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FROM THE AMERICAN PEOPLE

TRANSMITTED VIA EMAIL

Re:  FOIA Request No. F-00230-16
Final Response

The United States Agency for International Development (USAID) regrets the delay in
responding to your Freedom of Information Act (FOIA) request. Unfortunately, USAID is
experiencing a backlog of FOIA requests. Please know that USAID management is very
committed to providing responses to FOIA requests and remedying the FOIA backlog.

This is the final response to your May 24, 2016 FOIA request to the USAID. You
requested a copy of the following eight (8) OIG Audits: Audit of the Effectiveness of
USAID/South Africa’s Award Closeout and Contractor Performance Evaluation Programs;
Follow-up of Recommendation No. 2, Audit of USAID/Russia’s Monitoring of American
International Health Alliance’s Performance (Report No. B-118-03-002-P); Audit of
USAID/Mali’s Self-Help Program; Audit of USAID-Financed Basic Education Program in
Benin; Audit of USAID-Financed Alternative Development Activities in Peru; USAID’s
Accrued Expenditures, Accounts Payable, and Related Internal Controls (FY 2000); Quick
Response Audit of Liquidation of Expenditures under Grant No. 649-0141-G-00-4002-00 and
USAID/West Bank and Gaza’s Implementation of the Federal Manager’s Financial Integrity Act.

For your information, Congress excluded three (3) discrete categories of law enforcement
and national security records from the FOIA. See 5 U.S.C. § 552(c) (2006 & Supp. IV (2010)).
This response is limited to those records that are subject to the requirements of the FOIA. This is
a standard notification that is given to all of our requesters and should not be construed as an
indication that excluded records do, or do not, exist.

USAID conducted a comprehensive search of the Office of Inspector General (OIG) for
documents responsive to your request. The search produced a total of 145 pages. Of those
pages, we have determined that 145 pages of the records are releasable in their entirety.




If you require any further assistance or would like to discuss any aspect of your request,
you may contact Ms. Makeda Weeks-Titus, the assigned FOIA Specialist by phone on (202)
216-3248 or at mweekstitus@usaid.gov. You may also contact USAID’s FOIA Public Liaison,
Lynn P. Winston, at foia@usaid.gov.

Additionally, you may contact the Office of Government Information Services (OGIS) at
the National Archives and Records Administration to inquire about the FOIA mediation services
offered:

Office of Government Information Services

National Records and Archives Administration

8601 Adelphi Road-OGIS

College Park, Maryland 20740-6001

E-mail: ogis@nara.gov

Telephone: (202) 741-5770; toll free at 1-877-684-6448
Fax (202) 741-5769

You have the right to appeal this final response. Your appeal must be received by
USAID no later than 90 days from the date of this letter. In order for it to be considered an
official appeal, please address and send directly to the FOIA Appeal Officer:

Director, Office of Management Services
U.S. Agency for International Development
1300 Pennsylvania Avenue, NW

Ronald Reagan Building, Room 2.12.010
Washington, DC 20523

If you wish to fax your appeal, the fax number is (202) 216-3369. Both the appeal and envelope
should be marked “FOIA APPEAL.” Please include your tracking number F-00230-16 in your
letter.

There is no charge for this FOIA request. As this concludes the processing of your
request, it will be closed.



Thank you for your interest in USAID and continued patience.

Sincerely,

FOIA Officer/Agency Records Officer
Bureau for Management

Office of Management Services
Information and Records Division

Enclosures: Responsive Records (145 pages)
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FROM: IG/AFA, Alvin A, Brown

SUBJECT:  Independent Auditar’s Report on USAID’s Accrued Expenditures, Accounts
Payable, and Related Iierpal Controls for Fiscal Year 2000.
Report No. 0-000-01-004-F

This memaorandum audit report is our regport on the U.S. Agency for International
Development’s (USAID]) acerued expenditures, accounts payable, and related internal
controls, The report is part of cur audit of USATID's congolidated financial statements which
is required by the Government Management and Reform Act of 1994, This reportis oncina
series of reports that communicate the resnlts of our audits conducted on the seleated line
items reported in USAID’s Fiscal Year 2000 Balance Sheet.

This report pravides the results of our audit work performed to determing whether USAID
properly calculuted and reported its acetued expenditures and accounts payable to permit the
preparation of teliable financial statements as of September 30, 2000, We wete unable to
determine whether USAID properly calculated and reported accrued expenditures and
accounts payable to permat the preparation of reliable financial statements as of September
30, 2000. USAID changed its methodology for caleulating and reporting accraed
expenditures and related accounts payable and took action to improve its policies and
procedures and the quality of the financial dala recorded in the system. As result of the new
methadology, USAID made material vear-end adjustments to reverse the incorrect acerual
caleulations performed by the NMS and to recond the accrual estimates derived from the
application of the new accrual methodelogy, Diue to time constraints, we were unable to
evaluate the new methodology and determine the reliability of the balances reported.

Accordingly, the OIG is not expressing an opinion nor making any recommendations in this
report. Instcad, we will review USAID s new methodology and the implomentation of its
revised policies and procedures during our audit of USATDYs fiscal year 2001 consolidated
financial siaternents, See Appendix 11 for USAID Management’s cormmsnts,

[ would like to express my sincerest appreciation for the courtesies extended by your staff to
the anditors aver the past year.

L300 PERNGVIEASIA AVESTE, S
WohalinGLon, 140, 20523
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BACKGROUND

USAID was created in 1961 to advance the United States’ forcign policy interests by
promoting broad-bascd sustainable development and providing humanitarian assistance,
USAID has an overseas presence in 70 countries; 42 of which have [ully operational and
formal USAID missions.

Accounts payable systems for USAID consist of transactions and procedures associated with
identifying, assembling, ¢lassifying, and recording transactions to report grants, contracts,
and progrant and operating expenditures. The accounts payable line itern on a balance sheet
is established to record an entity’s liability for goods and services reccived or work
completed by a contractor for which payment has not been made.

In prior years we reported:

In fiscal year 1997, USAID did not provide the QIG with USATDYWashington’s accrued
expenditure methodology until after the conipletion of our fieldwork. Therefore, the OIG
did not have an adequarte opportunity to teview and test the methodology used.

In our fiscal year 1998 audit report, the OIG reported that USAID/Washington’s acerued
expendilure methodology did not comply with the standards established by the Federal
Accounting Standards Advisory Board (FASAB). USAID did not properly caleulate and
report it's accrued expenditures and related accounts payable, USAID’s methodology for
calculating accounts payable at USAID/Washington was based on the scheduled
completion date and the unliquidaled obligation balance. In accordance with USAID 5
Office of Financial Management policy, these accounts payable were not accurately
calculated at fiscal ycarend. Accounts payable were recorded against dormant
obligations with no activity during the prior 365 days or more. This material weakness
impacied USAID's ability 1o prepare auditable financial statements.

In fiscal year 1999, the O1G reported that the Office of Financial Management did not
make any changes in its methodology for calculating acerued expenditures
USAID/Washington. Therefore, USAID s accrued expenditures and agconnts payable
were not properly caleulated and reported to permit the preparation of reliable financial
statements as of September 30, 1999, The OIG provided USAID with adjustments
totaling about $1.7 billion.'

: Adjustments were noted in Report No, 3-000-00-004-F, issved Febrary 9, 2000,

]
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* As cxplained above, in previous years the OIG could not express an opinion on USAID’s
financial statements because our andit was impaired. Our audits of those years indicated
that USAID s poorly functioning linaneial, accounting systems and other previously
reported material internal control weaknesses caused this unpairment. For those vears,
the QIG concluded that these deficiencies in USAID's accounting and financial
management systems’ created consequential risks that the financial statements could
comain material nasstatements, The amount of substantive wsling required o express an
apinion on the fairness of the presentation of TUSAID s financial statements would have
been prohibitive and unattainable by the statutory deadline of March 1, for submitting the
audited financial statecments to the Officc of Management and Budget (OMB) for those
vears, Accordingly, the OIG did not express an opinion on the Taimess of the financial
stalements.

As a result of problems noted in prior year andits, the OIG, in agreement with USAID,
decided 1o focus our fiscal year 2000 audit eflorts oo the matenial line items on its balance
sheet.

AUDIT OBJECTIVE

This audit was performed 10 support the fiscal year 2000 Government Management and
Reform Act (GMRAY audit of USAID s consolidated financial statements, For fiscal ycar
2000, the OIG agreed with USAID management to concentrate our audit cfforts on sclected
major balance sheet items. Accordingly, the following 15 the objective of this audit:

Were USAID’s Accrued Expenditures and Accounts Payable Properly Calculated And
Reported to Permit the Preparation of Reliable Financial Statements as of
September 30, 20007

Sce Appendix 1 for a discussion of the scope and methodology for the audit.

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

According w OMB Circulur A-<127 and the Chief Finaocial Officers’ Act, a financial
mapagement system includes supporting systems that contain the information needed to carry ourt financial
ninagement functions, manuage financial (Jperatinns, and report financial status information. The systems
provide the information managers need to (1) carey oot thelr fiduciary responsibilites; (2) deter friad, waste,
and abuse; and (3} relate finuncial consequences 1 agency program performance. Thus, in addition 1o basic
acgounting functions, USAID's financial management systerm includes supporting systerns that perform
performance measurement, budget, and procurement functions,

4 of 145



AUDIT FINDINGS

Were USAID’s Acoarued Expenditures and Accounts Payvable Properly Calculated And
Reported to Permit the Preparation of Reliable Financial Statements as of
September 30, 2000?

We were unable to determing whether USATD properly calculated and reported accrued
cxpenditures and accounts payable to permit the preparation of reliable financial statements
as of September 30, 2000, Initially, USAILY s plan was to use a statistical model (o caleulate
accrued expenditures and related accounts payable for its Washingtlon activiies based on
obligations recorded in the New Management System (NMS). However, USAID officials
abandoncd the planned process because of uncertaintics about the accuracy of the scheduled
completion dates for the contracts recorded in NMS. On December 12, 2000, USAID
officials informed us that a new methodology was used to calculate accrued expenditures and
rclated accounts payable, which resulted in an adjustment in cxcess of $1.9 billion to this linc
item, Subsequently, on December 20, 2000, USAID officials informed us that this
methodology was modified and an additional adjustment of $300 million was recorded, [or a
total adjustment ol about 2.3 billion, The adjustments were necessary 10 reverse the
incorrect accrual caleulations performed by the NMS and to record the acerual estimates
derived from the application of the new acerual metbodology. The amount of substantive
testing needed 10 evaluate the new methodelogy and deternine the reasonableness of the
adjustments would have been prohibitive and unattainable by the statutory deadline [or
submitting the audited financial statcments to the Office of Management and Budget.
Accordingly, we were nnable to determine the reliability of the balances reported for accrued
expenditures and related accounts pavable,

We Could Not Determine Whether USAID’s
Methodology for Calcolating Accruoed
Expenditures And Accounts

Puvable Met FASAB Standards

The basic accounting principle for caleulating accrued expenditures and recording accounts
payable at the end of an accounting period 15 Lo ensure that lederal entities record
cxpenditures in the appropriate accounting period and match those expenditures with
revenues of that period. The Financial Accounting Standards Advisory Board (FASABY'
does not believe that recognizing a liability prior 1o actual receipt or constructive receipl of
goods or services should be adopied as a linancial accounting standard.

; On October 19, 1999 the ALCPA officially designated FASAR as GAAP,

4
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The Statement of Federal Financial Accounting Standards No. 1| paragraph 77, provides that:

When an entity accepts title to goods, whether the goods are delivered or in-transif,
the entity should recognize a liability for the unpaid amount of the goods. If invoices
or those goods are not avaifable when financial statements are prepared, the amounts
owed should be estimated.

We were unable to determine whether USAID’s methodology for calenlating acerucd
cxpenditures and accounts payable for its Washington activitics complied with the genceally
accepted accounting prineiples. Under USAID's planned statistical methodology for
calculating its accrued expenditlures and accounts payable, the estimates calculated [or
Washington would not be supported by actual or constructive receipt of goods and services,

Under its new methodology, the Oflice of Financial Management performed a rend analysis
of the accounts payable calculated and reported during fiscal years 1997 through 1999 and
the disburserments for the subsequent accounting perieds to cstablish its accounts payable
balance for fiscal year 2000, As a result of the new methodology, for fiscal ycar 2000,
USAID made an adjustment in excess of $2.3 billiorn—approximately 88 percent’ of the
accrued expenditure amount initially calculated by NMS—t0 more accuratcly report acerucd
cxpenditures and accounts payable balances in its financial statements, Due to time
constraints, we were unable 1o evaluate the new methodology and the reasonableness of the
adjustments.

We noted scveral deficiencics with LISATD’s obligation balances maintained in NMS that
would have been used by USAID in its previous methodology for calculating acerued
expenditures and related accounts payable, See Appendix III for additional details.

The OIG will review USAID’s new methodology in the future to determine whether it
coniplies with generally accepted accounting principles and whether it reduces audit risk
associated with this line iten1, Therefore, the OIG makes no recommendations for liscal year
2000.

USAID Took Action To
Improve Its Policies and Procedures

USAID took action to improve its policics and procedures and the quality of the financial
data recorded in NMS, In prior years, we reported that USAID's unliquidated balances were
not routinely reviewed and were not reliable for caleulating acerued expenditures and
accounts payable. USAID's financial managers agreed that system-gencrated information
bascd on scheduled completion dates was not consistently reliable.

! $2.2 billion of the $2.6 billion {approximately 88 percent) caleulated for USATIYWashington

aceraed expenditures and agcounts payable,
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During fiscal year 2000 USAID:

¢ Implemented a project o review and deobligate those unnecessary unliguidated
obligations established during Nscal year 1999 and prior periods. As a resalt, USAID
deobligated over 1,200 obligations totaling about $126 million and revised its policics

and procedures for performing periodic 1311 revicws
* Provided obligation management training to financial management personnel, and

¢ Revised its Automated Directive Svstem, Chapter 621, “Obligations™ on September 11,
2000. This Automated Directive System policy requires assistant administrators and
mission directors to certify that these procedures are being followed as a part of their
annual budgel submission.

The OIG will review USAID’s implementation of these actions during our audit of USAID’s
fiscal ycar 2001 censolidated financial statement.

MANAGEMENT COMMENTS AND OUR EVALUATION

USAID’s management, in gencral, agrees with the findings made in our report. The CFO
explained that the $2.3 billion adjustment made to the general ledger accounts was necessary
to reverse the incorrect accrual estimates performed by the New Management System (NMS)
and 1o record the accrual estimates derived from the application of the newly implemented
accrual methodology. USAID’s management has proposed a new accrual methodology
under the new accounting system, PHOENIX, which was placed in operation in December
2000, The OIG 15 pleased that management has taken steps o improve 1he agencies accrual
cstimaies with the implementation of the trend analysis methedology used in FY 2000,

We look [orward to working with management in reviewing this methodology during the FY
2001 audit of USAID's accrual estimates.

3

131 T-reviews are periodic reviews of USATD unliquidated obligation balances that provide
for effective fund management by financial managars,
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Appendix 1
Page 1 of 2

SCOPE AND METHODOLOGY

SCOPE

For fiscal year 2000, the USAID Office ol Inspector Creneral (OIG) agreed with the Office of
Financial Management to concentrate audit cfforts on the selected major balance sheet items
as was done in fiscal year 1999, Accordingly, the scope of this andit was limited to the
review of USAIDs acerued expenditures and accounts payable balances as of September 30,
2000, Therelore, this report does not contain an opinion about the faimess of the stalements
taken as a whole.

We did not conduct our audit in accordance with generally acceptled government auditing
standards because our scope was impaired.

QOur primary focus was accrucd cxpenditures and related aceounts payable calculated for and
reported for USAID/Washington by the New Management System (NMS). USAID reported
$3.4 billion on the balance sheet for accounts payable for liscal vear 2000, The accrued
cxpenditures reviewed by the OIG accounted for approximately 78 percent” of accounts
pavable.

Due o the linited scope of this audit, internal control testing was limited to those controls
used to caleulate and report the accounts payable for USAID/Washington.,

USAID had no laws and regulations that were material to the caleulaton and reporting of
accounts payable, Therefore, we did not conduct any compliance revicws,

b Accrued expenditures reviewed divided by reperted aceounts payable us of Septermber 30,

2000 ($2.6 /3.4 killion)
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Appendix 1
Page 2 of 2

METHODOLOGY

In accomplishing our audit objective, we reviewed the accrued expenses and accounts
payable calculated and reported for USAID/Washington.

Specifically we:

o

Obtaincd an understanding of USAID’s procedures and processes for calculating
accrued cxpenses and accounts payable.

Assessed the risks associated with accrued expenditures and accounts payable
calculated by the New Management System (NMS).

Extracted the relevant linancial data from NMS after USAID calculated and reported
accrued expendilures and accounts payable at September 30, 2000, From this data,
we performed analyses of USAID’s calculations of acerned expenditures and
accounts payable against:

1) Obligations for grants;

2) Obligations with no activity or minimal activity since the
migration of financial data from the old Financial Accounting and
Control System (FACS);

3) Obligations with no activity from the datc they were recorded,

4) Obligations that were 365 days or more past their scheduled
completion date;

5) Obligations that were recorded before the actual constructive receipt of
goods or services.

