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Under the Government Management and Reform Act of 1994, the
U.S. Agency for International Development (USAID) is required to
prepare consolidated fiscal year end financial statements. The
financial statements are required to be audited and submitted to
the Office of Management and Budget and the Department of the
Treasury by March 1 following fiscal year end. The Office of
Inspector General is transmitting its reports on the Agency's
fiscal year 1998 consolidated financial statements, internal
controls and compliance. The Agency's overview, principal
statements and related notes, and supplemental information
required under the Act have been included as Appendix | to our
reports.

We do not express an opinion on USAID’ s financial statements
because USAID’s financial management systems could not produce
complete, reliable, timely, and consistent financial information.

With respect to USAID’s internal controls, USAID’s financial
management and performance measurement systems could not generate

the financial information needed to (1) bring about more

effective financial management practices, (2) improve information
quality needed in decision-making, and (3) provide assurances

that USAID has a low level of risk of fraud, waste, and abuse.

Concerning  USAID's compliance, we noted several material

instances of noncompliance with United States government laws and

regulations.

We received and considered the comments provided to the
draft report by the Chief Financial Officer. This report
contains one recommendation to improve USAID' s ability to

implement the requirements of the Chief Financial Officers' Act.

Based on comments to the draft report, we have accepted the

management decision for recommendation implementation. Please
forward to me all information on your request to the Office of
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WasHINGTON, D.C. 20523
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Management Planning and Innovation for acceptance of the final
management actions related to the recommendations.

| would like to express my sincere appreciation for the
courtesies extended by your staffs to the auditors over the past
year. The collaborative approach used by our staffs this year,
. together with the systems improvements you indicate have beejﬂ .
made, may ensure a successful audit next year. he Office of
Inspector General is looking forward to working with you on the
audit of the Fiscal Year 1999 financial statements.
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managers, and other statement users should exercise caution when reading the statements.
They should exercise similar caution when relying on financial and performance information
derived fromUSAID’s systems because the information may not be reliable. Further, because
USAID managers receive less than reliable financial and performance information, there are
.increased risks that program managers and others cannot measure program performance or the
costs for programs, resources might not be adequately safeguarded, reliable financial data
might not be reported, and activities might not comply with laws and regulations. We have
provided more information regarding these system deficiencies below. Detailed information
concerning reportable conditions with the financial statements and other issues developed
during this audit can be found in a reportUSAID managers on internal controls. The

report details the issues mentioned in this report.

Poorly Functioning Systems Cause Unreliable Information

USAID's core financial system, performance measurement system, managerial cost accounting
system, and budget system have widespread deficien¢iggse systems do not meet federal
standards that establish minimum requirements needed to perform effectively. These system
deficiencies requireSAID to process massive data changes outside normal processes and
controls. Further, pervasive computer security deficiencies significantly increase risks that
data and assets might not be protected from theft, misuse, alteration or destUSAIDn.
disclosed many of the systems’ deficiencies as material internal control weaknesses in its
fiscal year 1998 report to the President under the Federal Managers’ Financial Integrity Act
(FMFIA). USAID also properly reported deficiencies in these systems to Office of
Management and Budget and developed a plan to integrate its financial management systems
as required by the Federal Financial Management Improvement Act (FFMIA). (see Pages 7
through 13)

As a resultUSAID’s systems generate unreliable information and reduce management’s
effectiveness. These systems’ deficiencies have resulted in unreliable or incomplete reports to
external parties, includinOMB, Congress, and the public. To illustrate, in October 1998,
USAID posted unsupported net adjustments of $60 million ($590 million in absolute dollar
value) to its general ledger to avoid submitting materially inconsistent financial information to
OMB and to the U.S. Treasury IUSAID’s year end expenditures. FurthermcUSAID’s

Overview on performance does not accurately report on the restUSAID’s

performance—instead it reports on the overall accomplishments of the host country and entire
donor and recipient community. In additilUSAID’s Congressional Presentation, which

justifies its budget request, reported incomplete and inaccurate data on host country and other
donor financial support CUSAID programs and activities. (see Pages 13 through 15)

' Audit Report toUSAID Manacers on USAID Internal Controls for FisceYear 1998 (Audit
Report Number 0-000-99-002-F which is scheduled for release in March 1999).




EXECUTIVE SUMMARY

The Government Management and Reform Act of 1994 requires U.S. Agency for
International Developmer(USAID) to- prepare consolidated financial statements and have
them audited for inclusion in the government-wide financial statements. This law and
applicable auditing standards require the Office of Inspector General to:

1) express an opinion on the financial statements including performance overview
information,

2) report related internal control weaknesses, and

3) report noncompliance with applicable laws and regulations.

Auditor's Opinion onUSAID's Fiscal Year 1998 Financial Statements

We could not express an opinion on the consolidated financial statements for the fiscal year
ending September 30, 1998, because our audit scope was impaired. This impairment resulted
from poorly functioning accounting and financial management systems from \USAID

was unable to produce complete, reliable, timely, and consistent financial statements. The
amount of substantive testing that would have been required to express an opinion on the
presentation oUSAID’s financial statements would have been prohibitive and unattainable by
March 1,1999—the statutory deadline for submitting the audited financial statements to the
Office of Management and Budget (OMB). The deficiencieUSAID's systems create a
consequential risk that the financial statements, including the performance overview
information, could contain material misstatements. Accordingly, we have not made an
opinion on the fairness of the financial statements. (see Pages 3 and 4)

Report on Internal Control Weaknesses

USAID’s poorly functioning accountingnd financial management systems prevelUSAID
from generating complete, reliable, timely, and consistent financial and performance
information. Because the statements lack such information, policy makers, oversight officials,




Unreliable performance information also affects managers’ ability to compare actual program
results against anticipated results and use such information to make informed decisions,
including budget-allocation decisiongzor example, reported performance results are not
attributed toUSAID activities and are not sufficiently supported, objectively verifiable,
accurate, and/or validated. (see Pages 15 through 19)

Organization Deficiencies Need Attention

USAID executives have committed to correct management deficiencies and have taken steps
to do so. However, fragmented and unclear organizational responsibilities continue to hinder
their efforts to correct the deficiencies. In particular, beclUSAID has not delegated to the
Chief Financial Officer (CFO) the responsibility and authority to develop and maintain an
integrated financial management system as required by the CFCUSAID may repeat

costly mistakes by deploying a new systthat does not meet federal requirements and does
not operate effectively. (see Pages 19 through 25)

USAID’s Computers Are Not Year 2000 Compliant

USAID is vulnerable to major disruptions to its programs and operations if it does not
adequately complete modifications to its computer systems to allow them to process
information in the year 2000. To the extent that developing countries recUSAID
assistance encounter disruptioUSAID’s program accomplishments could be at risk. As of
the end of fiscal year 199USAID had not fully assessed its systems or systems provided to
host countriesUSAID also lacked detailed schedules and resource estimates and did not
expect to meet the government-wide target dates for implementing compliant systems. In
addition, USAID has not completed and tested contingency plans to ensure continuity of
service in the event of Ye2000-caused disruptions. Due to the scope and complexity of the
needed changes and the limited time remaining to correct protUSAID faces a high risk
that business operations and programs. will be disrupted at the start of the new millennium.
(see Pages 38 and 39)

Report on Noncompliance with Laws and Requlations

USAID did not comply with provisions of some applicable laws and regulations effecting the
financial statements. ConsequenUSAID has no assurance that all transactions were
executed in accordance with:

1) laws governing the use of budget authority and other laws and regulations that
could have a direct and material effect on the Principal Statements or Required
Supplementary Information, and

il




2) any other laws, regulations and government-wide policies identified by OMB in
Appendix C of its Bulletind8-08.

We have provided examples of noncompliance with the specific laws and regulations in the
reports attached. (see Pages 27 through 39)

Recommendation No. 1 Because the Chief Financial Officer lacks the authority called
for in the CFO Act, we recommend that the Chief Financial Officer collaborate with the
Assistant Administrator for Management, Chief Information Officer, and Bureau For
Policy and Program Coordination to:

1.1  Determine the specific responsibility, authority, and resources needed to meet the
requirements of the Chief Financial Officers Act of 1990, which assigns the Chief
Financial Officer responsibility to (1) develop and maintain an integrated
accounting and financial management system that meets federal financial system
requirements, federal accounting standards, and the U.S. Standard General
Ledger at the transaction level; (2) approve and manage financial management
system design and enhancement projects; and (3) develop a financial management
system that provides for systematic measurement of performance.

1.2 Request by June 304999, that the Administrator approve specific delegations of
authority and resources to the Chief Financial Officer. to carry out those Chief
Financial Officers Act responsibilities identified in Recommendation 1.1 above.

1.3 Implement policies and procedures to carry out the specific delegations assigned
by the Administrator in Recommendation 1.2, above.

Detailed information concerning the financial statements and other issues developed during
this audit can be found inreport® to USAID managers.

¢ Audit Report toUSAID Managers oilUSAID Internal Controls for Fiscal Year 1998 (Audit
Report Number 0-000-99-002-F which is scheduled for release in March 1999).
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INTRODUCTION

Background

The United States Agency for International Developn(USAID) was created in 1961 to
advance the United States’ foreign policy interests by promoting broad-based sustainable
development and providing humanitarian assistarUSAID has an overseas presence in 60
countries, 42 of which have fully operational and forltUSAID missions. In fiscal year
1998, USAID had total obligation authority of $6.3 billion, supported by $500 million in
operatingexpenses.

Under the Government Management Reform Act of 1USAID is required to submit

audited financial statements to the Office of Management and Budget (OMB) and appropriate
Congressional CommitteesPursuant. to this AcUSAID has prepared the principal

statements: (1) balance sheet, (2) statement of net costs, (3) statement of changes in net.
position, (4) statement of budgetary resources, (5) statement of financing, (6) notes to the
principal statements, and (7) other accompanying information for the fiscal year 1998 (see
Appendix 1). Appendix | also includes an overview and supplemental information section,
prepared byUSAID management, which provides detailsUSAID’s goals, objectives and
accomplishments.

Objectives

The Office of Management and Budget's Bulletin M8-08 and related guidance establish
the minimum audit requirements for federal financial statements. For fiscal year 1998, this
Bulletin required us to:

. determine whetheUSAID’s principal financial statements present fairly in all
material respects, in conformity with federal accounting standards, the (1)

3 Perthe accompanying'Us AID Financial Report Overview.”




assets, (2) liabilities and net position: (3) aek; (4) change in net position;
(5) budgetary resources; (6) reconciliation of net costs and budgetary
obligations; and iapplicable (7) custodial activity in accordance with Office of
Management and Budget Bulletins;

. report onUSAID’s internal control structure related to these financial
statements, as well as, to the internal control structure related to the
‘performance measures contained in "USAID’s Management Discussions
and Analysis” section; and

. report onUSAID’s compliance with laws and regulations that could have a
direct and material effect on the principal statements, and any other applicable
laws and regulations.

We were nofable to fully implement these objectives because the scope of our work was
impaired_ Therefore, our report on the financial statements disclaims an opinion on whether
they are presented fairly. This scope impairment resulted USAID’s poorly functioning
accounting and financial management systefiBis scope impairment prevented us from
obtaining sufficient evidential matter. This scope impairment also precUSAID from
preparing complete, reliable, timely and consistent financial information.

The third objective above includeetermining whetherUS AID's  financial management
systems comply substantially with federal requirements for financial management systems,
applicable federal accounting standards, and the U.S. Standard General Ledger at the
transaction level, as required by Section 803(a) of the Federal Financial Management
Improvement Act (FFMIA) of 1996. The scope of our work included those financial
management systems that were operationUSAID during fiscal year 1998. To make this
determination, we followed trimplementation guidance for FFMIA issued by the OMB on
September 9, 1997. We reviewed financial management audit reports issued during fiscal

year 1993, as well eUSAID documents describing financial management system capabilities
and deficiencies.

In accordance with the OMB audit requirements for federal financial statements, this
combined audit report includes our separate reporlUSAID’s financial statements, internal
control structure, and compliance with applicable laws and regulations.




REPORT ON USAID'S
CONSOLIDATED FINANCIAL
STATEMENTS

The Government Management and Reform Act of 1994 reqUSAID to prepare

consolidated financial statements and have them audited for inclusion in the government-wide
financial statementdUSAID is responsible for the preparation of its statements. This law

and applicable auditing standards require, among other thingQOffice of Inspector General

to express an opinion on the financial statements including performance overview information.
An auditor can issue a report on the fmancial statements that provides one of three types of
opinions or a conclusion that an opinion cannot be rendefédtk three opinions are:

. Unqualified-issued when the auditor believes that the financial statements are
presented fairly in all material aspects.

. Qualified-issued when the auditor believes that the financial statements are fairly
presented except for a material departure or exception that is explained in the report.

. Adverse-issued when the financial statements are not fairly presehtesialso
requires that the auditor reveal the reasons for the opinion and the principal effect on
the financial statements.

Instead of issuing one of the three above opinions, the auditor may choose not to give an
opinion because an audit of sufficient scope could not be conducted due to limitations or
condition of the financial records.

We could not express an opinion USAID’s fmancial statements for the fiscal year ended
September 30, 1998, because our audit scope was impaired. This impairment resulted from
poorly functioning accounting and financial management systems which cUSAID’s

inability to produce complete, reliable, timely, and consistent financial statements. The
amount of substantive testing that would have been required to express an opinion on the
presentation of the fmancial statements would have been prohibitive and unattainable by the
statutory deadline of March 1, 1999, for submitting the fmancial statementsOfficeeof
Management and Budget. The deficiencieUSAID’s accounting and financial management
systems create a consequential risk that the financial statements, including the performance
overview information, could contain material misstatements. Accordingly, we have not made




an opinion on the fairness of the financial statements which were prepared in accordance with
the accounting standards and principles as specified bQffice of Management and Budget
in its Bulletin 97-01.

The following Report on Internal Control discusses two significant problems--failure to meet
minimum federal system standards and computer security deficiencieUSAID’s
accounting and financial management systems that impaired the scope of our work.

Office of %

March 1, 1998




REPORT ON USAID’S
INTERNAL CONTROLS

We attempted to audit the accompanying financial statemerUSAID as of September 30,
1998. However, our report on these statements disclaims an opinion on whether they are
presented fairly because the scope of our work was impaired.

In planning and performing our work to report on these financial statements, we obtained an
understanding of the internal control structure. In this regard, we:

. reviewed the design of relevant policies and procedures!

determined whether they have been placed in operatiuh,
. assessed control risk.
We gained this understanding of the internal controls to determine our auditing procedures for
reporting on the financial statements, not to express an opinion on the internal control
structure. Accordingly, we do not express an opinion on this structure.
Nevertheless, we noted certain matters involving the internal control structure and its

operation that we consider to be reportable conditionghis report identifies these conditions
and provides recommendations for correcting them.

Background on Internal Controls

Under the Accounting and Auditing Act of 1950, the Federal Managers’ Financial Integrity
Act (FMFIA) of 1982 and implementing policies established by the OUSAID’s

management is responsible for establishing and maintaining effective systems of internal
control. To fulfill this ‘responsibility, management must make estimates and judgments to

4

We noted other matters involvirtge internal control structure and igperation that we will
report tothe management CUSAID in a separate letter.




assess the expected benefits and related costs of internal control policies and procedures. The
General Accounting Office has issued Standards for Internal Controls in the Federal
Government that executive agencies must follow in establishing and maintaining an effective
internal control structure as required by the laws and executive branch policies.

The objectives of an internal control structure, according tcOMB'’s Bulletin No. 98-08
and99-08. are to provide management wreasonable—but not absolute-assurance with:

. reliability of financial reporting{ransactions are properly recorded, processed, and
summarized to permit the preparation of the Principal Statements in accordance with
the federal accounting standards, and the safeguarding of assets against loss from
authorized acquisition, use, or disposition;

. compliance with applicable laws and regulations-transactions are executed in
accordance with: (a) laws governing the use of budget authority and other laws and
regulations that could have a direct and material effect on the Principal Statements,

and (b) any other laws, regulations and government-wide policies identified by OMB
in Appendix C of Bulletin 98-08; and

. reliability of performanceeportingtransactions and other data that support reported
performance measures are properly recorded, processed, and summarized to permit the

preparation of performance information in accordance with criteria stated by
management.

Because of inherent limitations in any internal control structure, errors or irregularities may

still occur and not be detected. Also, predicting whether the internal controls will be effective
in the future is risky because changes in conditions may require additional controls or because
the effectiveness of the design and operation of policies and procedures may deteriorate.

Scope of Our Consider&ion of USAID’s Internal Controls

We obtained an understanding of the design of relevant policies and procedures and whether
they had been placed in operation to meet the objectives of an internal control structure noted
above. We also assessed control risk

We do not express an opinion on the internal control structure because the purpose of our
work was to determine our auditing procedures for reporting. on the financial statements, not
to express an opinion on this structuré/e assessed control risk and performed limited tests
of the internal control structure. In assessing risks, we considered repoUSAIDt
management had issued under the FMFIA and our prior and current audit efforts on financial
and internal control matters.




We also do not express an opinion on the performance measures identified in the “Overview
of USAID" section of the accompanying financial statements. The expression of such an
opinion was also not the purpose of our worklthough the OMB requires certain limited

work on this performance information, scope impairments prevented us from determining
whetherUSAID staff recorded proper support for the performance measures to account for
and to permit the preparation of reliable and complete reports on program performance.

Even though our work was impaired as discussed above, we noted certain matters involving
the internal control structure and its operation that we consider to be reportable conditions
under standards established by the American Institute of Certified Public Accountants and the
OMB’s Bulletin No. 98-08 and 99-08. Reportable conditions involve matters coming to our
attention relating to significant deficiencies in the design or operation of the internal control.
structure that, in our judgment, could adversely afUSAID management'’s ability to have
reasonable assurance that the control objectives noted above are met.

Some of the reportable conditions are also material weaknesses. A material weakness is a
condition in which the design or operation of one or more internal control structure elements
does not reduce to a relatively low level the risk that errors or irregularities in amounts that
would be material to the financial statements may occur and not be detected promptly by
employees in the normal course of performing their duti®sir work would not necessarily
disclose all material weaknesses in the internal control structure.

The following section presents our findings and recommendations for those matters that we
consider to be reportable conditions and material weaknesses.

Poorly Functioning Systems andOther Internal Control Deficiencies
Reduce Information Reliability

USAID’s financial management systemsgluding accounting, performance measurement,
managerial cost accounting. and budget systems, have widespread deficiencies. The most
significant deficiencies are failure to meet minimifederal system standards and inadequate
computer security deficienciesThese deficiencies represent a material internal control
weakness because they prevUSAID from generating complete, reliable, timely, and
consistent financial and performance informatiddther previously reported internal control
deficiencies are described in Appendix IV.

USAID reported most of these material weaknesses in its fiscal yeaFMFIA Report and
has decided to report these material weaknesses in the fiscal year 1998 Accountability Report,

which will be issued on or before April 30, 19USAID also properly reported the systems’
deficiencies to OMB.




Systems Do Not Meet Minimum Standards

USAID’s accounting and fmancial’'management systems do not meet federal standards that
establish minimum requirements for such systems. In particular, the New Management
System (NMS) anWUSAID’s legacy systems do not comply with federal financial
management systems requireme:applicable federal accounting standards, and the

requirement that the U.S. Government Standard General Ledger be used at the transaction
level.’

In recent years, the Office of Inspector General (OIG) issued several report? identifying
technical and operational problems that prevented the NMS and legacy financial management
systems from operating effectively. These reports, as wlUSAID’s own management
assessments, disclosed many financial and management problems caused by ineffective
systems. For examplUSAID’s reliance on multiple non-integrated systems have created
several barriers to producing auditable annual finatstatements. Because€USAID lacks an
integratecfinancial management system, it:

manually prepares its financial statemeunssng a labor intensive process;

manually enters similar data into multipdgstems, increasing the risk of errors;

relies on a general ledgthat does not include all financial activity; and

cannot query all financial statements information at the transaction level.

This situationincreases the risk that poor policy decisions will be made, less than reliable

information will be provided to managers and oversight officials, and scarce resources will be
directed at collecting information rather than delivering development assistance services.

H

Because NMS has naperated effectivelySAID relied on a combination of older legacy
systems, informal records maintained by individual managers or organizational units, and the new system. As a

result, theUSAID financial management system consists of non-compliant legacy systems, informal records, and
the New Management System.

¢ Audit of the Worldwide Deployment of the New Management System (Audit RepolA-No.

000-97-004-P, March 31, 1997); Audit USAID’s Efforts to Resolve the Year 2000 Problem (Audit Report No.
A-000-97-005-P, July 11, 1997); Audit oUSAID’s Compliance with Federal Computer Security Requirements
(Audit Report No.A-000-97-008-P, September 30.1997); Audit of the Internal Controls forOperational New
Manarement Svstem (Audit Report NA-000-97-009-P, Septembe30, 1997); Audit of the Status ocUSAID’s

New Management Svstem (Audit Report PA-000-97-010-P, September 30, 1997); Audit of the New
Manarement Svstem Status (Audit Report No. A-000-98-004-P, March 31, 1998); Audit of the Extent to Which
US AID’s Financial Management Svstem Meets Reguirements ldentified in the Federal Financial Manarement
Improvement Act of 1996 (Audit Report NA-000-98-003-P, March 2, 1998); and Audit of the ProcdUSAID.

Used to Prepare its Financial Statements From the GeLedger (Audit Report No A-000-98-001-F,

September 25, 1998).




Other deficiencies also limUSAID management’s ability to obtain reliable information. For
example, during fiscal year 199USAID’s financial management systems could not:

. generate reliable financial reports, including required reports to the U.S.
Treasury;

. reliably balance subsidiary ledgers to the general ledger;

. integrate planning, budgeting, and accounting functions using a consistent

_~accounting classification structure;
. match Letter of Credit disbursements with obligating documents; and

provide adequate program performance measurement information.

Computer Security Deficiencies Create Risk Of Data and Asset Loss

Pervasive computer security deficiencies expUSAID to unacceptable risks that resources
and data will not be adequately protected from loss, theft, alteration, or destruction.
Deficiencies include inadequate general computer security controlsUSAID’s mainframe
legacy systems, the NMS, and mission accounting systems. General computer security
controls are subset of internal controls that include the policies and procedures to ensure
that computeprocessing facilities are protected from the loss, compromise, theft, or
destruction ofdata, assets, and computer resources. Current deficiencies include:

. lack of security programs and plans that guide security efforts;

. weak access controls that allow unauthorized users to access and modify
sensitive information;

. weaksoftware development and -maintenance controls that might not prevent
implementation of unauthorized programs or modification of existing programs;

breakdowns in separation of duty requirements that prevent a single individual
from initiating, authorizing, and completing a single transaction;

. deficient controls over systems software intended to limit access to computer
programs and files; and

. inadequate plans to ensure continuity of services in the event that disasters or
other events prevent normal business operations.




We found that NMS access controls were ineffective. The identified weaknesses could allow
unauthorized users to inappropriately access or modify NMS data and software without
detection. Thesvulnerabilities resulted from failure to implement available operating system
control features and inadequate security practidds. issued a report’ that disclosed that
USAID had not (1) prohibited the use of shared user identifications, (2) implemented
adequate monitoring capability, and (3) limited the number of users who have unlimited
system accessA more recent report* cited deficiencies in all six general control categories.

NMS Design Deficiencies Required Massive Data Changes Outside of Controls

Financial events, such as the commitment, obligation, and disbursement of funds, are recorded
in accounting systems as individual transactionBesides entering transactions to record

financial events, authorized users need the ability to enter-and change- non-value
information, such as completion dates. A well-designed system will allow authorized users
(accountants, contracting officers, and budget analysts) to make necessary entries and ensure
that adequate and effective controls and checks are in place to prevent unauthorized entries.
An important control is a system’s ability to trace all changes to individual users.

Because NMS was prematurely deployed, there have been many problems. These included
many erroneous transactions that were created by system software and needed to be corrected.
However, authorized users found that they could not execute the transactions needed to
correct these or other errors or to complete other tasks. For example, accountants found they
could not enter transactions to reverse incorrect entries and reenter the correct entries. When
the system would not perform as desired, users requested data administrators from the Office
of Information Resource Management to develop “back door” processes to enter the
transactions needed to effect the changes. The data administrators had special user privileges
that were not available to most NMS users and allowed them to bypass most controls to
modify data directly. Existing procedures required that authorized users submit their requests
as Data Quality Management Requ¢DQMRs). which were approved by a senUSAID

manager. Although a certain number of “backdoor” solutions will be required by any

complex accounting system, more than 1,DQMRs were submitted to the Office of

Information Resource Management during fiscal years 1997 and. 199 believe that this

number is unacceptably high and reflects an environment in which emergencies and
nonstandard procedures are perceived as the norm.

?

MemorandumReport on Access Controls over NMS Data and SoftwdvéemorandunReport
No. A-000-98-004-S, May 18, 1998)

¥ Audit of General Controls OveUSAID Client Server Computer Environment (Audit Report

No. A-000-99-005-P, March 1, 1999)
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Two data administrators, who are contractors rather USAID employees, had special

access codes that enabled them to make direct changes to systems data, bypassing the
accountability controls embedded in the normal processes. For example, although the system
recorded the names of authorized users who entered new transactions into the accounting

system. data administrators were able to make data changes directly to the general ledger that
could not be traced back to them.

We reviewed 1,410 DQMRs submitted to Office of Information Resource Management during
fiscal years 1997 ar1998.° Most of the DQMRs were submitted to initiate changes to non-
financial information. However, 46DQMRs were submitted to initiate financial transactions.
The total amount of these transactions was at least $45 billion.” For example, one DQMR
resulted in 25 postings totaling $18 billion to record the commitment and obligation of funds
related to three disbursements totaling $1.2 billion, which could not be handled through
normal NMS procedures at that tim@&nother DQMR resulted in 1,064 transactions to

reverse ance-enter 266 deobligations which system software had caused to be recorded
incorrectly. Some DQMRs resulted in very large transactions to record the impact of
deobligations of prior year funds and increases in no-year appropriation accounts-a type of
adjustment that could not be handled through existing NMS processes.

Although the frequency and materiality ad hoc adjustments caused by design deficiencies

Is a cause for serious concern, of even greater concern were the potential risks resulting from
the ability of data administrators to make changes that were not authorized and documented
by DQMRs and for which no audit trails existData administrators had the capability of

both creating new transactions and, more importantly, changing correct values in existing
transactions and summary tables. Although we found no evidence of any such changes, the
fact that such changes could have been made represents a very significant risiBecaase

of this risk, we have no assurance that the general ledger, which was subject to such changes,
properly reflects the financial activities and the statutUUSAID.

Security Program Needed

USAID did not implement an adequate system of management controls to support an effective
computer security programUSAID has not (1) developed an organizational structure that
clearly delegates responsibility and provides appropriate authority, (2) established planning
policies needed to provide a foundation for an effective security program, and (3)
implemented key management processes to ensure that security requirements are met.

9 In total, 1472 DQMRs were made, but 62 were not available for our review.

0 Although this figure appears very high, it should be pointed out that this figuresisnmeof

the absoluteralue ofall changes. In other words, negative and positive changes have not been offset against one
another.
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A key reason for these general control deficiencilUSAID’s lack of an agency-wide

computer security program to ensure that effective controls are established and maintained.
Responding to prior audit recommendatioUSAID reported it's lack of a security program

as a material weakness in its fiscal year 1997 Federal Managers’ Financial Integrity Act
Report and has decided to report the material weakness in the fiscal year 1998 Accountability
Report, which is scheduled to be issued on or before April 30, USAID has also begun
taking steps to correct the deficiencies. SpecificctUSAID hired a security program

manager to develop and implement an action plan and budget to implement an effective
computer security prograrUSAID also entered into an agreement with GSA’s Federal
Systems Integration and Management Center to assess the risks associated with system
security and access controls. However, due to funding limitalUSAID currently estimates
that computer security vulnerabilities will not be fully resolved until the 2003.

AlthoughUSAID has made some progress, we recently isstreport' that cited continuing
organizational deficiencies that hindered implementation of an effective computer security
program. In particulailSAID still has not (1) developed an organizational structure that
clearly delegates responsibility and provides appropriate authority, and (2) implemented key
management processes to ensure that security requirements are met. Resource limitations
appear to constrain development of effective processes. In addition to several
recommendations to correct deficiencies associated with general controls, this report
recommended that responsity8§ AID managers:

. determine the specific assignments of security roles and responsibility needed
to meet the federdl requirements; and

. complete an analysis to determine whether funding has been properly allocated
between (1) modernizing financial management systems and (2) correcting
security deficiencies.

