish the target-dates:in order to-know
whether corréctive actions are on schedule. ‘Puithertriore, the reason we: did not include the
‘tgrgetdamwasdmtoapenodofuncertalmysmcetlnM’monlndundergonem'
of its staff during May 1998, andduetochang&cmresponslble officials.designated to
undcrtakethcplanned corrective actions it was difficilt to pin down the msponsibﬂxtiecﬁnd
closure dates.. For your informatioh, mfheprevnous years’ FMF!AorICA exerclse led
mdlcaae specific target dates for the complcuon of correcnve actxons phnned

We would like to add that all of the rcspons’blc oﬂ‘icers are wrrently nndertakmg actions o
correct the noted weaknesses or unsausfactory conditions in the Mission Management controls
and procedures. For example. the Executive Office (EXO) has led the review of the existing
Mission Orders and Policies in order to determine their relevance and adéquacy to- the current
needs. It has been targetted that this assignment will be complcted by September 30, 1999.
In addition, several offices within the Mission are in the process of filling the advertised

© vacant posmons and complctmg the job: classifications and requirements. for other posmons
These activities.are difectly responding to thc concerns of crmcal stafﬁng gaps indicated in
the 98:FMFIA assessment.

Regarding the auditor's recommendation to review the status of the outsmndmg deﬁcxencxes
.. quarterly, we want to report that we have reported thereon. in our quarterly.reports of .
financial operations. However, we did not prepare comprehenswe report. on status of each
of the weaknesses.'We will modify and improve the format-of this report in order to cover
in detaxls the status of Managemcnt comrol wcalmcss:s every quarter

As noted in the audnor s report, ‘Mission has regularly held mamgement mcetmgs attcnded
by senior officers within the Mission and Office Chiefs. Almost all 'of the participants -are
also MCRC members. The notes of meetings are widely distributed to thé Mission staff and
to' the Indonesia Desk Officer in Washington. The Management controls and related issues
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eouldbeoneofthetopxcsdunngthosemeehngs Inthepast wedldnotsepamly

identified discussions of Management controls issues as part of MCRC agenda.. ‘Henceforth,
‘tbcMnsxgnMcombmcthismamgemmmeemgwnhtheMCRCmeﬁngwhoseagmda

will identify review and report on the status of the deficienci¢és. The Management Control #
OfﬁcmlMCO)wﬂlnsethcnnmxtcsofMCRCmecnngasasourcefordocumennng . :
:corrective plans and: acuonsundertab:nm the PMFIA follow-up system

‘ Based on above, the M:.ssxon rcquests RIG/A/M to. comidef this recommendanon tesolved
and recommend closure toM/MPIat:ssuanccofﬂ:cﬁna.lrepmt.

Recommendation No.3. 'l'lm USAH)IIndonesna determmc whcthcr a formal and systemauc
nskassessmemwouldstrengﬂmdwefﬁmemyofns FMFIAprocess

Mlssxonlsprcparmganskassmsmem workplan followmgthe applmble guxdchnes As of
now, Mission has indentified the assessable units' consistent with and following the format of
the FMFIA 1998 exercise. BxceptfortbeOfﬁceofomnce,wearesnﬂuehnggmdancem
design an assessment plan for our technical units. As sachi, we have not yet.conchuded the
costmdbemﬁtamlysmofexemsmgafomalandsymmaucmkassessmcmforwchmcal
offices. We will provide you the assessment plan after it-is teviewed by the Mission -
management. Based on this statns, - wereqlmtRIG/AIMmcomiderth\srecommﬁon
'resolvedatthexssnanceoftheﬁna!repon

Thank' you for your attention and cooperation. .

Anachment: Representation Letter