Reviewed USAID’s internal controls {or reporting accounts payable on its fiscal year
2000 balance sheet.

Obtained an understanding of USAID’s internal controls with respect to
compliance with USAID s policies and aceounting standards and regulations,
applicable to the accounts payable cycle.

A materiality threshold of 3 percent was used. Based on USAILY s 1999 Net Cost of

Operations, any amount over $3 14 million was considered material and included in
our review of the USAID 200() financial statements,
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Appendix 11
Page 1 of 2

USAID MANAGEMENT COMMENTS

L5 AGENCY FoHk
[NTERNATIONAL

DEVELOFMENT Februatry L, 2001
MEMORANDUM
TO: IG/A/FA, Alvin A. Brown .
FROM: ORG, Michael T. Smokowvich

SURBJECT:  Audit of USALDR & Accroued hxpendiiure, Accounls
Bayvahle, and Holated Internal Controls for Flscal
Yaar 2000

We have reviewsd the draft report on yeur aodit of the
Agenuy’ s expense accrual eztimates, acocounts pavable and
related internal comtrels for ¥Y 2000 and generally agree
with your findings. As regards the $2.3 killion in
adjusting entries to the standard gereral ledgsv sceounts,
it shonld he noted that they were necessary o reverse the
incarrcot accreal ealeulaviens performed by the New
Managomonl, System and Lo record the accrual estimates
derived from the application of the new accrual
methodalogy., This olarification would help users of the
staterents and your report te fully understand the nature
of the adjusting entries.

Wa look forward to werking clesely with you on Lhe
andit of ~“he accrunal estimates for FY 2001. As you know,
the Ageacy long range plan s Lo have progJram mNanagers
estimate avcorued gxpenditures at the obligation dodument
lovel and record these estimates into the core accounting
system (Phoanix} on a guarterly basis, However, for the
Tirst year of Fhosnix oparation wa will not be able to
implement this methodolegy. Therefore, we plan to use a
trend analysis agaln in BY 2001 te estimate the aoorucd
expanditures at year-end. Hopafully our respeective staffs
will be able to meeb sheortly after we [inalize the FY 2000
Accountability Report to plan for the FY 2001 audit and to
digeuss the acerual methodology in particulaxr.

1300 PENNSYLVANIA AVEMUE, NW.
WALIING CON, 1L, 285203
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Appendix 11
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I would Like teo thank you and your staff for the
professtonal and cooperative manner in which the audit wae
conducted.

Gor MACFD, 3. Owens
M/CFG, T. Cully
M/MPL, 5. Malong-Gilmer
M/FM, D. Ostermeyer
M/AFM/CAR, T. Vapniarek
M/FM/CAR, E. White
MAFM/ A, J. Swan
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Schedule of

uestionable Accruned Expenditures Based NMS Obligation Balances:

Appendix 111
Page 1 of 2

Unliguidated Amount Questione

Category Documents Balance Accrued Amount {Adjustment}
Grant Obligations’ 2038 | S2414.368 808 34 | $1,844,784,040.14 $1,844,784,040. 1 4
Aclive Services ] AR51.207.18 4,841,223.07 3980,796.41
Refunds/Recoveries a7 1,520,398 .98 1,520,598,98 1,520 598,98
[ Mo Recent Activity s 25.000.858.62 24,766,992 38 24,790,992.38
Minimal Activity/FACS 151 12 704.,630.24 12,257,232.24 12.257,232.24
Ended Services 207 21.712,603.96 21,446,243 78 21,446,243, 78
Overaccrued 29 6,.505.566.31 6,505,102.71 5,957,106.80
TA's over 12 months 47100 230.710.72 250,710.72 250,710.72
198(AC) 412,065.62 512,065,062 512,065.62
Acerued Expenditure 20 281119385 2,811,193.85 Z,811,193.85

Equals Advance

| Activity of In/Out Exp. 6 16,859.90 16.859.90 16,459.90
NMS Obligations Only 75 5.306,713.52 5,306,712.52 3.396,71 3.5%
Total 3130 | $2.495,681,857,24 | $1,925.132.976,91 $1,923,834,554,34

An explanation of each category thal the QIG determined was possibly overstated 15 provided

helow:

¢ (rant obligations accounted for 96 percent of USAID's overstated accrued expenditures
recorded in the New Management System at September 30, 2000. These obligations
were gstablished to fund grants. Advances established for grantees were acerucd as
expenditures and reported as accounts payable without considering the status of the actual
advance hquidations.

¢ Active services include obligations for personal and non-personal service contracts that
are ongoing; the OIG determined that the accrued expenditures for these contracts appear

1o be excessive.

¢  Refunds/Recoveries are those obligations in which activity seems 10 be complete and a
retund or recovery was processed; the disburscrment reversal increases the unligquidated
balance that was fully accroed.

* No recent achivity arc those obligations for which there has been no activity for more than
a year or the projects related to those obligations were complete.

*  Minimal Activity/FACS are obligations that were migrated from USAID’s Financial
Accounting Control System in FY 1997 with minimal (o no activily.

1

aceounts payable should be calenlated.
B Total questioned acerued expenditures that did oot meet FASAB standards, rounded 1o $1.9

billion,
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Appendix 111
Page 2 of 2

Ended services represcnts contracts where no salary payments have been made for an
extended tme indicating employment has ended.

The over-accrued category represents those obligations with a disbursement history of
smaller payments.

TA’s over 12 months represents travel authorizations over 363 days old that were
scparated into two categories: (1) authorizations with no disbursement or approved
vouchers; this may indicate that the wravel did not take place, and (2) authorizations that
were completed - carrier and per diem disbursements were recorded indicaling
completion of travel. USAID recorded an acerned cxpenditure and established accounts
payable tor the entire unliquidated balance for both categories.

Accrued cxpenditure equals advances are those obligations for which accrned
expenditurcs were established that equaled the advanced amounts; USAID acerned the
entire unliquidated balance.

Recorded expenses infout are transactions 1o which various cntrics for disbursements are

recorded and reversed, but the Tull obligated amount remains unused. USAID acerued
the entire unliquidated balance.
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Audit of USAID-Financed Alternative Development
Activities in Peru

Audit Report No. 1-527-02-011-P

May 15, 2002

Regional Inspector General / San Salvador
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LS. Ageney for
INTERNATION AL
DEVELOPMENT

RIGiSan Saivador
May 15, 2002

MEMORANDUM

FOR: USAID/Peru Dircctor, Thomas L., Geiger

FROM: Regional Inspector General/San Salvador,
Timothy E. Cox

SUBJECT: Audit of USAID-Financed Alternative Development Activities in
Peru (Report No. [-527-02-011-P)

This memorandum is our report on the subject audit.

The report contains no recommendations for your action.  The findings presented in
the report include that project management used a mid-term evaluation o make
changes 1o program activities and that the team implemented a moniioring system in

aceordance with USAIL policies.

[ appreciate the cooperation and courtesy extended to my staff during the audit.
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Summary of
Results

The Regional Inspector General/San Salvador conducted an audit to determing how
program [unds were spent and how USAID/Peru modified its allernative
development activities in response to a mid-term evaloation. Also, the sudit wis
to determine if USAID/Peru implemented a monitoring system in accordance with
USAID policy (page 3).

The results of the audit mdicated that USAID/Peru spent $121,162,820 through
December 31, 2001 on inlrastruciure, technical assistance, and monitoring (page 4)
and that changes were made to the program as a result of the mid-term evaluation
(page ). Related to monitoring, USAID/Feru monitored the quality, timeliness and
environmental impact of outputs in accordance with USAID policy (page 6).

Mission management agreed with the report findings (page 7).

Background

Reducing the production of illicit coca in Peru is an objective of the governments of
Peru and of the United States. To support this goal, USAID has implemented a
$194.5 million Alternative Development Program (ADPY. To date, $121 million has
been expenided. The governiment of Peru has committed $115.5 million to the
program.

The strategy followed to reduce illicit production has three elements:

(1) interdiction and law enforcement to disrupt narcotics trafficking and lower the
price paid 1o farmers for coca leaflt (2) eradication 1o reduce coca cultivation ared
encourage furmers to plant other crops; and (3) alternative development.

Ol the: three elements, USAID is involved in allernative development. According o
USAID/Peru planning documents, the ADP sirategy is premised on the hypothesis
that offering coca farmers alternative licit sources of income and employment,
coupled with improved living conditions and organized communities with the ability
to enforee laws, will lead them to voluntarily abandon coca cultivation and thereby
achieve a sustainable, reduced level of coca production.

Audit
Objectives

The Regional Inspector General/San Salvador included this audit in its fiscal year
2002 audit plan to answer the following questions:

How have USAID funds been spent under the Alternative Development
Program’’

How did USAID/Peru implernent recommendations made in a mid-term

evaluation of its Alternative Development Program to improve program
effectivengss?
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Did USAID/Peru implement a monitoring system for its alternative
development activities in accordance with USAID policies?

Appendix | describes the audit's scope and methodology.

Audit Findings

How have USAID funds been spent under the Alternative Development
Program?

Funds were spent under the Altemative Development Program (AIDP) in three
gengral categorics — social and economic infrastructure, licit economic activities, and
program monitoring and support.

According to USAID/Peru’s records, acerucd expenditures for the three categorics
through December 31, 2001 are presented in the table below:

Social and Economic Infrastructure 559,032,133
Licit Economic Activitics 51,208,259
Program Monitoring and Support 10,922 428
Total $121,162,820

Expenditures for Social and Econornic Infrastructure included rehabilitation of
roads, bridges, potable waler systems, classrooms, and latrines and sirengthening
local governments,

In the area of Licit Economic Activities, funds were spent promoting crop
subslitution (the cultivation of rice, pineapple, cacao, cotfee and other products),
providing technical assistance to farmers clecting to grow crops other than coca, and
providing micro-credit loans.

Program Monitoring and Support included expenditures for managing and tracking
program results and to support the agency of the Peruvian govemment tasked with
alternative development.

According to mission menitoring records, the ADP completed projects related to the
following between 1995 and 2001:

Schools 1.066
Health Facilities 183
Potable Water 309
Sanitation 47
Bridges 127
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The ADP also reported rehabilitating 206 kilometers of roads, condacting 171
studies, presenting 375 workshops, and providing technical assistance related o
coffee, cacao, and other crops (o 13,534 beneficiaries.

How did USAID/Peru implement recommendations made in a mid-term
evaluation of its Alternative Development Program to improve program
effectiveness?

LJSAILPeru used the mid-term evaluation of its Alternative Development
Program (ADP) (o identify problem areas, (o recognize successiul components,
and to modify the program based on problems and successes noted.

The mid-term evaluation was a comprehensive review commissioned by the ADP
team and conducted by PricewaterhouseCoopers (PwC) between May and
August 2000, The purpose of the evaluation was o review the design, strategy,
achicvements, and implementation of the ADP for the period 1995-1999 and to
make recommendations to better align and focus resources to achicve program
objectives. After the evaluation was delivered, the ADP team identified key
themes or areas for improvement to achieve program goals. Actions were
planned to address these deficiencics. Key themes included weaknesses or
deficiencies in program design and in coordination with the Narcotics Affairs
Section (NAS) of the U.S. Embassy in Peru.

Structural changes were made in the program consistent with the findings of
Pw(’ s evaluation, Prior o the evaluation, the ADP licit economic activitles were
facused on crop substitution. In response to the mid-term evaluation, the [ocus
was shifted to househeld income. As a result, the program pursued activities to
increase household income from agricultural as well as non-agricultural sources.

The mid-term evaluation produced a shift of focus in the infrastructure area as
well. PwC found in the course of its work that infrastructure projects, once built,
were alten poorly mamtaned. As a result, strategies 1o 1mprove maintenance
were developed.

The AP team focuses on reducing coca cultivation in targeted areas of Peru. As
mentioned 1n the background scetion, the alternative development picee 18 one
part of a three pronged strategy to climinate illicit coca production. The other
areas, eradicanon and interdiction, are activities controlled by the governnent of
Peru in partnership with the NAS. Nevertheless, the mid-term evaluation raised
the issuc that cradication should be limited and used as a last resort. To address
Pw('s recommendation, USAID and embassy officials indicated that
communication has improved coordination between the several parties involved
wilh coca reduction, However, USAID officials indicated that a consensus on the
proper circumstances for eradication has not yet been reached.
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USAID/Peru also used the evaluation to wdentify areas of the program that were
fonctioning well. The Association of Municipalities in the San Muartin Region
(AMRESAM), a local association of government institutions, was identified as a
model for improving the capability of local government to meet citizens' needs.
The ADP team implemented similar activities hoping to replicate the successes
noted with AMRESAM.

Did USAID/Peru implement a monitoring system for its alternative
development activities in accordance with USAID policies?

USAIL/Peru implemented a monitoring system in accordance with USAID
policies to irack program outputs for all active contracts.

[nn accordance with ADS 202.3.4, USAID/Peru implemented a monitoring system
that included the following general components:

¢ monitoring of the quality and timelingss of key outputs, and
* review of performance and finaneial reports,

To perform monitoring, USAID/Peru has implemented an annual survey and
verilication activity, At the beginning of cach year, the ADP team selected a sample
from the projects reportedly corpleted by program implementers during the year.
ADP team members visited the selected projects to verify that they were completed.
Additionally, a sample of people who received technical assistance was also drawn.,
These people were visited to confirm that technical assistance was delivered. The
2001 monitoring efforts were just beginning to get underway at the time of the andit.
However, the process followed in 2001 was (0 be the same as in previous years.

Apart from the annval survey and verification work, USAID/Peru’s monitoring
systern also included review of [inancial and performance reports, regular contact
with program implementers, and frequent site visits.

In accordance with ADS 204.53.4, USAID/Peru implemented a system to momnitor
project environmental impacts. Under the system, current projects received an
cnvironmental impact assessment, [n these assessments, potential environmental
impacts such as erosion, waste disposal, and water quality degradation that could
oceur at local project sites were assessed and mitigation proposed.

Management
Comments and
Our Evaluation

Mission management expressed agreement with the report findings and reiterated
the effectiveness of the monitoring program,
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Appendix 1

Scope and
Methodology

Scope

The Regional Inspector General/San Salvador conducted this audit, in
accordance with generally accepted government anditing standards, to detcrmine
how USAID/Peru expended $121.2 million in alternative development funds,
how the mission responded 1o recommendations presented in a mid-term
program revicw, and if USAID/Peru implemented a monitoring program in
accordance with USAITD policies.

We obtained an understanding of the management controls designed to ensure
that program results were attained. These controls included management review
and approval of annual work plans, review of quarterly progress reports, annual
verification of program outputs, [requent site visits, and regular progress
meetings.

We examined projeci-to-date [inancial reports 1o determine how program funds
were spent, We determined, based on management input, which
recommendations for the mid-term evaluation were accepted, and we examined
work plans and quarterly reports to determine the progress made implementing
accepted recommendations. We tested all open contracts or grants to determine
whether USAID monitored the agreement during the 2001 calendar year as
required by USAID policy,

The audit was conducted at USAID/Peru from Febrmary 19, 2002 through
March7, 2002,

Mcthodology

In conducting the audit, we interviewed mission management peesonne] and
reviewed annual work plans, annual reports, and other project documentation.

We identificd four monitoring activitics that we judged to be a minimum level of
monitoring required by USAID policy, the ADS. To determine the significance
of our findings, we judged that we would issue a positive opimon if USAID/Peru
performed the following monitoring on all contracts or grants:

* for contracts, the mission developed a Contract Monitoring Plan
(ADS 202.3.4.1%;

* for contracts and grants, the mission reviewed performance and
financial reports from the implementers (ADS 202.3.4.1 and 22 CFR
22651y,

¢ for contracts and grants, the mission assessed the quality and timeliness
of key outputs (ADS 202.3.4 and 22 CFR 226.51); and
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Appendix 1

» for contracts and grants, the mission obtained and reviewed reports that
show changes in environmental quality, positive or negative, during the
implementation of the activity {ADS 204.5.4 and 22 CFR 210).

Our opinion would be negative if less than 85 percent of the contracts or grants

we reviewed met the minimunt, The weport would be qualified if more than 85
percent, but not all the coniracts or grants we reviewed, met the minimum.
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Appendix 11

Management
Comuments

May 13, 2002

Mr. John Vernon
RIG auditor
San Salvador

The following are USAID Mission Comments on the dralt 1< Audit Report for
the Alternative Development Program.

“The Alternative Development Program (ADP) is a USKI94.5 million eflfort w
achieve sustained coca reduction in Peru. ADP forms part of a two-prong strategy
of interdicion to drive farmi-gate prices of coca leat down and alternative
development to permanently dissuade farmers from the coca economy through a
competitive array of econonue bepefits, infrastructure and participaiory institutions,
The problems addressed by the Program are complex, politically sensitive and
highly visible. The Mission worked hard to put appropriate systems in place w 1)
ensure appropriate programming and financing of activities, 2) effectively evaluate
and correct program weaknesses, and 3) cstablish a reliable program performance
menitoring system. We are pleased that Regional Inspector General Office/San
Salvador found ADP adequately addressing these three areas™.