Questionable Financialand Performance Information

Lessthanreliable or incomplete financial data is being reporteUSAID managers, as well
as, to external parties, including OMB, Congress, and the pubfio.illustrate,USAID
submitted financiainformation'? to both the OMB and the U.S. Treasury that was
inconsistent with its general ledger. FurthermUSAID’s Overview on performance does

u Audit of GeneralControls OvelUSAID MainframeComputer Environment (Audit Report No.

A-000-99-004-P, March 1, 1999)
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notgenerally report olUSAID performance, instead it reported on the overall
accomplishments of the entire donor and recipient community. In adcUSAID
Congressional Presentation, which justifies the budget request, reported incomplete and
inaccurate data on host country and other donor financial suppUSAID programs and
activities. These four weaknesses-questionable financial data to oversight authorities,
questionable financial data USAID managers, inability to identify full costs, and inadequate
performance measurement systedll be explained in detail below.

Questionable Financial Data Submitted to Federal Agencies Having: Oversight Authoritv

. Deficiencies irUSAID’s general ledger system and inadequate internal controls prevented the
Office of Financial Management from preparing accurate, timely, and reliable kreports®
for submission to federal agencies which have oversight responsibility. As a USAID
submitted financial information to the OMB and the U.S. Treasury that was inconsistent with
the financial information maintained in its general ledgein addition, the Office of
Financial Management did not submit the first quarter report on budget execution as required
by the OMB. Further, these and other quarterly reports submitted were not properly
supported byUSAID general ledgelUSAID utilized a series of internal reports instead of
the general ledger-the source that should have beenUSAID officials indicated that the
general ledger was not used because of various deficiencies.

‘Our review of a sample of the fiscal year 1998 budget reports revimalatie unobligated
balances at the beginning of the fiscal year were not consistent with the general ledger
balances and year-end cash balances previously reported in fiscal year TB87weakness
was previously reported in last years’ Consolidated Financial Statementeport.**

USAID management has not taken corrective actions to ensure that the general ledger
adequately supports the reported balances.

Additionally, Office of Financial Management staff did not promptly and adequately reconcile
USAID fund balances with information from the U.S. Treasury. According to Treasury
officials, properly reconciling the fund balances with Treasury ‘accounts is a key internal
control procedure to ensure the accuracy of the receipts and disbursements recorded in the
agency’s accounting records and reported to the U.S. Treasury’s Financial Management
ServicesUSAID did not properly reconcile their differences with the U.S. Treasury.

Instead, Office of Financial Management personnel established accounts and posted the
unreconciled differences into their general ledJSAID officials informed us that these

? The Office of Management and Budget's Standard Form_133, Report on [Execution,

reports budgetary resources, status of budgetary resources, and relation of obligations to outlays.

1 Report onUSAID Financial StatementIntemal Controls, and Compliance for Fiscal Years

1997 and 1996 (Audit Report No. 0-000-98-001-F, March 2, 1998)
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differences were posted into the general ledger because the agency felt that theU.S.
Treasury’s balances were more reliable. This practice pernUSAID to force its fund

balance to match U.S. Treasury’s fund balance at year end. TCUSAID financial
management staff have not undertaken efforts to research and resolve differences, as is
required by the U.S. TreasuFjnancial Manual Part 2, Chapt3900, Section 3915. As a

result, USAID did not properly report differences to the U.S. Treasury on its “Yearend
Closing Statement.” Because of this practice, fraudulent transactions may have occurred that
were not detected FUSAID financial managers and a potential for misstatemenUSAID
financial statement and the Government-wide consolidated financial statements exists. The
U.S. Treasury is subsequently reporting this incorrect data to the Congress.

Based on our revievUSAID had unreconciled differences totaling over $million*

between its general ledger and financial information obtained from the U.S. Treasury. In

addition, USAID had $237.mmillion,' in unreconciled differences between the overseas
missions’ general ledger and Treasury’'s informati@ffice of Financial Management posted

these unreconciled differences into the general ledger to reflect the balances obtained from the

U.S. Treasury.

Questionable Financial Data TUSAID Managers

USAID does not properly identify, record, and report advances processed through the Letter
of Credit system.Approximately $1.7 billion are annually advanced to grantees through the
system. Because of Office of Financial Management's policy, these advances are not
recorded against the obligation document at the time of the disbursement. Instead, the
advances are recorded at the grantee level, without regard to the corresponding grant
obligation. As a result, program managers cannot determine fund availability for their
projects or identifyfunds that could be put to better usd.o compensate for this deficiency,
managers often contact the recipients to obtain the information needed.

Inadequate Performance Measurement Systems

USAID did not have performance measurement systems that allowed it to report accurately or
promptly the results of its activitiesSpecifically, USAID was unable to isolate or attribute
the results of its activities from the results of countrywide programs funded by multiple

' This represents the absolute value of. the differences beUSAID’s records and U.S.

Treasury's records. Thiotal net differences whicUSAID reported in the notes to the financial statements was
$60 million.

16 This represents the absolute value of the differences between the ovaissions’ general

ledgers, theU101 report and the information received from the U.S. Treasury.
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parties, including the host country or other dono&me ofUSAID difficulty in

distinguishing the results of its own activities was caused by its choice of performance
indicators, particularly thdndicators used to prepare external performance results reports.

The Overview on performance section, which accompaUSAID fiscal year 1998 financial
statements, is one such external report. Another repUSAID Congressional Presentation.
Besides choosing indicators that precluded it from reporting accurate performance data in
external reportsUSAID reported results data for internal reports that were not objectively
verifiable, supported, accurate, complete and/or validated. These issues have been addressed
in previous OIG and General AccountiOffice reports, as well as through Congressional
Inquires.”

Results Reported iIUSAID Overview on Performance Cannot Be Attributed to
USAID-Funded Activities

The Overview on performance, which accompaUSAID’s fiscal year 1998 financial

statements did not meet the requirements of OMB Bulletin 97-01, Form and Content of
Agency Financial. Statements, that an agency’s results should be exp"...ingdrms of

objective, relevant measures that disclose the extent to which its programs are achieving their
intended objectives.”Specifically, the Overview on performance crediUSAID with results

that more properly and correctly should have been attributed to the efforts of multiple parties
working to achieve common goals. As a result, readers of the Overview (and other external
reports that use the same results data) had little basis for assessing the rUSAIDof

programs or making the cost-benefit analyses needed for budget allocation decisions.

We could not comprehensively review the fiscal year 1998 Overview on performance because
USAID management did not give us a copy of its final version until Februa999.*
Nonetheless, our review of the Overview showed that the same problems we reported last
year persist. These included the choice of high-level objectives and indicators that, in turn,

led to the reporting of high-level (country-level) results. Such results are difficult, if not
impossible, to attribute tC(USAID activities.

The Overview typically reported trends showing how well regions were performing in various
sectors and noted that these results were achieved through the collaborative eUSAID.f

host country partners, non-governmental organizations, international financial institutions, and
other donors. In only a few instances did the Overview cite specific countries and in even
fewer instances did it describe specific programs. The Overview stated that further details on
performance results would be includedUSAID’s fiscal year 1998 Accountability Report to

17

See Appendix VI to this Report.
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This wassignificantly later than December 9, 1998, the date stipulittethe audit “engagement
leuer” agreed to by theUSAID Chief Financial Officer and our office.
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be issued on or before April 30, 1999. However, it is unlikely that this report will be able to
link goals, programs, and results or report more up-to-date results data because, as the
Overview statedSAID performance reporting system “does not adequatelyUSAID’s
performance goals with its programs nor does it ensure current data results.” To correct this
deficiency, USAID reported that it would assess and revise its Strategic Plan, make changes
to its Annual Performance Plan and Report, and develop and implement a managerial cost
accounting program to attribute costs across various activities and progUSAID

predicted that it would complete these actions by fiscal year 2000.USAID has decided

to report this material internal control weakness in its fiscal year 1998 Accountability Report
that its performance reporting systems do not yet adequately link performance goals with
agency programs, collect timely results data, or require appropriate indicators. In this regard,
the Bureau for Policy and Program Coordination noted that these weaknesses impaired
USAID ability to obtain, maintain, report, and use reliable and timely performance

information for decision making.

USAID Conagressional Presentation Also Contains Incomplete and Inaccurate Data

As discussed above, country-level results are frequently the result of activities funded by
multiple parties, includin@JSAID. WhenUSAID reports such high-level results as evidence
of the success of its activities, a comparisolUSAID contributions to those of other donors
is relevant and useful to external and internal evaluators.

USAID fiscal year 1999 Congressional Presentation was both inaccurate and incomplete as it
pertained to funding provided by host country entities and other donors in supjcountry-

level objectives and reported results. We reviewed 356 Activity Data Sheets included in
USAID fiscal year 1999 Congressional Presentation and found that data related to funding
provided by other donors and host country entities may have been complete for only 6
activities (2 percent). Data related to at least 350 activities-98 percent-was inaccurate or
incomplete. Specifically,

. information on funding provided by other donors and recipients was not
reported for 260 activities (73 percent), though the Presentation said that other
donors or the host country had participated in the activity, and

. incomplete funding data was reported for 90 activities (25 percent).
Additional problems included the following:
. .The Presentation noted that one activity was design(Increase Incomes of
the Poor” and reported that considerable resources were being provided by the

European Union, Japan, Germany, Canada, the Swiss and the Dutch. The
Presentation did not describe these activities, their cost, or their relationship to
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the desired change in incomédowever, documents provided by mission
officials showed that these entities provided, or would provide, $1.3 billion in
support of this activity.

. The Presentation reported that one activity was designed to ‘Rédfaee
Mortality, " from 57 per 1,000 births in 199 1 to 39 per 1,000 births in 2001. It
noted that by 2001USAID would have contributed $20.8 million and other
partners-the host country and other donors-would have contributed over
$100 million. In contrast, documents provided by mission officials showed that
the other partners spent about $1.7 billion in support of the objective in just
three years, 1995 through 1997.

The lack of reasonably accurate and complete data as to funding provided by others in
support of shared country-level objectives (and related country-level indicators) impairs the
ability of Congressional and OMB analysts to objectively assess the cost effectiveness of
USAID programs and the need for additional funding to accomplish anticipated results.

Internal Performance Reports Also Have Serious Problems

During the past year, we conducted two separate reviews of an internal report prepared
annually by each cUSAID operating units to report its performance results-the Results
Review and Resource Request report (hereafter referredR4s)as Our first effort was a
worldwide audit ofR4s conducted at 18 randomly selected Washington operating units or
overseas missions.” The second was a more limited review conducted at five missions. The
first was designed to determine if the results data reported in the R4 was objectively
verifiable, supported, accurate, complete and/or validated. The, second was designed to
determine if the results WUSAID activities had a clear and measurable impacountry-

level results reported in the RA4.

Based on our worldwide audit, we found problems with 252 of the 302 results reviewed-or
83 percent. Therefore, we are’94 percent confident that, out of a universe of 1,940 results
included in the 1{R4s prepared in 1997, the number of results which were not sufficiently

supported, objectively verifiable, accurate, complete, and/or validated ranged from 1,580 to
1,658. Examples of these problems included:

. Ninety indicators and reported results were not objectively verifiable. For
example, one mission’s R4 included the indicator and related unit of measure,
"Percentage of Development and Implementation of a Long-term Self-sufficient

19

Audit on the Quality of Results ReportedUSAID Operating Units’ Results Review and

Resource Reque(R4) Reports Prepared in 1997 (Audit Report No. 9-000-99-006-P scheduled to be issued in
March 1999).
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Financial Strategy. " The R4 reported that the actual result for 1996 was 20
percent. However, this result was not objectively verifiable because the
mission had not established a methodology for measuring percentage of
implementation.

Seventy-seven reported results were not sufficiently supported. For example,
one mission’s R4 included the indicatdrength of Time from Opening of a
Preliminary investigation to Achieving an Investigative Result.” The R4

reported that the time between these two events was 60 days. However,
Mission officials did nothave supporting documentation for this data.

Seventy reported results were not sufficiently accurate or complete. For
example, one Washington operating unit's R4 included the indic'Primary
School Achievement, " and the unit of measurésth Grade Completion Rate. "

‘The R4 reported that the completion rate for 1996 was 64.2 percent. However,

documentation provided bUSAID officials showed that this was actually the
completion rate for 1991. Further, this was the completion rate for children
reaching grade five, not completing grade five.

Our second review (R4s was designed to supplement our review of the accuracy of
attributed results IlUSAID fiscal year 1998 Overview on performance. We selected and
reviewed performance results information in the R4 reports prepared by five overseas
missions.*’ Because we were specifically interested in whether claimed results were correctly

attributable tcUSAID activities, we selected 39 indicators which appeared to measure
country-level changes.

Our review showed that these five missions could not demonstratUSAID programs had
clearly and measurdbly contributed toward reported changes in 37 of the 39 indicators.
Examples included the following:

One indicator"Value of Expenditures per Capita of the Poor, " was selected to
measure results ‘of thstrategic objective, “Increased Incomes of the Poor.”

The reported result for 1994, the baseline year, was $447 and for 1997 was
$507. However, Mission officials could not document the causal relationship
betweenUSAID activities and the 1997 results.

It also appeared thUSAID played a relatively minor role in affecting this
change. According to Mission officials, during 1996 and 1USAID spent
about $130 million in support of the strategic objective, but the host
government had provided $6.9 billion. Other donors had also played a large
role, contributing about $2.9 billion over a undetermined period.

We reviewed th®Rd4s for the following countries: Ghana, India, Jordan, Ukraine, and Peru.
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. Another indicator,'Increase in Value of Horticultural Exports, " supported a
special strategic objectiveIncreased Investment in Agribusiness by Private
Firms. " The reported 1997 result was $615 million for the indicator which
represents national horticultural exports from April 1, 1996 to March 31,
1997— exports that included fresh/processed fruits and vegetables, spices, and
floriculture products. However, Mission officials could not provide any
documents supporting the extent to whUSAID activities had a clear and
measurable impact on achieving this result. FurthernUSAID obligations
and expenditures in support of this strategic objective from fiscal years-1995
1997+totalled $4.5 million and $6.4 million, respectively. This pales in
comparison to more than $2 billion reportedly provided by private investments
and other donors since 1992 in support of this strategic objective.

Werecognize that share of total funding is only one element in the process of crediting
results. However, we believe that it is difficult, if not impossible, to make a convincing
argument thaUSAID activities had a major role in achieving results reportecountry-
level indicators when its funding constituted only a small share of the total spent by all
donors, the host country, and private investors.

Organizational Deficiencies Continue to Hinder
Efforts to Implement Systems

USAID executives have committed to correct management deficiencies that have, in the past,
prevented successful modernizationUSAID financial management system. Although

USAID has taken positive steps to correct these systems’ deficiencies, significant
improvements are not achievable until existing systems are replaced or modernized, an effort
that is not scheduled to be completed until 2001. In addition, fragmented and unclear
organizational responsibilities continue to hin@lUSAID efforts to correct the deficiencies. In
particular, becausUSAID executives have not delegated to the CFO the responsibility and
authority to develop and maintain an integrated financial management system as required by
the CFO ActUSAID may repeat costly mistakes by deploying a new system that does not
meet federal requirements and does not operate effectively. We also identified other planning
and program management deficiencies in a companion report desdUSAID progress

implementing a financial management system that meets Federal Financial Management
Improvement Acrequirements.”

2!

Audit of USAID Progress Implementing a_Financial Management Systéat Meets Federal
FinancialManasement Improvement Act Reguirements (Audit Report A-000-99-003-P, March 1, 1999).
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USAID Managers Need to Strengthen Information Resources Management Practices

OIG audits anctUSAID management reviews have cited ineffective processes for managing
information resources as the primary caus@USAID’s difficulty in deploying effective
systems: AlthouglUSAID has made several attempts to correct these management
deficiencies, it has not yet succeeded. The deployment of NMS in October 1996 was the
latest attempt to implement an effective systeAithough NMS was designeto meet federal
accounting and system requirements, it did not do so.

We first reported serious deficiencies in the processes for managing information resources in
September 1996, when we reporUSAID plans to deploy NMS worldwide involved

significant risks because it had not been adequately tested. In March 1997, we reported
USAID had adopted a high-risk approach, did not follow accepted system development
practices, and deployed NMS worldwide despite severe problems we had previously reported.

USAID now recognizes that effective information resource management processes are
essential to implementing systems that meet federal requirements and has begun taking steps
to strengthen its processes and organizational control over information technology
investments. These steps include appointing a Chief Information Officer (CIO) and
establishing an investment review board. Further, in May JUSAID hired a systems
integration contractor to assist with information technology planning, technical direction,
oversight, policy formulation, system acquisition, and management practices. The contractor
is expected to helUSAID improve its application of disciplined processes as it moves to
modernize its financial management systems. In addition, the Office of Financial
Management has taken steps towards implementing disciplined practices to modernize the
core accounting functions. These include hiring a contractor to assist in its efforts to
streamline accounting business processes and implement an effective core financial system.
USAID reported the material weakness in its fiscal year FMFIA Report and has decided

to report the material weakness in the fiscal year 1998 Accountability Report, which will be
issued on or before April 30, 1999.

Fragmented CFO Responsibilities

BecauseUSAID continues to maintain a fragmented organizational structure and has not
assigned its CFO responsibility and authority to manage all financial management systems,
current efforts to acquire a single integrated financial management system may be at risk.
Reporting to the Administrator, the CFO and the CIO share primary responsibility to
implement and maintain a financial management system that meets federal requirements.
These officials are responsible for ensuring that (1) agency information systems provide
financial and program performance data for agency financial statements; (2) financial and
performance data are provided to the financial management system in a reliable, consistent,
and timely manner; (3) financial statements support assessments and revisions of mission and
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administrative processes; and (4) financial statements support measurements of the
performance of information technology investments.

The CFO Act of 1990 (Public Lal01-576) created the CFO position and called CFOs to
report directly to the head of the agency and to be responsible for, among other things;

. overseeing all financial management activities relating to the programs and
operations of the agency;

. developing and maintaining an integrated agency accounting and financial
management system that complies with all federal requirements for financial
management systems; and

. directing, managing, and providing policy guidance and oversight of agency
financial management personnel, activities, and operations, including the

approval and management of design and enhancement projects for an agency’s
financial management system.

Although the CFO Act assigned CFO the responsibility for ensuring that financial
management systems meet federal requirements and maCFO’s2responsible for a broad
range of financial management activitiUSAID’s CFO is only in charge of financial

operations and analysisAs illustrated in the organization chart below, the CFO is not
responsible for the information systems that support the performance measurement, budget,
human resource, or procurement functiorlastead, financial management requirements
related to these functions have been dispersed to managers of function-specific offices. That
is, USAID’s CFO does not have responsibility for the financial portion of systems Icinated
the Office of Procurement, the Office of Budget, the Office of Human Resources or in the
Bureau for Policy and Program Coordination. Instead, the directors of these offices are
responsible for their own information systems. As such, the CFO lacks the authority to
implement an integrated financial management system that meets federal accounting and

system requirements and incorporates core financial management, performance measurements,
cost accounting, and budget capabilities.
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ORGANIZATIONAL STRUCTURE OF USAID*
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In contrast to the CFO responsibilitiesUSAID, CFO’s at other U.S. Government agencies
have much more responsibility. FOMB’s 1998 Federal Financial Management Status

Report and Five-Year Plan dated June 1USAID’s CFO is in charge of the least amount

of functions of any U.S. Government Agency CFO. As illustrated in the chart below,
USAID’s CFO is only in charge of financial operations and analysis wh«CFOs; of other
agencies are. in addition to financial operations and analysis, responsible for some or all of
the following functions: budget formulation and execution, grants management, Government
Performance and Results Act, information resources management, personnel, and

procurement.
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As mentioned earlier, the CFO and the CIO share primary responsibility to implement and
maintain a fmancial management system that meets federal requirements. The CIO also
shares responsibility for ensuring that disciplined processes are followed but has not carried
out those responsibilitiesThe Clinger-Cohen Act of 1996 mandates that Executive agencies
implement a process to maximize the value of, assess, and manage risks of information
technology investmentsThe Act establishes the position of Chief Information Officer and,
among other things, assigns this officer responsibility to ensure that information technology

investments, including fmancial management systems, are managed effectively. The Chief
Information Officer is specifically responsible for:

providing advice and assistance to the agency head and senior managers to

ensure ‘that information technology is acquired and information resources are
managed effectively;

developing, maintaining, and facilitating implementation of an integrated
agency-wide information technology architecture; and

. promoting the effective and efficient design and operation of all major
processes of the agency for managing information resources.

A key CIO function is to facilitate implementation of tarchitecture.* This requires the

ClO to review planned acquisitions to ensure that they are consistent with the architecture.
As pointed out in our report? (USAID’s progress implementing the requirements of the
Federal Financial Management Improvement Act, the CIO has not met these legislated
responsibilities becausUSAID is proceeding to replace its accounting system before
completing an enterprise information technology architecture, preparing a comprehensive
acquisition strategy, and developing supporting plans. That report recommended that the CIO

complete an information technology architecture and, before approving proposals to acquire
any system component, ensure that investments are

1) consistent with the architecture,

2) cost effective,

3) based on a modular acquisition strategy, and

z An architecture is a blueprint or high level description of how the systems will interact to

accomplish agency mission requirements in a cost effective matirfecuses on describing the relationships
among business functions, work processes, information flows, and techndtaggo describes standards to be
followed toensure that systems will interoperate, provide security, and be implemented in a disciplined manner.

B Audit of USAID’s Progress Implementing; a Financial Management System That Meets Federal

Financial Management Improvement Act Requirements (Audit ReporA-000-99-003-P, March 1, 1999).
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4) supported by sufficiently detailed plans.

That report also pointed out thUSAID does not use a program management approach to
manage its financial management systems’ modernization efforts and recommended that the
CIO work with the CFO and the Assistant Administrator for Management to establish a strong
program management office.

Recommendation

Recommendation No. 1 Because the Chief Financial Officer lacks the authority called
for in the CFO Act, we recommend that the Chief FinancialOfficer collaborate with the
Assistant Administrator for Management, Chief Information Officer, and Bureau For
Policy and Program Coordination to:

1.1  Determine the specific responsibility, authority, and resources needed to meet the
requirements of the Chief Financial Offkers Act of 1990, which assigns the Chief
Financial Officer responsibility to (1) develop and maintain an integrated
accounting and financial management system that meets federal financial system
requirements, federal accounting standards, and the U.S. Standard General
Ledger at the transaction level; (2) approve and manage financial management
system design and enhancement projects; and (3) develop a financial management
system that provides for systematic measurement of performance.

1.2 Request by June 30, 1999, that the Administrator approve specific delegations of
authority and resources to the Chief Financial Officer to carry out those Chief
Financial Offkers Act responsibilities identified in Recommendation 1.1 above.

1.3  Implement policies and procedures to carry out the specific delegations assigned
by the Administrator in Recommendation 1.2, above.

Detailed information concerning the financial statements and other issues developed during
this audit can be found in a separate AiReport* to USAID managers.

é Office of ﬂ%

March 1, 1998

(s Audit Report toUSAID Managers oilUSAID Internal Controls for Fiscal Year 1998 (Audit

Report Number 0-000-99-002-F which is scheduled for release in March 1999).
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REPORT ON USAID COMPLIANCE

We attempted to audUSAID principal financial statements for the year ended September 30,
1998, but our report on these statements (including the information in the overview section on
program performance) disclaims an opinion on whether they are presented fairly because the
scope of our work was impairecUSAID management is responsible for compliance with
applicable laws and regulations related to these financial statements.
Although we are unable to fully report USAID compliance with laws and regulations
because of scope limitations, instances of potential matesia¢ompliance came to our
attention with regards to the requirements of the following:
Chief Financial Officers Act of 1990,
. Federal Financial Management ImprovemaAat of 1996,
Computer Security Act of 1987,
. Budget and Accounting Procedures Act of 1950,

. Federal Credit Reform Act of 1990,

. Foreign Assistance Act of 1968, and

. Federal Managers’ Financial Integrict of 1982,

. Government Performance and Results Act, and

. Office of Management and Budget Bulletin 97-01.

The following sections discuss instances of potential noncompliance with the above laws and
related regulations.
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Chief Financial Officers Act of 1990

As indicated in the Report on Internal ContrdUSAID has not delegated sufficient
responsibilities and authority to the Chief Financial Officer (CFO) to successfully implement
an integrated financial management systems required by the Chief Financial Officers Act of
1990 and executive branch policy.

The Chief Financial Officers Act of 1990 (Public Law No. 101-576) requires each federal
agency’s CFO to, among other things, develop and maintain integrated financial management
systems, including financial reporting and internal controls which:

. comply with applicable accounting principles, standards, and requirements, and
. internal control standards;

comply with such policies and requirements as may be prescribed by the
Director of the Office of Management and Budget (OMB);

. comply with any other requirements applicable to such systems; and

. provide for (1) complete, reliable, consistent, and timely information which is
prepared on a uniform basis and which is responsive to the financial
information needs of agency management; (2) the development and reporting of
cost information: (3) the integration of accounting and budgeting information;
and (4) the systemic measurement of performance.

Federal Financial Management Improvement Act of 1996

The Federal Financial Management Improvement Act (FFMIA) reqlUSAID to implement

and maintain a financial management system that complies substantially with (1) federal
requirements for aintegrated: financial management system, (2) applicable federal accounting
standards and (3) requirements to post transactions to the U.S. Standard General Ledger at the
transactiorlevel. ¥ These requirements are detailed in the Office of Management and

Budget’'s Circular No. A-127, Financial Management Systems. Section 7 of this Circular
identifies the requirements or characteristics that federal financial management systems should
possess. Other policy documents further detail these requirements?

s In this section, we report CUSAID’s compliancewith federalrequirements for financial
management systenrather than its compliance with thact itself.

* Oftice of Management and Budget's Circulars No. A-1Manacement of Federal Information
Resources, No. A-134, Financial Accounting Principles and Standards, No. A-11, Preparation and Submission of
Budget Estimates, and No. A-34, Instructions on Budget Execution; U.S. Treasury's Treasurv Financial Manual.
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The Act also requires that our auditUSAID’s financial statements report whether the

financial management system complies with those requirements. The following information is
summarized from our recent report describUSAID’s progress meeting FFMIA

requirements (FFMIA progress report).Additional details are contained in that report and

on pages 19 through 25 of the preceding Report on Internal Controls.

During fiscal year 199€USAID’s financial management systems did not substantially comply
with theFFMIA’s accounting and system requirements. AlthoUSAID developed a plan

to correct these system deficiencies, the plan is not adequate because it is not based on a full
information system architecture, an integrated system acquisition strategy, or a detailed listing
of planned actions to bring about an agency-wide integrated financial management system.
These planning deficiencies occurred beceUSAID executives have not implemented
organizational changes that are needed to successfully acquire complex systems.

Nature’ and Extent of Noncompliance

USAID managers have committed to follow disciplined practices to modeUSAID

systems and have taken several steps to ddiswvever, because significant improvements

are not achievable until existing systems are replaced or modernized-an effort that is not
scheduled to be completed ur2001—USAID has made only limited improvements to its
systems during the past yeaAs a result, during fiscal year 19USAID’s financial
management systems did not yet comply substantially with (1) federal financial management
system requirements, (2) applicable federal accounting standards, and (3) requirements that

transactions be posted to the U.S. Standard General Ledger at the transaction level as required
by FFMIA.

As a result, financial management systems’ deficiencies that we first reported during fiscal
year 1997 continue to existt large part because NMS has not operdted effectively,
USAID has had to rely on a combination of outmoded legacy systems, informal and unofficial

records maintained by individual managers or organizational units, and NMS--which suffers
from technical and operational. problems.

(1) Eederal Financial Management System Requirements

In particular, the Joint Financial Management Improvement Program has published several documents describing
detailed functional requirements that systems should possess to perform effectively.

a Audit of USAID’s Progress Implementing a Financial Management Svstem That Meets Federal
FinancialManagement Improvement Act Reguirements (Audit Report 1A-000-99-003-P, March 1, 1999).

=® Audit of the Extent to WhiclUSAID’s Financial Management System Meets Requirements

Identified in the Federal FinancManagement Improvement Act of 1996 (Audit Report No. A-000-98-003-P,
March 2, 1998).
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USAID did not substantially comply with federal financial management system requirements.
These requirements are designed to enable agencies to provide complete, reliable, timely, and
consistent information to decision makers and the public. Agencies, including Treasury and
OMB, need this information to (1) carry out their fiduciary responsibilities; (2) deter fraud,
waste, and abuse; (3) facilitate efficient and effective delivery of programs; and (4) hold

agency managers accountable for the way government programs are managed. The Congress
needs this information to oversee government operations, and the public, to exercise their
citizenship responsibilities. Thus, a key objective of financial management systems is to

ensure that reliable financial and program performance data are obtained, maintained, and
reported.

During fiscal year 1998, our audits as wellUSAID management assessments confirmed the
continuing existence dinancial management System deficiencies that we reported during
fiscal year1997.% As a result, during fiscal year 19USAID’s financial management

systems did not substantially comply with federal financial management system requirements.
For exampleUSAID:

. lacked an agency-wide classificatistructur&, which standardizes data definitions
and formats for financial management systems;

. relied on multiple incompatible systems that cannot exchange data and thus, did not
have an integrated financial management system;

. had not implemented an effective computer security program; and

. did not have a financial system that met Joint Financial Management Improvement
Program requirements to (a) support the Prompt Payment Act, (b) support external

reporting needs, and (c) ensure that costs are accumulated and reported with proper
matching of periods, segments, and outputs.

(2) Eederal Accounting Standards

Contrary to the FFMIAUSAID’s financial management systems did not comply with
applicable federal accounting standards. SpecificUSAID financial management systems
did not comply with the (a) Statements of Federal Financial Accounting Standards No. 1,

» Audit of the WorldwideDeployment of the NewManacement System (NMS) (Audit Report

No. A-000-97-004-P, March 31, 1997); Audit oUSAID’s Efforts to Resolve the Year 20d8roblem(Audit

Report No. A-000-97-005-P, July 11, 1997);_Audit USAID’s Compliance with FederfLomputer Security
Requirements (Audit Report NA-000-97-008-P, September 30, 1997); Audit of the Internal Controls for the
Operational New Management Svstem (Audit Report No. A-000-97-009-P, September 30, 1997); and Audit of

the Status oUSAID's New Management SysteNMS) (Audit Report No.A-000-97-010-P, September 30,
1997).
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Accounting For Selected Assets and Liabilities and (b) Statements of Federal Financial
Accounting Standards No. 4, Managerial Cost Accounting Concepts and Standards for the
Federal Government.

a. Accounting For Selected Assets and Liabilities

Contrary to Statement of Federal Financial Accounting Standard NUSAID has not

implemented an effective accrual methodology to recognize its current liabilities and establish
accounts payable for unpaid goods and services. The methodology utilized for estimating the
amounts owed was inadequate. FurtUSAID did not have a methodology for reducing its
advances and recognizing its expenses when goods or services were received, contract terms
were met, progress was made under contract or prepaid expenses expired.

USAID established estimates for Accounts Payable and related expenses based solely on
unliquidated obligation balancedNo additional information was requested or obtained to
determine whether the goods or services were actually received. FUSAID, improperly
reported both liabilities and assets (Accounts Payable and Advances) against the same
unliquidated obligations.As a resultUSAID financial statements may not provide
management with complete, reliable and consistent information for making well-informed
business decisions.

b. Managerial Cost Accounting: Concepts and Standards for the Federal Government

USAID has not implemented Statement of Federal Financial Accounting Standards No. 4.
Also, USAID did not comply with the following five fundamental elements of managerial
cost accounting:

» Requirement for cost accountirg=ach reporting entity should accumulate and
report the costs of its activities on a regular basis for management information
purposes;

. Responsibility segmentsManagement of each reporting entity should define and
establish responsibility segments;

» Full cost- Reporting entities should report the full costs of outputs in general
purpose financial reports;

« Inter-entity costs Each entity’s full cost should incorporate the full cost of goods
and services that it receives from other entities; and

« Costingmethodology - Cost of resources consumed by responsibility segments
should be accumulated by type of resource.
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This standard requires federal agencies to be able to provide reliable and timely information
on the full cost of their programs, activities, and outputs (by responsible segments). The cost
assignments should be performed using one of the following methods listed in order of
preference: (a) directly tracing costs wherever feasible and economically practicable, (b)
assigning costs on a cause-and-effect basis, or (c) allocating costs on a reasonable and
consistent basis. Cost information developed for different purposes should be drawn from a
common data source, and output reports should be reconcilable to each other. Currently,
USAID is not able to segregate its costs.

(3) Use of U.S. Standard GeneLedger at theTransaction Level

USAID did not record Accounts Receivables in accordance with the U.S. Standard General
Ledger at the transaction leveUSAID did not have an integrated accounting and financial
management system which included Accounts Receivable.

USAID relied on daticalls* to obtain the total amount of outstanding Accounts Receivable
because it did not have integrated financial management systems. These data calls provided
summary information which was posted to the general ledger at the summary level and was
not directly traceable to the transaction level as required. By using data calls to determine
outstanding Accounts ReceivablUSAID was at risk that the information obtained was not
accurate or complete. For instanUSAID’s summary of the data calls improperly omitted

the Office of Procurement’s outstanding Accounts Receivables.

Cause of Noncompliance

Ineffective processes for managing information resources continue to be the primary cause of
USAID’s difficulties deploying effective information systenUSAID reported deficiencies

in its processes for managing information resources as a material weakness in its fiscal year
1997 and planned 1998 reports under the Federal Managers’ Financial Integrity Act (FMFIA).
Although USAID has taken steps to implement disciplined processes, planning deficiencies
continue to threateUSAID’s ability to successfully implement an effective financial
management systemlhese deficiencies are further described in our FFMIA progress report.

Organization Responsible for Noncompliance

The Clinger-Cohen Act makes the head of each agency, in consulwitbthe CFO and

Chief Information Officer (CIO), accountable for establishing policies and procedures to
ensure that (1) agency information systems provide financial and program performance data
for agency financial statements; (2) financial and performance data are provided to financial

30 “Data calls” is aterm used to describe the process of requesting various offices to provide

outstanding balances @$ yearend. The resulting reports are prepared from data contained outside the formal
accounting system.
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management systems in a reliable, consistent, and timely manner; and (3) financial statements
support assessments and revisions of mission and administrative processes, as well as,
measurements of the performance of information technology investments. Thus, the CFO and
the CIO, reporting to the Administrator, share responsibility for implementing and maintaining
effective and efficient financial management systems that meet federal requirements for
financial management systems. USAID, both the CFO and CIO positions are located

within the Bureau for Management.

USAID executives have not implemented organizational changes that are needed to
successfully acquire complex systems. Organizational deficiencies include the fact that
USAID executives have not (1) delegated to the CFO the responsibility and authority to
develop and maintain all financial management systems as required by the CFO Act, or (2)
established a project management office with sufficient staff, expertiseauthority to

ensure that modernization efforts are implemented successfully. FIUSAID has not
implemented disciplined processes to acquire systems. AlthUSAID had not developed

an information technology architecture, a modular acquisition strategy, or sufficiently detailed
supporting plans; it planned to proceed with the acquisition of a replacement core financial
system. These deficiencies are further described in the accompanying report on internal
controls and in our FFMIA progress report.

Recommendations

In order to addresUSAID’s organizational and planning deficiencies (and as discussed on
page 25 of this report), we recommended that the Chief Financial Officer collaborate with the
Assistant Administrator for Management, Chief Information Officer, and the Bureau for
Policy and Program Coordination to determine the specific responsibility, authority, and
resources needed to meet the requirements of the Chief Financial Officers Act of 1990, which
assigns the Chief Financial Officer responsibility to (1) develop and maintain an integrated
accounting and financial management system, and (2) approve and manage financial
management system design and enhancement projects. In addition, we recommended that the
Administrator specifically delegate adequate responsibility, authority, and resources to the
Chief Financial Officer to carry out the responsibilities of the Chief Financial Officers Act.

Additional recommendations, which address weaknessUSAID’s remediation plans, were
included in our FFMIA status report. That report recommended that before acquiring any
financial management system componeUSAID should (1) complete an agency-wide
information technology target architecture, (2) use the target architecture to USAID’s

financial management system portfolio, (3) complete a modular acquisition strategy, and (4)
revise its remediation plan and develop sufficiently detailed supporting plans. The report also
recommends theUSAID establish a strong program management office with the

responsibility, authority, and resources to apply disciplined practices to implement financial
management system improvements.
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Computer Security Act of 1987

USAID has not implemented an effective computer security program as required by the
Computer Security Act of 1987 (Public Law No. 100-235). This law requires federal

agencies to protect information by (1) identifying sensitive systems, (2) developing and
implementing security plans for sensitive systems, and (3) establishing a training program to
increase security awareness and knowledge of accepted security practices. The OMB Circular
No. A-130 contains executive branch policy implementing this law.

In September 1997, weported® that management deficiencies had preve USAID from
implementing an effective computer security program as required by the Computer Security
Act. These deficiencies exposUSAID to high risks that resources would not be adequately
protected from fraud or misuselhe deficiencies occurred becaltUSAID did not implement

an adequate system of management controls to support an effective computer security
programUSAID had not (1) developed an organizational structure that clearly delegated
responsibility and provided appropriate authority, (2) established planning policies to provide
a foundation for an ‘effective security program, and (3) implemented key management
processes to ensure that security requirements were met.

During fiscal year 1998USAID took several steps to correct these organizational, planning,
and process weaknesses, including appointing a computer security program manager and
preparing a security program master plan. However, budget constraints have delayed the
expected correction date from 2000 to 2CUSAID has decided to report this material
internal control weakness in its fiscal year 1998 Accountability Report, which will be issued
on or before April 30, 1999.

During fiscal year 1998, we conducted a series of audiUSAID general computer security
controls.”?> The audits found that general controls over the mainframe, client server (which
hosts the NMS), and Mission computer systems were not effective. Specifically, deficiencies
were identified in (1) entity-wide security program and management, (2) access controls, (3)
application software development and change processes, (4) segregation of computer system
duties, (5) system software change controls, and (6) continuity of services controls. A
primary reason for ineffective general controls was the lack of an agency-wide security
program that included clear security responsibilities and agency-wide security processes.

. Audit of USAID Compliance with Federal Computer Security Reguirements (Audit Report No.

A-000-97-008-P, September 30, 1997).
2 Audit of USAID/Peru’s General Controls Over the Mission Accounting and Control System
(Audit Report No. A-527-99-001-P, December 30, 1998); Audit of Access and System'’s Software Security
Controls Over the Missions Accounting and Control System (Audit ReporA-000-99-002-P, December 31,
1998); Audit of General Controls OvilUSAID Mainframe Computer Environme(A-000-99-004-P, March 1,
1999): Audit of General Controls OveUSAID Client Server Environmer(A-000-99-005-P, March 1, 1999);
MemorandunReport on Access Controls Over NMS Data and SoftW(A-000-98-004-S, May 18, 1998)
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Budget and Accounting Procedures Act of 1950

As shown in our report on internal contraUSAID (1) has not maintained an adequate
system of internal and accounting control as required by the Budget and Accounting

Procedures Act of 1950 and (2) has not always provided the U.S. Treasury all requested
information onUSAID financial operations.

The Budget and Accounting Procedures Act of 1950 (Chapter 946, 64 Stat. 832) requires each
federal agency to maintain a system of accounting and internal control that provides:

. full disclosure of the financial results of agency activities;
. adequate financial information needed for agency management purposes;

. effective control over and accountability for all funds, property and atbhssts for
which the agency is responsible;

. reliable accounting results to serve as the basis for the preparation and support of
agency budget requests, for controlling the executicits dfudget, and for providing
financial information required by OMB; and

. Suitable integration of the accounting of the agency with the accounting of the U.S.
Treasury in connection with the central accounting and reporting responsibilities
imposed on the Secretary of the Treasury.

Federal Credit Reform Act of 1990

USAID did not fully comply with the Federal Credit Reform Act of 1990 (Public L101-

558). This Act states that “Direct Loans disbursed and outstanding are recognized as assets at
the present value of their estimated cash inflowUSAID did not efficiently value its assets
because it did not fully account for direct loans that were uncollectible. Therefore, related
assets were overstated by about $449 million. AdditionUSAID did not fully account for

the effects of rescheduled direct loans on its financial statenUSAID needs to re-

evaluate its direct loan uncollectible accounts and ensure that rescheduled loans are

adequately included and accounted for on the financial statements. AddititUSAID

needs to make the necessary adjustments to its direct loan accounts after a revaluation of the
uncollectible accounts is made.
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Foreign Assistance Act, Amended in 1968

As discussed in our report on internal contrUSAID has not implemented an effective
performance measurement system which would aUSAID to meet the requirements of
Section 62 A of the Foreign Assistance Act, as amended in 1968 (Public Law No. 90-554).

This Section states that foreign assistance funds could be utilized more effectively by the
application of a management system that will include the followiriy)) the definition of
objectives for U.S. foreign assistance, (2) the development of quantitative indicators of
progress toward those objectiv(3)-the adoption of methods for comparing actual results of
programs and projects with those anticipated when they were undertaken, and (4) provides
information toUSAID and Congress that relates funding to the objectives and results in order
to assist in the evaluation of program performance.

Federal Managers’ Financial Integrity Act of 1982

Contrary to federal law and the executive branch’s implementing polUSAID has not (1)
promptly resolved all audit recommendations within the prescribed time frames, (2)
established adequate internal controls for measuring and reporting on program performance,
and (3) taken timely action to correct findings and recommendations from prior audits related
to problems in measuring and reporting on program performance. FIUSAID has not

taken action to correct the material weaknesses that the OIG ide previously. These
weaknesses preventUSAID from providing complete, reliable, timely, and consistent
information onUSAID activities.

OMB Circular No. A- 123. which provides standards for implementing the FMFIA of 1982
requires agencies to develop and implement management controls to ensure that (1) programs
achieve their intended results; (2) resources are’ used consistent with agency mission; (3) laws
and regulations are followed; and (4) reliable and timely information is obtained, maintained,
reported, and used for decision makingthe Circular also requires that the head of each

agency submit annually to the President and the Congress (1) a statement of whether the
agency’s controls provide reasonable assurance that they are achieving their intended
objectives and (2) report on material weaknesses in the agency’s controls.

The OMB Circular No. A-50 contains another implementing policy of the executive branch.
This policy requires prompt resolution and corrective actions on audit recommendations. The
Circular says that resolution shall be made within a maximum of six months after issuance of
a final report and corrective action should proceed as rapidly as possible.

Pursuant to the FMFIA and the implementing policies of the executive brUSAID has
decided to report nine material internal control weaknesses in its fiscal year 1998
Accountability Report scheduled to be issued on or before April 30, 1999.
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During the course of our review we identified an internal control weakness that we feel

should have been considered as a material internal control weakness and reported in its fiscal
year 1998 Accountability Report. SpecificallJSAID does not properly identify, record, and
report advances processed through the Letter of Credit system. Approximately $1.7 billion
are annually advanced to grantees through the system. Because of Office of Financial
Management’s policy, these advances are not recorded against the obligation document at the
time of the disbursement. Instead, the advances are recorded at the grantee level, without
regard to the corresponding grant obligatioAs a resultUSAID cannot properly report the

status of its appropriations at year endddditional details regarding this issue will be

reported in the audit report {USAID Managers on its interncontrols.®

Government Performance and Results Act

As discussed in our report on internal contrdUSAID does not have an effective system to
consistently and reliably measure and report achievements that are attribufUSAID-
funded activities. As a resulUSAID reports country-level results in their Annual
Performance Report with little assurance tUSAID activities had a clear and measurable
impact toward achieving the reported results.

Part of the problem is due to deficiencies in the preparaticUSAID’s Strategic Plan and
Annual Performance Plan which are required under the Government Performance and Results
Act of 1993 (the Results Act).

For example, the Results Act requires that no later than September 30, 1997, the head of each
agency shall submit to the Director of the OMB and to the Congress a Strategic Plan for
program activities. Such a plan shall contain among other things-general goals and
objectives, includingoutcome—related goals and objectives, for the major functions and
operations of the agency.

USAID submitted itsstrategic plan to the Congress in September 1997 January 1998,
GAO issued a report on its review of 24 federal agencies’ strategic plans, incUSAID’s.
GAO commented that, even thoulUSAID had made progress in their strategic pUSAID
still needed to make improvements$n particular,USAID goals and objectives were
improperly targeted at results whiUSAID could not reasonably influence.

In addition, the Results Act requires agencies to prepare an annual performance plan covering
each program activity set forth in its budget. Such plans will establish performance goals;
performance indicators which are to be used in measuring or assessing the relevant outputs,
service levels, and outcomes each program activity; and describes a measure to be used to

3 Audit Report toUSAID Managers olUSAID Internal Controls for Fiscal Year 1998 (Audit

Report Number 0-000-99-002-F which is scheduled for release in March 1999).
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verify and validate measured valuUSAID submitted its annual performance plan for fiscal
year 1999 to the Congress in February 1998. However, GAO reported in June 1998 that
USAID’s annual performance plan provided only a partial picture of its intended performance.

, These problems were also discussed in OIG audit reports on the stUSAID’s
implementation of the Results Act?

Office of Management and Budget Bulletin 97-01

USAID’s Office of Financial Management did not prepare its Statement of Net Cost in
accordance with the OMB Bulletin 97-01, Form and Content. Specifically, the Office of
Financial Management did not develop responsibility segments, accumulate the costs and
report the full cost assigned to each responsibility segment as required by OMB.

USAID’s Computers Are Not Year 2000 Compliant

USAID is also vulnerable to major disruptions to its programs and operations if it does not
adequately complete repairs to its computer systems to allow them to process data in the year
2000. In addition, to the extent that developing countries, which are the beneficiaries of
USAID development assistance activities, encounter disruptUSAID program

accomplishments could be put at riskks of the end of fiscal year 199USAID had not

fully assessed its systems or the systems it provided to host colUSAID also lacked

detailed schedules and resource estimates and did not expect to meet government-wide target
dates to implement compliant systems. In additUSAID has not completed and tested
contingency plans to ensure that it will be able to operate in the event of year 2000 caused
disruptions. Due to the scope and complexity of the needed changes and the limited time
remaining to correct problemUSAID faces a high risk that business operations and

programs will be disrupted at the start of the new millennium.

Office of Inspector General’
March 1, 1998

34 Audit of USAID Status irlmplementing the Government Performance and Results Act of 1993

(Audit Report No. 9-000-98-003-P, September 3, 1998)_and Audit of the StaUSAID’s Implementation of
the GovernmerPerformance and Results Act of 1993 (Audit Report No. 9-000-98-005-P, September 30, 1998).
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OVERVIEW OF USAID
Background

The United States Agency for International Developn(USAID) was created in 1961

to advance U.S. foreigpolicy interests by promoting broad-based, sustainable
development and by providing humanitarian assistance for natural and man-made
disastersUSAID typically works in countries committed to achieving sustainable
development, but which lack the technical skills or resources necessary to implement
policies and programs that will accomplish this restdt.these countriesUSAID

emphasizes one or more of the Agency’s six strategic goals depending upon a country’s
specific needs and the activities of other donUSAID also works in countries which

have made major commitments to cooperating with the United States in achieving
complementary goals, particularly, the establishment and maintenance of regional peace.
In these countrieUSAID typically enhances the country’s capacity to continue to
collaborate with the United States on goals of mutual interest.

Mission

USAID’s mission is to contribute to U.S. national interests by supporting the people of
developing and transitional countries in their efforts to achieve enduring economic and
social progress and to participate more fully in resolving the problems of their countries
and the worldUSAID pursues its mission throucpartnerships with the people and
governments of assisted countries, U.S. businesses, non-governmental organizations,
academic institutions, other U.S. government agencies and international assistance
agencies. In cooperation with its many partneUSAID identifies the needs of a

country, assesses the country’s commitment to sustainable progress, and develops
country specific plans to address the country’s needs or to enhance its contribution to the
resolution of regional or global problems.

Organizational Structure

USAID is based in Washington, D.C. with a Headquastaff.consisting of the Office of

the Administrator, nine bureaus and four independent offices. The Agency implements
development assistance activities Africa (AFR); Asia and the Near East (ANE); Latin
America and the CaribbedLAC); and Europe and the New Independent States of the
former Soviet Union(ENI). There are 69 field based missions implementing
development programs and three regional services offices. In adUSAID provides
coordination with other doncnations in five countries.
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PROGRAM PERFORMANCE

The Agency for International Development promotes sustainable development in six goal
areas:

achieving broad-based economic grow&

building sustainable democracies;

human capacity built through education and training;
stabilizing world population and protecting human health;
managing the environment for long-term sustainability; and,
saving lives, reducing suffering, and reinforcing development.

SSorkhwr =

Many Agency activities relate ttwo or more goals.For example, promoting community
management of natural resourcoften enhances democracy by allowing citizens to
exercise more control over their livelihood and destiny. Increasing economic opportunity
for the poor typically enhances their sense of participatory democracy and the potential
for good, local government. LikewisUSAID has found that as peopkecome more
educated, birth rates and child mortality drop, and nutrition improves. When girls are
able to get a basic education, they raise healthier childreproving education also
encourages rule of law and helps develop an active and open civil SUSAID is
increasingly planning activities to benefrom such natural synergies.

In all its activities the Agency collaborates closely with host country partners, non-
governmental organizations, international financial institutions, and other donors. These
partnerships are essential USAID’s work; they both increase program effectiveness

and promote sustainability.

The remainder of this section provides a summary of the results within each goal area.
Further detail on performance results will be provideWUSAID’s Management
Accountability Report which will be available at the end of March, 1999.

1. Achieving Broad-Based Economic Growth

In May 1996,USAID and development communities adopted the challenge of reducing
the proportion of people living in extreme poverty by half Eighty-five percent of the
world’s poor subsist in low-income developing countries and regions where poverty is
widespread. Development programs have been working to provide the poor with life
improving opportunities.

In 1997, the Agency had 145 programs supporting broad-leaseemic growth and
agricultural development in 76 operating units (countries, regioffices, and central
bureaus). These programs represent 29 percent USAID programs and 84 percent of
all operating units. Of these programs, 67 were in developing countries, and 68 were in
countries making the transiticfrom communism. Another 10 were globally oriented.
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Indicators and Results

Annual Growth Rates in real per capita income above 1 percent achieved.

Growth performance for 1994-97 improved substantially in all regions, compared with
the 1992-96 base period. About two thirdsSUSAID recipient countries achieved the
performance goal of per capita income growth higher than 1 percent, compared with
about 45 percent in the base period. By region, the proportion of countries with such
growth rangecfrom 50 percent (and rising) for Europe and the new independent states to
100 percent for Asia and the Near East.

Average annual growth in agriculture at least as high as population growth

achieved in low-income countries.

The vast majority of low-income countries achieved agricultural growth at least as rapid
as their population growth. Performance in sub-Saharan Africa improved dramatically.
Overall, 25 out of 2USAID recipients (86 percent) achieved this performance goal for
1994-96, compared with about 35 percent for the 1990-95 baseline period. This Is
primarily because of improved agricultural performance, and secondarily gradually
declining rates of population growth.

Proportion of the population in poverty reduced by 25 percent in 10 years.

The goalof reducing the proportion of the population in poverty is among the goals of the
Development Assistance Committee of the Organization for Economic Cooperation and
Development, to which the United States participates. Overall, incomes have been
expanding in line with the performance goal in 57 percerUSAID recipient countries,
including low-income Asia, which accounts for the bulk of the global poverty.

Increased openness and greater reliance on private markets.

The Heritage Foundation compiles annual scores for economic freedom, which seek to
measure the degree to which the policy and institutional setting supports well-functioning
private markets that reward individual initiative. Overall, econofreedom has

improved in 68 percent (USAID-recipient countries, remained unchanged for about 10
percent, and declined in 22 percent. Econcfreedom has improved in at least 60

percent of the countries in each region.

2. Building Sustainable Democracies

USAID emphasizes four broad areas under its democracy and governance strategic
framework:

Rule of law and human rights;

Credible and competitive political processes;

A politically active civil society; and

Transparent and accountable government institutions.

In 1997, 85 percent ofUSAID’s country and regional programs provided assistance to
democracy and governance.

3
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Indicators_and Results

The primary measure of democratic status is the country score of the Freedom House
survey. While Freedom House scores do not provide a direct measUSAID’s

democracy and governance assistance, they do provide important information on country
development trends.

Figure 1

On average, according to Freedom (12
House, the democratic status of
USAID-assisted countries improved | g
in 1997. Four countries moved up on
the overall Freedom House scale; 8
none declined. The best performance
was in the LAC region, where
Honduras and El Salvador improved
from “partly free” to “free.” In J
Europe and the new independent
states, Azerbaijan movefrom “not
free” to “partly free.” InAfrica, 27
Liberia changedrom “not free” to
“partly free.” The overall 0
classification did not change for any AFR ANE ENI LAC
countries in the ANE region. Figule
compares the Freedom House ratingg
of countries receivinyUSAID
democracy assistance. With the exception of the ANE region, countries categorized as
“partly free” predominate. This finding indicates that many countries have undergone

only a partial transition to democracy. In such incomplete transitoften, the executive

branch continues to monopolize power, the judiciary is weak, local government lacks
capacity, and the democratic culture necessary for broadened citizen participation is in an
early stage of development.

3. HumanCapacity Development
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Education is crucial to growing up in the modem world. Without a decent education,
children become adults with limited opportunities. In poor countries, improved education
leads tofaster and more sustainable economic and social development and contributes to
the emergenceof strong democratic institutions. The goal encompasses Agency
objectives in basic and higher education.

USAID places special emphasis on expanding and improving primary education for the
under-served population, especially for girls and wonUSAID also seeks to provide
literacy programs for adults and out-of -school childrén. 1997, USAID allocated most

of its human capacity development funding to basic education. The Agency provided
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$127.9 million for basic education in three regions-Africa, Latin America and the
Caribbean, and Asia and thear East. Of that, $122.8 million (96 percent) went to basic
education for children. The remaining $5.1 million supported adult literacy programs.

Indicators _and Results

Full primary enroliment by 2015achieved.

The United States is committed to the targefulbfprimary’enroliment by 2015. A

country is considered “on track” if its net primary school enrollment ratio is increasing at
a rate fast enough to reafull enrollment by 2015if that rate is sustained.

Among the nine countries in Africa wilUSAID programs contributing to basic
education in 1997, five-Benin, Ethiopia, Mali, Namibia, and South A&a-reported the
necessary data. Of the five, Namibia and SolAfrica are on tracktoward full primary
enrollment by 20 15. A sixth country, Malawi, reporfull primary enrollment in 1996.
The three countries that did not report the necessary data were Ethiopia, Ghana, and
Uganda. .
Data problems were even more severe in the Asia and Near East region. Of five countries
with basic education objectives-Cambodia, Egypt, India, Morocco, and Nepal-only
Morocco reportecsufficient data, showing Morocco to be on track toward full enrollment
by 2015. Cambodia reporteull primary enrollment in 1996.

In Latin America and the CaribbeaUSAID supported basic education programs in 10
countries in 1997, of which five, Brazil, Dominican Republic, El Salvador, Nicaragua,

and Peru-reported the daiecessary to calculate primary enrollment growth over the

past decade. The first three were increasing net enroliments fast enough to reach full
enrollment by 20 15. Nicaragua fell just short of the required growth rate. By contrast,
Peru’s net primary enrollment rate has fallen over the past decade, although there is some
evidence of recovery since 1993.

Many countries in Europe and the new independent states do not report net enrollment
rates. Among those that do, most have high rates of primary enrollment, though in some
countries these have slipped in recent yeUSAID does not provide direct support for
basic education in this region.

Gender gap in primary enrollments reduced.

USAID supports eliminating thdifference, for all practical purposes, between boys’ and
girls” enrollment rates at the primary level. To track progress toward this USAID
calculates a gender gap measure for &USAID-assisted country based on its gender
equity ratio, the ratio of girls’ to boygross primary enrollment ratios. Gender gaps for
individual countries are’ averaged across each region.

Figure 2 shows recent trends in the average gender gap among the countries that
supported basic education programs in 1997. Although the regional averages conceal
much country-level detail, they show a gradual narrowing of the gender gap in all three
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regions. Despite progress, however, the gender gap remains large in rmAfricacind
in many countries in Asia and the Near East. Among the USAID basic education
countries in theAfrica region, the average gender gap declined markedly #6r
percent in 1986 t@3.5 percent in 1996.

The five USAID basic education countries in Asia and the Near East region also achieved
a dramatic reduction in the primary school gender gap over the past decade. Despite this
impressive progress, each of

these countries still has a long P 3 ResantTon o Geneer Omp

agional Aver . asi ucation Program Countries
way to go to reach gender 3% . o .
equality. o~

20% - ‘“\
Progress has been slower in - \
Cambodia and Egypt, though the ~

gender gaps have been smaller | =*
there than in other countries in

18%

the region.