Thanks again for your review on the AD Program.

Sincerely vours

Michael Maxey
Chief Developnment Allernative Program
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March 13, 2006

MEMORANDUM
TO: USAID/Gouth Africa Mission Director, Carleene Dei
FROM: Regional Inspector General/Pretoria, Jay Rolling /s/

SUBJECT:  Audit of the Effectiveness of USAID/South Africa’'s Award Closeout and
Contractor Performance Evaluation Programs (Report No. 4-674-06-005-P)

This memorandum transmits our final report on the subject audit. In finalizing our report, we
considered your comments on our draft report and have included your response in its entirety as
Appendix I1.

This reporl includes five recommendations that USAID/South Africa: 1) complete closeout
proceduras, or document an appropriate exception, tor the 56 awards set forth in this report with
unliquidated balances of $968,368 and deobligate those balances that are no longer needed; 2)
develap a plan with milestones to identify, prioritize and complete closeouts for all awards that
are currently past required closeout dates; 3) establish procedures to ensure that contractor
performance evaluations are completed in accordance with USAID policies and procedures; 4)
develop a plan to complete contractor perfarmance evaluations that are past the required
evaluation dates: and 5) establish procedures to ensure that past performance information is
used and documented for source selection criteria as required by USAID policies and
procedures. In your written comments, you concurred with four of the five recommendations.

In your respanse to the draft report, you included evidence that the specified carrective actions,
including the deobligation of $968,368 in unliquidated balances, have taken place for all five
recommeandations.  For the recommendation with which you did not concur, you presented
additional evidence of compliance with policies and procedures that we used as a basis for
revising the final report. We therefore consider that final action has been taken for all five
recommaendations, and, consequently, consider all five recommendations closed upon the
issuance of this report,

I want to express my sincete appraciation for the cooperation and courtesy extended to my staff
during the audit,

(1.3, Agency for Intermational Develapment
100 Totius Strest

Groankiopf X5

Pretoria 0181, South Africa

v Lisiaid gow
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SUMMARY OF RESULTS

The Regional Inspector General/Pretoria conducted this audit to determine whether
USAID/Scuth Africa implemented award closeout and contractor performance evaluation
programs as required by USAID policies and procedures. (See page 2.)

Although it did have programs for closing out awards and evalualing contractor
performance, USAID/South Africa did not complete all award closeouts and contractor
performance evaluations in the time frames required by USAID policies and procedures,
Specifically, USAID/South Africa did not complete closeouts for 56 awards with
unliquidated balances totaling $968,368 that were 38 months past their expiration date.
Similarly, during fiscal years 2002, 2003 and 2004, the Mission did not complete 92 percent
of required final cantractor evaluations and 88 percent of required interim evaluations.
Additionally, in fiscal years 2002, 2003 and 2004, USAID/South Africa did not document the
use of past perfurmance information in source selection for 20 percent of direct contracts.
(Bee pages 3, 5 and 8.)

This report containg five recommendations 1o improve USAID/South Africa’s programs
for award closeouts and contractor performance evaluations. Those recommendations
are that USAID/South Africa: 1) complete closeout procedures, or document an
appropriate exception, for the 56 awards set forth in this report with unliquidated
balances of $968,368 and deobligate those balances that are no longer needed; 2)
develop a plan with milestones to identity, prigritize and complete closeouts for all
awards that are currenily past required ¢loseout dates; 3) establish procedures to ensure
that contractor performance evaluations are completed in accordance with USAID
policies and procedures; 4) develop a plan to complete contractor performance
evaluations that are past the required evaluation dates; and 5) establish procedures 1o
ensure that past performance information is used for source selection criteria, and
documented, as required by USAID policies and procedures. (See pages S5, 7 and 9)

For Recommendation Nos. 1 through 4, USAID/South Africa concurred with the
recommended action and provided evidence that final action had been taken. The
Mission closed all 56 awards and deobligated the remaining balance of $968,368;
developed a plan with milestones for all awards currgntly past the required closeout
dates, established procedures to ensure contractor performance evaluations are
completed as required; and developed a plan to complete outstanding past performance
evaluations. We therefore consider these recommencdations closed upon the Issuance
of this report,

For Becommendation No. &, with which USAID/South Africa did not concur, the Mission
presented additional evidence of compliance with policies and procedures for two
ingtances cited in the draft report, as well as evidence that procedures have been
established to ensurg that past performance information is used and documented for
saurce selection criteria. Based on this evidence, we have revised the final report and
consider that final action has taken place for this recommendation. We therefore
consider this recommendation closed upon the issuance of this report.

(See page 10 for our evaluation of management comments.)
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BACKGROUND

USAID/South Africa's Office of Acquisition and Assistance (OAA) has contracting
responsibility for the Mission. The office is staffed with a contracting officer, a senior
acquisition and assistance specialist and six other specialists and assistants.  In addition,
there are cognizant technical ofticers (CTO) located in the Misgions various program
offices that participate in the contracting process., Contracting responsibilities Tor the
Migsion include awarding contracts, grants and cooperative agreements, as well as closing
them. OAA also advises CTOs, who monitor awards, when contractor performance
evaluations must be completed.

USAID policies and procedures state that missions should have formal control systems in
operation for the closeout of contracts and grants, Whenever an award expires, the control
system should be initiated to ensure that the Contreller, CTQ, contractor/igrantee, and QAA
perform their various closeout responsibilities. These responsibilities ensure that the
disposition of all funds, as well as non-expendable property, is properly authorized and
documented.

In addition to the clesecut process, USAID policies and procedures state that there is an
agency-wide control systermn for evaluating contractor performance, gathering the results of
those evaluations and using the information as a majer evaluation factor in the selection of
new contractors. Performance evaluations are required for expiring contracts, as well as
annually (interim) for active contracts. The completion, processing, and use of performance
gvaluafions result from a jeint effort between QAA persennel and CTOs.

For fiscal year 2005, USAID/South Africa reported budget authorizations totaling $5.5
million for operating expense funds, in addition to $83 million for program funds.

AUDIT OBJECTIVES

This audit was conducted at USAID/South Africa as part of the Begional Inspecior
General/Pretoria’s annual audit plan, The audit was designed to answer the following
questions:

*  Did USAID/South Africa implement an award closeout program as recuired by USAID
policies and procedures?

» Did USAID/South Africa implement a contractor performance evaluation program as
required by USAID policies and procedures?

Appendix | contains a discussion of the audit's scope and methodology.
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AUDIT FINDINGS

Did USAID/South Africa implement an award closeout program
as required by USAID policies and procedures?

USAID/South Africa did not implement an award clogeout program as required by
LSAID policies and procedures. Although the Mission had an award closeout program,
it did not follow USAID policies and precedures with regard to closing out expired
contracts, grants and cooperdtive agreements  within  the required timeframes.
Consequently, the Missicn has accumulated a significant backlog of expired awards that
have not been closed out. This issue is discussed in detail below,

Award Closeouts Were
Not Completed

Summary: USAID/South Alrica did not complete closeouts of awards in the time frames
required by USAID policies and procedures. This occurred because LISAID/South Africa
did not devote enough resources 1o complete the closeouts when required. Also, the
Mission did not have an adequate information system,  As a result, USAID/Gouth Africa
did not have the required assurance that the disposition of remaining fund balances and
non-expendable property had been properly authorized and documented.

ADS Chapter 302, USAID Direct Contracting, states that the Federal Acquisition Reguiation
(FAR) is an ADS mandatory reference, while the Guidlebook for Managers and Cognizant
Technical Officers on Acquisition and Assistance (Guidebook) serves as a supplementary
reference. FAR Part 4 establishes several different time frames for closing out various
types of contracts’, as well as describing numierous steps to be taken in the process. The
Guidebook states that all USAID missions should have formal systems in operation for the
close out of contracts and grants. As a basis for these systems, the Guidebook cites
Contract Information Bulletin (CIB} 90-12 as an additional supplement. This CIB states thal
a continuing priority of USAID is the expeditious closeout of acquisition and assistance
instruments after the goods have bgen received or services have been delivered. It
reiterates the necessity for a firm commitment by all procurement cfficials to effect eloseout
of instruments in a timely and comprehensive manner. In order to accomplish this, it
contains 13 individual procedures for cost type contracts and 13 individual procedures for
grants and cooperative agreements, as well as individual procedures for other types of
ingtruments. USAID guidance states that the closequt process is vital in ensuring that the
disposition of remaining fund balances and non-expendable property has been properly
authorized and documented.

" FAR 4.804-1 provides the following closeout requitements: 1) simplified acquigitions—

immediately upon complation of delivery and payment, 2) contragls requiring seftlement of
indirect cost rates—within 36 months of evidence of physical completion, 3) firm-fixed price
contracts—within six months of confirmation of contract completion, and 4) all ather contracts—
within 20 months of evidence of physical completion, These standards do nat apply in cases of
litigation or appeal, cutstanding audit or financial issues, or termination.
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In order 10 test whether USAID/South Africa had closed out awards in accardance with
guidance, we began by testing documents in the Mission's accounting system that we
considered the highest risk, which were documenis over 36 months since expiration date.
We selected 36 months to provide sufficient time for the settlement of indirect rates and the
completion of financial audits or other final settlement activities as set farth in FAR Part 4.

As reported by the Controller's Office®, thare were a total of 95 awards with undisbursed
balances of $1,099,957 that were 36 maonths past their reported expiration dates. Of
these 95 awards, we determinad that 36 awards with total undisbursed balances of
$131,050 were either not subject to closeout procedures or not the responsibility of the
Office of Acquisition and Assistance (OAAY. However, 59 of those awards, with an
undisbursed balance of $968,907, came under the respensihility of QAA.

From this total of 58 awards, 56 items were siill open and, thersfore, beyond the
timeframes specitied in USAID policies and precedures.  These 56 documents
constituted an undisbiursed balance ot $968,368, accounting for 99.9 percent of the total
unliguidated balances for awards over 36 months past their reported expiration date
under QAA's closeout responsibility®. Details of the Individual awards are provided in
Appendix Ill of this report. The other three awards were closed, comprising a balance of
$539, or .1 percent of the total unliquidated balances, which was in the process of being
deabligated at the time of our field work. This data is summarized in Table 1 below.

Tahle 1: Awards with Unliquidated
Balances Over 36 Months Past Expiration Dates

Stalus of Awards Number of | Unliquidated | Percentage | Percentage of
Awards Balantes of No. of Unliguidated
Awards, Balances
Open 56 $ 068,368 94 9% 99.9%
Closed 3 $539 |  5.1% A%
Total Awards 59 $ 968,907 100% 100%

The awards that remained open aver 36 months were the result of a number of factors.
In addition to USAID/South Africa not having its own contracting officer for over a year,
there was a lack of available Mission staff devoted to the closeout process. A
contribitory factor was that the Mission did not have an adequate contract management
information systern 1o identify awards that remained open and that were due for
closeout. These factors ultimately resulted in a substantial risk that a significant level of

? Source: Mission Accounting and Control System (MACS), as of August 31, 2005, The MACS is
an accounting system that dees not contain contragt closeout information.

These other awards were separately addressed in Memaorandum Report No. 4-674-06-001-S.

* Fifteen of these awards were in the process of being closed out but had not been completed at
the time of aur fieldwork,
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funding remained unavailable for better use. Also, there was little assurance that non-
expendable property associated with the awards was disposed of as authorized.

USAID/South  Africa had recognized that a compliance problem existed and
consequantly has identified and partially addressed some of the above causes for the
noncompliance, For example, during the past two years, two additional personnel have
been added 1o the staff to work on award closeouts.  Additionally, OAA has been
working in conjunction with the Controller's Office and Data Management Divisian
{DMD), and are planning to develop a stand-alone data base for managing the closeout
process. To strengthen internal controls, OAA has also been improving coordination
with the Controller's Office, as well as developing a new mission order to further ensure
compliance with USAID policies and procedures.

For these reasons we are not making any recommendation regarding Mission internal
cantrals governing closeouts. However, fo eliminate the backleg of unclosed awards that
has remained beyond required closeout dates, and reduce the risk that funds are not being
put 1o better use, we are making the following recommendations.

Hecommendation No. 1. We recommend that USAID/South Africa complete
claseout procedures, or document an appropriate exceplion, for the 56 awards
set forth in this report with unliguidated balances of $968,368 and decbligate
those bafances that are no longer needed,

Recommendation No. 2: We recommend that USAID/South Africa develop a
plan with milestones to identify, prioritize and complete closeouts for all awards
that are currently past the required closeout dates.

Did USAID/South Africa implement a contractor performance
evaluation program as required by USAID policies and
procedures?

USAID/Seuth Africa did not implement a contactor performance evaluation program as
recuired by USAID policies and procedures. Although the Mission did have a
performance evaluation program, it did not follow USAID policies and procedures with
regard to conducting interim and final contractor performance evaluations within required
timeframes. I, therefore, had accumulated a significant backlog of contracts that have
not been evaluated. Similarly, the Mission did not document past performance
information in source selection as reguired. These issues are discussed in detail below.

Performance Evaluations Were
Not Completed

Summary. LSAID/South Africa did not complete contractor performance evaluations in
the time frames required by USAID policies. This occurred because USAID/South Africa
did not devote encugh resources to complete the evaluations when required.  Weak
controls also contributed to the problem. As a result, contractor performance evaluations
were not available to USAID and ather Federal contracting officers for use when evaluating
contractors for new contracting actions, which could potentially lead to the award of future
contracts to poorly performing confractors,
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ADS Chapter 302.5.9, Evaluation of Contractor Performance, states that contracts® must
be evaluated at least annually (for contacts exceeding one year in duration) and upon
completion of activities. USAID's Past Performance Handbook: contractor Performance
Report Cards, a mandatory reference in ADS Chapter 302, provides the procedures for
conducting contractor parfarmance evaluations. Contract Information Bulletin $7-28, an
appendix in the Past Performance Handbook, notes that an evaluation should be
initiated within 30 days after completion of activities {or in October for active contracts),
and completed within 90 days (or December for active contracts)®. Each subsequent
interim evaluation must be performed before 12 months have elapsed since the previous
interim evaluation.  The ADS states that the initial performance evaluation s a
collaborative effort between the contracting office and the technical office. 1t states that
when a contract needs an evaluation, the responsible contracting officer (CO} should
request that the CTCO develop the evaluation since the CTO is the party most
knowledgeable about contractor performance in the areas of quality, cost control, and
timeliness.

USAID/South Africa did not complete all the required interim and final performance
avaluations on all relevant ¢contracts during fiscal years 2002, 2003 and 2004. Reported
contracting actions that we sampled requiring a final evaluation during this period had a
total value of $156 million. Of the 36 expired contracts and task orders that we tested
during this three year period, we determined thal 33 contracts, representing 92 percent
of the total, had not been evaluated., Only 3 contracts had completed evaluations, or 8
percent of the toral, Table 2 compares the number of final evaluations required against
the number actually completed.

Table 2: Required Final Evaluations
Compared to Completed Final Evaluations

Percentage of
Fiscal Required Completed Overdue Overdue
Year Evaluations | Evaluations | Evaluations Evaluations
FY 2002 12 2 10 83%
FY 2003 18 1 17 Q4%
FY 2004 6 0 6 100%
Total 36 3 33 92%

Similarly, for fiscal years 2002, 2003, and 2004, USAID/South Africa did not complete all
of the interim evaluations as required. Of the %8 required interim evaluations, we
determined that 51 interim evaluations, representing 88 percent of the total, had not
been completed. The Mission had documentation supporting only 7 completed
evaluations that we samplad, or 12 percent of the total required. Table 3 below details
the number of interim evaluations compared to the total required.

® Contracts reguiring evaluations include these in excess of $100,000, as well as individual task
ordars in excess of $100,000 under indefinite quantity contracts.

® The October and December time periods were published in supplemental policy guidance
issued by USAID's Office of Acquisition and Assistance in May 2002,
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Table 3: Required Interim Evaluations
Compared to Completed Interim Evaluations

Percentage of
Figcal Required Completed Overdue Overdue
Year Evaluations | Evaluations | Evaluations | Evaluations
FY 2002 13 2 11 85%
FY 2003 25 3 22 B8%
FY 2004 20 2 18 90%
Total 58 7 51 88%

The major factor that contributed to the low compliance with performance evaluation
requirements was the lack of adequate resources devoted to the process. JSAID/South
Africa, however, had observed that evaluations were not being completed as required,
and as a result has hired two additional personnel during the last two years. This
increase in staff should assist the Mission in improving future compliance. A contributing
factor was the lack of an adequate information systern for managing evaluations. We
also noted that there were weak controls for maintaining coordination between OAA stalf
and CTOs.

By not completing the majority of required performance evaluations, contracting officers
at USAID and other Federal agencies did not have the evaluations ta use in their scurce
selection procedures when evaluating potential contractors. This raised the risk that the
goals of FAR Subpart 42 will not be achieved. These goals, designed to prevent poorly
performing contractors from being selected, include contractor conformance to contract
requirements and standards of good workmanship, control of costs, adherence to
contract schedules, and commitment to customer satisfaction, as well as concern for the
interest of the customer,

In order to improve timeliness and compliance with USAID performance evaluation
policies and procedures, we are making the following recommendations.