10%
With the exception of Guatemala, ,  peeee==®®e""®ccceananan _
gender gaps in primary ‘ o=
enrollment rates are quite small | o +~—/—F—"F—"FF—"T"—"F—"T—"F—"—""T—""T—""
among the nine countries with 1060 1. 150 1099 1082 1908
basic education objectives in T Afriee T T Adle-Near East

Latin Americe-Carbbesn

Latin America and the Caribbean.

Enhanced responsiveness in higher education partnerships.

USAID fosters partnerships between institutions of higher education in the United States
and overseas in an effort to enhance the contributions of host-country colleges and
universities to development.

In Egypt, USAID-fostered partnerships helped Egyptian universities improve their
research capacity. In South AfricUSAID provided grants to strengthen 15 historically
disadvantaged institution?USAID provided support to 9 institutions in Albania,

Hungary, Latvia, Lithuania, Poland, and Slovakia to create or expand programs in
management training and market economics education, and to 11 institutions in Russia
and the Ukraine tstrengthen educational programs in areas such as economic
restructuring, health, and the environment.

In addition, USAID’s Center for Human Capacity Development has supported the
University Development Linkages Project since 1992. The program is designed to
enhance long-term, sustainable collaboration between U.S. and developing country
colleges and universities so that higher education institutions in developing countries can
more effectively meet the development needs of their societies, and so that U.S. colleges
and universities can increase the international dimension of their programs by attracting
more foreign students or making the curriculum global in perspective. In 1997, the
linkages program supported the formation of 41 partnerships, inclddamgorically
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black colleges and universities in the United States. The highlights section provces
information on some of the results of these programs.

Performance indicators f(USAID’s higher education objective are under development.

4. Stabilizing World Population and Protecting Human Health

Population, health, and nutrition have been mUSAID programs since the Agency

was established. The Agency recognizes that population growth and population pressures
both cause and affect ecological, economic, political, and social transformations.

USAID’s efforts to stabilize the world's populatlon growth and combat poor health and
nutrition affect many areas.

USAID has also taken on the challenges of reducing maternal mortality, reducing the
impact of the HIV/AIDS pandemic, and reducing the threat of infectious diseases that
pose serious public health risks. These areas are of vital importance to families in the
United States, as well as to families in developing countries, because the world is
becoming a much smaller community.

Indicators and Results

In its strategic planUSAID established performance goals for each major area of
population, health, and nutrition. By the year 20USAID along with other partners, is
expected to achieve the following:

o a 20 percent reduction in average fertility rates
. a 25 percent reduction in average mortality rates for infants and children under 5
. a reduction in the proportion of underweight children under 3

The following three indicators have been proposed but, for technical reasons, have not
been made operational yet. See Ml description in the 2000 Annual Performance Plan.

. a 10 percent reduction in the maternal mortality ratio
. a slowing of the rate of new HIV infections
) a reduction in deaths caused by infectious diseases (exclHIV/AIDS)

Total Fertility Rate Reduced by 20 Percent: Figure 3 shows the progress made in
achieving this goal through FY97.
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_ Figure 3
Regional TotalFertility Rates (number of children per woman)
Year AFR ANE EM LAC
1992 6.1 3.6 2.1 3.5
19% 5.8 3.3 1.8 2.9
1997 5.7 3.2 L7 2.9

. Source: US Census Bureau. Weighted averages TUSAID-assisted COUNTTIES.

Under-5 Mortality Bate Decreased by 25 PercUSAID’s goal of reducing under-5
mortality rates by 25 percent by 2007 contributes to achieving goals articulated at the
World Summit for Children in 199CUSAID and other donors have done significant

work in child survival programming and, as evidenced by Figure 4, have made progress
in meeting this goal.

Figure 4
Regional Under-5 Mortality Rates (per 1,000 live births)
Year AFR ANE ENI LAC
1992 178.2 112.3 49.0 60.5
19% 164.6 97.0’ 47.8 53.3
1997 162.4 93.7 47.3 51.5

Source: U.S. Census Bureau. Weighted averages fUSAID-assisted countries.

5. Managing the Environment

USAID’s environmental goal-protecting the world’s environment for long-term
sustainability-has long been considerUSAID’s silent goal. Environmental changes

often go by unnoticed until a crisis erupts. Rapid population growth, industrialization,

and urbanization all increase the demands made of the earth. The effects are alarming.
Productive crop lands disappear, deserts enlarge, rich oceans are overfished, large inland
lakes are polluted or drained. Wetlands are lost to urban sprawl and agricultural
expansion. Essential ecosystems like tropical forests and coral recoftenreestroyed

or severely damaged for short-term economic gain.

USAID is laying the groundwork now for interventions with 1998-2002 Climate

Change Initiative. The initiative will help ensure a substantial U.S. government financial
commitment during thisperiod.USAID is concentrating on those countries and regions
that contribute most to net global greenhouse, i.e., Brazil, CeAfrica, Central

America, Central Asia, India, Indonesia, Mexico, Philippines, Poland, Russia, South
Africa, and Ukraine.

In FY97, the Agency helped prevent or lessen environmental damage in more than 60
countries worldwide--compared with 52 countries the previous year. New environmental
programs in Africa and Latin American and the Caribbean accounted for most of these.
The Agency increased efforts to slow global climate change, improve natural resource
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management, and improve energy services. These changes reflect, in part, the Agency’s
increased attention to transborder issues, such as global waUSAID only decreased
slightly its distribution of urban and biodiversity programs.

Indicators and Results

National environmental management strategies

A government's commitment to a cleaner environment and to better management of
natural resources is crucial to sustainable development, but commitment and management
are difficult to measure and interpret. The strength of environmental policies in any
country reflects the priority its government assigns to environmental degradation. Many
countries have completed national environmental action plans or similar environmental
strategies in the past decade. USAID-assisted countries, 83 percent have completed
them in sub-Saharan Africa, 71 percent in the Asia-Near East region, 53 percent in Latin
America and the Caribbean and 48 percent in Central and Eastern Europe and the new
independent states. Another 10 percenUSAID-assisted countries are preparing action
plans. Still more are updating existing onUSAID is well on its way to achieving the
Shaping the 21st Century goal by 2005,

National protected areas and biodiversity conservation

Biodiversity is essential to environmental and economic sustainability. The main
approach most countries have takercanserve biodiversity is to establish systems of
national ‘parks, wildlife refuges, forest reserves, marine sanctuaries, and other formally
protected areas. More than 900 million hectares of the ewsurface are officially
designated as protected, an area nearly equal in size to the continental United States.
Some experts recommend setting aside 10 percent to 15 percent of lands as protected
areas. As of 1994, the most recent data availsub-Saharan Africa has 6.8 percent

(78.2 million hectares) of its area protected, Asia-Near East and Africa have 6.1
percent (46.4 million hectares), Central and Eastern Europe and the new independent
states have 4 percent (82.8 million hectares), and Latin America and the Caribbean
(LAC) have 9.3 percent (73.5 million hectares). Each of these protected areas is at least
1,000 hectares and includes national panatural monuments, nature reserves or

wildlife sanctuaries, protected landscapes and seascapes, and scientific reserves with
limited public access.

Carbon dioxide emissions

Trends are not encouraging. Global energy use has risen nearly 70 percent since 1971 and
will continue to increase over the next several decades. As energy use rises, there is a
concomitant increase in greenhouse gas emissions. Fossil fuels supply roughly 90 percent
of the world’s commercial energy aagcaat for more thars0 percent of carbon

dioxide released into the atmosphere. Developing countries’ commercial energy
consumption will contribute approximately 40 percent of the world's carbon dioxide

(CO,) output by 20 10. Much of this will come froChina and south Asia, which depend
heavily on coal. Unfortunately, market conditions favor reliance on cheap fossil fuels.
Actions are needed to increase energy efficiency; replace fossil fuelcleaner,fuels;

and develop and adopt renewable energy technologies.

9

UNAUDITED




APPENDIX |
Page 14 of 63

Urban population and access to safe drinking water and sanitatioservices

Two of the main global indicators the Agency uses to measure progress toward
sustainable urbanization are access to safe drinking water and access to sanitation
services. INUSAID-assisted countries,63 percent of the urban population has access to
safe water in sub-SaharAfrica, 67 percent has access in Asia-Near East and North
Africa, and80 percent in Latin America and the Caribbean. Few countries in Eastern
Europe and the former Soviet Union report on access to safe water, so regional data are
not available. OIUSAID-assisted countries, 60 percent of the urban population has

access to sanitation services in sub-Saharan Africa, 60 percent has access in Asia-Near
East and NortlAfrica, and71 percent in Latin America and the Caribbean.

Energy efficiency and production from renewable sources

In 1997 USAID helped form a partnership between Columbia Gas and the Russian Utility
Penzagaz to develop an automated customer information and payment system. Columbia
helped Penzagaz establish a direct payment center, avoiding costly bank transaction fees.
This resulted in a savings worth more than $61 million for Penzagaz.

Annual change of total forest area and natural resource management

This is just one indicator the Agency considers in its approach to sustainable natural
resource management. From 1980 through 1995, the developing world lost nearly 200
million hectares of forests. The greatest threats are from roads, mining, accidental fires,
unchecked logging, slash-and-bum agriculture, and land conversion to cattle ranching
and cash crops.

6. Providing Humanitarian Assistance

Humanitarian assistance is an act of national conscience and an investment in the future.
It is a response to U.S. values and ideals as it saves lives, reduces suffering, and protects
health. USAID’s humanitarian assistance goal is to save lives, reduce suffering associated
with natural or man-made disasters, and reestaconditions necessary for political or
economic development.

USAID provides humanitarian assistance in three broad categories-natural disasters,
man-made disasters, and complex emergencies. Natural disasters are caused by physical
hazards such as drought, earthquake, fire, flood, and pest and disease outbreak. Man-
made disasters are caused by human error in design, implementation, operation, or
management, such as a building collapse or industrial accident. Complex emergencies
may include natural disasters such as droughts, but are frequently caused or complicated

by civil strife. They are manifested in armed conflict, death, displaced populations,
hunger, and injury. .

In all its humanitarian assistance endeavorsyUSAID works closely with other donors,
international organizationsPVOs, and other U.S. agencies. Its partnerships with other
groups enabl{USAID to leverage and share resources. All results given below represent
the cumulative effects CUSAID and other donor resources and activities.
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Indicators and Results

In 1997, 20 countries and regional and centUSAID offices had strategic objectives
supporting one or more of the humanitarian assistance objectives-prevention, relief, or
the most active, transition. Fifteen Missions and offices had objectives to assist with the
transition process. Nine countries aoffices pursued objectives in support of relief and
another nine each supported prevention.

Measuring the impact of humanitarian assistance programs is challenging. First,. it is
difficult to distinguish between various causes and effects. SeUSAID’s countryand:
regional programs operate at different levels and have different objectives, making an
assessment of overall Agency performance difficult. Although saving lives is the primary
aim of most emergency programs, preserving and promoting livelihoods is becoming
equally important to achieving effective economic and political transitions.

USAID, with multilateral and bilateral donors, is beginning to pilot-test and implement
information systems that will be used in emergency situations to monitor Agency
capacity for saving lives and reducing suffering. In a preliminary effort to measure results
of USAID efforts, the Agency selected the followingindicators:

crude mortality rate in selected emergency situations

levels of acute malnutrition stable at, or declining to, acceptable levels in emergencies
number of people displaced by open conflict by region

changes in the number and classification of designated “postconflict transition”
countries

Since humanitarian assistance operates in fluid, complex situations, these indicators will
be initially applied on a pilot basis to determine whether data collection is feasible.
Reporting on these indicators requires working with other donors and agencies to develop
systems that collect and report these indicators regularly.

In 1997,USAID reached more than 11.5 million people with emergency food aid through
Title Il P.L. 480 programs, implemented primarily by UPVOs and the World Food

Program in 28 countries in Africa, Asia, and Europe. The program provided 781,360
metric tons of Title Il emergency food aid valued$404.1 million.

The World Refugee Survey 1998 estimates there were 13.6 million refugees and asylum
seekers in 1997USAID provided emergency food aid to more than 10 million or 76
percent of them. (Data were not available for some programs.) Much of this assistance
was provided through the World Food Program.

USAID’s Office of Foreign Disaster Assistance (OFDA) provides emergency assistance
primarily in health, sanitation, shelter, and water. In 1997, the office spent $140 million
to help more than 18 million victims of 48 officially declared disasters in 46 countries. Of
these, 13 were complex emergencies, 27 were natural disasters, and 8 were man-made
emergencies.
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In addition to the figures shown in the Figure 5, in 1997 the Bureau for Europe and the
New Independent Stat{ENI) supported more than 8.4 million of the most vulnerable.
populations in Central and Eastern Europe and the new independent states, at a cost of
more than $79.1 million. All the countries in this region were undergoing economic,
political, and social transition. Several are also in conflict-Armenia, Azerbaijan,
Bosnia-Herzegovina, Georgia, and Tajikistan.

Figure §
FY 1997 Number of People Assisted by Bureau for Humanitarian Response
Emergency Program, by Region*

Region OFDA Food For Peace
(% affected reached) (% targeted reached)
Africa 15,606,000 4,890,000
(59%) (61%)
Asia and Near East 1,470,000 3,718,000
(13%) (83%)
Europe and the new independent 1,539,000 2,982,000
states (68%) (95%)
Latin America and the Caribbean 143,000 v
(61%)
Total 18,766 11,590,000

*Office of Transition Initiatives programs (not included in table) include mediaactivities that reach entire
country populations. anddemining activities that benefit refugees, returnees, merchants, and farmers who
begin to use land and roads made safe. Determining the number of direct beneficiaries is difficuit.
**There were N0 emergencies irthis region in 1997 thatrequired emergency food aid

Note: There maybe emergencies wherdifferent USAID programs reach the samebeneficiaries.

MANAGEMENT CONTROLS

USAID has undertaken comprehensive management reforms to improve accountability
and to make the Agency more efficient and results-oriented Although the reform process
continues,USAID has dramatically changed the way it does business and its approach to
the delivery of foreign assistance.

USAID's management controls have been reengineered over the past few years to support
management reforms and improve the integrity of its operatibias.exampleUSAID

was reorganized to reduce overlap, unnecessary layering, and to facilitate empowerment
of Agency staff Operation procedures were adopted USAID programs which were

based on result achievement, improved assistance delivery, and better customer service.
In addition, an automated directives system was implemented to piUSAID staff
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access to policies, procedures and supplemental information neeteffectively
implement Agency programs and manage administrative operations.

USADD is also well underway in rationalizing and upgrading its management controls in
. the area of financial management.

In fiscal year 1997USAID deployed a new management information system worldwide
to improve accountability and provide more timely information for decision makihg.

New Management Systei(NMS) encompasses all of the core busirsystems--

accounting, procurement, budget, and program operatiafisr a series of technical
difficulties, selected modules of NMS were suspended in field missions, while continuing
operations in WashingtorUSAID changed the approach to the development of NMS to
correct the technical difficulties, and management control deficiencies identified by
USAID staffandthe Office of the Inspector General.

USAID’s Office of Financial Management subscribes to the recommendations of the
Vice-President's National Presidents Review and the vision statement prepared by the
CFO council and has created its own vision and strategic plan to USAID to the

forefront of a new era of responsive, effective, collaborative, customer-oriented financial
management. Tanake this vision a realityUSAID embarked on an ambitious

undertaking to replace thirteen disparate financial management systems and applications
with a single integrated financial and information management system.

The objectives oUSAID’s single integrated financial management system are to:
. Capture accounting transactions when and where they occur,

« Reduce the creation and flow of paper, and

« Generate information, not just data.

USAID’s goal is an integrated financial management system linking the mixed financial
systems for budgeting, procurement, program operations, human resources and property
management. This will enabUSAID to capture accounting transactions when and

where they occur, eliminating redundant data entry and greatly simplifying the
reconciliation processes.

The problem with currerUSAID legacy financial systems is their lack of integration.

The estimated level of redundancy among these systems is forty-five perbest. lack

of data integrity coupled with redundant system maintenance is a major problem which
needs immediate corrective actionke many other federal agencies, mostUSAID’s
legacy accounting systems are outdated, expensive to maintain, non-integrated, and
produce data that is inconsistent with data contained within other support systems.
Problems with the legacy systems include the following:
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o USAID uses numerous headquarters and overseas financial management systems,
subsystems, and “cuff record” systems that require the input of redundant and
inadequately controlled data.

« USAID’s core financial systems are not integrated. As an example, obligation and
disbursementtransactions which take place in the field are first recorded in the
Mission Accounting and Control Syste(MACS), electronically transmitted to
Washington, summarized, and then manually re-entered in summary form in
Washington.

In the fiscal yea(FY) 1997 Federal Managers Financial Integrity {FMFIA) report;
USAID identified material weaknesses in control systems and procedures. These
included weaknesses in the following areas:

« financial management systems and procedures;

o security and reporting capabilities of NMS;

« information resources management processes; and
« the computer security program.

Although progress has been made, the weaknesses wefullyxabrrected during FY
1998. Two additional weaknesses were identified in FY 1998 relatirtUSAID's
program performance reporting and the Year 2(Y2K) problem.

The following is a brief description of each mateweakness corrective action, and
planned corrective dates.

Financial Management Systems and Procedures
Non-Conformance ofUSAID’s Financial Management Svstem

USAID's financial management systems do not filly comply with federal financial management
system requirements, applicable federal accounting standards, and the U.S. Government
Standard General Ledger at transaction level. Agency management and the Office of the
Inspector General have identified internal control and security deficiencies and other
vulnerabilities. The system also does not meet important financial management systems
requirements, such as the capability of producing all required financial reports and other
management information at an acceptable level of timeliness and accuracy.

The lack of an effective, integrated financial management system has been identified as a
material weakness since 1988everal efforts have been made to resolve the

deficiencies, including the development of the Agency-Wide Accounting and Control
System (AWACS), a component of the NM$his new system did not meet the

Agency's expectations. AWACS does not comply with important financial management
system requirementsA three-pronged strategy is being implemented to improve the
accounting systemThe strategy combines the use of a commercial-off-the-shelf core
accounting system with cross servicing and out-sourcing of some operational Areas.
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business process improvement analysis was completed during fiscal year 1998 which
helped to define functional requirements for the accounting sys®stailed evaluation
criteria for a new system will be in place by February 1SUSAID plans to implement
the new accounting system USAID/Washington in FY 2000, followed by

implementation in field missions in FY 2001.

Additional controls and an integrated general ledger system are needed to effectively
manage the direct loan program. A credit review board has been established to direct the
policy, planning and implementation of the Agency’s portfolio of loans and loan
guarantees. To strengthen the management of the loan program, servicing of loan
accounts will be ousourced to Riggs National Bank in 1999. In addition, the credit

program general ledger will be migrated to the new accounting system in FY 2001.

Financial Management Procedures

USAID's financial management policies and procedures have not been fully updated and
incorporated into the automated directives system. Therefore, policy guidance and
regulations are not readily available USAID stafffrom a complete and easily

accessible sourceUSAID expects to continue to take appropriate steps to correct this
Weakness.

Security and Reporting Capabilities of NMS

Svstem Security and Access Controls

In October 1996USAID implemented a portfolio of systems under an initiative entitled

the New Management Syste(NMS). The initiative was to provide the Agency with an
integrated suite of applications to perform the required busfunctions associated with

the USAID mission, to support the reporting and tracking requirements of the Agency,
and to bring the Agency into full compliance with U.S. government standards and
reporting requirements. The NMS was designed to IUSAID’s system needs in

support of the extensive management reform efforts to transform the Agency into a
results-oriented organization. Following the implementation of the NMS worldwide,
legacy and feeder systems were to be maintained, replaced or absorbed, as the situation
warranted, and, as applicable, their data migrated into the NMS.

One year after deploying the NMS applications, Agency management determined that a
variety of vulnerabilities, deficiencies, and concerns existed with regard to the system as
implemented. NMS’s current design creates a risk for unauthorized access to Privacy Act
information and the system does not generate an adequate audit trail when data is
changed. NMS does not contain a comprehensive integrated computer security and
access control plan which clearly defines internal control objectives. An assessment of
risks and deficiencies associated with NMS has been completed and a contractor hired to
implement a comprehensive security prograBecurity enhancements for NMS are

being implemented and are scheduled for completion by fiscal year 2001.
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Svstem Reporting_and Resource Management Canabilities

NMS reporting and resource management capabilities are also identified as a material
weakness,USAID’s ability to maximize management efficiency was impaired by the
lack of accurate and timely NMS generated repofse financial management
component of NMS does not always produce reliable obligation and expenditure
information, resulting in “cuff' records being usedising a cuff record system increases
the risk of over or under obligating Agency resourceata transfer from the Agency’s
legacy financial systems to NMS was substantidifficult and caused reports to be
unreliable and payments delinquent. Although many useful reports have been generated
from NMS, more improvement is needed. Long-term strategy to correct this
vulnerability is planned in conjunction with the implementation of the new core
accounting system.

Information Resources ManagementProcesses

Organizational and management deficiencies exist in the Agency’s information resources
management practices. During fiscal year 1SUSAID began implementation of few:
information technology management strategy which will improve compliance with the
Clinger-Cohen Act. The new approach identifies and incorporates industrybestle
practices and lessons learned to improve management discUSAID has established
a Capital Investment Review Board (CIRB) for Information Technology (IT) to provide
broad management oversight for investments. The CIRB will oversedevelopment,
refinement and documentation for the Agency’s IT portfolio; the completion of an
Agency IT architecture foY2K; and the initiation of long-term technical architecture
planning to guide preparation, evaluation, and selectioUSAID technology

investments by the end FY 2000.

Computer Security Program

USAID's information system security program does not currently meet the requirements
of the Computer Security Act arOffice of Management and Budget guidance. In
January 1998USAID hired a senior information professional to serve as the Agency’s
Information System Security Officer. In consultation with the Office of the Inspector
General, an informatiosecurity program plan has been developed and is being
implemented. Arisk analysissoftware tool has been procured and the internal networks
have beesecured from hackers. Steps are now being taken to incorporate security
requirements into every major system and information technology inititUSAID

expects to complete the objectives of the agency-wide information system security plan
by fiscal year 2003.

Program Performance Reporting
USAID’s performance reporting does not adequately link the Agency's performance

goals with its programs nor does it ensure current data reJualtsorrect this deficiency
USAID has issued updated guidance on performance monitoring and evaluation,
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improved the documentation and program performance review process, and reviewed the
use ofGPRA reporting. Planned corrective actions include:

« assessing and revising the Agency’s Strategic Plan;
« making corresponding changes to the AnrPerformance Plan and the Annual
Performance Report; and,

« developing and implementing a managerial cost accounting program to attribute costs
across various activities and programs.

By October 1999USAID will have assessed how operating units are evaluating
programs and using the information in decision making and to assess and report
performance. USAID expects to correct this weakness by fiscal 2000.

Year 2000 Problem

The Agency’s Office of Information Resources Management has implemented a
comprehensiveY2K compliance review of the Agency’s systems, hardware and software.
An assessment has not been completed of the implicatioY2Kffor overseas offices

nor have necessary corrective actions been completed to assure compliance of all mission
critical systems wittY2K guidance. In addition to the mission critical systeUSAID

is affected by the information technology applications which are part of the assistance
provided to countries and institutions, as well as systems and equipment run by others,
particularly those in the countries wheUSAID works.

USAID has devoted substantial resources to assessing, repairing, testing and
implementing systems and applications that may be affected kY2Keproblem. An
assessment of mission critical systems antenovation plan was completed in July 1998.
In addition, a schedule has been established for making mission critical sY2Kms
compliant. USAID believes that the necessary modifications, implementation and
validation of all mission critical systems can be completed by September 1999.

USAID has initiated a contingency planning exercise to cover its most critical operational
systems, focusing initially on the financial accounting systems.

ANALYSIS OF FINANCIAL, STATEMENTS

FY 1998 marks the first year that agencies are required to produce financial statements in
accordance with the Statement of Federal Financial Accounting Standards Number 2,
Entity andDisplay. Due to the significant differences in reporting requirements between
FY 1997 and FY 199€JSAID has decided not to present comparative statements.
Comparative statements are not required by the Office of Management and Budget,
(OMB) until reporting periods beginning after Septem30, 1999.

During FY 1998, net position decreased by $7.413 million. This decrease is primarily
due to a change in the presentation of Resources Payable to Treasury for Credit Loan
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Programs. $6.212 million in Resources Payable to Treasury was reclafromemet
position to other intragovernmental liabilities.

In FY 1997, in consultation with OMB, these amounts were classified as invested capital

(a component of net position) for financial statement reporting purpad@s. decision

was based on OMB Circular 94-Q which included pre-credit reform loans financed by
appropriations in its definition of invested capitéh addition, the reclassification of

Resources Payable to Treasury as an equity account eliminated a discrepancy between the
Statement of Operations and the Statement of Changes in Net Pogitigndiscrepancy
occurred when income and expense were closed to Resources Payable to Treasury, as
required by the Credit Reform Act.

During FY 1998, invested capital was removrom the U.S. Standard General Ledger.
Additionally, in the new Entity and Display statements, the closing of income and
expenses to Resources Payable to Treasury is recognized as a decrease in Unexpended
Appropriations on the Statement of Changes in Net Position, thereby eliminating any
discrepancies between the statemeBig.reclassifying Resources Payable to Treasury as
a liability, rather than as a component of net position, consistency between the financial
statements is maintained and the payable is properly reflected as a liability.

LIMITATIONS OF THE FINANCIAL STATEMENTS

The financial statements have been prepared to report the financial position and results of
operations ofUSAID, pursuant to the requirements of 31 U.S.C. 3515(b).

While the statements have been prepared from the books and records of the entity in
accordance with the formats prescribed by OMB, the statements are in addition to the
financial reports used to monitor and control budgetary resources which are prepared
from the same books and records.