Recammendation No. 3: We recommend that USAIL/South Africa establish
procedures to ensure that contractor performance evaluations are completed in
accordance with LISAID policies and proceduras.

Recommendation No. 4: We recommend that USAID/South Africa develop a

plan with milestones (o0 complete contractor performance evaluations that are
past the required evaluation dates.
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Past Performance Information was Not Always
Documented in Source Selection Process

Summary: USAID/South Africa did not docurnent past parformance information in the
source selection process for two of its new diract contracis as required by USAID
policies. This ccourred because USAID/South Africa. did not have adequate controls for
maintaining coordination betweean the Office of Acquisition and Assistance and the
program offices to ensure that the required performance information was retained. As a
regult, contractor past petformance information was not documented for source selection
for all new contracling actions, which could potentially lead 1o the award of conlracts (o
poorly performing contractors.

The Federal Acquisibon Streamfining Act of 1394 (FASA) states that Congress
concluded that 1he use of past performance infermation is one of the relevant factors that
a contracting official should consider in awarding a contract, FAR Subpart 42.15
continues by stating that past parformance information is relevant information for future
source selection purposes.

To implement these regulations, ADS 302.5,10, Past Performance Information in Source
Selection, states that the contracting officer should use past performance information
(PPI) for two different purposes when selecting an offeror o whom to award the contract.
The offeror must have a satistactary performance record in order for the cantracting
officer to make a positive determination that the offeror is responsible and theretore
eligible to receive the award, In addition, the source selection authority (usually the
contracting officer), supported by the evaluation team, must normally evaluate the
offerors past performance to make a comparative assessment of the offeror's past
performance as an indicator of how well the offeror is likely to perform the contract, It
further states that documenied PPl obtained in accordance with this section is retained
in the cantract tiles as part of the source selection dosumentation.

Although USAID/South Africa did use PPI in the source selection process for the new
direct contracts examined, it did not document the use of PPIin all required instances.
We determined that the Mission did nof retain PPl decumentation as required for two of
10 contracts for which PRI was used. Table 4 below provides detail on the number of
contracts awarded using PP1, and those not documented.

Table 4 Past Performance
Information (PPI) Used In Source Selection

Fiscal | Direct PRI PPI PP Not Percentage | Percentage
Year | Awards | Used Not Documented PP Not PPl Not
Used Used Documented
2002 4 4 0 2 0% B
2003 ) 5 0 Q 0% 0%
2004 1 1 0 0 0% 0%
Total 10 10 0 P 0% 20%

One factor that contributed to the problems with documenting past performance
information requiremenits was the lack of adequate resources devoted to the process.
As with performance evaluations, USAID/South Africa had observed that PPl was not
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heing documented as required, and, as a result, has hired two additional personnel
during the last twe years. This increase in staff should assist the Mission in improving
future compliance. A contributing factor, however, was the lack of local procedures to
document PPl in source selection, and coordinate infermation flows between QAA and
the respeactive CTOS.

Without documentation of PP in sourge selection, the risk is increased that the goals of
FAR Subpart 42 will not be achieved in future awards. These goals include contractor
conformance to confract requirements and standards of good workmanship, control of
costs, adherence to ¢ontract schedules, and commitment to customer satisfaction, as
wall as concern for the interest of the customer,

In order to improve compliance with USAID policies and procedures, as well as reduce
the risk of not achieving the goals of Federal regulation, we are making the following
recommeandatian.

Recommendation No. 5. We recommend that USAID/South Africa establish
procedures to ensire that past performance information is used for source
selaction criteria, and docomented, as required by USAID policies and
procedures,
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EVALUATION OF
MANAGEMENT COMMENTS

In its response to our draft report, USAID/South Africa concurred with four of our five
recommendations. The Mission described the actions taken and those planned to be
taken to address our concerns. The Mission's comments and our evaluation of those
comments are summarized helow.

In responsge to Recommendation Nos. 1 through 4, LISAID/South Africa concurred with
the recarmmendations and provided evidence that it had completed the recommended
actions,  For Recommendation No. 1, the Mission closed out all 56 awards and
deobligated $968,368 of related unliguidated balances; for Recommendation No. 2, the
Mission developed a plan with milestones to identity, pricritize, and complete clesecuts
for all awards that are currently past the required closaout dates; for Recommendation
No. 3, the Mission issued a standard operating procedure to ensure that contractor
performance evalualions are completed in accordance with USAID policies and
procedures; and for Recommendation No. 4 the Mission developed a plan with
milestones to complete contractor performance evaluations that are past the required
evaluation dates. The Mission concluded that it would not be practical 1o complete all
the reported delinquent evaluations due to the fact that some are in excess of five years
old and spme involve multiple interim evaluations. The Mission, instead, propoesed 10
complete one final evaluation for all expired awards, and ong interim evaluation
encompassing all outstanding perieds for active awards, which we consider consistent
with the intent of the recommendation. Consequently, we consider final action to have
been taken on Recommendation Nos. 1 through 4, and, therefare, consider them closed
upon the issuance of this repart.

In response to Recommendation No. 5, USAID/South Africa did not concur with the
recommendation.  The Mission stated that it had evidence that past performance
information was used and documented in two awards that were identified in the draft
report as not having the information used or documented during source selection. The
Mission provided evidence to us that adequately supported their position regarding the
two awards. We therefore have revised the final report to reflect this additional
evidence., The Mission also provided evidence that a standard operating procedure has
been issued to ensure that past performance information is used for source selection
criteria, and documented, as required by USAID policies and procedures.
Consequently, we consider final action 1o have been taken on Recommendation No.§,
and, theretore, consider this recommendation closed upen the issuance of this repont.
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APPENDNX |

SCOPE AND METHODOLOGY

Scope

The Regional Inspector General/Preloria conducted this audit in accordance with
generally accepted government auditing standards.  The fieldwork was conducted at
USAID/South Africa from Qctober 31, 2005 to January 12, 2006, For the review of the
closeout program, we examined all contract, grant and cooperative agreement awards
with remaining balances that were at least 36 months past reported expiration dates.
These totaled 95 awards with remaining balances of $1,099,957. Of these 95 awards,
we determined that 36 awards with total undisbursed balances of $131,050 were either
not subject to closeout procedures or not the responsibility of the Office of Acquisition
and Assistance (QAA), Therefore, the audit focused on the 59 remaining awards with
total undisbursed balances of 3968,907. For the examination of the contractor
performance evaluation program, we examined a judgmental sample of contracts in
fiscal years 2002, 2003 and 2004 that required either a final or an interim evaluation
{contract actions over $100,000). For the examination of the use of past performance
information, we examined all of the new direct contracts during fiscal years 2002, 2003
and 2004.

We examinad the significant internal controls asseeiated with identifying, prioritizing, and
closing out of contracts, grants and cooperative agreements in a timely manner, as well
as completing performance evaluation of contractors.  This examination included a
determination of whether closeouts and performance evaluations were actually
completed and whether they were completed within the required time frames. The types
of evidence included 1) interviews with personnel in the Office of Acguisition and
Assistance, as well as CTOs in the program offices; 2) a review of the contract and grant
data base and related controls: 3) a review of contract files and associated documents;
and 4) a review of the use of the Nalional Institutes of Health Contractor Perlormance
Review System.

In conducting our fieldwork, we tested the validity of computer-generated data against
original source documents and found it reliable for the purposes of answering the audit
objactives. Additionally, we found no significant prior audit affecting the areas examined.

Methodology

To accomplish our audit objectives, we interviewed cognizant officials, reviewed applicable
USAID and Federal policies and procedures, and assessed significant managermerit
controls and risk exposure relating to the managemeant of award closeouts and contractor
performance evaluations. Management controls included identitying and recording the
completion of required closeouts and performance evaluations. For relevant awards that
required either a closeout or a performance evaliation, we performed a time analysis 1o
determine whether the required procedure was completed within the required time frame.

We set the maleriality threshold of five percent fo determine whether exceplions were
significant and therefore reportable.
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Due to the various timeframes for closing different types of contracts, as well as the
differencaes between the relevant criteria perfaining to contracts, granis, and cooperative
agreements, we were unable to determine the actual population of awards that were
eligible far closeout. Wae, therefore, selected awards for our sample that we considared
high risk—those awards over 36 months since reported expiration with remaining obligation
halances—to answer the audit objective related 1o closeouts,

For the ohjective relating to contractor evaluations, we judgmentally sampled 36 of 44
expired contract actions (or 82 percent) duting fiscal years 2002, 2003, and 2004 that
required a final evaluation. Concerning interim evaluations, we sampled 18 active contracts
out of a population of 18 active contracts that required one or more interim evaluations
during fiscal years 2002, 2003 and 2004. For the objective relating to past performance
information, we sampled all new direct contracts awarded during fiscal years 2002, 2003,
and 2004.

The results relating 1o closeouls can not be projected to the entire population of contracts,
grants and cooperative agreements. Likewise, the results pertaining to the completion of
evaluations canniot be projected to the entire population.  However, the results concerning
the use of past performance information represent the actual results for the entire
population of new direct contracts for the petied examined.
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APPENDIX 1)

MANAGEMENT COMMENTS

........
X3 o

= USAID | SOUTH AFRICA

UNITED STATES GOVERNMENT
ACTIONMEMORANDUM

DATE : February 28, 2008
TO : Jay Rolling, Regional Inspector General/Pretoria
FROM Carlene Dei, Mission Director /s/

Management comments — Audit of USAID/South Africa’s
SUBJECT : Award Closeout and Contractor Performance Evaluation
Pragrams (Report # 4- 674-06-00X-P}.

The Mission has reviewed the subject draft audit report. We agree with four of
the five audit recommendations, and appreciate RIG’s acknowledgement of the
serious prior and ongoing efforts by the mission to address the timely closeout of
expired awards as well as the completion of required CPRs. Prior to the
commencement of this audit, we recognized the unsatistactory state of award
closeouts and contractor performance reviews {CPRs) in the mission, and began
to take steps toward corrective action and future regulatory compliance. Twao full-
time personnel have been designated to perform the closeout function for the
mission, and additional short-term support has been employed to assist with
research, data entry, and file disposition. Mission orders on the closeout and the
CPR processes, to include time frames and assignment of responsibilities, are
currently under revision by OAA personnel. (Attachment |, 1} Additionally, OAA
personnel attended a special closeout training session conducted by Steve
Tashijian, Lead Contract Specialist, M/OAA/CAS on February 28, 2006, and
effective from June 30, 20086, subsequent closeout training, including pre-and
post-award guidance, will be provided by OAA closeout specialists on an ongaing
basis to awardees and mission technical offices. Lastly, the mission will continue
to support the concurrent efforts of the technical and financial management
offices to identify and de-obligate or de-commit excessive residual balances,

The following is our response to each of the recommendations made, and a
summary of the actions planned to resolve them.
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Recommendation #1: We recommend that USAID/South Africa complete
closeout procedures, or document an appropriate exception, for the 56
awards set forth in this report with unliquidated balances of $868,368, and
deobligate those balances that are no longer needed.

The mission concurs with this recommendation and has taken the appropriate
steps to complete the closeout of these awards and to deobligate excessive
residual balances.

s Tour of the 56 awards cited are documented as closed. Attached are the
corresponding completion statements, shelf lists, and/or other OAA official
closeout documentation. (Attachment HI-VI)

» The remaining 32 of the 36 awards cited have been administratively closed as
evidenced by the attached action memorandum to the Mission Director dated
February 27, 2006. The subject awards ave shown in italics. (Atrachment VI

s The total amount of unliquidated balances cited, $968,368, identified as either
excessive or residual, has been de-obligated or de-committed by the Financial
Management Office (FMO) and is now available for recommitment for other
activities. Attached is a Financial Status Report which reflects the resulting nil
balances. (Artachmenr VI

In light of the fact that all of the 56 awards cited have been closed and the related
halances de-abligated or de-committed, we request that this recommendation be closed
upon issuance of the final report.

Recommendation #2: We recommend that USAID/South Africa develop a
plan with milestones to identify, prioritize, and complete closeouts for all
awards that are currently past the required closeout dates,

The Mission concurs with this recommendation.  The Office of Acquisition and
Assistance (OAA) has developed a plan w identify, prioritize, and complete closeouts (or
document appropriate exceptions) for all awards that are currently past the required
closcout dates.

* By June 30, 2006, OAA closeout personnel in collaboration with FMO and the
Data Management Division (DMD) will design, populate, and implement a
closecut database to fucilitate the collection, analysis, and tracking of expired
awards and related closeout activity. OAA personnel will use 1this daiabase to
compile an up-to-date list, categorized by award type and end date, of all expired
awards required to be closed by USAID/South Africa.

* By September 30, 2006, OAA personnel will identify and complete ¢loseoud of all
expired purchase orders and personal services contracts that are past the
required closeout date.
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* By December 31, 2006, OAA will identify and complete the closeout of all
grants and cooperative agreements that are past the required closeout date.

* By March 31, 2007, OAA will identify and complete the closeout of all contracts
and 1QC task orders that are past the required closeout date.

* By June 30, 2007, OAA personnel will finalize the closcout process, or document
appropriate exceptions, for all awards that are currently past the required dates (as
of December 31, 2008). This will include:

o Verification of the de-obligation or de-commitment of all residual
gxcessive halances;

o Archiving or other disposition ol retired [iles in accordance with agency
regulations; and

o Reconciliation of the ¢closcout database.

The summary above constitutes the Mission’s plan for corrective action
complete with milestones. We, therefore request that this recommendation
be closed upon issuance of the final report.

Recommendation #3: We recommend that USAID/South Africa establish
procedures to ensure that contractor performance evaluations are
completed in accordance with USAID policies and procedures.

The Misgion concurs with thig recommendation. Steps have been taken to
ensure that contractor performance gvaluations are completed in accordance
with USAID policies and procedures.

»  Procedures, time frames, and assignment of responsibilities have heen established
per the attached operating procedure (Arrachment 1X) 10 ensure thal contractor
performance evaluations are completed on a timely basis.

Based upon the above plan, we request that this recommendation be
closed upon issuance of the final repaort.

Recommendation #4: We recommend that USAID/South Africa develop a
plan with milestones to complete contractor performance evaluations that
are past the required evaluation dates.

The Mission concurs with this recommendation. Following is the status of the
CPRs past the required evaluation dates.

*»  The OICG Audit Report cited 84 CPRe--33 final and 51 interim, pertaining 1o 34
contractors, that were past the required cvaluation dates. Upon analyzing the
contracts and task orders tested in the subject audit sampling, OAA personnel
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have concluded that it would not be practical or cost effective to the US
Government to complete all of the outstanding reports for the following reasons:

o In some cases, more than five yvears have elapsed since the expiration of
these awards, and the personnel famuliar with the contractors’ performance
are no longer available to the mission.

o Insome cascs, multiple interim cvaluations are outstanding for the same
contractor that could be combined nto one interim evaluation or final
evaluation in instances where the award 15 no longer active.

In light of the above, OAA has concluded that it would be feasible for the mission
to ensure the completion and submission of 60 contractor performance reviews
[or the 34 contractors eited (17 interim evaluations and 43 final evaluations) in
order to rectify those currently in delingquent status, preserve the integrity of the
CPR system, and promote the effcctive and efficient use of USG resources. A list
of outstanding evaluations to be completed is attached. (Attachment X)

o Ininstances where multiple interim evaluations are outstanding tor the
same award and the award is still active, the Cognizant Technical Officer
(CTO) will complete one interim evaluation which encompasses all
outstanding (unevaluated) periods of performance.

o In all instances where an award has expired, the CTO will complete one
final evaluation which encompasses all ourstanding (unevaluated) periods
of performance up to and including the end date.

A plan with milestones to complete contractor performance evaluations is
summatrized helow:

By March 31, 2006, OAA will design, populate, and implement a CPR
databasc of all current awards and relevant details necessary to facilitate the
tracking and completion of contractor performance reviews required to be
completed. The Contracting Officer will ensure the entry of all awards due for
performance evaluations into the CPR system

By April 30, 2006, and no less than quarterly thereafter, the contracting officer or
the contracting officer’s designee will produce CPS management reports which
reflect the status of required CPRs. Notees of delinquent evaluations will be
provided to appropriate technical officers and copied to the mission director.

Annually, during the November Program Implementation Reviews (PIRs),
technical olfices will be required 10 report on the status of CPRs that are the
responsibility of their respective offices,

By March 31, 2006, OAA persomnel will coordinate and oversee the completion
of all CPRs that are currently past the required evaluauon dates (as of December
31, 2003).

16
42 of 145



The summary above constitutes the Mission’s plan with milestones to
complete past due performance evaluations. The Mission requests that
this recommendation be closed upon issuance of the final report.

Recommendation #5: We recommend that USAID/South Africa establish
procedures to ensure that past performance information is used for source
selection criteria, and documented, as required by USAID policies and
procedures.