The statements should be read with the realization that they are for a component of the
U.S. Government, a sovereign entitne implication of this is that liabilities cannot be
liquidated without legislation that provides resources to do so.
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U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT
CONSOLIDATED BALANCE SHEET
As of September30, 1998
(In millions)

ASSETS
Entity Assets:
Intragovernmental
Fund Balance with Treasury (Note 2)
Accounts receivable, net (Note 3)
Advances and prepayments (Note 4)

Governmental
Accounts receivable (Note 3)
Advances and prepayments (Note 4)
Credit program receivables (Note 5)
Cash and other monetary assets (Note 6)
Operating materials and supplies (Note 7)
Property plant and equipment, net (Note 8)

APPENDIX I
Page 23 of 63

9,735
503
38

1,036
6,581
172
27
28

Total Assets $

18.122

The accompanying notes are an integral part tiese financial statements.
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U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT
CONSOLIDATED BALANCE SHEET
As of September3o, 1998
(In millions)

LIABILITIES
Liabilites Covered by Budgetary Resources
Intragovernmental liabilities

Accounts payable (Note 9) $ 210

Debt (Note 10) 308

Other intragovernmental liabilities (Note 11) 6,222
Governmental liabilities

Accounts payable (Note 9) 1,488

Liabilities for loan guarantees (Note 5) 595

Other governmental liabilities (Note 11) 196
Total liabilities covered by budgetary resources 9,019

Liabilities Not Covered by Budgetary Resources
Governmental liabilities

Liabilities for loan guarantees (Note 5) 348
Accrued unfunded annual leave and separation pay (Note 12) 27
~Accrued unfunded Workers Compensation Benefits (Note 13) 42
Total liabilities not covered bbudgetary resources 417
Total Liabilities $ 9.436
NET POSITION
Unexpended appropriations 8,723
Cumulative results of operations (37)
Total net position 8.686
Total Liabilities and Net Position $ 18,122

The accompanying notes are an integral paythese financial statements.
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U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT
CONSOLIDATED STATEMENT OF NET COST
For the year ended September 30, 1998
(In millions)

Achieving Broad-Based Economic Growth

Intragovernmental S 70
With the public 4.240
Total 4.310
Less carned revenues (117
Net program costs 4.193

Building Sustainable Democracies

Intragovernmental 47
With the public 328

Total N
Less carned revenues -
Net program costs 372

Human Capacity Built Through Education and Training

Intragovernmental 6
With the public 660
Total 666
Less carned revenues (1)
Net program costs 665
Stabilizing WorldPowl’ﬁon and Protecting Humen Health
Intragovernmental
. . 81
With the publio 1087
Total : 1.168
Less earned revenues M
Net program costs 1.167
Managing the Eavironment for Long-Term Sustainability
Intragovernmental 73
With the public 366
Total 441
Less carned revenues ______an
Net program costs - 410

Saving Lives, Reducing Suffering, and Reinforcing Development

Intragovernmental 62
With the public 341
Total 403
Less carned revenues (29)
Net program costs M
Less carned revenues not attributed to programs (&)}
Net Cost of Operations V't

Tk accompanying notes are an l‘me'gral part of these financial siatements
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U.S AGENCY FOR INTERNATIONAL DEVELOPMENT
CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION
For the Year Ended September 30,1998
(In millions)

Net Cost of Operations $ (7,178)
- Financing Sources (other than exchange revenues)
Appropriations Used 6,389
Taxes (and other non-exchange revenues) 7 .
Donations (non-exchange revenue) 50
Imputed Financing 14
Other Financing Sources 181
Net Results of Operations (537)
Prior Period Adjustments (Note 15) (80)
Net Change in Cumulative Results of Operations (617)
Increase (Decrease) in Unexpended Appropriations (6,796)
Change in Net Position (7,413)
Net Position-Beginning of Period 16,099
Net Position-End of Period $ 8,686

The acempanying notes are anintegral part of these statements
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U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT
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Page 27 of 63

CONSOLIDATED STATEMENTOF BUDGETARY RESOURCES

For the Year Ended September 30, 1998

(In millions)

Budgetary Resources:

Budget authority

Unobligated balances beginning.of period
Spending authority from offsetting collections
Adjustments

Total budgetary resources

Status of Budgetary Resources:

Obligations incurred

Unobligated balances available
Unobligated balances not available
Total, status obudgetary resources

Outlays:

Obligations incurred

Less: spending authority from offsetting collections
and adjustments

Obligated balance, net beginning of period

Obligated balance transferred, net

Less: obligated balance, netend of period

Total outlays

The accompanying notes are antegralpart of these statements
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1,841
1523
(1,130)

8.602

6,805
895
902

8.602

6,805

(1,701)
8,365

8,441

5,028




U.S.AGENCYFOR INTERNATIONAL DEVELOPMENT
CONSOLIDATED STATEMENT OF FINANCING
For the Year EndeSeptember 30, 1998

APPENDIX I
Page 28 of 63

(In millions)
Obligations ancNonbudgetary Resources
Obligations incurred s 6,631
- Less: Spending authority fooffsetting collections andadjustments 1,325
Donations not in the budget 50
Fiicing Imputed for Cost Subsidies 14
Exchange revenue not in the budget (749)
Non-exchangerevenue not in the budget 2
Total obligations as adjusteand nonbudgetary resources 7,273
Resources That Do NFund Net Cost of Operations
Change in amount of goodsservices, andbenefits ordered but (84)
not yet received or provided
Costs capitalized on the balance sheet (700)
Financing sources thfund costs of prior periods (53)
Other (146)
Total resources that do nfund net cost of operations (983)
Costs That Do Not RequireResources
Depreciationand amortization 6
Revaluation ofassets aud liabilities 2
other 704
Total costs that do not require resources 712
Financing Sources Yet to be Provided 176
Net Cost of Operations $ 7,178

The accompanying notes are an integral part of these statements
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Basis of Presentation

These financial statements repUSAID’s the financial position and results of

operations. They have been prepared uUSAID’s books and records in accordance

with Agency accounting policies, the most significant of which are summarized in this
note. The statements are presented in accordance with the applicable form and content
requirements of the Office of Management and Budget (OMB) Bulletin 1,7//0rm and
Content of Agency Financial Statements, and the Government Management Reform Act
of 1994.

USAID accounting policies follow an “other comprehensive basis of account” as agreed
to, and published by the Director of tOffice of Management and Budget, the Secretary
of the Treasury, and the Comptroller Generhese policies are based on the following,
on the following hierarchy.

L. Accounting standards and principles, known as Statements of Federal Financial
Accounting Standards (SFFAS), recommended by the Federal Accounting
Standards Advisory Boar(FASAB) and approved and issued by the above

named offkials.-
2. Interpretations related to tISFFASs issued by OMB.
Form and content requirements in OMB Bulle97-01.

4, Accounting standards contained USAID’s accounting policy manuals and
handbooks.

. Accounting principles published by authoritative standard-setting bodies (such as
the Financial Accounting Standards Bo{FASB)) and other authoritative
sources (1) when no guidance is availdrom the other sources listed and (2)
when the use of such accounting standard makes these financial statements more
meaningful.

B. Reporting Entity

Established in 1961 by President John F. Kennedy, USAJD is the independent U.S.
Government agency that provides economic development and humanitarian assistance to
advance United States economic and political interests overseas.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Programs

The financial statements reflect the various program activities, shown by appropriation in
the financial statements, which include such programs as the EcoSupport Fund,
Development Assistance, Assistance for the New Independent of thesFormer

Soviet Union, Development Fund fAfrica, Special Assistance Initiatives, International
Disaster Assistance, International Organizations and Programs, and Direct and
Guaranteed Loan Program$his classification is consistent with the Budget of the

United States.

Economic Support Fund

Programsfunded through this account provide economic assistance to select countries in

support of efforts to promote stability and U.S. security interests in strategic regions of
the world.

Development Assistance

This program provides economic resources to developing countries with the aim of
bringing the benefits of development to the pobne program promotes broad-based,
self-sustaining economic growth and supports initiatives intended to stabilize population
growth, protect the environment and foster increased democratic participation in
developing countriesThe program is concentrated in those areas in which the United

States has special expertise and which promise the greatest opportunity for the poor to
better their lives.

Assistance for the Newndependent States of thFormer Soviet Union

Thisaccount provides funds for a program of assistance to the independent states that
emergedfrom the former Soviet Union.These funds support U.S. foreign policy goals of
consolidating improved U.S. security; building a lasting partnership with the New
Independent States; and providing access to each other's markets, resources, and
expertise.
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NOTE 1.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

DevelopmenFund for Africa

The Development Fund fcafrica account provides development assistancsub-)
SaharanAfrican countries. This account is designed to enhaiUSAID’s effectiveness

in meeting Africa’s development requirements. These resources finance both project and
non-project assistance to address shared development programs and policy objectives in
reform-oriented African countries. These funds also support initiatives intended to
promote economic growth, stabilize population growth, protect the environment and
foster increased democratic participation.

Special Assistance Initiatives

This program provides funds to support special assistance activities.majority of

funding for this program in fiscal year 1997 was for democratic and economic
restructuring in Central and Eastern European countries consistent with the objectives of
the Support for East European Democracy (SEEE) All SEED Act programs support

one or *more of the following strategic objectivestomoting broad-based economic

growth with an emphasis on privatization, legal and regulatory reform and support for the
emerging private sector; encouraging democratic reforms; and improving the quality of
life including protecting the environment and providing humanitarian assistance.

International Disaster4ssistance

Funds for the International Disaster Assistance Program praelief} rehabilitation, and
reconstruction assistance to foreign countries struck by disasters such as famines, floods,
hurricanes and earthquakes; support assistance in disaster preparedness, prevention and
mitigation, as well as the longer term recovery efforts managed (Office of

Transition Initiatives.

Child Survival and Disease

This program provides economic resources to developing countries to support programs
to improve infant and child nutrition with the aim of reducing infant and child mortality
rates; to reduce HIV transmission and the impact of the HIV/AIDS pandemic in
developing countries; to reduce the threat of infectious diseases of major public health
importance such as polio, and malaria; and to expand access to quality basic education
for girls and women.
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NOTE 1.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
International Organizations and Programs

The United States makes assessed payments and contributes to voluntary funds of over
twenty-five international organizations and programs involved in a wide range of
sustainable development, humanitarian, and scientific activities.

Direct and Guaranteed Loans:

Direct Loan

These loans are authorized under Foreign Assistance Acts, various predecessor
agency programs, and other foreign assistance legislation. Direct Loans are
issued in both U.S. dollars and the currency of the borrower. Foreign currency
loans made “with maintenance of value” place the risk of currency devaluation on
the borrower, and are recorded in equivalent U.S. dollars. Loans made “without
maintenance of value” place the risk of devaluation on the U.S. Government, and
are recorded in the foreign currency of the borrower.

Urban and Environmental

The Urban ancEnvironmental-(UE) program, formerly the Housing Guarantee
Program, extends guaranties to U.S. private investors who make loans to
developing countries to assist them in formulating and executing sound housing
and community development policies that meet the needs of lower income groups.

Micro and Small Enterprise Development

The Micro and Small Enterprise Developm(MSED) Program supports private
sector activities in developing countries by providing direct loans and loan
guarantees to support local micro and small enterprises.

Israeli Loan Guarantee

Congress enacted the Israeli Loan Guarantee Program in Section 226 of the
Foreign Assistance Act to support the costs for immigrants resettling to Israel
from the former Soviet Union, Ethiopia, and other countries. Under this program,
the U.S. Government will guarantee the repayment of up to $10 billion in loans
from commercial sources, to be borrowed in $2 billion annual increments.
Guarantees are made USAID on behalf of the U.S. Government, with funding
responsibility and basic administrative functions resting \USAID.

28

UNAUDITED




APPENDIX |
Page 33 of 63

NOTE 1.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Ukraine Loan Guarantee

The Ukraine Export Credit Insurance Program was established with the support of
the Export-Import Bank of the U.S. to assist Ukrainian importers of American
goods. The program commenced operations in Fiscal Year 1996 and is expected
to expire in Fiscal Year 1998Guarantees in the portfolio have maturities of six

to eighteen months.

Fund Types

The accompanying consolidated financial statement<USAID include the accounts of
all funds undelUSAID’s control. The agency maintains 26 genefunds, 1 special fund,
11 revolving funds, 4 trust funds, and 4 deposit funds.

General and Special funds are used to record financial transaction under Congressional
appropriations or other authorization to spend general revenue.

Revolving funds are established by law to finance a continuing cycle of operations, with
receipts derivedrom such operations usually available in their entirety for use by the
fund without further action by Congress.

Trust funds are credited with receipts generated by the terms of the trust agreement or
statute. At the point of collection, these receipts are unavailable, depending upon
statutory requirements, or available immediately.

Deposit funds are established for (1) amount received for VUSAID is acting as a
fiscal agent or custodian, (2) unidentified remittances, (3) monies withheld from

payments for goods or services received, and (4) monies held waiting distribution on the
basis of legal determination

Trust Funds

The Foreign Currency Trust Funds were established to maintain foreign currencies
owned by participating governments, which the Agency holds in tigse funds are
used to pay for program and operating expensUSAID-related activities in a foreign
country. Funds may be withdrawn only by mutual agreement between the participating
government and the United Statdfsthebilateral agreement is terminatedll remaining
funds revert to the participating government.

The U.S. Dollar Advancefrom Foreign Governments Trust Fund was established to
maintain advances of U.S. dollars from foreign governments and/or international
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

organizations to facilitate the purposes of the Foreign Assistance Ad6of USAID

acts in a fiduciary capacity in carrying out specific activities and programs in accordance
with bilateral agreements with foreign countries. The Agency draws from the Foreign
Governments Trust Fund balances to pay for related expenses.

The Gifts and Donations Trust Fund was established to maintain money, funds, property,
and services of any kind made available by gift, device, bequest, and grant.

The Foreign Service National Separation Pay Trust Fund was established to fund and
account for separation payments for eligible foreign service national employees who
voluntarily terminate employment. It is applicable only in those countries that, because
of local compensation plans, accrue a lump-sum voluntary-separation benefit based upon
- years of service and rate of pay.

The unexpended balance in trust funds at year end is recorded in the financial statements.
Further, to the extent that the incorfrom the trustfunds is used towardUSAID
expenses, the income is recorded as “other income” in the financial statements.

Social Progress Trust and Enterprise Development Funds

Though not recorded ithe financial statementUSAID has established several unique

loan and enterprisfunds to support economic growth in accordance with the authorizing
legislation. The major funds include the Latin American Social Progress Trust Fund
administered by the Inter-American Development Bank, Enterprise Funds in Central and
Eastern Europe and the former Soviet Union, authorized under the Support for East
European Democracy and Freedom Support Acts, and the South African Enterprise Fund.

USAID does not take an active role in managing these funds beyond authorizing their
transfer for the U.S. Government. There has been no financial control over these
institutions since they were establishadowever, if the funds arterminated or

liquidated, these funds should be returned to the U.S. Government. The government has
an equity interest in thedunds but they are not measurable and accordingly are not
recorded in the financial statements.

C. Basis of Accounting

The accompanying financial statements have been prepared on an accrual basis. Under
the accrual method of accounting, revenues are recognized when earned and expenses are
recognized when a liability is incurred, without regard to receipt or payment of cash.
Budgetary accounting facilitates compliance with legal constraints on, and controls of:

the use of federal finds.

30

UNAUDITED




APPENDIX |
Page 35 of 63

NOTE 1.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
D. Budgets and Budgetary Accounting

The components CUSAID’s budgetary resources include current budgetary authority
(that is, appropriations and borrowing authority) and unobligated balances remaining
from multi-year and no-year budget authority received in prior years. Budget authority is
the authorization provided by law to enter into financial obligations that result in
immediate or future outlays of fedeifunds. Budgetary resources also include
reimbursement and other income (that is, spending authority from offsetting collections
credited to an appropriation of fund account) and adjustments (that is, recoveries of prior
year obligations).

Pursuant to Public Law 101-S 10, unobligated balances associated with appropriations
that expire at the end of the fiscal year remain available for obligation adjustments, but

not new obligations, until that account is canceled. When accounts are canceled five
years after they expire, amounts are not available for obligations or expenditure for any
purpose and are returned to Treasury.

Pursuant to Section 511 USAID’s Appropriations Act for fiscal years 1994 through

1998, or Section 5 17 foUSAID’s Appropriations Act for fiscal years 1987 through

1993, funds appropriated for certain purposes under the Foreign Assistance Act of 196 1,
as amended, shall remain available until expended if such funds are initially obligated
within their period of availability.

E. Revenues and Other FinancincSources

USAID receives the majority of its funding through congressional appropriations

annual, multi-year, and no-year appropriatierthat may be used within statutory limits.
Appropriations are recognized as revenues at the time the related program or
administrative expenses are incurrégppropriations expended for capitalized property

and equipment are not recognized as expenses. In addition to funds warranted directly to
USAID, the agency also receives allocation transfrom the Commodity Credit

Corporation and the Department of State.

Additional financing sources fCUSAID’s various credit programs and trust funds
include amounts obtained through collection of guaranty fees, interest income on
rescheduled loans, penalty interest on delinquent balances, permanent indefinite
borrowing authorityfrom U.S. Treasury, proceedrom the sale of overseas real property
acquired byUSAID, and advancefrom foreign governments and international
organizations. '
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -~ Continued

Revenues are recognized as financing sources to the extent that they were payable to
USAID from other agencies, other governments and the public in exchange for goods and
services rendered to others.

F. Fund Balances with the U.S. Treasury.

Cash receipts and disbursements are processed by the U.S. Trédsiripalances with
Treasury are primarily appropriated funds that are available to pay current liabilities and
finance authorized purchase commitments, but they also include revolving, deposit, and
trust funds.

. G. Foreign Currency

The Direct Loan Program has foreign currency funds which are used to disburse loans in
certain countries. Those balanare reported at the U.S. dollar equivalents using the
exchange rates prescribed by the U.S. Treasury. A gain or loss on translation is
recognized for the change in valuation of foreign currencies at year-end.

H. Accounts Receivable

Accounts receivable consist of amounts due méfrom foreign governments but also
from other Federal agencies and private organizatiUSAID regards amounts due
from other Federal agencies 100 percent collectible. The Agency establishes an
allowance for uncollectible accounts receivable for non-loan or revenue generating
sources that have not been collected for a period of over one year.

L Credit Program Receivable

Loans are accounted for as receivalafter funds have been disbursefior loans

obligated before October 1, 1991 (ipre-credit reform period), loan principal, interest,

and penalties receivable are reduced by an allowance for estimated uncollectible
amounts. The allowance is estimated based on a method prescribed by OMB that takes
into account country risk and projected cash flows.

For loans obligated on or after October 1,199 1, the loans receivable are reduced by an
allowance equal to the present value of the subsidy costs (due to the interest rate
differential between the loans and Treasury borrowing, the estindelinquencies and

defaults net of recoveries, the offfrom fees, and other estimated cash flows) associated
with these loans.This allowance is re-estimated when necessary and changes reflected in
the operating statement.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Loans are made in both U.S. dollars and foreign currentiesns extended iforeign
currencies can be with or without “Maintenance of ValMOV). Those with MOV

place the currency exchange risk upon the borrowing government; those without MOV
place the risk oUSAID. Foreign currency exchange gain or loss is recognized on those
loans extended without MOV place the risk USAID. Foreign currency exchange gain

or loss is recognized on those loans extended without MOV, and reflected in the net
credit programs receivables balance.

Credit program receivables also include origination and annual fees on outstanding
guarantees, interest on rescheduled loans and late charges. Claims receivables
(subrogated and rescheduled) ‘are due from foreign governments as a result of defaults for
guaranteed loansReceivables are stated net of an allowance for uncollectible accounts,
determined using a country-specific identification methodology.

While estimates of uncollectible loans and interest are made using methods prescribed by
OMB, the final determination as to whether a loan is collectible is also affected by
actions of other U.S. Government agencies.

J. Advances and Prepayments

Funds disbursed in advance of incurred expenditures are recorded as adviostes.
advances consist of funds disbursed under letters of credit to contractors and grantees.
The advances are liquidated and recorded as expenses upon receipt of reports of
expenditures from the recipients.

K. Operating Materials and Supplies

USAID has operating materials and supplies held for use that consist mainly of computer
paper and other expendable office supplies not in the hands of theUSAID also has
materials and supplies reserve for foreign disaster assistance stored at strategic sites
around the world. These consist of tents, vehicles, and water purification Tihgs.

Agency also has birth control supplies stored at several sites.

USAID’s office supplies are deemed items held for use because they are tangible
personal property to be consumed in normal operatiéwency supplies held in reserve

for future use are not readily available in the market, or there is more than a remote
chance that the supplies will be needed, but not in the normal course of operations. Their
valuation is based on cost and they are not considered “held forUSAID has no

supplies categorizable as excess, obsolete, and unserviceable operating materials and
supplies.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
L. Property, Plant and Equipment

USAID capitalizes all property, plant and equipment that have an acquisition cost of
$25,000 or greater and a useful life of two years or more. Acquisitions that do not meet
these criteria are recorded as operating expenses. Assets are capitalized at historical cost
and depreciated using the straight-line method. Real property is depreciated over 20
years, nonexpendable personal property is depreciated oves Betns, and capital

leases are depreciated according to the terms of the lease. The Agency operates land,
buildings, and equipment that are provided by the General Services Administration. Rent
for this property is expensednternally developed and contractor developesoftware is

not capitalized because it is for internal Agency use only.

M. Liabilities

Liabilities represent the amount of monies or other resources that are likely to be paid by
USAID as the result of transactions or events that have already occttoegever, no

liability can be paid by the Agency without an appropriation or borrowing authority.
Liabilities for which an appropriation has not been enacted are therefore classified as
liabilities not covered by budgetary resources (unfunded liabilities), and there is no
certainty that the appropriations will be enacted. AUSAID non-contract liabilities

can be abrogated by the U.S. Government, acting in its sovereign capacity.

N. Liabilities for Loan Guarantees

The Credit Reform Act (CRA) of 1990, which became effective on Octl, 1991, has
significantly changed the manner in whiUSAID’s loan programs finance their

activities. The main purpose of CRA was to more accurately measure the cost of Federal
credit programs and to place the cost of such programs on a basis equivalent to other
Federal spending. Consequently, commencing in fiscal 1992, the loan program’s funding
for activities changed so that activities funded through direct appropriation provided

for that year only, rather than through cumulative appropriations granted in prior years
and accumulated under the Revolving Fund.

For USAID’s loan guarantee programs, when guarantee commitments are made, the
program records a guarantee reserve in the program account and this reserve is based on
the present value of the estimated net cash outflows to be paid by the Program as a result
of the loan guarantees, except for administrative cost, less the net present value of all
revenues to be generatfrom those guarantees. When the loans are disbursed, the
Program transferfrom the program account to the financing account the amouttieof
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NOTE 1.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -~ Continued

subsidy cost related to those loans: The amourthefubsidy cost transferred, for a
given loan, is proportionate to the amount of the total loan disbursed.

For loan guarantees made before CRA, liabilities for loan guarantees for pre-1992
loans represenunfunded liabilities. For financial statement purpose wunfunded
amounts are shown separfrom the post-1991 liabilities.The amount ounfunded
liabilities also represents future funding requirement tCUSAID. The liability is

calculated using a reserve methodology that is similar to OMB prescribed method for
post-1991 loan guarantees.

0. Annual, Sick, and Other Leave

Annual leave is accrued as it is earned ancaccrual is reduced as leave is taken. Each
year, the balance in the accriannual leave account is adjusted to reflect current pay
rates. To the extent that current or prior year appropriations are not availfund to
annual leave earned but rtaken, funding will be obtainedfrom future financing

sources. Sick leave and other types of leave are expensed as taken.

P. Retirement Plans

USAID employees are covered by one of four retirement pl&hsre are two Civil

Service plans, Civil Service Retirement System (CSRS) ‘and Federal Employees
Retirement Systen(FERS), and two foreign service plans, ForeService Retirement

and Disability System (FSRDS) and the Foreign Services Pension S(FSPS). The
Agency contributes approximately 7.5 percent of an employees gross salary for CSRS
and FSRDS, and approximately 24 percent of an employees gross salary for FERS and
FSPS.

Employees may elect to participate in Thrift Savings Plan (TSP)Under this plan,
FERS and FSPS employees may elect to have up to 10 percent, but not to exceed
$10,000, of gross earnings withhefrom their salaries and receive matching
contributions from a minimum of one percent to a maximumsgbercent. CSRS and
FSRDS employees may elect to have ujs fercent of gross earnings withhdrom
their salaries, but do not receive matching contributions.

USAID funds a portion of employee post employment ben¢PEB) and makes
necessary payroll withholdingdt has no liability forfuture payments, nor is it

responsible for reporting the assets, accumulated plan benefunfunded liabilities, if
any, applicable to its employees for these prograReporting of such amouiis the
responsibility of theOffice of Personnel Management and the Federal Retirement Thrift
Investment Board.Current year operating expenses are charged for the fill amount of
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES~- Continued

employer PEB costs with the unfunded portion being charged to Other ReSources-
Imputed Financing in accordance WISFFAS #7.

Foreign Service National and Third County Nationals at overseas posts who were hired
prior to January 1, 1984 may be covered under CSRS. Employeesafteratiat date

are covered under a variety of local governmental plans in compliance with host country
laws and regulationsin a limited number of cases where no plans are regulated by the
host country or where such plans are inadequate, the employees are covered by a
privately managed pension plan to conform to prevailing practices by employers.

The ForeigrService National Separation Pay Trust Fund (FSNSPTF) was established in
1991 by public law 102-138 to finance separation payments for eligible individuals,
primarily Foreign Service Nationals employed USAID. The FSNSPTF finances
separation liabilities to employees who resign, retire, or lose their jobs dureduction-
in-force; and is applicable only in those countries that, due to local law, require a lump
sum voluntary payment based on years of service.

Q. Net Position

Net position is the residual difference between assets and liabilttisscomposed of
unexpended appropriations and cumulative results of operations.

« Unexpended appropriations are appropriations not yet expended, including
undelivered orders.

« Cumulative results of operations are also part of net position. This account reflects
the net difference between (1) expenses and losses and (2) financing sources,
including appropriations, revenues and gains, since the inception of the activity.
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NOTE 2. FUND BALANCES WITH TREASURY (In Thousands)

Entity and Non-Entity Fund Balances with Treasury as of September 30, 1998 consisted
of the following:

Funds Balances Entity Assets Non-Entity Assets Total
Appropriated Funds $8,833,710 . $8,833,7 10
Trust Funds 12,674 - 12,674
Revolving Funds 891,658 - 891,658
Other Funds .(3,129) - 3,129)
Total $9,734 918 - $9,734.9 18

On September 30, 1998 there was a cash reconciliation difference of $60.1 million
betweenUSAID and the Department of Treasury’s Fund Balances. For FY 1998
reporting purpose<ySAID adjusted its fund balance downward by this difference to
equal the Department of Treasury’s fund balance. This was a cfromggrevious years,
when USAID reported thefund balance per their records. By adjustUSAID’s fund
balance to equal Treasury’s fund balance, there will be consistency between various
published reports. Also, based on past experience, the Department of Treasury’s
balances were more accurate and the differences were usually clearelUSAIDNn
processed the required disbursements.

The $60.1 million cash reconciliation difference was posted to separate Fund Balance
sub-accounts and the cash differences remain identified asUSAID intends to

perform a reconciliation of the amounts in these accounts and to make adjustments
accordingly.
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NOTE 3. ACCOUNTS RECEIVABLE, NET (In Thousands)

The primary components (USAID’s accounts receivable as of September 30, 1998 were
as follows:

Receivable Allowance Receivable
Gross Accounts Net
Entity
Intragovernmental
Appropriation Reimbursements
from Federal Agencies $208 . $208
Accounts Receivable
from Federal Agencies 1,040 - 1,040
Disbursing Authority
Receivable from USDA 501,299 - 501,299
Total Intragovernmental 502,547 e 502,547
Governmental
Accounts Receivable . 11,201 9,543 1,658
Total Governmental 11,201 9,543 1,658
Total Entity 513,748 9,543 504,205
Non-Entity . - -
Total Receivables §5 13,748 $9,543 $504,205

Reconciliation of Uncollectible Amounts (Allowance Accounts)

Beginning Balance $10,379
Additions 1,136
Reductions (1,972)
Ending Balance $9,543

Entity Intragovernmental accounts receivable consist of amounts due from other U.S.
Government agencies. No allowance has been established for the intragovernmental
accounts receivable, which are considered tadoepercent collectible. Disbursing
Authority Receivable from USDA consists of obligational authofrom the U.S.
Department of Agriculture’s Commodity Credit Corporatiofhe authority is for

payment oftransportation costs incurredy USAID associatedvith the shipment of P.L.

480, TitleI andm commaodities; Farmer-to-Farmer Technical Assistance Programs; and
for assistance to private voluntary organizations, cooperatives, and international
organizations. Collections against this receivable are realized when USATD requests a
transfer of funds from USDA to cover incurred expenses.
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NOTE 3. ACCOUNTS RECEIVABLE, NET (In Thousands) - Continued

Entity Governmental accounts receivable consist of amounts managed by missions or
USAID/Washington. These receivables consicf non-progranrelated receivables such

as: overdue advances, erroneous payments, audit tindings, and any interest related to
these types of receivables. A 100 percent allowance for uncollectible amounts is
estimated for governmental accounts receivable which are more that one year past due.
Accounts receivable from missions are collected and recorded to the respective
appropriation.
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NOTE 4. ADVANCES AND PREPAYMENTS (In Thousands)

Advances and Prepaymeats of September 30, 1998 consisted of the following:
Intragovernmental

Advances to

Federal Agencies $37,965
Total $37,965
Governmental
Advances 1O Contractors/ $887,584
Grantees ,
Travel Advances 4,182

Advances to HostCountry
Governments and

Institutions 141,149
Prepayments 2,253
Advances, Other 694

Total - $1,035,862

Advances to Host Country Governments and Institutions represents amounts advanced by
USAID missions to host country governments and other in-country organizations, such as

educational institutions anvoluntary organizations. Other Advances consists primarily
of amounts advanced for living quarters and home service.
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NOTE 5. CREDIT PROGRAM RECEIVABLES AND LIABILITIESFOR LOAN
GUARANTEES (In Thousands)

USAID operates the following loan and/or loan guarantee programs:

« Direct Loan Program (Direct Loan)

o Urban and Environmental Progra(UE)

« Micro and Small Enterprise Development Progr(MSED)
« Ukraine Export Insurance Credit Program (Ukraine)

o Israeli Loan Guarantee Program (Israeli Loan)

Direct Loan obligations or loan guarantee commitments made prior to FY 1992, and the
resulting direct loans or loan guarantees, are reported net of allowance for estimated
uncollectible loans or estimated losses.

Direct Loan obligations or loan guarantee commitments made afer FY 1991, and the
resulting direct loans or loan guarantees, are governed by the Federal Credit Reform Act.
The Act provides that the present value of the subsidy costs (i.e. interest rate differentials,
interest subsidies, estimated delinquencies and defaults, fee offsets and other cash flows)
associated with direct loans and loan guarantees be recognized as a cost in the year in
which the direct or guaranteed loan is disbursed.