The Mission does not concur with this recommendation for the following reason,
In 10 out of 10 contracts reviewed, there was evidence that past performance
information (FP1) was used in source selection, and in gight out of 10 cases,
documentation was retained in the contract file. We feel that this is evidence that
procedures are currently in place to facilitate the use of PPl in source selection,
anc are being followed the overwhelming majority of the time. Nevertheless,
procedures will be reissued per the attached standard operating procedure
(Attachment XI) to further ensure thal past performance information is used in
source selection criteria, and documented, as required by USAID polices and
procedures.

Based upon the above comments and findings, the Mission requests that
this recommendation be closed upon issuance of the final report.

Drafted by: 5. Reed-Allen, OAA/Sr, Closeout Specialist
Clearance: Charles Signer, QAA/Acting Contracting
Officer

Brian Conklin, OFM/Acting Controller

Denise Rollins, DIR/Deputy Mission Director
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APPENDIX 1

USAID/South Africa Open Awards Expired Over 36 Months with Undisbursed Balances
(as of August 31, 2005)

No. of

Earmark

Undisbursed

Awards Commitment Doc No. Control No, | End Date Amount
1 674-0302-A-00-6055-04 C8I0007 | 09/30/89 | $12,829.07
2 674-0309-A-00-0039-00 BIDO191 12/31/99 2,785.85
3 674-0510-G-55-8029-00 B880078 |  12/31/89 36.701.24
4 AAI-674-P-00-89-00031 C990034 | 05/14/99 4,081.00
5 CA-674-0312-A-98-00045 COR0604 0313002 9,634.00
6(a) CO-674-0315-C-00-5143 C980227 | 08/31/00 35,956.00
5(b) CO-874-0315-C-00-5143 CYTO0IR | 08/31/00 21,011.96
7 CO-674-0318-C-00-5155 BO50400 | 07/31/96 13,638.72
8 CO-B74-0318-G-CI-5037 (380004 | 03/31/01 0.34
9 CO-DPE-5832-2-00-8032 C940261 09/28/94 1,524.79
10{a) CC-DPE-5836-Q-02-1043 Co40426 | 09/29/96 14,420.86
10(b) CC-DPE-5836-Q-02-1043 Co40427 | 09/29/96 8,276.21
11 CON-HNE-0000-1-04-2100 BO50014 | 06/24/85 4,898.17
12 (GA-674-0230-G-55-8039 0920073 0B/01/96 8,000.00
13 GA-674-0301-G-85-4017 | %0014 yymoma | 10.860.58
14 GA-874-0301-G-55-4156 CAB0047 | pamog7 11.00
15 GA-674-0302-G-88-2108 CO30133 | 08/31/95 0.01
16 GA-674-0302-G-58-3114 930137 |  08/31/96 51,820.37
17 GA-674-0302-G-$8-4024 CO50090 | 09/24/96 18,427.98
18 GA-674-0302-G-55-4100 C950213 |  09/30/96 22,530.94
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19 GA-674-0309-G-55-2067 | CY20105 | 09/30/95 5,543.17
20 GA-674-0309-G-8S-3118 | CO30155 | 033196 | 17.413.03
21 GA-674-0309-G-5S-3132 | C940333 | 10/31/97 16.94
22 GA-674-0309-G-55-5025 |  COS0178 | 08/31/98 | 49,999.99
23(a) GA-674-0314--68-3090 | CO70130 | 02/28/99 4,522.98
23(b) GA-674-0314-G-58-3000 | 930132 | 02/28/99 1,568.77
24 GA-6T4-0314-G-§S-4109 |  CO40201 | 11/30/97 | 17,617.49
25 GA-674-0510-G-S5-2106 |  B920394 | 12/31/93 |  65,813.96
26 GA-874-A-00-08-00054 | COS0514 | 11/30/99 245114
27 GA-B74-G-00-01-00061 |  B100186 | 09/30/01 186.30
28 GR-611-004-G-80-00001 | COO0325 | 08/31/02 |  108,360.00
29 IQC-674-1-00-00-00005 |  ©980437 | 07/26/02 |  13.323.45
30 IQC-AER-5470-1-00-5034 | BI50426 | 12/31/96 | 30,799.16
31 IQC-PCE-1-00-98-00016 | C990171 | 10/31/01 41,041.09
32 IQC-PCE--00-98-00017 | CO90153 | 10/12/99 4,437.98
33 I0C-PCE-O0-00-00009 | 990107 | 0B/20/00 | 40,654.98
34 IQC-PDC-5832-1-00-0082 | C830228 | 12/01/93 3,911.26
35 LAG-A-00-99-00020-00 |  B9907142 | 09/06/01 15,815.45
36 LAG-|-00-99-00008-00 |  C990124 | 08/30/01 13,881,47
37 OUT-PCE-0-810-93-00031 |  ©970078 | 01/30/98 |  19.856.78
38 PO-574-0318-0-99-00032 | CO90036 | 09/30/02 54,83
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39 FO-674-0323-0-99-00039 CH70313 | 06/30/99 66,39
40 PG-674-C-00-01-00009 Codo203 | 02/15/01 4,357 66
41(a) PSC-674-0318-5-00-0026 C9a0058 | 06/30/00 608.24
41(b) PSG-674-0318-5-00-0026 Co80030 | 05/30/01 1.03
42(a) PG-674-G-00-02-00001 980155 | 09/30/02 206.00
42(b) FPO-674-C-00-02-00001 C100152 | 08/30/02 14.88
43 GA-674-0301-G-55-2065 920076 | 0B/30/94 22.873.23
44 674-G-00-00-00072-00 Cooo162 | 10/15/01 17,274.37
45 GA-674-0501-G-58-1010 930065 | 10/30/95 1,097 96
46 CO-674-0303-C-00-6088 C000034 | 05/31/02 39,757.40
47 GA-674-0302-G-55-4080 Cos0z2 | 06/30/96 9,710.49
48 GA-674-0303-G-58-4110 C960161 | 03/30/98 17.117.83
49 GA-B74-0315-A-00-7035 C960282 | 07/06/01 4,780,332
50 PSC-674-5-00-00-00011 Co00067 | 05/01/02 2,391.25
51(a) CO-674-0318-C-00-6091 COB0IH1 | Qa/30/01 42.428.00
51(b) CO-674-0318-C-00-8091 G100096 | 08/30/01 18,005.91
51(c) CO-674-0318-C-00-6091 Can0106 | 01/311/00 3.463.00
51(d) CO-674-0318-C-00-6091 990091 | 0%/30/01 131.02
51(e) CO-674-0318-C-00-8091 Ca70347 | 02/07/00 0.90
51(f) C0O-674-0318-C-00-6091 (C980173 | 12/31/98 0.76
52 GA-B74-0301-G-58-3016 CRSOR2ES | 05/31/97 2,248.22
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53 GA-B74-0303-G-85-5027 Gohknzle 06/30/86 18,717.25
54 (3A-674-0305-(3-88-2085 Ba2037¢ 02/28/95 772810
55 IAAGTA-0321-P-00-7019 Cooo17e 09/30/00 19,449.00
56 CO-674-0303-C-00-6093 C970131 12/31/99 450.00
Total $968,367.52

Source: USAID/South Africa’s Mission Accounting and Control System
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RIG/Drakar

September 13, 2002

MEMORANDUM

FOR: Harry Lightfoot, USAID/Benin Director
FROM:; Lee Jewell 1N, RIG/Dakar /s/

SUBJECT:  Audit of USAID-Financed Basic Education Program in Benin
{Report No. 7-680-02-005-F)

This report presents the results of our Audit of USAID-Financed Basic Education
Program in Bewn. In fimalizing this report, we considered munagement’s
comments on our draft report and included them in Appendix II of the final
report.

The report contains six recommendations, Based on appropriate action taken by
the Mission, management decisions have been reached, and all recommendations
are considered closed upon issuance of this report. No further action is required of
the Mission.

[ appreciate the cooperation and courtesies extended to my staff during the andit.
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Summary of
Results

In 199], the Benin education system was in total collapse characterized by low
enrollment rates, lack of qualified teachers, lack of appropriate teaching matcrials
and other problems. In conjunction with the Ministry of Education, grantees, and
contractors, USAID/Benin developed the Basic Education Program (BEP) as its
strategic objective na. 1, 1@ address this problem. To measure progress,
USAID/Benin has established four intermediate results, namely 1) improved
pedagogical systern, 2) increased girls' enrollment in targeted areas, 3) improved
environment for stukeholders, and 4) improved management of the education
system. (See page 4.)

The objectives of the audit were to determine 13 whether the BEP was mieeting its
intended objectives and 2) if selected recipients were complying with the terms of
their agreements. Two recipients were judgmentally selected based on the dollar
magnitude of their contracts, the overall impact on the BEP, and the time-frame of
program maturity and futnre relevance. (See pages 13 through 13.)

[n answer to audit objective number one, for the two activities and associated
recipicots that were sclected for review, the BEP was making substantial progress
towarcs meeting its intended objectives. (See page 5.)

However, with regard to the second audit objective, two instances of norn-
compliance with implementing partners were found. In the case of the Primary
Education Non-governmental Organization Project, the recipient, World Education,
did not report achieved output data 1 a manner consisternst with the description of the
proposed outputs per the grant agreement. We recommended that UISAID/Benin
develop an agreed-upon format and st up procedures to ensure consistent reporting
of the recipient’s quarterly performance reports. In another case, the Children’s
Learming Equity Foundation 11, the recipient, The Mitchell Group (TMG), did not
prepare and subnit its quartetly petrformance reports in a timely manner. We
recommichded that USAID/Benin develop a plan of action that notifics both the
recipients and the Mission Director when instances of non-compliance occur. We
also recommended that such plan of action results in the Mission Director requesting
that the recipient take immediate corrective action. Conversely, although not a part
of our scecond objective but nevertheless a compliance issue, we found that
USAID/Benin did not submit Contractor Performance Evaluation Reports to TMG
on an interim basis as required. We recommended that USAID/Benin develop an
internal control procedure to ensure that it submits the required performance
cvaluation reports to the contractor in a timely manner. (Sec pages § through 14)

Not directly related to the audit objectives, but nevertheless indicative of 1 weakness
in internal control, the audit revealed that informal commitments totaling $334,000
wore made by the Mission, We recommended that USAID/Benin establish
procedures to use the USAID standard miscellaneous obligation form and train
Mission employees on informal commitments. (See pages 10 & 11.)

52 of 145



Background

According to USAILL reports, in 1991, the Benin education systam was in total
collapse, characterized by low enrollment rates, especially of girls, Jack of
gualified teachers, lack of a sound initial and in-service teacher training system,
lack of appropriate teaching and learmnyg materials and school infrastructure. In
conjunction with the Ministry of Education, grantees, and contractors,
USAID/Benin developed the Basic Education Program (BEP) as its stratcgic
objective no. 1, to address this problem. This strategic objective was entitled
“More Children Receive, on an Equitable Basis, a Basie Education Thit Prepares
Them for Productive Roles in Saciety,” To measure progress, USAID/Benin has
cstablished four intcrmediate results, namely, 1) improved pedagogical system, 2)
increased girls' enrollment in targeted areas. 3) improved environment for
stukeholders, and 4) mproved management of the education system (in the
context of decentralization).

In 1ts March 2000 annual report, USAID/Benin reported that its basic education
program was meeting expectations with significant improvement in access and
quality of educational materials and instruction. It reported seeing important
trends 1o improved guality of teaching, the quality and availability of improved
texthooks and workbooks. and the active participation of pupils in the classroom,
For example, the overall reported primary school gross enrollment rate was
increased from 56 percent in 1991 to 81 percent in 2000, Howewver, while girls'
enrollment rates had inercased, the gap between givls and boys continued to
remain high. In 2000, the ratio of girls to boys in primary schools nationwide was
approximately (0.7 to 1. While the Ministry of Education 1s aware of these gaps, it
has been slow to develop an effective response because it has been a highly
centralized organization. Furthcrmore, lack of school infrastructures and
inadequate number of properly trained primary schoolteachers are constraints
faced by the Ministry. The Mission also cited lack of coordination among donors
and low absorptive capacity of funds as future challenges.

The audit covered two major BEP projects. The first was The Mitchell Group's
"Children’s Leamning Equity Foundation 11" (CLEF II) program. This program
received an initial award of 58,199,031 on June 16, 1998, The contract expired
on July 31, 2001 with a total contract amount of $11,169,442. The objective of
the CLEF 1l project was to support the four intermediate results mentioned above.

The second project was World Education’s Primary Education Non-governmental
Organazations Praject Phasc [0 The grant agreement required World Education to
set up and train pareni-teacher associations to develop grass roots involvement by
purents in primary education. The grant for this project covered a five-year
performance petiod beginning June 30, 1998 and ending Tune 29, 2003 with total
lite of projeet Tunding totaling S10,097,190. USAID appropriated funding was
$3.7 million for each year for fiscal year 2000 and for fiscal year 2001,
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Audit Objectives

As part of its Fiscal Year 2002 Audit Plan, the Regional Inspector General, Dakar
(RIG/Dakary designed this audit to answer the following objectives:

1} Is USAID/Benin’s Basic Education Program meeting its intended
objectives?

2} Are selected recipients in the program complying with the terms of their
agreements?

Appendix [ contains a complete discussion of the scope and methodology of the
audit.

Audit Findings

Is USAID/Benin’s Basic Education Program meeting its intended objectives?

For the two activities and associated recipients selected for review, it was
determined that USAID/Benin's Basic Education Program (BEP) 15 making
substantial proeress in meeting its intended objectives.

For example, concerning the Children’s Learning Equity Foundation [T (CLEF 1I)
project, the Mitchell Group (TMG) had many accomplishments such as the
development and printing of texthocks, the establishment of the girls' equity
nctwork, the improvement of financial procedures at the Benin Ministry of
Education. TMG also contributed to the establishment of the national forum to
facilitate decentralization.

TMG was awarded the initial $8,199,051 CLEF II contract on June 16, 1998 with
an effective date of August 1, 1998, The contract was modified eight times; the
final Conuactor Performance Report indicated that the contract expired on July
31, 2001 with a total contract amount of 11,169,442, The CLEF II project
supported the following four intermediate results (IR) associared with strategic
objective 1 (SQ1):

* IR 1: Improved pedagogical system,

» IR 2: Increascd girls' corollment in targeted arcas,

» IR 3: Improved environment for stakeholders, and

* JR 4: Improved management of the education system (in the context of
decentralization).

Major requirements of the CLEF II project included the development of curricula

and textbooks to accomplish the goals of IR |, establishment of the "Girls'

Network™ to support IR 2, decentralization projects to promote [R 3, and

improvements in the edueative financial managemaent systern to achicve IR 4.
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Cansistent with the above IRs, major accomplishments of the CLEF II project
included:

»  New curricula, French and Mathematics books, and teacher guides developed
and printed (up to Grade 4).

v {(Grass roots activities implemented a network to promote equity and girls'
participation set up, and a system @ monitor equity developed.

»  Financial procedures at the Ministry of Education evaluated, improved and
training conducted to ensure the ase of new procedures.

»  Ministry of Primary and Secondary Education's infonmation management system
improved and assistance provided in setting up a national forum to decentralize
operations to the regional and local administrative levels,

Concerning the Primury Education NGO Project (PENGOP) Phase 11, World
Education (WE) had made signiticant progress in setting up the parents
association network (APEs),

The grant agreement required WE to set up and train parent-teacher associations.,
$0 as to develop grass roots involvement by parents in order 1o promote primaty
education agenda. WE in turn recruited and worked with local non-governmental
arganizations (NGOs) in accomplishing the milestone requirements. Major
accomplishrment of the PENGOP II project included the strengthening of:

* The functional capacity of Parent Associations.
= The functional capacity of federations of Parent Associations.
v The participation of Parent Associations in the primary school system.

The grant was cffective September 12, 1997 and covered a five-year performance
period beginning June 30, 1998 and ending June 29, 2003. The estimated amount
of the award was $9,126,000, with WE cost sharing being $971,190, yielding a
total program amount of $10,097,190 for PENGOP Phase I[I. To accomplish the
goals of the grant, WE directly supported USAID/Benin’s Strategic Objective 1.
“More Children Receive a Quality Basic Educarion on an Eguitable Basis,”
particularly, Intermediate Result #3 (IR 3), “fmproved Environment for
Stakeholders,” which calls for increased parent-teacher associations’ involvement
in schools in many different dimensions,

Are selected recipients im the program complying with the terms of their
agreements?

Both TMG and WE complied with most aspects of their agreements in assisting
USAILYBenin to achieve its BEP objectives as described under audit objective
number one above, of which several examples are given and relevant also under
our second audit objective. However, the sclected reeipicnts tested did not comply
with all the terms of their agreement. Related, but not a part of our objective,
USAID/Benin also failed to comply with one of the terms of the agreement.

)
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In PENGOP Phase I, WE’s quarterly performance reports did not report achieved
output data n a manner consistent with the description of the proposed outputs
per the grant agreement. In a second project, the CLEF 11 TMG did not prepare
and submit its quarterly performance reports in a timely manner. Conversely,
USAID/Benin did not submit Contractor Performance Evaluation Reports to
TMG on an interim basis as required. These findings are further discussed below.