An analysis of loans receivable, loan guarantees, liability for loan guarantees, and the
nature and amounts of the subsidy costs associated with the loans and loan guarantees are
provided in the following sections.

The following net loan receivable amounts are not the same as the prthatetUSAID
would expect to receive from selling its loans. Actual proceeds may be higher or lower
depending on the borrower and the status of the loan.

Direct Loans Obligated Prior to FY 1992:.
Value 0f Assets

Loans Receivables Interest Allowance Related tO Direct
| oanPrograms . Gross Receivable For Loan Losses Loans
DirectLoans $11,566,448 $442,62 1 $5,856,377 $6,152,692
MSED 4298 292 32%4 1,026

Total $11670,746 5442,643 $5,859,671 $6,153,718
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NOTE 5. CREDIT PROGRAM RECEIVABLES AND LIABILITIES FOR.OAN
GUARANTEES (In Thousands)- Continued

Direct Loans Obligated After FY 1991:

Loans Value of Assets
Receivables Interest Allowance for Related to Direct
Loan Programs Gross Receivable Subsidv_Cost Loans
Direct Loans $283,355 . 3142,144 $141.211
MSED 1,968 $28 173 1,823
Total $285,323 $28 5142,317 $143,034
Defaulted Guaranteed Loans fromPre-
1992 Guarantees:
Defaulted
Loan Guarantee  Guaranteed Loan Interest Allowance For  Defaulted Guaranteed
Programs Receivable. Gross Receivable Loan Losses Loan Receivable. Net
UE - 5505,579 $20210 $240,959 $284,830
Total 3505,579 $20.210 $240,959 $284,830

Defaulted Guaranteed Loans from
Post-1991 Guarantees

There were ndefaults on Post-199Guarantees for FY 1998,

Guaranteed Loans Qutstanding:
Outstanding Amount _of
Principal, Outstanding
Guaranteed Loans, Principal

Loan Programs EaceValue Guaranteed
UE $2,241,671 $2,241,671
MSED 30,598 15,299
Ukraine Export 141,236 141,236
Israel 9,226,200 9,226,200
Total $11,639,705 $11,624,406

Loan Guarantees Outstanding are not presented on the face of the financial statement but instead are used to
calculate the liability for loaiguarantees presented below.
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NOTE 5. CREDIT PROGRAM RECEIVABLES AND LIABILITIES FOR LOAN
GUARANTEES (In Thousands) - Continued

Liability for Loan Guarantees (Estimated Future Default
Claims, pre 1992)

Liability for Losses
onPre 1992 Liabilities for Loan

Guarantees, Guarantees for Post-
Estimate Future 91 Guarantees Total Liabilites For
Loan Programs Default Claims Present_Value Loan Guarantees

UE $347,709 $49,889 $397,598

MSED . 1,965 1,965
Ukraine Export 28,135 28,135
Israel . 515,076 515,076
Total 3347,709 5595,065 $942,774

Subsidy Expenses for Post-1991 DireLoans

1 CurrentYears Direct Loans

Therehave been no new loans disbursed in the past two years.

2 Direct Loan Modification anReestimates

There have been namodifications andreestimates.

Subsidy Expenses for Post-1991 LoanGuarantees:

1 CurreniYear's L oanGuarantees

Loan Programs Defaults Fees InteresiSupplement Total
UE $11,784 34,119 . $7,665
MSED 0 0 . .
Ukraine Export 0 0 -
Israel 63,534 63,534 . .
Total §75,318 567,653 . 37,665

2 Loan Guarantee Modifications and
Reestimates

There have been no modifications arreestimates.
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NOTE 5. CREDIT PROGRAM RECEIVABLES AND LIABILITIES FOR LOAN
GUARANTEES (In Thousands)

3 Total Loan Guarantee Subsidy

Expenses
Interest
Loan Programs Defaults Fees Supplement Total
UE $11,784 $4,119 - $7.665
MSED . 0 0 . .
Ukraine Export 0 0 .
Israel 63,534 63,534 .
Total 575,318 $67,652,9 14 57,665

Administrative Expenses

Loan Programs
Direct Loans -
" UE $6,506
MSED 855
Ukraine Export 65
Total 57,426
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NOTE 6. CASH AND OTHER MONETARY ASSET{In Thousands)

Cash and Other Monetary Assets as of September 30, 1998 are as follows:

Entity Cash and Other Monetary Assets

Undeposited Collections 1
HGP and Micro and Small 40
Enterprise Fund Other Cash
Foreign Currencies 172,144
Total Entity Cash and Other Monetary Assets $172,185

Non-Entity Cash and Other Monetary Assets -

Total Cash and Other Monetary Assets $172,185

USAID hasimprest funds in various overseas locationBhese funds are provided by the
Department of State overseas U.S. Disbursing Officers to WUSAID is liable for any
shortages.USAID’s portion of the Department of Steimprest funds provided to

USAID is $2.4 million. Thesimprest funds are not included USAID’s Balance Sheet.
Foreign Currencies include$i172 million related to Foreign Currency Trust Funds.
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NOTE 7. OPERATING MATERIALS AND SUPPLIES (In Thousands)
Operating Supplies and Materials as of September 30, 1998 are as follows:
ltems Held for Use

Office Supplies $5,625

[tems Held in Reserve for Future Use

Disaster assistance materials and supplies 4,112
Birth control SUpplies 17,289
Total $27,026

Operating Materials and Supplies are composed of office supplies held for use, disaster
assistance materials and supplies, and birth control supplies held in resefutureasse.
They arevalued at historical cost and considered not held for sale.
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NOTE 8. PROPERTY, PLANT AND EQUIPMENT, NET (Imn Thousands)
The components (PP&E at September 30, 1998 were:

Accumulated Net Book

Useful Life cost Depreciation Value
Classes of Fixed Assets
Equipment 310 5 years $28,820 $21,498 $7,322
Structures, Facilities, 20 years 27,749 11,435 16,314
& Leasehold Improvements

~ Land NIA 3,706 N/A 3,706
Assets Under Capital Lease 136 136 -
Construction in Progress N/A 718 N/A 718
Total $61,189 $33,069 $28,120

USAID PP&E includes assets located in Washington, D.C. offices and overseas field
missions. USAID capitalizesPP&E when the original acquisition cost is $25,000 or

greater and it has a useful life of two or more yedUSAID uses the straight-line method
of depreciation.

e Equipment consists primarily of electric generators, ADP hardware, vehicles and
copiers located at the overseas field missions.

e Structures and Facilities inclucUSAID ownedoffice buildings and residences at
foreign missions, including the land on which these structures reside. These
structures are used and maintained by the field missUSAID does not separately
report the cosbf the building and the land on which the building resides.

e Land consists of property owned USAID in foreign countries. Usually the land is
purchased with the intention of constructing an office building at the site.

e The capitalized leases are four bungalows in KenyaUSAID has exercised its
lease purchase options on that are in litigation.

e Construction in Progress consists primarily of new facilities.
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NOTE 8. PROPERTY, PLANT ANDEQUIPMENT, NET (In Thousands)-
Continued

In addition to its capitalized leases, the building in wikhAID operates is leased by
the General Services Administration (GS/AUSAID is charged rent intended to
approximate commercial rental rates. The lease is for 20 years. HOUSAID and

GSA are currently involved in negotiations to extend the lease term to 30 yease
payments for FY 1998 amounted $26.1 million. GSA is requesting a 10% increase for
FY 1999.
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NOTE 9. ACCOUNTS PAYABLE (In Thousands)

The Accounts Payable covered by budgetary resources as of September 30, 1998
consisted of the following:

Intragovernmental,
Accounts Payable $209,674
Disbursements in Transit 1 2 5
Total Intragovernmental 209,799
Governmental
Accounts Payable 1,487,020
Disbursements in Transit 1,133
Total Govemmental 1,488,153
Total Accounts Payable " $ 1,697,952

Intragovernmental Accounts Payable are those payable to other federal agencies and
consist mainly of unliquidated obligation balances related to interagency agreements
betweenUSAID and other federal agencies.

Governmental Accounts Payable represent liabilities to other non-governmental entities.
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NOTE 10. DEBT (In Thousands)

USAID Intragovernmental debt as of September 30, 1998 consisted of the following
borrowings from Treasury for post-1991 loan programs:

Beginning Balance Net Borrowing Ending Balance
Urban & Environmental $85,000 $(13,000) $72,000
Direct Loan 234,158 76 234,234
MSED 2,099 (22 2) 1,877
Total Debt $321,257 ($13,146) $308,111 -
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NOTE 11.0THER LIABILITIES (In Thousands)

At September 30, 1998, Other Liabilities consisted of the following:

Intragovernmental
Due to U.S.Treasury $6,200,695
OPAC Suspense 8,016
Deposit and Clearing Accounts (3,151)
Due to Treasury 102
Other 16,783
Total Intragovernmental: 6,222,445
Governmental
Accrued Funded Payroll/Benefits 9,861
unamortized Origination Fees 2,094
Foreign Currency Trust Fund 170,927
Trust Fund Balances 12,674
Total Governmental 195,556
Total. Other Liabilities $6,418,001

Intragovernmental Liabilities represent amounts due to other federal agebtfies.
Governmental Liabilities are liabilities to non-federal entities.
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NOTE 12. ACCRUED UNFUNDED ANNUAL LEAVE AND SEPARATION PAY
(In Thousands)

Accrued unfunded benefits for annual leave and separation pay as of September 30, 1998
are:

Liabilities Not Covered by Budgetary Resources

Governmental
Accrued Annual Leave $26,557
FSN Separation Pay Liability 1,086
Total Accrued Unfunded Annual
Leave and Separation Pay $27,643
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NOTE 13. ACCRUED UNFUNDED WORKERS' COMPENSATION BENEFITS
(In- Thousands)

The provision for workers’ compensation benefits payable, as of September 30, 1998, are
as follows:

Liabilities Not Covered by Budgetary Resources

Governmental
AccruedUnfunded Workers'’ $6,764
Compensation
Future Workers’ Compensation 35,005
Benefits ’

Total Accrued Unfunded Workers
- Compensation Benefits $41,769

The Federal Employees Compensation (FECA) program is administered by the U.S.
Department of Labo(DOL) and provides income and medical cost protection to covered
Federal civilian employees who have been injured on the job or have incurwork-

related occupational disease. Compensation is given to beneficiaries of employees whose
death is attributable to a job-related injury or occupational disd@&. initially pays

valid FECA claims for all Federal government agencies and seeks reimbursement two
fiscal years latefrom the Federal agencies employing the claimants.

USAID’s total FECA liability is $41.7 million as of September 30, 1998 and comprises

of unpaid FECA bhillings for $6.7 million and estimated future FECA costs of $35

million. Estimated future FECA costs are determined by the Department of LEhbisr.
liability is determined using a paid losses extrapolation method calculated over a 37 year
period. This method utilizes historical benefit payment patterns related to a specific
incurred period to predict the ultimate payments related to that peffete annual

benefit payments have been discounted to present value. The interest rate assumptions
used for discounting were 5.60% in year 1 and thereafter.
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NOTE 14. INTEREST AND PENALTIES, NON-FEDERAL (In Thousands)
Interest and Penalties, Non-Federal as of September 30, 1998 consisted of the following:

Interest and Penalties, Non-Federal

InterestIncome $710,138
Income.- Penalties 6,601
Total 716,739
Less: Transfers to Treasury 572,224
Total Interest and Penalties, Non-Federal $144,515
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NOTE 15. ADJUSTMENTS (InThousands)

Prior Period Adjustments as of Septem30, 1998 consisted of the following:

Equipment $17,891
Structures, Facilities 10,072

& Leasehold Improvements
Credit Program Equipment 1,977
Fund Balance with Treasury 50,032
$79,972

FY 1998 is the first yecdUSAID is depreciating its property, plant, and equipment in
accordance with Statement of Federal Financial Accounting Standard (SFFAS) Number
6, Accounting for Property, Plant, and Equipment. By implementing this standard, prior
period adjustments of $27.9 million were recorded to properly \PP&E.

Also during FY 1998, the Credit Program increased its capitalization threshcPP&Er
to $25,000 to be consistent wilUSAID’s capitalization thresholdA prior period
adjustment of $1.9 million was recorded to expense property that did not meet the -
$25,000 threshold.

Additionally, in FY 1998,USAID adjusted its Fund Balance to equal Treasury’s Fund
Balance. However, a portion of this adjustment related to FY 1997 and was classified as
a prior period adjustment.
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NOTE 16. TOTAL COST AND EARNED REVENUE BY BUDGET
FUNCTIONAL CLASSIFICATION (In Thousands)

Total Cost and Earned Revenue by Budget Functional Classification, as of September’ 30,
1998 are as follows:

Function Classification Total Cost Earned Revenue Net Cost
International Affairs+ 150 $7,358,806 $181,807 $7,176,999
Income Security- 600 948 - 948
Total $7,359,754 $181,807 $7,177,947
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NOTE 17. DIFFERENCES BETWEEN THE STATEMENT OF BUDGETARY

RESOURCES AND THE BUDGET OF THE UNITED STATES GOVERNMENT
(In Thousands)

Differences exist between the information presented on the Statement of Budgetary
Resources and the amounts described as “actual” in the Budget of the U.S. Government.
These differences occur because funds are approprialUSAID and then allocated out

to other agenciesln those cases, the related funds are not included in the Agency’s
Statement of Budgetary Resources but are included in its part of the U.S. BBdget.
sometimesfunds that are appropriated to other agencies are then allocaUSAID. In

those cases, relatdunds are included in the Agency's Statement of Budgetary

Resources but are not included in its portion of the Budget.

The amounts related to other agency activity as of September 30, 1998 are as follows:

Allocated to Allocated From

Other Argencies Other Agencies
Budgetary Resources
Budget Authority 362,7 14 427,797
Unobligated Balance 11,661 175
Spending Authority From Offsetting Collections 4
Adjustments 604 7,004
Total Budgetary Resources 374,983 434,976
Status of Budgetary Resources
obligations Incurred 352,696 415,752
Unobligated Balances Available 18,994 19,224
Unobligated Balances Not Available 3,293 -
Total Status of Budgetary Resources 374,983 434,976
Obligated Balance, Net- Beginning of Period 146,688 466,013
Obligated BalanceTransferred, Net - -
Obligated Balance, Net= End of Period 119,256 540,137
Outlays 370,905 334,624
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NOTE 18. CONTINGENCIES

USADD is involved in certain claims, suits and complaints that have been filed or are
pending. These matters are in the ordinary course of the Agencies operations and are not
expected to have a material adverse effect on the Agency’s financial position.

USAID is involved in ten contract appeals that are currently beforiArmed Service
Board of Contract Appeals that total more t1$20 million. It is reasonably possible that
there will be damages assessed agdUSAID in these casesShould there be any
judgement in favor of a contractdUSAID also could be liable for indeterminable
attorney’s fees and Contract Disputes Act (CDA) interest.

There are seven cases agaUSAID pending before the U.S. Court of Federal Claims
that total approximately $3 millionlt is reasonably possible that there will be damages
~assessed againUSAID in these casesShould there be any judgement in favor of a
contractor,USAID also could be liable for attorney’s fees and CDA interest. It is-not
possible at this time to estimate what those amounts might be.

USAID is involved in eight cases’ that ‘are pending appellate decision or waitiag

stage processing and/or hearing before the Equal Employment Opportunity Commission.
All eight cases involve a reasonable possibility of loss for the Agency for an estimated
amount totaling $1.1 million,. -

USAID is also involved in five cases that are pending before the FcService

Grievance Board involving cognizable claims under Chapter 11 of the Foreign Service
Act of 1980, as amende(They involve probable likelihood of financial loss USAID

in excess of $1 million less indeterminable offsets undeBackpay Act.

In addition, there are three appeals pending before the Merit Systems Protection Board
involving reasonably possibility of loss USAID in the amount of $450,000 less
indeterminable offsets.

The building in which USAID operates is leased by the General Services Administration
(GSA). USAID is charged rent intended to approximate commercial rental rates. The
lease is for 20 years. HoweveUSAID and GSA are currently involved in negotiations
to extend the lease term to 30 years. Lease payments for FY 1998 amounted to $26.1
million. GSA is requesting 10% increase for FY 1999.
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UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
STATEMENT OF SUPPLEMENTAL INFORMATION BY MAJOR APPROPRIATION
For the Period Ending September 30, 1998
(In millions)
Program fund OpemtingFund
1010 o2 ms fT13 100 1008 1000 [y xher Consolidated Total
Budgetary Reseurces:
Budget authority 4“9 1170 1Q 238 L) 550 M 23 101 6368
Unobligated bal « beg 154 200 » - @m = % X ™ 1.841
Spending autharity from offsetting collections - 2 7 1.514 1.5
2 .2 1 41 19 12 7 01.2%8) (1.130)
Tetal badgetary ressurces L) TARY = TI08 LilJ T — 59 s+ T2 601
Statws of Budgetary Resssmmnsi
Obligations incurred - 148 -] 2456 o08 529 s11 413 208 8,305
Unobligated b - availab 134 21 [l 247 204 s ] 19 ] P
Unobligated b - not svailab - 1 N 1 - - 1 . ) o2
Tetal, status of budgetary ressurces T8 ] 758 il LU o7 343 T
Outlsys:
Obligations incuared ] 1.348 -] 24% 008 529 811 [H 208 0.008
mmmmoﬁmm
and adjustments an @n ™) (41 an - (% m (1.587) (.70
Obligated belance, net - beginning of petiod 2 1.008 - 2837 ] e 212 408 “s 8308
Obhigated balance transferred, net . - - . . . . . . )
Less: obligated balance, net - end of peniod [--} 1508 200 201 280 [~ 200 [ s se41
Total eutiays — O3 A48 a3 AR L] L] N b2 wan 5038
MAJOR FUNDS QTHER FUNDS (0’0
Program Fund Program Funds
1010 Special Assistance Initistives 100s intemetianel OMSSUIERARS end Programs
1021 Development Assistance 1012 Sshel Development Program
1035 International Disaster Assistance 1013 American Schools and Hospitals Abroad
1037 Economic Support Fund 1014 Africa Development Assistance
1093 Assistance for the N.1S. Of The Former Soviet Union 1023 Food snd Nutrition Development Assistance
109s Child Survival and Disease Programs Funds 1024 Populstion and Plsming & Health Dev. Asst.
1025 Education snd Humen Resources, Dev. Asst.
Operating Fund 1038  Central Americen Reconcilistion Assistance
1040  Sub-Ssharan Africa Disaster Assistance
1000 Operating Expenses of USAID 1075 Anti-Terrorism Demining
4336 Commodity Credit Carporstion (fram U.S. Dept. of Agriculture) 1500 Demobilization and Transition Fund
OTHER FUNDS Trust Funds
Credit Program Funds 8342 Foreign Natl. Employees Liability Fund
8502 Tech Assist. - U.S. Dollars Advance from Foreign
Opersting Funds 8824 Gifts and Donstions
ons3 Salaries & Expenses - Diplometic Security Revelving Funds
0835 Acquisition & Maistensmas Of Building Abrosd
1007 Opersting Expenses of USAID Inspector General 4178 Management Fund
1036 Foreign Service Rutismmant snd Dissbility Fund 4590 Acquisition of Property, Revolving Fund
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The accompanying notes are an integral PATt of these statements
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USAID MANAGEMENT COMMENTS

E U.S.AGENCY FOR

NITTLY INTERNATIONAL
DEVELOPMENT

February 13, 1299

MEMORANDUM

TO: AIG/AN (Acting:, PaulE. Armstrong /

FROM: M/CFO, Michael Smokovich W\’\\/V -~

SUBJECT: Draft Audit Report cn USAID’s Consolidated Tinanci
Statements, Internal Controls, and Ccmpliancefo

Fiscal Year 1998

ncial
r

. This mem2rancun provides the Agency’s formzlresponse to tna
audit of USRIC's rinancial Statements, internal contrcls, and
compliance for Tiscal Year 1998.

The implementation of Lae New Management System (NMS) End
specifically the &z1p Worldwide  Accounting” and CentrolSysten
(ARACS) were ex pzctcd to resolve the issues of a ) ncr-integrated
system and ron-zorpliance withthe Joint Financial Management
Tmprovement Program (JFMIP)} system requirements. Thatcffort is
cngo ing.

~We cor:tinue tc recognize the core accounting system as &
material weakness under the Fedsral Marnagers’ Financial Integrity
Act of 1982, Beceuse our current systems are not integrzted, wz
rely on legzcy cys=ems in conjunction with compansazing controls
and manual “systenmsto produce the best oossible financial
informaticn. Tre dedicated efforts ¢f the financial managerment
staff both 11 washington and overseas, along with the .
compensating corntrols, have enabled us to produce what we believe
are reasonably accuratef inancial statements.

) We appreciate the collaborative and constructive manner in
which  this & i1:+cas conducted. we look forward to working even
more closely with the OIG organization on next year's statsments
with the otsezx:ve of enabling you to expressan opinisn,relying
cn toulr legacy syszems (automated and manual) and our compensating
controls.

Improvements Maae During FY 1998

. We made siq::ficant advances during .~ FY 1998 in improving the
%uallty and timeliness Of the Agency's financial reports. Many of
the data  problems caused by the implementation of the new
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accounting  system have been corrected over the _ Dastyear. Cther

Improvements include the automation of accruals in

UsSAID/Washington and the automation of The closing of revenues,

expenses,  and required Ludgetary accounts. Detez retrieval

capabilities of NMS were also improved. As a result of these
improvements, the year-end closing process occurred z month

earlier than last year. Additionally, exZernal reports zt year-

end were more accurately and efficiently preparecd ther in pas:t

years,

The year-end reports were primarily preparsd Irox the XXMS
general ledger. Excert Icr some urique items, 211 rezozts were
prepared in accordance = with Department of Treasary anz CM3 £7-01
crosswalks to the various line items of the regiired reports.
Consistent informaticn amcng the various reports was reported.

Asaresult ~ cfthe ZImprovements in retrieving informeticn
from NMS, analysis of var icus account balances wesalso possizle.
Xeconciliatrons and account analyses of acccent ES
performed to further improve the quality of the
general ledger. These included:

reconciling the general ledger to U101 subgigdiary _2dgars:

« reconciling the general iedger zo NMS zavancs aCCoOunIs;:

+ reconciling the generel ledger to Department cZ Treasury
warrants and SF- 1151 non-expenditure transfers as resccried by
Treasury;

« reconciling cash on a mcnthly basis oy Agency Lcocation Ccce;
and,

« reconciling the ger:eraliledger tothe FY 13%8% Currens: Year
Cbligat:ons reported in NMS detail records.

To further improve the accuracy of anounfs i the general
ledger, an adjustment to Fund Balance with Treazsury totaling 3%0
millicnwas pcsted atyear-end. Asa resultof trhis adjustment,
Fund Balance per the financial statements agrees to Fund Balanze
per Treasury. We plan to review and resolve this idenzified
difference.

~FY 1998 was the first year agencies were require5 <
prepare financial statemerts In accordance with Statement &

Federal Financial Accounting Standard (SEFAS) Nc¢. z, Entity ard

Display. It was the first year agencies were reguired tT

epreciate property, plant, and equipment. _ j

significant changes in reperting requirements, v

1998 draft year-end financial Statements and
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on December 7, 1996, almost two months earlier than the previous
year. We also provided the OIG with the final year-end financial
statements and footnotes on the date originally agreed to with
the OIG.

USAID successfully implemented OMB Bulletin No. 97-01,
Formats and Instructions -for-the Forn_and Content of Agency
Financial _Statements. Earlier this year, OMB anticipated that

most agencies would have difficulty preparing the Statement of

Financing and stated that a difference of 15% or less between Net

Cost of Operations per the Statement of Financing and Net Cost of
Operations per the Statement of Net Cost would be acceptable.
USAID reported only a . 07% difference between the two statements.

The Office of Financial Management (FM) also ensured that
the Statement of Budgetary Resources was reconcileb tothe S¥F-
133s. All identified differences were researched and resolved.

Additionally, _  the Statement ci Net Cost was prepared in

accordance with SFFASNo. 4, Managerial Cost-Accounting Concepts
and Standards far the Federal Government. The statement reflects
the Tull cost of outputs allocated on a reasonable and consistent

basis among  USAID programs.

The process cf compiling the statements was also
streamlined this year. Workpapers supporting preparation cf the
financial statements decreased from 22 'binders fcr FY 1997 to
cnly four  binders for FY 1998.

In addition to submitting the financial statements o the
oIGina timel?]/_manner, all external year-end reports were
submitted within the required due dates. USAID met the year-end
reporting deadlines despite the fact that due dates were
tichtenedin FY 1938. The FMS 2108 Year-End Closing Statement
and the SF 133 Repcrts onBudget Execution deadlines were noved
up to November 10 as compared to November 16 for FY 1997
reporting. The transmission of preliminary FACTS Adjusted Trial
Balance (ATB; and Footnctes to Treasury was due February 1as
compared to February 15 in FY 1997. FM is on schedule to meet
the March 3 deadline for the CFO verification that the FACTS ATB
and Footnctes is consistent in all material respects with the
Agency's financial statements,

Information Technology Accomplishments and Futnre Plans

USAID has committed to develop an information
technology architecture containing all components identifiedin
OMB’ s guidance at a level of detall tc ensure that USAID's
financial management system investments are consistent with the
architecture, integrate work processes and technology to achieve
the Agency's strategic goals,  and conform to standards for
information exchange and resource sharing. It is just one of




APPENDIX I
Page 4 of 10

many components to USAID’ s efforts to correcs 1o

deficiencies and come into compliance with Government-w..

R/Iolicies and regulations. USAID initiated the Financial .
anagement Systemns Project to replace the ccre accounting system

(AWACS) with the alternative recommended by the FEDSIM IVaV

study, a commercial off-the-shelf (COTS? package. This project,

supported by a team from a major consulting firm and led by a

manager with extensive credentials in financial management .
systems, has achieved significant milestones and remains ongoing.
Milestones achieved include:

. Completion of a market survey of commercially available
Federal financial management systems. Vendors offering JEMIP
compliant core financial management systens, all on the GSA
FMSS schedule, presented demonstrations of their systems toa

bread-based group of Agency representatives.

« Completion of a comprehensive "gap analysis" of current
systems and the JEMIP functional requirements for a core
financial management system.

« Completion of an "Organization Transformation Plan“ and a
"Change Management Study" to guide FM in transiticning tca
new system.

Cempletion Of an analysis of Agency “as is" business process
flows and descriptions, the application of industry and
government "best practices" and business process

reengineering, resulting in a set of "to be" process flows and
descriptions. A comprehensive list o £ Agency requirements,
including interface requirements, was docurented and presented
to =M staff and senior management, and over a three-day period
tc all Agency offices and Bureaus. The resulting
documentation presents an analysis and lis=ingof all core
accounting functional requirements the Agercy must acquire in
a core financial management system. This documentation will
form the core component of a solicitation dccument.
An in-depth "Aiternatives Analysis" drafr is nearing
completion. This document will present ) to__USAID manaaement a
risk-adjusted cost benefit analysis of the alternatives (COTS,
cross-servicing, and/or outsourcing) available to correct the
Agrency's financial management system deficiencies. The document
will also serve to support a request for apprecval and funding

from the Capital Investment Review Board.

) In conjunction with the Financial Management Systems
Prcject, we initiated a Managerial Cost Accounting Prcject to
analyze Agency cost accounting requirements. It is ied by the
Bureau of Policy and Program Coordination. Team members
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represent the Central and Regional Bureaus. This companion

project accomplishments todate include:

« Develorment of the methodology and configuration for a )
managerial cost accouznting component of a COTS financial
management system. = The structure of cost pools and cosz
distributions is 'undergoing final analysis follcwingpilict
programs at a field Mission and Central Bureau office.

e« Levelopment of an accounting ciassificationcode s*tructure
(RACS) Is nearing completion and is to be used in the
cenfiguration cfa COIScore acccunting system.

Additional Comments

. Attachment A provides our response to the recommendztions
in the draft audit resert. Attachment B provides addition.21

comments regarding the financial statements, as well as USAID' s

compiiance With  applicable laws and regulaticns and giher  :sspes.
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ATTACHMENT A

MANAGEMENT RESPONSE TO RECOMMENDATIONS

Recommendation No. 1.1: Determine the specific
responsibiiity, authority, and resosurces needed tc meet the
requirements of the Chief Financial Officers Act cf 1993,
which assigns the Chief Financial Zfficer responsikility ¢
(1) develop and maintain an integracted accountingand
financial management system that rmzets federal financial
system requirements, federal accounting stzndards, and the
U.S. Standard General Ledger at the transaction level;and

(2) apcrove ani manage financial mznagemert system desicrand
enhancement projects.