Agreed-to Ountputs Not Consistently
Reported to Permit Progress Measurement

WE did not consistently report (from quarter-to-quarter) the required and agreed-
upon output information on program performance. Of the 14 agreed-upon
targeted outputs, WE consistently and directly reported on only six, which is
equivalent to 43 percent,

The grant agreement required WE to collect relevant BEP statistical data and to
report on 14 major outputs as indicatars in order to determine whether
USAID/Benin was meeting its BEP objective with regard to the PENGOP Phase
I1 project.

In accordance with the grant agreement, sub-section 1.5.2, “Monitoring and
reporting program performance,’” the grantee is required to submit quartetly
project progress reports and annual "non-competing continuation applications” to
the Mission’s Basic Education Team (BET). Furthermore, the agreement
stipulates that the recipient shall, in collaboration with USAID/Benin, identify an
appropriate list of indicators to assess program progress. Reporting on thege
indicators shall be included in the quarterly progress performance report.

WE revised its operational focus from quarter to quarter, mindful of its overall
goal of helping to create and train the parent-teacher associations, but did not feel
hound to measure progress based on its originally agreed-to outputs with the
Mission. Although the Mission cormmented at times to WE aboutt the latter’s
reporting format, the Mission did not insist on a corrective action by WE.

As a consequence of this deficiency in reporting, the Mission and WE did not
know the progress being made by the latter in attaining all the targeted outputs.

For consistency with the grant agreement and to befter measure progress in
USAID/Benin’s BEP, we make the following recommendation:
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Recommendation No, 11 We recommend that USAID/Benin, in
collaboration with World Education, develop an agreed-upon format
and set up procedures to require consistent reporting of World
Education’s guarterly performance reports.

Quarterly Performance Reports
Not Prepared and Submitted Timely

TMG did not prepare and subrnit its quarterly performance repotts to
USAID/Benin in a timely manner,

According to the contract, number 624-C-00-98-00013-00 dated Junc 16, 1998,
TMG was required to submit performance monitoring reports to USAID within
30 days of the calendur quarters encing on March 31, June 30, Seprember 30, and
December 31. A review of submitted reports and ensuing discussions with the
Mission's basic education team (BET) members confirmed that these reports were
consistently submutted late, In fact, when the current Mission's basic education
team members joined the program in 1998, TMG had not submitted a
performance monitoring report for over a year.

Assuming that the reason for the non-compliance was due to a misunderstanding
of the requirement, the Mission's basic education team made a written request to
TMG asking for regular submittals of the pertormance reports. As the CLEF 1T
contract matured, there was improvement in the timeliness of submitted reports.
However, even with these improvements, the majority of the reports were
submitted more than 30 diys later than the cortract specified deadline of 30 days
after the end of calendar quarters. Forthermore, while a corrent basic education
team member made an initial request to have the perfermance monitoring reports
submitted regularly, the Mission did not follow up and take action that would
have resulted in compliance with the required 30-day reporting by TMG.

Wheh members of the Mission's basic education team found some of the
performance monitoring reports inaccurate and rather aggressive in the manner
they represented progress in the period of performance, sction taken by the
Migsion's hasic education team to address the aggressive reporting by TMG may
have added to the tardiness of the final draft of the performance monitoring report
in some cases. Furthermore, due to the tardiness by TMG in submitting the
reports, the Mission and TMG did not have updated accurate information to
manage activities and to measure progress. This could have resulted in faulty
decisions based on untimely and inaccurate information. Also, in certain cascs,
not having accurate information could lead to deviations from intended work
scope and result in program cost escalations.

To cncourage timely reporting by the recipient that would result in the Mission's

use of up-to-date information and feedback in its angoing project decision-
making, we are making the following recommendations:
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Recommendation No. 2: We recommend that USAID/Benin
develop a plan of action that netifies both the recipient and
Mission Director when instances of non-compliance occur with
respect to reporting.

Recommendation No, 3: We recommend that USATD/Benin
provide, in this plan of action, for the Mission Director to
request that the recipient take immediate corrective action,
when instances of non-compliance eccur with respect to
reporting,

Contractor Performance Evaluation
Reports Not Submitted as Reqguired

USAID/Benin did not submit contractor performance evaluation reports to TMG,

According to the contract, number 624-C-00-98-00013-00, with TMG, dated
Junel6, 1998 the contracting ofticer was to use information contained in the
performance monitoring reports and input froro the contracting officer’s techoical
representative to evaluate contractor performance, for multi-year contracts, on an
intetim basis. Based on discussions with the Regional Contracting Officer (RCO)
and the review of the procurement guidance in this area, Besr Practices for
Collecting and Using Current and Past Performance Information, the Contracting
Officer, in this case, is required to conduct interim assessments at least every 12
months. Specifically, for comtract acrons exceeding $100,000, if the performance
period exceeds 18 months, then the contracting officer should conduct interim
asscssments at Jeast cvery 12 months, Furthermore, the guidance recommends
that interim assessments be prepared and discussed with contractors at least every
six months, sometimes more often depending on contractor performance
problems.

A review of USAID/Benin prepared performance evaluation reports and ensuing
discussions with procurement officials revealed that there was only one
performance evaluation report completed and submitted o TMG during the three-
year contract performance period (August 1, 1998 — July 31, 2001), That report
was subritted to TMG on April 19, 2000, over 18 months into the contract period
of performance. TMG provided a response to the evaluation, and it was finalized
on May 9, 2000. According to the USAID/Benin procurement staff, a final end of
contract evaluation was prepared, but it was not formally submitted to TMG for
review,

Further evaluation and discussions with the procurement staff revealed that
performance evaluation reports were initially prepared in Benin and were
forwarded to the RCO in Dakar, Senegal for comments. Due to a communication
breakdown between the acquisition specialist in Benin and the RCO in Dakar,
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certain reports were not finalized and submitted to TMG on an interim basis
(yearly) as required.

As a result of not submitting performance cvaluation reperts (o TMG as required,
the contractor did not receive official and timely feedback on its performance.
Although no specific negative impact oceurred that was observable from this
deficiency, tardiness in submission of a performance evaluation report could have
impacted contract performance in the subsequent years of the multi-year contract.
Furthermore, the performance evaluation report could have served as a vehicle to
notify the contractor of ongoing issues associated with late performance
monitoring repart submittals, To provide the contractors with ample opportunity
to use the Mission's feedback 1n its project performance strategy, we have the
following recommendation:

Recommendation No. 4: We recommend that USATD/Benin
develop an internal control procedure to mandate the
submission of required performance evaluation reports to the
contractor in a timely manner.

Unrelated internal control finding

Informal commitments were made in implementing BEP and other USAID/Benin
activities, This finding is further discussed below,

Informal Commitments Made in
Implementing Some BEP and Other Activities

While conducting the audit, the Mission Director revealed that varions informal
comritments were made by the USAID/Benin Basic Education Program Project
Officer in implementing some basic edacation programs and other USAID/Benin
activities. This was subsequently confirmed during interviews with the
USAID/Benin Acting Controller and the USAID/Benin Exceutive Officer. These
informal commitments totaled approximately $71,000, $46,000, and $217,000 in
1999, 2000, and 2001, respectively. According to USAID automated directives
system (ADS) 303.5.14, “Informal commitments occur when an uhauthorized
USAID official acts in a manner which appears to a recipicent or a potential
recipient acting in good faith that USAID has committed to make a specific
award, change the amount of the existing award, or revise an existing award
budget, program description or any of the terms and conditions of the award.”
Furthermore, according to the same ADS, it is against USAID policy to enter into
informal commitments.

The Mission had in place and used a form called the “Miscellaneous Commitinent
Document”™ which allowed the BEP project officer to pay for certain program

activities directly. Due to an oversight in preparing a form that would have
required the signature of the Executive Officer, the Mission spent funds on basic

10
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education program activities withont having a properly signed authorizing
document. As a result, funds were obligated and spent without proper
authorization.

The Mission was aware of the prablem before the audit and had already taken
steps to correct it. However, in order to discourage entering into future informal
commitments and to ensure a complete remedy for those that have occurred, we
make the following recommendations.

Recommendation No, 5: We recommend that USAID/Benin
establish procedures to use the USAID standard miscellaneous
obligation form in obligating funds.

Recommendation No, 6: We recommend that USAID/Benin
provide training to the Mission employees on informal
commitments.

Management In response o the draft report, USAID/Benin agreed with all of the findings and
recommendations in the draft andit report. Based on appropriate action taken by
the Mission, all recommendations are considered closed upon the issuance of the
final report.

Comments and
Qur Evaluation

Recommendation No. | requests that the Mission in collaboration with World
Education develop an agreed-upon format and et up procedures to ensure
consistent reporting of World Education’s quarterly performance reports. The
Mission concurred with this recommendation and developed a new reporting
format that states all the outputs and indicators of the projects.

Recommendations No., 2 and 3 asks that the Mission develop a plan of action that
notifics both the recipient and the Mission Director when instances of non-
compliance occur and to request that the recipient take immmediate corrective
action. The Mission concurred with the recommendations and has developed a
plan of action that will enable it to 1rack submission of quarterly reports and
encourage timely reporting. The Mission also agreed to notify cases of non-
compliance through letters from the Mission Director to the recipients requesting
that immediate corrective action be raken.

Recommendation No, 4 requests that the Mission develop an internal control
procedure to ensure that it submits the required performance evaluation reports 1o
the contractor in a timely manner. The Mission agreed to update its Mission

Performance Monitoring System to incorporate the recommendation.

Recommendation No. 5 asks that the Mission establish procedures to use the
USAID stundard miscellaneous obligation fonn in obligating funds. The Mission

11
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concurred with the recommendation and has begun to use Agency form AID 7.7
(3-80), Miscellaneous Obligating Docunent.

Recommendation No. 6 requests that the Mission provide training to iis
employees on informal commitments. The Mission concurred with the
recommendation and has held training sessions where various cognizant
personnel provided training.
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Appendix |

Scope and
Methodology

Scope

The Regional Inspector General, Dakar condueted this audit in accordance with
senerally accepted government auditing standards. The purpose of the audit was
twofold: 1) to determine if USAID/Benin’s Basic Education Program (BEP) was
meeting its intended objectives, as measured by certain intermediate agreed-upon
indicators and outputs with its implementing partners and 2) to determing if
selected recipients were complying with the terms of their agreements.

To answer these objectives, our audit scope meluded USALD financed BEP
activitics funded with fiscal ycars 2000 and 2001 appropriations. We assessed
management controls governing the identification, analysis, and ultimate
disposition of funding as they related to selected sections of the Foreign
Assistance Act of 1961,

Methodology

We then analyzed the Mission’s internal control system, especially with regard to
thc funding arrangements, performance monitoring and mcasurcment tools. We
also analyzed the compliance and reporting requirements agsociated with the BEP
and compared our results to the requirements found in USAID and relevunt
federal guidance. The Mission’s performance monitoring control system was
generally functioning as intended but because of general coneerns regarding
implementing partners’ reporting methadology, we assessed control risk as
medium.,

In order to deterroine if USAID/Benin’s BEP was mectog its intended objectives,
and whether selected recipients were complying with the terms of their
agreements, we decided to select a sample of recipients for detailed audit testing,
Contracts and/or grants associated with all of the recipients were requested and
reviewed in order to narrow the scope to the major and significant recipicnts. The
criteria ntilized to select the recipients and programs for review and testing were
1) dollar magnitude of the contract/project, 2) impact on overall BEP, und 3)
time-frame of program maturity and futare relevance.

Based on the above review and analysis, the Primary BEducation NGO Project
(PENGOP) Phase IT and Children's Learning Equity Foundation I (CLEF II)
projects and their associated recipients were selected for review. The grantee for
PENGOP Phase 11 was World Education and that for CLEF IT was The Mitchell
Group (TMG).
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PENGOP Phase Il and World Education

To tulfill cur audit objective, we therefore proceeded (0 test compliance by World
Education with the data collection and reporting requirements as well as
USAID/Benin’s Basic Education Team’s (BET) project pertormance monitoring
controls.  This was accomplished, amongst other auditing procedures, through
judgmentally selected reviews of (1) quarterly financial, perfermance and annual
reports through fiscal year 2001, (2) Non-competing Continuation Applications
and. (3) the statistical database of World Education. We also complemented these
reviews with field visite to World Education offices uand site visits to the schools
and parent-teacher associations, Additionally, we reviewed reports of field visits
and othcr performance monitoring procedures performed by the BET.

CLEF II and TMG

To determinge if TMG had complicd with the terms of the CLEF [T agreement,
milestone requirements from each of the intermediate results were randomly
selected for further review and testing, Certain contract terms were also selected
and tested to ensure that BET adequately monitored ¢contractor performance
during the three-vear span of the CLEF 1T contract, In selecting contract terms for
compliance testing, we chose confract ferms pertaining toe contractor performance,
In particular, we emphasized performance reporting by TMG and contractor
performance evaluation requirements by USAID/Benin.

In testing for achievement of milestone requirements, we relied on the following:

= review of BET documentation of monitoring activities,

= review of completed requirements such as textbooks and curricula,
w  review of externgl data and documentation, and

v field observations and discassions with beneficiaries.

For those requirements that prodoced ascertainable end results such as textbooks
and curricula, we observed their existence through reviewing manuscripts
(curriculal and physically viewing texthooks, We ascertained the existence of
textbooks through samples provided by the Mission, and more significantly, we
were observed the use of these books and the newly developed corricola and
pedagogy through our field visits ta the Borgou region of Benin. In certain cases,
we veritied completion of requirements by reviewing statistics provided by the
Ministry of Education; this included statistics on distribution of textbooks by
region. In other cases, milestone requirements called for independent assessments
by external parties. In these cases, we requested copies of the assessments from
the Mission and reviewed them to ensure that the scope was adequately covered
and that identificd weaknesses were properly addressed by the Mission,
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During our field visits to the Borgou region we observed the newly developed
pedagogy for the primary schools implemented in all of the schools we visited. In
moat <ases, the CLEF I funded French and Mathematics books were provided to
students at the prescribed ratio of two students per book and ong student per each
workbook. However, in several cases, the books were not adequately covered
with book-covers und showed prermarure wear and tear.

Photograph of students ag the Biro School in Perere (Borgou region)
using the extbooks and pedagogy developed by the CLEF I project.

In assessing significance, we used a materiality threshold of five-percent

noncompliance/non-achievement rate for the overall sample tested against the
petrformance criteria in each audit objective,
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Appendix 11

LISALD

Management
Comments:

U.8, Agency For International Development

August 21, 2002

ACTION MEMORANDUM

TO: Henry Barrett, RIG/Dakar
FROM: Harry M, Lightfoot, Director - USAID/Benin /s/

SUBJECT: Draft Audit Report Number 7-880-02-00X-P of
USAID~-Financed Basic Educatlicon Program in
Benin

As requested, the Mission has reviewed RIG's draft
audlit report on USAID-Financed Baslo Fducatlion Program
in Benin. FPlease find below our response to the
report's recommendations,

Recommendation No.l: "We recommend that USAID/Benin,
in collaboration with World Education, develop an
agread-upon format and set up procedures to ensure
consistent reporting of World Education's quarterly
performance reports."

Action taken: In order to address the recommendation
No.l, the Basic Education Team, in collaboration with
World Education, developed a new reporting format
entitled "Cutputs Tracking Table® stating all the
putputs and Indicators of the projescts. Partners
report on progress pertaining to each output using
this table. The table was shared with the other
USAID-funded education partners and with other
USAID/Benin Strategilc Chijective and Special Objective

o

{80/ Ep0) Teams that adopted it.

16
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Recommendation No.2: '"We recommend that USAID/Benin
develop a plan of a¢tion that notifies both the
recipient and Mission Director when instances of non-
compliance occur."”

Aotion faken: 3ee Mission Action Plan under
Recommendation No.3.

Recommendation No.3: "We recommend that USAID/Benin
provide, in this plan of action, for the Mission
Diractor to recquest that the recipient take immediate
corrective action, when instances of non-Compliance
occur. "

Mission Action Plan: The Basic Education Team
developed, for each reclplent, a performance report
monitoring chart that enables it to keep track of the
aubmission of quarterly reports and encourage timely
reporting.,  To comply with the audit recommendation,
the Mission Director sent letters to recipients that
did not submit thelr gquarterly reports in a timely
manner.

In addition to that, USAID/Benin will include in its
Performance Monitoring System a paragraph urging
SO/5p0 Teams to notify cases of non-compliance through
letters from the Mission Director to the recipients
requesting that immedliate corrective action bhe taken.
The Mlsslon wlll fTurthermore monltor contractor and
grantee compliance with reporting regquirsments as part
of its semi-annual portfolic review.

Recommendation No.4: "We recommend that USAID/Benin
develop an internal control procedure to ensure that
it submits the required performance evaluation reports
to the contractor in a timely manner.”

Mission Action Flan: USAID/Benin would like to point
out that the Basic Education Team (BET) and TMG met on
a regular basis to assess progress towards the
achlevement of the contract mllestones and to discuss
and address implementation issues, During these
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neetings, the BET provided feedback on the project
paerformance.

BET prepared the required performance reports that
were submitted to the Mission Office of Procurement
(OP) for transmigsion to TMG through the Reglonal
Contracting COfficer (RCOY. According to the
discussion OF had with the auditors, some of these
reports were not submitted to TME on an interim haszis
due to communication problems between the RCO and OF.
This is a communication issue, not a non-compliance
one.