Recommendation Ne. 1.2: Request by June 33, 1999, that the
Administrator approve specific delegations > £ authority and
resources  to the Chief Financial Officer zc carry out those

Chief  Financial CfficersAct respzrsibilir:issidenrified in
Racommendationr i .1l above.

Recommendation No. 1.3 Implement policies and procedures tc
carryout the specific delegations assignec by the
Administrator In Recommendation 1.2, above.

We agree with &l1 three parts of this reccmrendaticr and
will rake steps to clarify the CFC' s. respens-tilities.
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ATTACHMENT B
ADDITIONAL COMMENTS

Overview on Performance

On page 14 of the report it is stated thaf because the
final version of the overview was not received until February 2,
1999 the 0IG was not able to conduct a comprehensive review.
While the February 2 date is correct fecx delivery of the final
version  of the overview, USAID delivered to the OIG a more
extensive version of the overview on January 5, 1999, as agreed
with OIG  staff several months earlier. The more extensive
version contained all the information included in rhe final
version.

Inadeauate Performance Measurement Svstems

The report indicates that USAID's performance indicators
precluded it from reporting accurate pexformance data and that
results information is not objectively verifiable, supported,
accurate, complete and/or validated.

USAID has been very aggressive ir working to comply with the
GPRA. mandate. Based on the experience we have gained, we believe
it 1s appropriate to simplify cur measurement preccess so that
policy officials will understand and azczept which measures cap. be
cuantified readily and which cannot. We agree that where we
establish measures that rely on quantizative data, the data must
be readily available and routinely verifiable. Measures that are
not effective and economical to maintain and to review should be
discontinued as is provided for in the OMB rezcuirements. PPC and
the CFO staff will work on this issue together. We invite the
OIG staff to work with us on our GPRa efforts on a continuing
basis.

Questionable Financial Data

The draft audit report states that USAID made
"unsupported" adjustments to the general ledger related to the
Fund =Balance with® Treasury. The entry was in fact supported by
an analysis of the differences between Treasury's balances and _
USAID's balances at the appropriation level and disclosed in Note
2 to the financial statements. We recognize that further action
is required to resolve these differences and that this problem
has existed for too long, but we believe that the entry was
appropriate since  Treasury will be usinz its Fund Balance amount
for the consolidated governmentwide firancial statements, and not
USAID's balance as stated in the draft report. In addition,
other agencies have made similar adjusctments t0  Tringtheir fund
balances irnto agreement with Treasury's balances.
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Debt Collection and Improvement Act of 1996

The report states that there is a material non-compliance
issue with the Debt Collection and Improvement Act of 1996
.(bcIAa). We agree that further improvements need to be made in
the management of the Agency's Accounts Receivable. However,
given that the Accounts Receivable as reportced on the
Consolidated Balance Sheet only total $2 million, we do not
believe the weaknesses result in a material non-compliance issue.
Further, the requirement to transfer debt cver 180 days to
Treasury does not include debt owed in foreign currency or debt
owed by host governments, which  constitutes most of USAID's
Accounts Receivable.
Federal Credit Reform Act of 1990

The report states incorrectly that the Agency is not in
compliance with the Federal Credit Reform Act of 1990 (FRCA)_, and
that che credit program assets are overstated by $449 million.
However, as the auditor was informed by an official at the U.S.
Office of Management and-Budget, USAIDIs to calculate its credit
program asset value using the model approved by OMB and USAID is
nos at libercty to go beyond the model as suggested by the
auditor. Accerdingly, the balances are reasonably stated in the
financial  statements.
Antideficiency Act

The report indicates that USAID potentially violated the

tideficzency Act because of the methodology used for making

letter of credit (LOC) advances. We do not agree that the method
used to advance funds to recipient oraanizations would create a
violation of the Act and therefore beiieve this section should be
removed from the report. |If actual violations of the Act were
identified ky eizher the Agency fund control procedures or OIG
audits, appropriate action would be taken.

Other _Issues

We understand that  matters relazed tc LOC advances,

accrued expenditures, and credit program receivables will be
discussed in more detail in the Management Report tc the USAID's
Financial Statements, Internal Controls, and Compliance for
Fiscal Year 1598, to bpeissued March 31, 1995. However, we .
believe that st is important for this report, to recognize the
significant :mprovements USAID has made in all three of these
areas.
« We have entered into a cross-servicing agreement with the
Department of Health and Human 'Services for LOC advance and
liquidation voucher processing. This new arrangement when
fully imp.enerted this fiscal year will enable USAID to more

effectively manage its LOC advances and promptly liquidate
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advances. In addition, we intend to work wizh the OIG to see

if the new core accounting system to be implemented in Fy 2000
can be configured to address the significant internal control

concerns.

. Regarding accrued expenditures, late in FY 1598 FM introduced
an accrual capability to the NMS. This new capability permits
the establishment of delivery schedules for services and
goeds. The schedules may be modified by progcram managers to
reflect actual delivery. This informationis used by NMS to
calculate the accrued expenditure based on physical
completion. While further refinement is needed, this process
together with the accrual process ir. place at field accounting
locations is a major step forward for the Agency.

¢ The Agency has entered into a contract with a major bank to
provide credit-servicing functions fer the Agency's credit'
portfolios. This contract includes ~he introduction of a
modern lcan servicing system to be operated by the Bank with
data transferred into the Agency's general ledger. This
outsourcing constitutes a major |mlprovement in the Agency
credit management system and will allow the old credit prcgram
legacy systems to be discontinued.

USAID's Computers Are Not Year 2000 cCecmoliant

While it is true as stated on page 36 thatas of
September 1998, USAID had not "fully assessed its systems",
pro%r_ess since that time means zhat USAID decidedly does nor face
a "high risk" that its operations and programs will be disrupted
due to the Y2K issues.

USAID's focus on Y2K issues teganin =xid-1998 with tws
independent  reviews aimed &t examizing the rhen-current NMS
and outlining alternatives for future direction. This was
followed quickly in the late summer of 1998 withthe
estzblishment Of a prime contract throughthe GSA/FEDSIM
contracting vehicle. With the award came ‘irmediate attention
and high priority being placed on meeting the Agency's  YZK
vulnerabilities. By mid-February 1999, several of the
Mission Critical systems had been  renovated with one having
passed through the validation phase. While the latest
estimates reflect that full implementation of all Mission
Critical systems will miss the OME target date of March 31,
1999, all are scheduled to be implexmented by mid-May 1999,
with the exception of the NMS. The NMS is scheduled to be
implemented in July. Tracking of status is being
accomplished  via an Earned Value azcroach brzughtinto  USAID
via the prime contractor.
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M completed phase 1 of a Contingency Plan for the
financial Mission Critical systems in December 1998. Phase 2
is scheduled for completion by June 1999. In late January,
attention shifted to contingency planning for our overseas
locations. Specifically these activities focused on working
with several other foreign affairs agencies to collectively
establish a telecommunications network capable of providing
continuity of service to our remote field locations. In
addition, UsSAID has also been working with the State
Department in an effort to ensure that their Contingency
Planning Guidance for USG overseas posts takes into account
USAID concerns. This guidance will be issued next month with
USAID's Missions developing their Contingency Plans in
concert  with the Embassies.

Management Decisions and Final Actions of Recommendations ,

Several of the recommendations listed in Appendix V of
the draft audit report as pending a  management decision or
final action already had a management decision or final
action and were discussed with your staff. We appreciate the
continued cooperation to have the Appendix reflect the
ongoing  work to obtain management decisions and final actions
on all outstanding recommendations.
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OIG EVALUATION OF USAID
MANAGEMENT COMMENTS

USAID’s management agreed with all three parts of the recommendation made in this report.
In agreeing with the recommendatictUSAID management officials said that steps would be
taken to clarify theCFO’s responsibilities. USAID’s management has also provided

information regarding improvements made during fiscal year 1998 and additional comments
in response to the recommendation in the draft audit report.

In our evaluation, we are providing clarification regarding the improvements made during
fiscal year 1993. We are also providing our evaluatiotUSAID’s Overview of

Performance, Information Technology Accomplishments and Future Plans, and Year 2000
Compliance.

Clarification Regarding the Improvements Made During Fiscal Year 1998

We agree thaUSAID has made some improvements in the preparation of the fiscal year
financial statements. However, we did not draw a conclusion as to the fairness of the
statements’ presentation in relationship to the requirements of Office of Management and

Budget (OMB) Bulletin 97-01. We continue to believe that there are significant problems in
at least three areas:

Automating accrual calculations at year end,
ReconcilingUSAID’s fund balance with the U.S. Treasury, and
Implementing OMB Bulletir97-01.

Automating Accrual Calculations at Year End

In their responselJSAID financial management officials said that improvements were made

in this area. WhileUSAID has taken advantage of the system’s capacity to compute the
accruals folUSAID/Washington, we believe that the methodology is not compliant with the
Statements for Federal Financial Accounting Standard No. 1, “Accounting for Selected Assets
and Liabilities.” as we reported in our Compliance Report.
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Specifically, USAID’s methodology computes accruals on a straight-line basis using the
scheduled completion date as the end date for the profsetording toUSAID financial

managers, the scheduled completion dates in the New Management System are questionable.
However,USAID/Washington did not assess the continuing need for the unliquidated
obligations at the end discal years 1997 and 1998. Because unliquidated obligations are a
key component of thUSAID accrual calculation methodology, we questioned whether

USAID should be accruing liabilities against these obligations. Details about this issue will

be discussed in our audit report on internal controls to be issued in March 1999.

ReconcilingUSAID’s Fund Balance with the U.S. Treasurv

GAO reported that reconciliation of the fund balance with the U.S. Treasury is a major
problem at 10 of the 22 agencies covered by the Chief Financial Officers Act of 109®
concluded that the reconciliation problems could affect the government’s ability to effectively
monitor the execution of the budget. Also, the lack of effective reconciliations of
disbursements contributes to the overall inability of the federal government to accurately
measure the full cost of its programs and increases the risk of fraud, waste, and
mismanagement.

In their responseUSAID financial management officials said that improvements in data

quality occurred because a number of account reconciliations and analyses were being
completed.

We agree thaUSAID has made some improvements in reconciling cash on a monthly basis
during fiscal year 1998. The monthly reconciliation process is a fundamental accounting
practice. For example, federal agencies and U.S. Treasury use it as the key internal control to
ensure that receipts and disbursements are in agreement. The reconciliation process is a
two-part process. The first part is identifying the differences between the accounts and the
second part is promptly researching and resolving the differences. We notUSAIDt

accomplished the first part regularly, but did not successfully accomplish the second part of
the reconciliation.

After identifying the differences, which amounted to a net difference of $60 million ($590
million in absolute dollar valueUSAID simply adjusted its books without conducting the

required research to determine whether the U.S. Treasury-reported account balances were
correct.

According to the GAO’s _Standards for Internal Controls in the Federal Government,
documentation of transactions should be complete and accurate. The documentation should
facilitate tracing the transaction through its complete cycle--before it occurs, through

processing, and after it is completed. In our opinion, these adjustments did not meet the
GAO'’s internal control standard.
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Implementing OMB Bulletin No. 97-01

We feel thalUSAID made a good initial effort to implement the major requirements of the
OMB Bulletin No. 97-01, “Format and Instructions for the Form and Content of Agency
Financial Statements.” However, the performance was not completely successful., We noted
the following problems.

Statement of Budgetary Resources

We agree thaUSAID ensured that the Statement of Budgetary Resources was reconciled to
its Report on Budget Execution (SF-133). However. like the fund balance reconciliation
process noted abovUSAID financial managers made adjusting entries to force a balance
between the Statement and the Report.

We do not believe that there was adequate support to document the adjustments made to
eliminate the difference between the Statement and the Report on Budgetary Execution.

Statement of Net Cost

The Statement of Net Cost was not prepared in accordance with Statement of Federal
Financial Accounting Standard (SFFAS) No. 4, “Managerial Cost Accounting Concepts and
Standards.” For the fiscal year 1998 Statement of Net CUSAID did not develop
responsibility segments

According to the SFFANo. 4, the Statement of Net Cost should provide program managers
with relevant and reliable information relating costs to outputs and activities that permits
program managers to respond to inquiries about the costs they manage. In addition, the
Statement of Net Cost is intended to assist the federal agency to ensure consistency’between
costs reported in general purpose financial reports and costs reported by program managers.

Because reporting responsibility segments were not developed ancUSAID program
managers cannot compare their program costs with the Statement of Net Cost, the objectives
of SFFAS No. 4 have not been met.

Other Minor Noncompliance Instances with OMB Bulletip.[97-01

Based on our recent review on final financial statements and footnotes that were received on
February 26, 1999, we noted a number of other minor problems including inadequate
disclosures and inconsistent information within the financial statemUSAID statements

did not fully disclose the required items for the Balance Sheet, Statement of Net Cost, the
Statement of Budgetary Resources, and the Statement of Financing. For e;USAID,did

not disclose obligated and unobligated information in the Note for fund balance with the U.S.
Treasury and unexpended appropriation information in the Note for Unexpended
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Appropriations. Additionally, the Statement of Budgetary Resources and the Statement of
Financing and the Supplemental Information contain inconsistent informariong their

data lines. We also noted that a number of items in the financial statements were not
properly captioned or published.

Information Technology Accomplishments and Future Plans

USAID’s comments also describe improvements made to financial management systems

during fiscal year 199€USAID cited projects to implement a replacement core financial

system and a managerial accounting system. The comments describe accomplishments related
to these two projects and state that an alternative analysis was nearing completion. That
document is intended to provide a risk adjusted cost benefit analysis of the alternatives
available to correct the agency’s financial management system deficiencies. The document

will support a request for approval and funding from the Capital Investment ‘Review Board.

Although we agree thdUSAID has taken positive steps to add disciplineitsoefforts to
implement the core financial system, this report and our companion Federal Financial
Management Improvement Act (FFMIA) status report pointed out USAID’s approach is
flawed. This report points out that, although the CFO and CIO share responsibility to
implement an effective financial management system. the CFO has not been delegated
adequate responsibility and authority to do so and the CIO has not enforced the use of
disciplined processes.

The FFMIA status report pointed out ttUSAID had made only limited progress correcting
system deficiencies during fiscal year 1998 and that planning and organizational deficiencies
threaten its efforts to successfully modernize its systems. In partiUSAID’s plan to

acquire the core financial system is premature because it has not yet:

(1) completed an agency-wide information architecture that provides a blue-print of
how all the related systems will work together to meet financial management
needs;

(2) developed a modular acquisition strategy to reduce integration risks and lead to
an integrated financial management system; and

(3) prepared the supporting plans describing the remedies, resources, and interim
milestones neededto correct the deficiencies.

These deficiencies create a substantial risk of delays, cost increases, and system performance
shortfalls and are an indication trUSAID is repeating past mistakes that led to premature
deployment of the New Management Systengystem that does not operate effectively.
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That report also found that tllack- of a strong program management office or function
contributes to these planning deficiencies.

By. continuing to highlight its plans to replace the core financial system as prcUSAID

is risking an approach that may succeed. For example, altftUSAID’s comments state

that its alternatives/investment analysis will provide a risk adjusted cost benefit analysis of the
alternatives available to correct the agency’s financial management system deficiencies, the
analysis being developed is limited to the core financial management system. As aitresult,
will not consider other financial and mixed financial systems such as budget, procurement,
human resources, and property management.

Overview on Performance

In its responselJSAID provided comments on its planned actions to implement the
Government Performance and Results Act. The OIG will continue to workUSAID in its
efforts to implement this law.

USAID took issue with th€OIG’s statement that we could not comprehensively review the
fiscal year 1998 Overview on Performar(Overview) section becausUSAID management

did not give us a copy of ifinal version until February 2, 1999 (containing 18 pages). They
contended that the earlier more extensive January 5th version (containing 55 pages) provided
to the OIG contained all the information that was included in the final version. In effect,

USAID was implying that we had time to effectively review the Overview prior to February
2nd.

We agree that we received the first version of the Overview on January 5th. However, within
one week of this receipt, we notifilUSAID management that the Overview contained some
obvious, omissions (e.g. blank spaces, missing appendices and charts). We were told that
these omissions would be corrected. However, this correction did not take place until we
received the final version of the Overview on February 2, 1999. At the exit conference on
Februaryl0th, there were somUSAID officials who believed that the January 5th version

was in fact the final version.

Although we didperform some audit work on the initial version of the Overview, ‘it was not
practical or efficient for us to perform a comprehensive review of the Overview until we had
the final version. Otherwise, we would beaiposition of reviewing something that was not

in the final version, or more importantly, reviewilUSAID facts and conclusions, that

changed between the first and final versions-which is what actually happened. To
extensively review whaUSAID and the OIG knew to be a draft (first version), we believe is
not an efficient and effective use of our time.
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The OIG performed enough audit work over the last year USAID’s performance
measurement system so that we were position to relate that work to specific issues
discussed in the Overview. However, we were not in a position to confirm USAID’s

facts and conclusions as stated in the Overview. We made our own assessment based on
sufficient, independent, and competent audit work-as required by professional standards.
Because of the short lead time between receipt of the Overview on Fe2ndatkie issuance

of our draft report on Februa8th, and the legislatively mandated issuance of our final report
by March Ist, we maintain that we could not comprehensively review the fiscal year 1998
Overview Report on Performance.

USAID’s Computers Are Not Year 2000 Compliant

Regarding our conclusion thUSAID faces a high risk that its business operations and
programs will be disrupted at the start of the new millenniUSAID agreed that, as of
September 1998, it had not fully assessed its computer systems. HOUSAID stated that
progress since that time means that it does not face a high risk of disruUSAID

recognized that it got a late start addressing the problem but cited a May 1998 contract that
focused attention on the problem. According to the comments, by May 1998 several critical
systems had been renovated and one validated as being able to process year 2000 dates.
USAID conceded that its systems will not be compliant in time to rOMB’s schedule, but
noted that all systems are scheduled to be compliant by July 1999. Regarding contingency
planning, USAID stated that it has made progress developing a contingency plan for financial
systems, which it expects to complete in June 1USAID also stated that it is working

with the Department of State to develop contingency plans for overseas missions.

We agree thaUSAID has strengthened its approach to address Year 2000 vulnerabilities, but
we also continue to believe thUSAID faces a high risk of disruptions. The contractor has
added discipline to management efforts by developing realistic schedules and closely tracking
progress. However, as stated in our report, due to the scope and complexity of the changes
needed, and the limited time remainirUSAID faces high risks. In facUSAID’s latest

guarterly progress report to OMB, dated February 12, 1999, pointed out that additional
problems were discovered when validating which miscritical systems could process dates
involving the year 2000 and beyond. The three systems that were farthest along in the
correction process all encountered schedule delays, which means that rUSAID’s

systems will be implemented by the OMB scheduled due date of March 1999. The Assistant
Administrator for Management stated that the unanticipated delay in completing
implementation of the three mission critical systems is of grave concern.

Regarding contingency planninUSAID operates in Washington and at over 70 overseas
missions located in developing countries around the world. This worldwide operating
environment increases risks USAID’s operations and employees. The risk is compounded
because many developing countries, wfUSAID operates, are expected to encounter
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disruptions in basic functions including power, telecommunications, wateitransportation.

We believeUSAID will not be in a position to have confidence that its operations will not be
disrupted until it completes and tests contingency plans that address both its business
operations and its ability to safeguard its overseas staff.

Other OIG Comments

Debt Collection and Improvement Act'of 1996

USAID financial management officials agreed further improvements are needetteio

manage the account receivables but they stated that the issue was not material. We
consideredUSAID management comments and agree with their position. The final report did
not include this issue.

Federal Credit Reform Act of 1990

USAID management said that it believed that. the balances for its loan receivables are
reasonably state(lUSAID management also stated that it had calculated its credit program
asset value using the model provided by the OMB. In a discussion with OMB, we were
informed thatUSAID could not deviate from the OMB model. even if the model conflicted
with the requirements of the federal accounting standards. While we do not agree with the

OMB position,USAID financial managers acted in accordance with guidance provided to
them.

We intend to pursue this issue with OMB and GAO during the fiscal year 1999 audit.

Antideficiencv Act

USAID management did not agree that the method used to advance funds to recipient
organizations would create a violation of the Antideficiency Act. We consilUSAID

management comments and agree with their positidme final report does not include this
issue.

Management Decisions and Final Action of Recommendations

USAID management said that several of the recommendations listed in Appendix V of the
draft audit report as pending management decision or final action. We have discussed these
issues withtUSAID management and made the adjustments to the final report, as needed.
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PREVIOUSLY IDENTIFIED MATERIAL
INTERNAL CONTROL WEAKNESSES

This appendix discusses the previously identified material control weaknesses that.still exist.

USAID’s Primary Accounting System

USAID’s primary accounting system did not (1) meet the Federal financial management
system requirements, (2) comply with applicable Federal accounting standards, and (3)
implement the United States Standard General Ledger at the transaction level.

Integrated Financial Management System

USAID lacked an integrated financial management sysUSAID commenced operation of

the New Management System in October 1996. However, ‘due to serious problems,
USAID/Missions were instructed to discontinue using the New Management System and go
back to using the Mission Accounting and Controls System. In addition to these systems,
USAID used many lesser systems, such as the Loan Accounting Information System, General
Ledger Accounting and Reporting System, Letter of Credit Support System, and various
informal records. These systems required data re-entry, supplementary accounting records,
and lengthy and burdensome reconciliation processes without sufficient discipline, effective
internal controls, and reliable information. As a resUSAID had insufficient assurance that

the financial information reported was complete, reliable, timely, and consistent.

Data Reconciliation

USAID did not always perform data reconciliation’s in a timely manner. This occurred, in
part, becausUSAID had not developed and implemented an integrated accounting and
financial management system.
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Suspense Appropriation 72F3875

For fiscal year 1997USAID had an unidentified balance of over $29 million in suspense
appropriation72F3875. USAID did not properly identify and post the transactions to the

correct appropriation. Instead, the transactions were posted directly to suspense appropriation
72F3875. Thus,USAID avoided the receipt of a Statement of Difference from the

Department of Treasury, which is required to be reconciled on a monthly basis. Treasury
Financial Manual, Part 2, Chapter 3900, states that Agencies should:

1) Verify the amounts of transactions and transaction codes to ensure that each
transaction is correct, 2) Adjust any differences in the agencies records and 3)
Notify the United States Treasury of any processing discrepancies.

As a result USAID can not provide financial statements that are complete, reliable, timely,
and consistent.

Differences in the General Ledger and the Letter of Credit Support System

USAID had an unreconciled difference of approximately $46 million between the general
ledger and the Letter of Credit Support System. This occurred beUSAID had not taken
action to identify and correct prior year differences. As a reUSAID’s Advances and
Prepayment balance may be misstated in the financial statements.

Advices of Charge

Because of the lack of adequate reconciliations, outstanding Advice of Charge expenditures of
over $238 million as of September 30, 1997. were not properly applied against an appropriate
obligation. This amount represents a 345 percent increase from the September 30, 1996
balance of $69 million. As a result, no means exist to readily determine whether these
expenditures were made for goods or services receiveUSAID until theadvices of charge

are cleared.

Fund Balance with Treasury

USAID has material unreconciled differences of over $1.94 billion in the Fund Balance with
Treasury accouniUSAID did not properly research and reconcile differences identified

between its general ledger balances and the Department of Treasury’s balances throughout the
fiscal year. In an attempt to ensure that the balances ‘maintairUSAID’s general ledger

agreed with balances maintained by the Department of TredUSAID improperly adjusted

the differences into Account No. 4801, Undelivered Orders, thereby oversUSAID’s
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obligations. Department of Treasury Bulletin No. 97-06 states that agestmetd verify

their records each month against the transactions recorded by the Department of Treasury, as
shown on the Department’s monthly reports.” This bulletin further states that if agencies do
not perform the monthly reviews, errors may be discovered during budget preparations and
year-end certifications.As a resultUSAID’s Fund Balance with Treasury is potentially

misstated.

Use of United States Standard General Ledger at the Transaction Level

USAID did not record Accounts Receivables in accordance with the United States Standard
General Ledger at the transaction e\ USAID did not have an integrated accounting and
financial management system, which included Accounts Receivable.

USAID relied on datwcalls® to obtain the total amounts of outstanding Accounts Receivable
becauseUSAID did not have an integrated accounting and financial management system.
These data calls were posted to the General Ledger at the summary level as opposed to the
transaction level as required. By using data calls to determine outstanding Accounts
Receivable,USAID was at risk that the’information obtained is not complete. For instance,
USAID’s summarization of these data calls improperly omitted the Office of Procurement’s
outstanding Accounts Receivables.

Manually Processed Journal Vouchers

USAID continued to have a high number of manually processed journal voutUSAID

did not’ establishand implement procedures to ensure continual supervision of these journal
vouchers to ensure that adjusting entries are correct. As of Septen1998,3,27 percent of

the 301 manually processed journal vouchers were recorded to correct previously posted data.
Seventy-one percent of the 301 manually processed journal vouchers did not have supervisory
approval.

! Theseforms are Financial Management Services Form 6653, “Undisbursed Appropriation

Account Ledger,” and Financial Management Services Form 6655, “Receipt Account Ledger.,”

2 Data calls is a term used to describe the process of requesting various offices to provide

outstanding balances as of year end.
*  Note that although Septemt30, 1997, ended the fiscal year, journal vouchers continued to be
posted througlJanuary 1998.
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Debt Collection Acts of 1982 and 1996

USAID did not implement policies and procedures to ensure. compliance with the
requirements of the Debt Collection Acts of 1982 and 1996. SpecifiUSAID did not (1)
always provide debtor with “due process rights” when demanding payment on outstanding
debts, (2) always automatically refer delinquent debts in excess of 180 days to the: United
States Treasury for the recovery of agency debts, (3) did not provide information regarding
the issuance or guarantee of credit to consumer credit reporting agencies.

Reconciliations of Budget Clearing Accounts

USAID/Washington had not reconciled balances in its budget clearing accounts as of
September 30, 1997. These balances had not been cleared tUSAID’s Office of
Financial Management, had not established and implemented wprocedures for

reconciling and clearing outstanding differences within the budget clearing accounts.
Treasury Financial Manual BulletiNo.97-06, Volume 1, requires Federal agencies to clear
out all budget clearing accountsyear-end.* Further, all amounts contained in budget
clearing accounts must be transferred to the proper account on the September 1997, Statement
of Transactions submission. As a result of the untimely reconciliation’s, the appropriation
balances for fiscal year 1997 are potentially misstated by over $29 million.” In addition,
uncleared differences distort the budget results of the United States Government in
government-wide financial statements and could aUSAID’s appropriation requests.
Furthermore, the ability to discover possible loss, fraud, or irregularities is limited if the
discrepancies are not reconciled and cleared.

Direct Loan Program

The above reconciliation problem continues to exist because the two systems used to record
and report loan activity are not integrated. In addition, adequate reconciliation’s are not
performed to ensure the accuracy and consistency of the data in both systems.

¢ When differences exist between the amounts an agency reports and the amounts recorded by

the Department of Treasury, the Department of Treasury sends a statement-Financial Management Services
Form 6652, Statement of Differences-to the agency on the disbursement and deposit transactions. If the agency
does not reconcile the differences within six months of the accomplished date, as reported on this statement, the
Department of Treasury automat&y charges the difference to the budget clearing accounts.

5 As of September 30, 199USAID/Washington had the following balances in its budget
clearing accounts: (1) Accou72F3879 (Disbursements) $150.00; (2) Accour72F3878 (Deposits)-
$43,725.00; and (3) Accoun72F3875 (Agency Suspense Account$29,846,161.
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Differences between the two system arise when financial data is processed in one system and
not in the other systemDifferences also arise when financial data is manually entered in the
systems without proper supporting documentation.

Reviews of Obligated and Unobligated Balances

USAID/Washington did not review obligated and unobligated balances as part of certifying

the account balances of appropriations in fiscal year 1997. The Office of Financial
Management did not establish procedures for conducting this review in Washington to ensure
the validity of recorded obligations in the new core accounting system. As a USAID
potentially over-obligated its appropriationgurther, the Office of Financial Management did

not have a reasonable basis to certify that the obligations were proper and that the amount of
unobligated balances or expenditures incurred were proper.