USAID/Benin will include in its Mission Performance
Monitoring System a paragraph dealing with the
submission of performance evaluation reports to the
contractors in a timely manner,

USAID/Benin will then monitor its compliance with this
requiremsnt during semi—-annual portfolio reviews.

Recommendation No,5: "We recommend that USAID/Benin
establish procedures to use the USAID standard
miscellaneous obligation form in obkligating funds. "

Avtion taken: On December 14, 2001, the Mission issued
a notice discontinuing the issuance of Miscellaneous
Commitment Document (MCD) and replaced it with the
Agency form AID V-7

{(Z2-80) Miscellansous Chlligating Documsnt (MOD) . This
policy has been implemented and the use of a MCD is no
longer a practice in this Mission

Recommendation No.6: "We recommend that USAID/Benin
provide training to the Mission employees on informal
commitments"

Actlon taken: On December 13, Z001, the Reglonal
Contracting Officer (RCQ), Lawrence Bogus conducted
training in the Miggion on informal commitments. The
EXO followed up on December 18, 2001 with a Memorandum
disseminating an Administrative Notlce from the
Embassy fully discussing the subiject of "Unauthorized
Commitments". The EXO also requested that a training
sesslon be held during the visit of Mr. Alan
Bellefeuille, QP/E, One hour of tralning hy lecture
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and panel discussion was performed on June 14, 2002 by

the RCO, the BXO, the TDY Acting Controller Donna
Brazier, and Alan Bellefeulllse. Attendancs was
mandatory for personnel from the technical offices,
the Executive Office and the Cffice of Financial
Managemaent . The training sesslon covered aspects of
procuremnent authority by warrant and by position,
other inherent authorities by positions, recurring
chligations, informal commitments and the
discontinuance of MCDs,

Conclusion:

USAID/Renin concurs with the findings and
recommendations in the draft audit report.

USAID/Benin appreciates the RIG's assistance, and

belleves that the lmplementatlon of the above action
plans will further enhance USAID-financed development

programs in Benin,

Deleted items - Relate to matter not included in the
final report.
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Febroary 28, 2003

MEMORANDUM
FOR: Pamela White, Director, USAID/Mali
FROM: Lee Jewell 111, R1G/Dakar /s/

SUBJECT:  Audit of USAID/Mali’s Self-Help Program
(Report Na. 7-688-03-001-P)

This memorandum is our final report on the subject andit. In finalizing this report,
we considered your comments on our draft report and have included this response
as Appendix I1.

In your response to our draft report, you concurred with each of the seven
recommendations and the potential monetary savings of $72,848.  Based on
appropriate action faken by the Mission, management decisions have been reached,
and recommendations 1, 3, 4, 5, 6, and 7 are considered closed upon issuance of
this report. Please coordinate final action for recommendation no. 2 with the
USAID Office of Management Planning and Innovation, Management Innovation
and Control Division (M/MPIMIC).  [n accordance with USAID guidance,
M/MPL/MIC is responsible for determining when final action has occurred.

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

The Africa Special Self Tlelp (SSH) Program is funded through the Regional
African Burcau with the Depariment of State acting as the managing unit. The
program is designed 1o provide small grants (generally $2,000 or less) to fund
SSH activities that will have an immediate impact. The direct responsibility of
the program 1s with the Ambassador, who has the final authority n the sclection
and approval of SSH projects.  The projects are funded through USAID
allotinents, and the official accounting for these funds is located in the USAID
field accounting stations. The separation of management authority and financial
accountability has presented challenges for USATD/Mali. (Sce pages 6 and 7.)

The objective of this audit was to deterniine if USAID/Mali administered,
obligated, and deobligated the funding of its S5H activities 1n accordance with
USAID guidclines. (Sce page 7.)

The audit found that in general, USAID/Mali administered, obligated, and
deobligated the funding of its SSH activities in accordance with USAID
guidelines; however, annual section 1311 reviews were not always performed,
advances were not supporied, and some activity agreements did not include all
required information. The Mission has procedures in place for obligating funds
and processing vouchers in a timely and efficient manner. Controls are in place
for the disbursement of funds, and site visits were performed by the Controller to
determing the status of several projects. (Sec page 7.)

However, as previously stated, several 1ssues were noted that need to be addressed
by the Mission.  Annual reviews of all recorded unliquidated obligations are
required per USAID guidance, but the Mission had not performed a review since
April of 2000. We recommend that the Controller’s office perform an annual
review for 2002, In addition, we recommend that USAID/Mali deobligate or

qustify amounts relating to oufstanding advances and currency flucmations from

previous years totaling 557 457, (See pages 8 through 10.)

Another 1ssue noted was the lack of pro forma inveices to support full advances as
required per USAID guidance. We recommend that the Mission follow USAID
guidance on utilizing other methods of payments as well as requiring pro forma
invoices when a full advance is the most appropriate form of payment. In
addition, we recommend that the Mission determine the recoverability of the
advancces totaling $15,391 for projects that do not exist. (Sce pages 10and 11.)

A third issue noted was that USAID guidance identifies specific information and
terms required on SSH documents, but the agreements for FY 2002 did not
incorporate all required information. W recommend that the Mission in
coordination with the SSH Coordinator incorporate required information into
future agreements. (See pages 12 and 13)
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USAID/Mali concurred with all of the findings contained in this report, and
management decisions have been rcached on all recormomendations.  Based on
appropriate action taken, final action has heen taken on recommendanons no. 1, 3,
4,5,6,and 7. (See pages 13 and 14.)

Background

The Africa Special Self Help (85H) Program s funded through USAID s Atfrica
Bureau with the Department of State acting as the managing unit, The program is
designed to provide small grants (generally $2,000 or less) to fund SSI1 achivitics
that will have an immediate impact as well as advance U.S. interests. It is a way
1o provide limited assistance directly 1o local communities rather than
government-to-government assistance; the SSH programs allow for a quick
response without regard to the bilateral assistance programs. Some examples of
S8H projocts include gardening projects, the building of wells for potable water,
and water conduit construction. Below is a picture of a SSH funded water conduit
project,

- f . ; ,.l" L
e " o .. 4 .
S INE = .
Pieture of & water comduit constructed with 88H funds in the Koulikoro region
ol Mali on Oclober 22, 2002,

The selection of projects is made by a team from the U.S. Embassy, but the
Ambassador has the final authority in the approval of SSH projects. Usually, the

Ambassador delegates the day-to-day management to a staff member in the
Embassy. In the case of the SSH program in Mali, the Consular Officer was

f
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responsible for the day-to-day management. He was assisied by a full-ime SSH
coordinator who was hired about a year ago at the time of the audit.

SSH projecis are funded through LSAID allotments, and the efficial accounting
for these funds is performed by the USAID field accounting stations. USAID is
responsible for the obligation, deobligation, and financial administration of the
funds. USAID/Mali 1s the accounting station for five SSI programs: Mali, Niger,
Burkina Faso, Chad, and Cote d’lvoire. The budget for the SSH program in Mal
was $81,000 in fiscal year (FY) 2000 and an estimated $76,000 in FY 2001, The
Regional Inspector General, Dakar audited the Mali SSH program for FY 2001,

Having management responsibility at the Embassy and financial accountability at
USAID has presented challenges for USAID/Mali management. USAID/Mali has
limited authority over progranmi implementation and monitoring, but vet the
Mission is still accountable for the outstanding obligations and commitments.
USAID/Mali has proposed to include a person from the Financial Management
Office on the $SH committee 1o provide financial expertise early on in the grantee
selection process,

Audit Objective

The Regional Inspector General, Dakar (RIG/Dakar) designed this audit to answer
the following objective:

Did USAID/Mali administer, obligate, and deobligate the funding of its self-
help activities in accordance with USAID guidelines?

The audit was included as a revision to the annual plan. Appendix [ contains a
complete discussion of the scope and methodology of the audit.

Audit Findings

Did USAID/Mali administer, obligate, and deobligate the funding of its self-
help activities in accordance with USAID gnidelines?

USAID/Mali administered, obligated, and deobligated the funding of its self-help
activities in accordance with USAID guidelines; however, annual sectionl311
reviews were not always performed, some advances were not supported, and
some activity agreements did not include all required information. The Mission
had procedures in place for obligating funds and processing vouchers in a timely
and efficient manner. Controls, including presenting an identification card and
organization stamp, were in place for the disbursement of funds. The Mission did
deobligate funds appropriatcly as some projects closed and the advances were
liquidated. In addition, site visits were performed by the Controller to determineg
he status of several projects.
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Several issues were noted, as stated above, that need to be addressed by the
Mission.  Annual Scction 13110 reviews of all unliquidated obligations  to
determmine validity were not performed as required. Even though quarterly reports
were sent (o the Embassy on a regular basis, ne follow-up was performed when
the Embassy did not respond to determine the validity of the unliquidated
obligations and ourstanding advances. In addition, the Mission was not requiring
pro forma invoices to suppart payment vouchers of full advances as required in
the Special Self-Help (SSHY Guide (the Guide), guidance USAID uses for
managing SSH programs, Finally, the obligating documents did not contain all
required information,

Annnal Section 1311
Reviews Were Not Performed

Scction 1311 of the Supplemental Appropriations Act of 1955 (the Act) requires
agencies to perform annual reviews of all recorded outstanding obligations.
USAID/Mali had not performed a review of the unliquidated obligations
associated with the SSIH program since April of 2000, resulting in unliquidated
obligations of $153,399 as of OQctoher 23, 2002, of which $87,457 could have
been deobligated during annual reviews, Among Mission staff and managemeni,
there was a misunderstanding as to who was responsible for the reviews. As a
result, funds for SSI1 programs that could have been deobligated and possibly
reprogrammed remained idle.

Section 1311 of the Act states that an intensive review of all recorded
unliquidated obligations/commitments must be completed on a ycarly basis.
These annual reviews must be thoroughly documented with complete working
papers for each individual obligation or commitment account. Any reviewer of
the working papers should be able to conclude that a careful review of each
unliquidated obligation and commitment was conducted.  Also, per Automated
Directives System (ADS) 621, obligation managers must continuously review the
slatug of obligated funds and request deobligations whenever funds are found o
be in excess of that needed to accomplish activity objectives.  Furthermore, the
Guide states that the Controller’s Office, in conjunction with the SSH coordinator,
should perform the annual 1311 review.

During the andit, it was determined that a Section 1311 review had not been
performed since April of 2000. Morcover, the review donc in 2000 did not
address unliguidated obligations going as far back as 1995, Per the Mission
Accounting and Control System (MACS) report POTA Comprehensive Pipeline
Report by Project as of October 25, 2002, the unliquidated obligating balance was
$153,399. Of this amount, $57 457 could have possibly been deobligated had a
Section 1311 review been performed. This amount is the sum of the unligmdated
balances for projects from 1995 to 2000 plus the result of currency fluctuation m
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fiscal year (FY) 2001, The outstanding advances for FY 2001 are not included
because a project has 18 months to complete, and therefore, the projects may be
on-going. A breakdown of the total unbiquidated balance 15 shown below.

Unliquidated Obligations Breakdown (in dollars)

Sumtnary

Unliquidated balances for projects from 1995 to 2001 $79.952
Projects for FY 2002 73447
Total Unliquidated Balance as of October 25, 2002 153.399

Detailed Breakdown of Unliquidated Balances from 1995 to 2001

FY 2001

Unliquidated balance $24.401
Amount represents currency fluctuations : 1,906
10 Projects with outstanding advanees 22,495

FY 2000

Unliquidated balance $18.,396
Amount represents currency fluctuations' 9,124
5 projects with oulstanding advances 9,272

FY 1995 to 1999

Unliguidated balance $37,155
Qutstanding advances 24,010
Other unhgdated obligations 13,145

Total $79.952

' The currency fluctuations resulted from a change in the exchange rate on the
day of the obligation and the day the payment voucher was completed.

*Five of the 10 projects do nat exist, which total $15,391 in outstanding
advances. This armount represents 68 percent of the total outstanding advances
for FY 2001,

Per discussion with USAID management and staff, the reviews were not
performed due to a misunderstanding as to whose responsibility it was to perform
the reviews. Regarding the April 2000 review performed, USAID management
stated that 1f documentation was not received stating that the project was closed,
the balance stayed on the books. The Mission did not initiate any contact with the

Embassy to verify the status of the projects.
9
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Part of the vnliquidated obligation balance consists of currency fluctvations and
outstanding advances. The currency fluctuations resulted from the Mission not
comparing the obligating docaments to the payment vouchers o determine
differences in exchange rates, The outstanding advances as well as other
unliquidated obligations from 1995 to 2000 have not been reviewed as
appropnate given that the projeets are supposed to be of an immmediate nature not
expanding past 12 months.

By not performing the reviews, the SSH program funds have been idle when they
could have been deabligated and reprogrammed for other valid purposes. Had the
reviews been performed in conjunction with Embassy staff on a tmely basis in
the year that the funds were obligated, the excess funding could have been used to
fund other projects. The following are recommendations to address the problem
noted.

Recommendation No. 1: We recommend that the Controller’s
Office perform a Section 1311 review of the Mali self-help
program for fiscal year 2002 to obtain justification for
retaining the unliquidated obligations or show the need to
deobligate the funds.

Recommendation No. 2: 'We recommend that USALID/Mali in
coordination with the U.S. Embassy/Bamake, deobligate,
collect, or justify unliquidated obligations totaling $55,551
($18,396 for fiscal year 2000 and $37,155 for fiscal years 1998
to 1999),

Recommendation No. 3: 'We recommend that USAID/Mali in
coordination with the U.S. Embassy/Bamake, deobligate or
justify unmliquidated obligations resulting from  currency
fluctuations, which total $1,906 for fiscal year 2001,

Payments of Full Advances
Were Not Supported as Required

Per USAID guidance, pro forma inveices should be required from graniees before
advancing the full amount of a 8SH award. For FY 2001, we noted that 19 of the
20 projects received full advances without pro forma invoices as supporting
documentation.  Pro forma invoicas were not required due to misinterpretation of
the requirement. The lack of pro forma invoices increased the risk of
noncompliance.
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Per the Guide, advances given in full (o the grantee are the least desirable
payment method as the most risk is involved. The Guide states that a definite
action plan with pro forma inveices should be required from  intended
heneficiaries inorder to obtain a full advance.

The review of the FY 2001 voucher files disclosed that of the 20 projects, 19
reccived full advances. Of these 19 projects, no pro forma invoices were in the
voucher files as support of the advance payment. For FY 2000 files, it was noted
that six of the 23 files reviewed did not have supporting pro torma invoices.

Per discussion with USATD managerment and voucher examiners, no pro forma
invoices were required to issue a payment 1f the payment voucher and the
Checklist for Administrative Approval of Vouchers were properly completed.
Due to misinterpretation of the guidelines, management misunderstood the pro
forma requirement.

Issuing advances n full increases the risk associated with the projects. Five
project awards in FY 2001 gave full advances totaling $15,391 to what turned out
to be nonexistent projeets, and the moncy had not been recovered.  After
becoming aware of a possible problem with these projects, the USAID Controller
as well as the SSH Coordinator performed a sile visit 1o determine the status of
the projects. Per discussions with the local people, it was determined that the
projects were nonexistent and the man who received the advances bad Ieft town,
Mission management notified the Regional Inspector General/Dakar, which in
furn notified the Otfice of Inspector General/Investigation. The recommendations
below address the issue of the lack of pro forma invoices.

Recommendation No. 4: We recommend that USAID/Mali in
coordination with the U.S, Embassy/Bamako develop
procedures that utilize other methods of pavment when
possible such as payments made divectly to the supplier and
giving only partial advances until supporting docnmentation is
received.

Recommendation No. §5: We recommend that USAID/Mali
develop procedures that require pro forma invoices to support
requests for full advances to self-help grantees when a full
advance is the most appropriate method of pavment,

Recommiendation No. 6: We recommmend that USAID/Mali, in
coordination with the U.S, Embassy/Bamako, detexrmine the
recoverahility of the advances totaling 515,391 for the five
nonexistent projects, and depending on the determination,
either issne a bill for collection or take appropriate action to
initiate the write-off process,

80 of 145



Activity Agreements Do Not
Include All Required Information

USAID guidance identifics speeific information and terms required on 5SH
documents. Of the 20 agreements we reviewed, none of the 20 complied entirely
with USAID guidance. Due to the ambiguity of an example in the Guide,
Embassy and USAID staffs were not aware of the requircment. As a result,
critical informaton necessary for proper financial management of the Mission’s
SSH activities was not avatlable to USAID management.

The Guide identifics the Individual Achivity Agreement as the primary instrument
through which SSH funds may be obligated and committed to a SSH activity.
This document is detined as an agreement between the LS. Government and a
local community to undertake a specific activity, Furthermore, this document is
described as the basic document underlying implementation of the program and
must be exceuted for cach SSH activity. The Guide states various information
that must be specified on the activity agreement, including the following:

1. The name of the official or organization which will monitor the activity,
2. The date on which implementation is expected to begin,

3. The number of beneficiaries, and

4. The estimated date of completion.

For FY 2002 agrecments, the 8SH coordinator used a different format from the
previous years. We examined all FY 2002 agreements (20 agreements in {otal)
and noted that none of the agreements specifically stated the monitoring official,
as was done in 2000 contracts.  In addition, the contracts did not state the
expected date of implementation or the estimated date of completion. We also
noled that 10 of the 20 contracts did not provide the number ot beneficiaries.