The Supplemental Appropriations Act of 1955 (Title 31 of the UnStates'Code, Section

1501) provides that no amount shall be recorded as an obligation unless it meets specified
criteria. Further statements of obligations furnished to the Congress or to any of its
committees shall include only amounts representing valid obligations. Title 31 of the United
States Code, Section 1108(c) requires that agency heads support their appropriations request
with a certification of the obligated balances. Treasury Financial Manual, Section 2-1000,
“Regulations Governing Reporting of Information Relating to Year-End Status and Closing of
Appropriation and Fund Accounts” states:

The primary responsibility for reviewing the status of its accounts rests with the
agencymanaging the appropriation or fund.Each agency, in order to properly
certify obligated and unobligated balances...must verify its own accounts at least
once a year. Accordingly, agency management should be aware that they are

. certifying that obligations are proper and that the amount of obligations or
expenditures incurred is proper.

USAID/Washington did not review the obligated and unobligated balances as part of

certifying the account balances of appropriations for fiscal year 1997. Prior to fiscal year
1997, the Office of Financial Management was responsible for recording all obligations and
deobligations into the accounting system. However, the deployment of the New Management
System requirelJSAID management to re-engineer its processes for recording obligations

and deobligations. Consequently, the Office of Procurement and other U&AID/Washington
offices were assigned the responsibility of recording obligations and deobligations in the new
accounting system.Because of this change, the Office of Financial Management did not have
the required documentation to conduct the reviews of fiscal year 1997 obligations and
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deobligations to ensure that the appropriations balances were valid. Therefore, the Office of
Financial Management needed to perforrn the role collaboratively with other
USAID/Washington offices that recorded obligations and deobligations.

Office of Financial Management officials informed us that the lack of this review caused
problems during the preparation of the year-end Closing Statement. Further, they said that
this material weakness should be addresseUSAID’s Management Control Review

. Committee.

In November 1997, the Office of Financial Management made the following certifications
regarding the obligation balances for fiscal year ending September 30, 1997:

...in each appropriation account of the agency reflect proper existing obligations
and that the expenditures from the account since the preceding review were
supported by a proper obligation of funds and otherwise meet the criteria of 31
U.S.C. 1501 (A).

SinceUSAID/Washington did not review the obligated and unobligated balances for fiscal
year 1997, the Office of Financial Management did not have a reasonable basis on which to
certify that the obligations were proper and that the amount of unobligated balances or
expenditures incurred were proper. FurttUSAID/Washington did not review the

obligations and unobligated balances for fiscal year 1998.

Letter of Credit Disbursements

USAID’s financial management staff does not properly match disbursements with the
obligating documents at the time of the transactiUSAID’s procedures for making
disbursements also do not require recipient organizations to identify the appropriate
obligation. As a resulJSAID management did not have sufficient assurance that all
disbursements made-about $1.69 billion in fiscal 1997—were authorized, propshnd
correct, and that all disbursements were accurately recorded and reported.

Title 7, Appendix Ill, Chapter 6 (Disbursements), of the General Accounting OffPolicy
and Procedures Manual for Guidance of Federal Agencies, dated May 1993, states:

The disbursements shall be supported by basic payment documents, in the form
of hard copy or machine readable source records, including purchase orders,
contracts, receiving reports, invoices, bills, statements of accounts, etc., showing
sufficient information to adequately account for the disbursements. The
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documentationshould link all supporting records and enable audit of the
transactions and settlement with the certifying or disbursing officers as required
by law.

Further, the General Accounting Office’s, Standards for Internal Controls In the Federal
Government, dated 1983, requires that transactions be promptly recorded and classified.-

USAID staff made disbursements to recipients at the organization level based on funds
availability, and may have made disbursements for obligations that had not been recorded.
We identified 13 Letter of Credit Financial Status Reports totaling $3.4 million that were not
registered in the accounting system because the obligation had not been recorded. Because
the accounting system does not facilitate tracing disbursements through liquidation, it is
unclear whether the obligations had been exceeded.

Office of Financial Management officials said that the Letter of Credit Support System does
not allowdrawdown requests to be approved for more than the available balance in the Letter
of Credit. They further said that the requirement to link the disbursement to the obligating
document “was all new information”.

Without linking the document, however, nothing prevendrawdown from exceeding the
obligation at the grant level. According to a representative of the General Accounting Office,
this problem with Letters of Credit is a government-wide problem that is currently under
review by the CFO Council. As a resuUSAID management did not have reasonable
assurance that all disbursements were authorized, proper, and correct, and that all
disbursements were accurately recorded and reported.

Letter of Credit Financial Status Reports

USAID’s account balances for governmental advances and prepayments may be-materially
overstated, and the balances for operating expenses may be materially understated. These
unreliable balances occurred because the Office of Financial Management did not track all
Letter of Credit Financial Status Reports to ensure that they are recorded. As a result,
USAID management does not have reasonable assurance that the financial statements are
complete, reliable, and consistent.
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The Cash Management and Payments Division identified a universe of 86 Letter of Credit
Financial Status Reports totaling over $26 million that had not been recorded! However, we
determined that at least 530 reports, totaling over $264 million,” also had not been fully
recorded. All of these reports required an adjustment to prevent the line items for
governmental advances and prepayments from being overstated and operating expenses from
being understated. According to officials in the Office of Financial Management, the
adjustments were made subsequent to our revieawever, because of the uncertainties

about the completeness of the universe made available to us, we are not sure of the absolute
impact on the financial statements.

The Cash Management and Payments Division could not readily identify the unrecorded
reports because it needed to implement a formal tracking system. Office of Financial
Management officials said that the recording of the reports was delayed bUSAID:
management decided in March 1997 to use the New Management System for Letter of Credit
Agreements. However, the data processed for the first half of the year could not be recorded
in the new system. As a result, the Letter of Credit team spent the second half of the year
manually posting the data processed during the first half of the fiscal year and current
transactions.

USAID management has taken corrective action to implement an informal tracking system as

a temporary solution until the Letter of Credit Support System can be replaced with a system
that provides tracking capability.

Accrued Expenditures for Advances and Prepavments

USAID’s account balances for advances and prepayments may be materially overstated and
the related expenditures may be materially understated by at least $68 million because the
Office of Financial Management did not properly accrue expenditures in accordance with
applicable Federal accounting principles.

§  The recording of these reports by financial management staff is done in three Stampfirst

stage is report registration, which has no accounting impact. The second and third stages are report approval and
certification, respectively. Both of these stages have an accounting impact.

" The 530 consists of 13 reports totaling over S3.4 million that had not been registered, approved
or certified; 465 reports totaling over $232 million had been registered, but not approved and certified; and 52
reports totaling over $29 million had been registered and approved, but not certified.
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The Statement of Federal Financial Accounting Standard No. 1, which became effective in
. Fiscal Year 1994, states:

Advances and Prepayments are reduced when goods or services are
received...Advances should be initially recorded as an asset and should be
subsequently reduced when expenses are actually incurred.

Office of Financial Management officials said that the Cash Management and Payments
Division had not been tasked or aware of the responsibility to adjust these accounts. We are
currently assisting the Cash Management and Payments Division with identifying and
establishing a methodology for accruing expenditures and adjusting advances and prepayments

processed through the Letter of Credit Support System until a compliant integrated accounting
and financial management system is established.

As a result of not adjusting the accounts, the financial statements may not be complete,
reliable, and consistent. The Office of Financial Management needs to develop and
implement a methodology to appropriately estimate the amount of expenditures against
outstanding advances and prepayments.

Reports To
Requlatory Agencies

The Office of Financial Management inconsistently reported unobligated balances to Federal
regulatory agencies and did not file quarterly reports on its budget execution during FY 1997.
The staff attributed these problems to human erieurther, the Office did not conduct

second party reviews or perform management oversight prior to submitting the reports. As a
result, USAID’s reports tcthe regulatory agencies contained errors totalling an absolute
difference of over $143 million.

The Office of Financial Management reported unobligated balances to the Department of
Treasury which were inconsistent with the unobligated balances reported to the Office of
Management and Budget for the same balances. This inconsistent reporting occurred on the
Report on Budget Execution* and the Year-End Closing Statement.’

¥ The Office of Management and Budget's Standard Form 133,” Report on Budget Execution,”

reports budgetary resources, status of budgetary resources, and relation of obligations to outlays.
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Preparation of Program
Performance Measures

USAID and its operating units did not follcUSAID policies and procedures for establishing
performance measures and performance monitoring systems because (1) the operating units
did not fully understand the policies and procedures, (2) operating units had not yet instituted
procedures to validate data reported by their partners (e.g,. private voluntary organizations or
host governments), and (USAID was still developing common indicators. To facilitate the
use of better indicators by operating units and to facilUSAID’s ability to aggregate

program results€USAID needs to complete its efforts to establish a common set of indicators.

USAID’s internal control guidance (TIPS No. 6) states:

Performance indicators are at the heart performance monitoring system-they
define the data to be collected to measure progress and enable actual results
achieved over time to be compared with planned results. Thus, they are an
indispensable management tool for making performance-based decisions about
program strategies and activities.

USAID’s policies and procedures (Automated Directive System Section E203.5.5) require
USAID and its operating units to establish systems for monitoring performance which meet
USAID standards for developing performance indicators and baseline data, managing and
documenting the process for data collection, and ensuring the quality of performance data.
USAID and its operating units shall define performance indicators for which quality data are
available at intervals consistent with management needs and that are direct, objective,
practical and one-dimensional. Quantitative performance indicators are preferred and shall be
used in most cases. If qualitative indicators are used, they must be defined to permit regular,
systematic and relatively objective judgement regarding change in the value or status of the
indicator.

USAID’s policies and procedures require that data quality be assessed as part of the process
of establishing performance indicators and choosing sources and methods for collecting data.
Also, to the extent possible, comparable data for all strategic objectives that encompass more
than one country shall be collected and reviewed regularly. The operating units’ Strategic
Plans are to include the performance indicators, targets and, to the extent possible, baseline

% The Financial Management Servic2108,"Year-End Closing Statement” is a reconciliation

tool used by an agency and the Department of Treasury to track amounts available under the various agency
appropriations at the end of the fiscal year.




APPENDIX IV
PAGE 11 OF 12

data. The “Results Review and Resources Request Reports” (Results Reports) are to report
annually the progress toward achieving the anticipated program results. The policies and
procedures further state tFtUSAID needs to ensure that information on performance and
results are used in decision-making USAID’s resource allocation.

In our March 1998 audit report on GMRA, we identified problems with common indicators.
Specifically, we recommended that Agency management establish a common set of indicators
for use by its operating units to measure progress in achilUSAID’s strategic goals and
objectives and that allow for the aggregation of program results reported by operating units.
As of February 1999, the OIG and Agency management had not reached a management
decision on this issue. This has not been the first time we have brought the issue of common
indicators toUSAID management. We had previously identified problems \USAID’s
development of common indicators in a June 1995 areport.”® The recommendation in

that report to develop plans and time frames for establishing and monitoring a set of common
indicators forUSAID strategic goal(and objectives) was closed by the Bureau of

Management based (USAID’s assertion that the common indicators would be developed by
November 1997.

Integrated Management Systenfor Reporting
Program Results and Related Funding:

USAID has not yet developed and maintained an integrated system for reporting program
results and related funding. The lack of a compliant integrated accounting and financial
management system inhibilUSAID’s ability to relate (1) obligations and expenditures to
USAID’s overall strategic goals and objectives, and in support of each operating unit's
strategic objective and intermediate results; and (2) program results to budget components
included in its financial statements. This in turn imp{USAID’s ability to manage for

results and to report results in relation to funding.

Annual Reports
on Program Results

USAID has not designed and implemented effective policies and procedures to USAID:

to comply with the Office of Management and Budget’'s current and future requirements for
reporting program results under the Government Management and Reform Act of 1994. This
occurred because (USAID has not emphasized to its operating units the importance of
reporting on a fiscal year basis and has not ensured that the results reported occurred during

10

June 30, 1995).

Audit onUSAID’s Systems for Measuring Program Results (Audit Report No. 1-000-95-006,
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that period, and (2) the Chief Financial Officer did not fulfill all his requirements uhder
Chief Financial Officers Act of 1990 to maintain an integrated agency accounting and
financial management system which includes financial reporting and internal controls for the
systematic measurement of performance.

We reported in Marcl1997" serious problems with the program results identified in the
overview section oUSAID’s consolidated financial statements and the Annual Performance
Report for fiscal year 1996. Neither of these reports provided a clear and concise description
of USAID’s 1996 accomplishments compared to what was anticipated; but, instead the reports
contained mostly information from earlier years. Both reports also reported high-level results
that were difficult, if not impossible, to attribute USAID’s activities.

1 Second Survey Report USAID’s Implementation of the Government Performance Act of

1993 (Audit Report No. 9-000-97-002-S, March 31, 1997)
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STATUS OF UNCORRECTED FINDINGS AND
RECOMMENDATIONS FROM PRIOR AUDITS
THAT AFFECT THE CURRENT AUDIT
. OBJECTIVES

Office of Management and Budget Circuldip. A-50 states that a management decision on audit
recommendations shall be made within a maximum of six months after issuance of a final report.
Corrective action should proceed as rapidly as possible. The follcaudit recommendations
directed taUSAID remain uncorrected and final actions have not been completed at the time of
this report.

Audit of the Fiscal Year1994 Annual Financial Statement
for USAID’s Housing Guaranty Program Under the CFO Act
Audit Report No. O-000-95-037 June 30, 1995

Recommendation No. 1: We recommend that thUSAID Chief Financial Officer fully
develop and implement adequate claims and receivable controls which address the concerns
raised in the FY 1994 Deloitte aiTouche audit report.

Recommendation is pending final action USAID.

Audit of USAID’s Miscellaneous U. S. Dollar Trust Funds Financial
Statements for the Years Ending September 30, 1995 and 1994 -
Audit Report No. O-000-96-013 April 1, 1996

Recommendation No. 1: We recommend thaUSAID’s Chief Financial Officer establish
procedures to assure that receipts, expenditures and balances of the U.S. Dollar Advances from

Foreign Governments Trust Fund are periodically verified with the participating host
governments

Recommendation is pending final action USAID.
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Audit of USAID’s Direct Loan Program Financial
Statements for the Year Ending September 30, 1995,
Audit Report No. 0-000-96-017 July 1, 1996

Recommendation No. 1: We recommend that Direct Loan Program Division Chief:

1.1 Establish detailed policies and procedures which provide adequate guidance to Direct Loan
Program employees to properly execute day-to-day transactions;

1.2  Train Direct Loan Program Personnel to properly execute day-to-day transactions;
1.3 Reconcile applicable subsidiary ledger balances to the general ledger; and

1.4  Establish internal controls, with the proper segregation of duties and checks and balances
that will ensure, to a higher level, that transactions are properly recorded.

Recommendation is pending final action USAID.

Reports onUSAID’s Financial Statements, Internal
Controls, and Compliance for Fiscal Year 1996
Audit Report No. 0-000-97-001-C February 24, 1997

Recommendation No. 1: We recommend théUSAID’s Chief Financial Officer:

1.1 Develop and implement procedures to ensure that journal vouchers for the general ledger
are properly prepared by accountistaff and reviewed by supervisors;

1.2 Require that journal vouchers be adequately supported prior to entering the financial data
into the general ledger; and

1.3  Provide adequate supervision to ensure that all adjusting entries entered into the general
ledger system are supported and authorized.

Recommendation is pending final action USAID.

Recommendation No. 2: We recommend thédUSAID’s Chief Financial Officer:

2.1 Identify and reconcile all suspended and unapplied balances;

2.2  Develop and implement detailed written procedures, which provide adequate guidance to
the financial management staff for properly recording transactions as they occur;
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2.3  Develop and implement detailed written procedures to ensure that personnel perform
timely reconciliation’s and the identified differences are resolved;

2.4  Provide qualified and continuous supervision to ensure that personnel properly perform
reconciliation; and

2.5 Require documentation of the second party reviews to ensure that personnel properly
perform reconciliation and resolve the differences.

Recommendation is pending final action USAID.

Recommendation No. 3: We recommend théUSAID’s Chief Financial Officer:

3.1 Establish an internal committee within the Financial Management Division responsible
for ensuring that applicable accounting standards and Office of Management and Budget
requirements are properly implemented,; g

3.2 Develop written procedures and methodologies which are in compliance with the
applicable standards established as required by the committee mentioned above;

Recommendation is pending final action USAID.
3.3 Investigate and resolve the apparent over-expended obligations; and

Recommendation is pending a management decisicUSAID.

REPORTS ONUSAID’S FINANCIAL STATEMENTS,
INTERNAL CONTROLS, AND COMPLIANCE

FOR FISCAL YEARS 1997 AND 1996

Audit Report No. 0-000-98-001-F March 2, 1998

Recommendation No. 1:  UntUSAID implements a compliant accounting and financial
management system, we recommend that the Chief Financial Officer ensure that the account
balances for appropriations are reviewed for validity at least annually to properly certify obligated
and unobligated balances pursuant to Title 31 of the United States Code, 1108(c).

Recommendation is pending final action USAID.
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Recommendation No. 2: Until USAID implements a compliant accounting and financial
management system, we recommend that the Chief Financial Officer implement a tracking system

for Letter of Credit Financial Status Reports and ensure that all transactions are promptly
recorded.

Recommendation is pending final action USAID.

Recommendation No.3:  Until USAID implements a compliant accounting and financial
management system, we recommend that the Chief Financial Officer develop and implement a
methodology to accrue expenditures and adjust outstanding advances and prepayments to ensure

that the financial statements are not materially overstated.

Recommendation is pending a management decisicUSAID.

Recommendation No. 4: We recommend that the Chief Financial Officer require that figures
be adequately supported by the general ledger before transmission to the regulatory agencies.

Recommendation is pending final action USAID.

Recommendation No. 5: We recommend that the Assistant Administrator/Bureau for Policy
and Program Coordination establish a common set of indicators for use by operating units to
measure progress in achieviUSAID’s strategicgoals and objectives and that allow for the
aggregation of program results reported by operating units.

Recommendation is pending a management decisicUSAID.

Recommendation No. 6: We recommend that the Chief Financial Officer develop plans and
time frames folUSAID’s accounting, and financial management system to permit, tracking of
obligations and expenditures accordindUSAID’s overall strategic goals and objectives and in
support of each operatinpit’'s strategic objective and intermediate results.

Recommendation is pending final action USAID.

Recommendation No. 7: We recommend theéUSAID:

7.1 Establish procedures to ensure (1) operating units report results for the year ended
September 30 and (2) results reported in the’overview sectiUSAID’s financial statements

and Annual Performance Report be clearly shown as achievements for that year; and
Recommendation is pending a management decisicUSAID.

Recommendation No. 8:We recommend that the Chief Financial Officer:
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8.1 Implement a comprehensive policy that witicorporate an automatiassessment of
interest charges against all delinquent receivables, and that these assessments be actively
monitored for managerial and statutory reporting purposes; and

Recommendation is pending final action USAID.

Recommendation No. 9: We recommend that the Chief Financial Officer develop and
implement policies and procedures to ensure adherence to the requirements of the Debt Collection
Act of 1982 ancthe Debt Collection Improvement Act of 1996. These policies and procedures
should at a minimum ensure that:

9.1  All billing offices incorporate due process rights into demands for payment;

9.2  All delinquencies in excess of 180 days are identified in a timely manner, and referred
to the United States Treasury; and

9.3  The issuance or guarantee of consumer credit is reported to consumer credit reporting
agencies.

Recommendation is pending final action USAID.

Interim Audit Report of Acordia Healthcare Solutions, Inc.,
Excess Federal Cash Being Held Contract No. FAO-C-00-93-00012-00;
Audit Report No. 0-000-98-002-F March 26, 1998

Recommendation No. 3: We recommended th{SAID’s Office of Financial Management
return all the funds recovered from the Acordia Healthcare Solutions, Inc. contract to the U.S.
Treasury when it has determined that these funds are no longer needed for claim payments.

Recommendation is pending a management decisioUSAID.

Review and Certification of Unliquidated Obligations
for Project and Non-Project Assistance,
Audit Report No. 9-000-98-003-F March 27, 1998

Recommendation No. 3: We recommend that the Bureau for Management develop a training
course and/or training videoto be provided to appropriate staff, describing roles and
responsibilities for reviewing unliquidated obligations.

Recommendation is pending a management decisicUSAID.
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Audit of USAID/Washington’s Review and Certification of
Unliquidated Obligations for Project and Non-Project Assistance
Audit Report No. 9-000-98-004-F March 30, 1998

Recommendation No. 3: We recommend that:

3.2  the Office of Financial Management, Bureau for Management,USAID/Washington
efforts to review and deobligate the balances described in Appendix V of this report.

Recommendation is pending final action USAID.

Audit of USAID/Washington’s Review and Certification
of Funds Obligated for Operating Expenses

Audit Report No. A-000-97-001-P February 7, 1997

Recommendation No. 1:  We recommend theM/FM/CONT:

1.2 ensure adequate staffing and supervision for the Section 13 11 review process in Bureau
for Management Operating Branch and Loan Management Division: and

1.3  ensure that Bureau for Management Accounting Division completemahagement

control and risk assessment of the Operating Expense Branch and takes action to correct any
deficiencies noted.

Recommendation is pending final action USAID.

Audit of USAID’s Assessment of the Year 2000 Problem
Audit Report No. A-000-98-006-P

Recommendation No. 1: We recommend that the Administrator clarify the assignment of
responsibility to implement an effective Year 2000 compliance program and provide the
responsible official with adequate authority and resources to complete the program.

Recommendation is pending final action USAID.

Recommendation No. 2:  We recommend that the responsible official for the Year 2000
compliance program direUSAID Bureaus and Missions to develop and test contingency plans

to ensure continuity of operations in the event of disruptions to systems from Year 2000
problems.

Recommendation is pending final action USAID.
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Audit of Post Transaction Review Activities Under the
Commodity Import Program
Audit Report No. A-000-98-007-P

Recommendation No. 1:We recommend that the Assistant Administrator, Burdau
Management, develop a cost-effective approach to perform post transaction reviews through a
systematic selection of transactions to be reviewed.

Recommendation is pending a management decisicUSAID.

Recommendation No. 2: In order to ensure that no one individual controls or appears to
control all key aspects of a single transaction, we recommend that the Assistant Administrator,
Bureau forManagement increase management supervision regarding the separation of duties.

]

Recommendation is pending a management decisicUSAID.

Recommendation No. 3: We recommend that the Assistant Administrator, Bureau for
Management establish documentation requirements that provide sufficient information about
transactions including such things as the overpayment discovery date, a detailed computation of
the overpayment, supplier contact date and disposition, check copies, and supporting financial
documentation for funds owed USAID.

Recommendation is pending a management decisicUSAID.

Recommendation No. 4: We recommend that the Assistant Administrator, Bureau for
Management:

4.1  strengthen internal controls by specifying procedures and responsibilities for recording
identified overpayments and the receipt of voluntary refunds.

4.2 make a final management decision on all outstanding overpayments identified, including
the $2.3 million noted in this report.

4.3  establish procedures to account for negotiated voluntary refunds.

Recommendation is pending a management decisicUSAID.
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LISTING OF PERFORMANCE
MEASUREMENT-RELATED AUDIT
REPORTS AND DOCUMENTS

Audit Reports by the USAID Office of Inspector General .

Audit Report onUSAID’s Systems for Measuring Program Results (Audit Report No. 1-000-
95-006, June 30, 1995) '

Second Survey Report USAID’s Implementation of the Government Performance and
Results Act of 1993 (Audit Report No. 9-000-97-002-S, March 31, 1997)

Audit of USAID’s Status in_Implementing the Government Performance and Results Act of
1993 (Audit ReporNo.9-000-97-003-P, September 30, 1997)

Reports orUSAID’s Financial Statements. Internal Controls. and Compliance for Fiscal Years
1997 and 1996 (Audit Report No. 0-000-98-001-F. March 2, 1998)

Agency-wide Audit of Civil Society, Natural Resources Management, and Biodiversity
Activities by USAID Missions in Support of thAgency’s Actions to Implement the

Government Performancand Results Act (Audit Report No. 9-000-98-001-P, March 26,
1998)

Audit of the Status oUSAID’s Implementation of the Government Performance and Results
Act of 1993 (Audit ReporNo0.9-000-98-005-P, September 30, 1998)

OIG audit reports pertaining to the quality of results reporteUSAID operating units’
Results Review and Resource Request (R4) reports prepared in 1997

Audit of the Quality of Results Reported for the Republic of GeorgUSAID/Caucasus’
Results Review and Resource RequR4) Report Prepared in 1997 (Audit Report MB-.
114-98-005-P, August 26, 1998)
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Audit of the Quality of Results Reported USAID/Regional Center for Southern Africa
(RCSA)’s Results Review and Resource Reg(R4) ReportPrepared in 1997 (Audit Report
No. 4-690-98-004-P, Augug8, 1998)

Audit of the Quality of Results Reported in the Bureau for Humanitarian Response’s Office
of Food for Peace Results Review and Resource Re(R4sReport Prepared in 1997 (Audit
Report No. 9-000-98-003-FSeptember 3, 1998)

Audit of the Quality of Results Reported USAID/India’s Results Review and Resource

Request(R4) Report Prepared in 1997 (Audit RepNo. B-386-98-006-P, September 3,
1998)

Audit of the Quality of Results Reported USAID/El Salvador’s Results Review and

Resource Reque(R4) Report Prepared in 1997 (Audit Report No. 1- 519 98-003-P,
September 10, 1998)

Audit of the Quality of Results Data PresentedJSAID/Guinea’s Results Review and

Resource Reque(R4) Report Prepared in 1997 (Audit Report No. 7-675-98-003-P,
September 24, 1998)

Audit of the Quality of Results Data PresentedJSAID/Nigeria’s Results Review and
Resource Reque(R4) Report Prepared in 1997 (Audit Report No. 7-620-98-004-P,
September 24, 1998)

Audit of the Quality of Results Reported in the Global Bureau's Center for Human Capacity
Development Results Review and Resource RedR4)tReport Prepared in 1997 (Audit
Report No. 9-000-99-001-P, October 5, 1998)

Audit of the Quality of Results Reported in the Bureau for Humanitarian Response’s Office
of American Schools and Hospitals Abroad Results Review and Resource KR4)est
Report Prepared in 1997 (Audit Report No. 9-000-99-002-P, October 7, 1998)

Audit of the Quality of Results Reported USAID/Bangladesh’s Results Review and

Resource Reque(R4) Report Prepared in 1997 (Audit Report Ni8388-99-001-P, October
8, 1998)

Audit of the Quality of Results Reported USAID/Mexico’s Results Review and Resource
Reguest(R4) Report Prepared in 1997 (Audit Report N-523-99-001-P, October 13, 1998)

Audit of the Quality of Results Reported USAID/Ecuador’s Results Review and Resource
Requesi(R4) Report Prepared in 1997 (Audit Report So. 1-518-99-002-P, October 13, 1998)
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+ Resource Reque(R4) Report Prepared in 1997 (Audit Report No. 4-687-99-001-P, October
26, 1998)

Audit of the Quality of Results Data Presente(USAID/Senegal’s Results Review and

Resource Reque(R4) Report Prepared in 1997 (Audit Report No. 7-685-99-001-P, October
28, 1998)

Audit of the Quality of Results Reported USAID/Colombia’s Results Review and Resource
Requesi(R4) Report Prepared in 1997 (Audit Report No. 1-514-99-003-P, October 30, 1998)

Audit of the Qualitv of Results Reported USAID/Zimbabwe’s Results Review and
Resource Reqgue(R4) Report Prepared in 1997 (Audit Report No. 4-613-99-002-P,
November 10, 1998)

Audit of the Quality of Results Reported in USAID/Haiti's Results Review and Resource
Reguesi(R4) Report Prepared in 1997 (Audit Report No. 1-521-99-004-P, November 30,
1998)

Audit of the Quality of Results Reportéy the Africa Bureau’s Office of Sustainable
Development in its Results Review and Resource Request Report Prepared in 1997 (Audit
Report No. 9-000-99-003-P, December 17, 1998)

Audit of the Quality of Results Reported USAID Operating Units’ Results Review and
Resource Reque(R4) Reports Prepared in 1997 (Audit Report No. 9-000-99-006-P,
scheduled to be issued in March 1999)
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Audit Reports by the General Accounting Office

The Results Act: Observations USAID’s Fiscal Year 1999 Annual Performance Plan
(GAO/NSIAD-98-194R, June 25, 1998)

Managing for Results: Agencies’ Annual Performance Plans Can Help Address Strategic
Planning: Challenge(GAO/GGD-98-44, January 1998)