Per discussion with USAID management as well as the SSH coordinatar, the lack
of required information was due to unclear presentation in the CGuide. The Guide
presents a sample agreement thal does not include all of the required information
as stated in the narrative part of the Guide. The coordinator vsed the sample when
creating the agreements but did not add the information stated in the narrative
section. In addition, according to Mission officials, because the agreements were
originaied close to the tiscal year end, therz was a rush to get thent approved and
funded. Therefore, they were not reviewed thoroughly,

As a result of the lack of required information, critical information for proper
financial management of the Mission’s SSH activities was not available to
USAID management. Management was not able to determing who the
responsible party was, when the project should have started, or when the project
should have finished.  Such information would also aid in performing Section

12
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1311 reviews of unliguidated obligations. The following recommendation has
been made to address the incomplete agreements.

Recommendation No. 7@ We recommend that USAID/Mali
coordinate with the Embassy’s self-help coordinator to develop
procedures that incorporate all required information into future
self-help activity ageeemoents,

Management
Comments and
Our Evaluation

In response to the draft report, USAID/Mali agreed with all of the findings and
recommendations made in the draft audit report.  Bascd on action taken by the
Mission, six of the seven rccommendations are considered closed upon the
issuance of the final report (1, 3, 4, 5, 6, and 7). The remaining recommendation,
Recommendation No. 2, is considered to have a management decision.

Recommendation No. 1 recommends that the Mission perform a Secrion 1311
review of the Mali self-help program for fiscal year 2002, The mission concurred
with this recommendation and performed such a review. This recommendation 1s
considered closed.

Recommendation No. 2 states that the Mission should deobligate, collect, or
justify unliquidated obligations for fiscal years 1993 to 2000, The Mission was
able to deobligate part of this amount resulting from amounts never requested in
payments. The Mission is currently working with the Embassy Special Self-Help
Coordinator on the remaining balance.

Recommendarion No. 3 recommends the deohligation or justification of
unliquidated ebligations resulting from currency fluctuation for fiscal year 2001.
The Mission concurred with this recommendation and has deobligated the
amount, This recommendation is considered closed.

Recommendations No. 4 and 3 states that the Mission should develop procedures
for utilizing methods other than giving a full advance when making a payment. If
a full advance is the most appropriate method, pro forma invoices should be
required.  The mission concurred with these recommendations and has issued a
memo  incorporating new  procedures into the accounting function.  These
recommendations are considerad closed.

Recommendation No. 6 recommends the Mission to determine the recoverability
of advances for five non-existing projects and either issue a bill of collection or
Initiate the write-oft process. The Mission datermined the recoverability to be

13
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highly unlikely and wrote off the advances based on an action memo, which was
approved by the Ambassador and signed by the USAID Mission Director. This
recommendation 1s considercd closed.

Recommendation No. 7 recommends the Mission lo develop procedures requiring
all required information be included in future self-help activity agreements. The
Migsion concurred with this recommendation and issued a memo incorporating
new precedures inte the accounting function. This recommendation is considered
clogsed.
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Appendix 1

Scope and
Mcthodology

Scope

The Regional Inspector General, Dakar conducted this audit in accordance with
wenerally accepted govermment auditing standards. The purpose of the audit was
10 determine if USAID/Mali administered, obligaled, and deobligaied the funding
of its SSH activities in accordance with USAID guidelines. The audit was
conducted at USAID/Mal in Bamako from October 7-25, 2002, Sitc visits were
performed n both the Segou region of Mali as well as the Konlikoro region.

To answer this objective, the audit scope primarily included obligations for
speaial sclf-help (SSH) activities which had unliquidated balances at September
30, 2001 and as necessary, balances at September 30, 2000 and September 30,
2002, We assessed managemient conirols governing the administralion,
obligation, and deobligation process, including the conduct of Section [311
reviews relating to SSH activities, In addition, the scope of this audit included a
limited review of the internal control structure associated with the identification
of proposed projects, the project selection process, and the distribution of funding.

We examined all fiscal years 2000 and 2001 voucher files for SSH programs to
review the obligating process. We reviewed all unliquidated obligaiions as of
October 25, 2002, which totaled $153,399.

Methodology

While conducting fieldwork, we performed limited tests of compliance with
USAID procedures related to the Mission’s controls associated with these
obligations. These controls and eur review included the Mission’s Section 1311
reviews and a review of obligating documents. In addition, we reviewed the
controls over the approval process for advances as well as the liquidation of
obligations associated with S5 activities.

Because we were notified before the audit of the possihility of problems existing
in five of the SSH projects, no materiality threshold was set; everything was
deemed material,

Each obligation was reviewed 1o determine whether 11 was valid in accordance
with USAID regulations. We also reviewed fiscal years 2000 and 2001
unliquidated obligations to determine whether the balance resulted from currency
fluctnations or other factors. In making these decisions, we examined the original
amount obligated and compared it (o the amount actually paid. The supporting
documentation for the liquidation provided the relevant information on the
difference between the original obligation and the liquidated amount.

15
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In addition, our fieldwork included reviewing information contained in the
Mission Accounting and Conirel System reports, documents maintained at both
USAID/Mali and the American Embassy in Mali, and  discussions  and
communications with appropriate Mission and Embassy staff.

During ficldwork, we noted that prior audit recommendations bad been made
regarding Secction 1311 reviews in 1997, In 1999, verilication and evaluation
work was performed on the audil recommendations, which determined that tinal
actions had generally been completed. No further action was required of the
Mission at that time,

1]
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Appendix 11

Management

USAID/Bamako
Comments:

Office of Financial Management

MEMORANDUM

To: Lee Jewel 1ll, RIG/Dakar
CcC: Vicky Huddleston, Ambassador
Danicl Stewart, AmEmbassy/Mali
From; Pam White, Director, USAID/Mali /s/
Date: January 15, 2003
Subject: RIG/Dakar’s Draft Audit Report on USAID/Mali Self Help Program

USAITYMali would first like fo express its gratitude for the time and effort the
RIG/Dakar stalf dedicated w this audil. 1t has been very useful in identfying certain
weaknesses in the overall management of the SEH Program in Mali.  We fully concur
with the final audit findings and the seven recommendations,

However, we would like to emphasize that USATD only serves as the paying and
accounting station and docs not have dircct management responsibility for this program.
The U.S. Embassy reccives and evaluales the grant proposals, selects the grantees,
prepares and the grant agreements for the Ambassador’s signature and administratively
approves all pavments, The Embassy is also responsible for obiaining adequats
documentation to liguidate cash advances and for completing project close-out reports,
The Spemal Self-Help Guide, sued by the State Department Bureau of African Affars,
provides a clear set of instructions and recommendations for effective execution of these
program responsibilities.

Over Lhe course ol the last few months, OFM/Bamako has taken the following siops to
address the recommendations before the issuance of the final audit report:

Recommendation No. 1 : We rceommend that the Controller’s Office perlorm Section
1311 reviews of the Mali Self-Help Program annually, which entails working with the
Embassy Coordinator and comparing obligating documents with payment vouchers to
determine curtency [luctuations.

Action Taken: The Controller has again reviewed the requirement to conduct an annual
Seetion 1311 review of all unliquidated obligations with all USALD accounting staff.
The responsibihiy for the annual review of 38H obligations has been formally reassigned
to the Supervisary Accountant, based on his experience and understanding of the
procedure. The Supervisory Accountant has stnee completed a thorough Seetion 1311
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review Tor this program as of 9/30/02,

Deleted ~ Relates to matter not included in the linal report.

We believe all necessary action has been taken to resolve this recommendation and
request R1G/Dakar close Recommendation No. 1 accordingly.

Recommendation No. 2: We recommend that USAIIYMali, in coordination with the 1.
§. mbassy/Bamako, write-ofT or justify cxecss balances of $9,124 in 2000 and $1,906 in
2001 resulting from currency fluctuations.

Action Taken: We concur with RIG/Dakar’s finding and have deobligated these
amounts as of 12/31/02 via JV# 688-03-112 for $9,126.22 and JV# 688-03-113 for
$1,905.95,

Deleted — Relates to matter not ingluded in the final report,

We belicve all required action has boen taken to resolve this recommendation and request
RICG/Dakar close Recommendation No. 2 aceordingly.

Recommendation No, 3: We recommend that USAID/Mali, in ceordination with the U,
S, Embassy/Mali, write-off, collect, or justify outstanding advances totaling $9.272 from
2000, as well ag $37,155 in un-liquidated obligations regarding projects from 1995 to
1999, of which $24,010 presents outstanding advances,

Action Taken: A portion of the unliguidated obligations regarding projects from FY
1995 to FY 1999 represents amounts never requested in payments. We have therefore

deobligated these unused obligated amounts as of 12/31/02 via JV# 688-03-111 for
13,145, | [

Deleted — Relates to matter not included in the final report,

USAITMali has confirroed the LS, Embassy S5H Coordinator has tried to locate sll
Malian grantees that have outstanding S5H advances and has asked thosce located 10
submit project expense documentation. These efforts have so far produced little in terms
of congrete results, Only ong advance of $1,686.41 for the period from 19935 to 2000 has
been hiquidated since 9/30/02; all others are still fully outstanding and unjustified.

USAITYMali will continug to work with the Embassy SSH Coordinator to gather
adequate expense documentation to liquidate these outstanding advances over the next
six months, All advances not adequately justified and judged 1o be uncollectible will be
wrilten off by Junc 30, 2003.

Recommendation No, 4; We recommend that USATD/Mali in coordination with the UL
S, Embassy/Bamake develop procedures that utilize other mcthods of payment when
possible such ag payenents made directly to the supplier and giving only partial advances
wntil supporting documentation is reccived,

Action Tuken: The Controller has discussed these options with the Embassy $8H staff
and they have agreed they will actively search for opportunitics to apply this suggested
approach for altemative payment metheds, These payment eptions arc also spelled out in

B3]
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the Special Self Help Guide, which the Embassy SSH Coordinator has agreed to refer to
more frequently. Formal guidance was given to USAID OFM staff via OFM Notice
200301,

We behieve all required action has been taken to resolve this recommendation and request
RIG/Dakar close Recommendation No. 4 accordmgly.

Recommendation §: We recommend that USAIIYMali develop procedures that require
pre forma invoices Lo support tequests for [ull advances to Sell-Help grantees when a full
advance is the most appropriate mathod of payment.

Action Taken: This requircment is discussed in the Special Sell-Help Guide. As such,
the $SH Coordinator has now agreed to ensure, effective immediately, that all grantees
will provide pro forma invoices with their respective advance requests. The Controller
has instructed the USALD voucher examination stafl' to ensure that all SSH advance
requests are supported with the pro forma involces before processing any payments.
Formal guidance was given to USAID OFM staff via OFM Notice 2003-01.

Since early November 2002, OFM/Bamako has been receiving advance requests from the
grantees with the required pro forma invoeices attached.

We believe all required action has been taken to resolve this recommendation and request
RIG/Dakar clese Recommendation No. 3 accordingly,

Recommendation No. 8 We recommend that LISAID/Mali, in coordination with the U.
5. Embassy/Bamako, determine the reeoverability of the advances totaling 515,391 for
the five non-existing projects; if the advances are determined to be unrecoverable, write-
off ag appropriate,

Action Taken: The SSH Coordinator and the USAID/Controller traveled to Timbuktu to

verify the allegation related to these five advanees,
[t s clear all five advances were received by one person,

. It 15 also clear none of the funds from these advances ever reached the
intended grantees.

The U5, Embassy will pursug all possible
legal action against , if and when he can be located. However, it is highly
wnlikely these advances will gver be cither partially of fully recovered. The cost of
[urther efforts to collect these funds will mostly likely greatly exceed any potential
recovery, Therefore. the USATD Controller has written off these advances via JV # 688-
03-115 | 200 bascd on the action memo concurred by the Ambassador and
signed by the USATD Mission Director

Deleted  Relates to matter not included in final report

We believe all required action has been taken to resolve this recommendation and request
RIG/Dakar ¢lose Recommendation No. 6 accordingly,

Recommendation No. 7: We recommend that USAID/Mali coordinate with the

Embassy’s Self-Help Coordinator to develop procedures that incorporate all required
information inte [uture scll-help activity agreements,
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Action Taken: Subsequent to the audit, the USAID Controller has reviewed this
requircment, also described 10 the Special Sell-Help Guide, with the $8H Coordinator
and the USAID seccounting staff. All parties have agreed to follow more closely the
instractions in the Field Goide. As an internal contrel measure, the USAID accounting
stalT has been instructed to review all new Award Agreements to ensure all required
elements are included before a funding citation is provided. 1t should also be noted, the
USAID Regional Legal Advisor has been performing the same function when provided
timely advance drafls of proposcd agreements, Formal guidance was given to USAID
OFM staff via OFM Notice 2003-01.

We believe all required action has been taken 10 resolve this recommendation and request
RIG/Dakar close Recommendation No. 7 accordingly.

Please advise the mission of your decisions on the above recommendations at the earliest
opportunity. If you require any additional information. pleasc let us know.
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%(w: 'USAID

»\ FROM THE AMERICAN PEOPLE

Office of Inspector General

MEMORANDUM

DATE: March 11, 2005

TO: USAID/Russia Mission Director, Terry Myers

FROM; Regional Inspector General/Budapest, Nancy J. Lawton /s/

SUBJECT:  Follow-up Audit of Recommendation No. 2 from Audit Report
No. B-118-03-002-P, Audit of USAID/Russia’s Monitoring of
American International Health Alliance®s (AIHA)
Performance (Report No, B-118-03-001-P)

This memorandum wansmits our {inal report on the subject audit.  In
finalizing the report, we considered your comments on our draft report and
have included your response as Appendix I1.

The report containg no recommendations.

I want 10 express my sincere appreciation for the cooperation and courtesies
extended to my staff during the audit.
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Summary of
Results

In an April 2003 audit report, RIG/Budapest recommended that USAID/Russia lake
actions to ensure that the quarterly reports of one of its implementing partners,
American International Health Alliance (AIHA) included consistent and comparable
data related directly to AITHA s activities.

In response to the audit recommendation, USAID/Russia initiated appropriate efforts
o improve the quality of daia submitted by AIHA. These efforts justified final
action on the recommendation.

Background

AIHA’s Health Partnership Program is designed to support USAID/Russia’s
effort to improve the effectiveness of primary health care services, with special
attention to the health of women and children and to improving disease prevention
and control practices.

Our April 2003 audit report determined that USAID/Russia was adequately
monitoring AIHA s performance. However, in testing data in AIHA's quarterly
report to the Mission, we found that not all reported data was accurate, consistent
and comparable. To address this problem, the audit report included the following
recormmendation:

Recommendation No. 2: We recommend that USAID/Russia notify
American International Health Alliance of the problems identified with
data quality and require that future quarterly reporing include
consistent and comparable data related directly to AIHAs activity,

In accordance with the Office of Manapement and Budget’s Circular No.
A-50 and Office of Inspector General audit policy, we selected
Recommendation Neo. 2 for follow-up because it specilically dealt with
activity monitoring and performance evaluation. The purpose of our
recormmendation follow-up was to enswre that management actions have
corrected or are correcting the deficiencies identified in the audit report.

Audit Objective

This audit was part of the Office of Inspecror General's fiscal year 2004 Annual
Flan and was conducted to promote improvements in the way USAID manages
for results, including planning, monitoring, and repotting on development
activities.

The audit was conducted 10 answer the {ollowing question:
Did USAID/Russia take corrective actions to justify final action on

Recommendation No. 2 of Audit Report No. B-118.(3.(02.P
of April 9, 20037
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The scope and methodology of this audit are detailed in Appendix 1.

Audit Findings

USAIDYRussia took appropriate corrective actions 1o justify f{inal action on
Recommendation No. 2 of the April 9, 2003 audit report.

In comments 1o the report, USAID/Russia stated that the Mission has notilied
AIHA, both verbally and by mema, of the problems identified with data quality.
The Mission informed AIHA that USAID required future AIHA quarterly reports
to includce consistent and comparable data rclated to cach activity.  Also,
according to the Mission, USAID/Russia and AIHA had jointly conducted a
thorough data quality assessment during the development of and prior to the {inal
approval of a revised Monitoring & Evaluation (M&L) plan,

The Mission further stated that during regular field trips, USAID/Russia health
olficials monilor program implementation and, as part of routine procedures,
check and verify to the extent possible both the qualitative and quantitative data
submitted by AIHA to USAID on a quarterly basis.  According to the Mission, in
all cakes when inconsistencies or inaccuracies are revealed, AIHA s informed and
required to provide clarification,

During our follow-up review, we confirmed that USAID/Rusgia and AIHA had
revised the AIHA M&E plan in light of the concerns raised by the OIG audit. As
part of this process, the Mission and AIHA developed Russia-specilic
performance indicators for which data was readily available and which
corresponded to the major activities supported by USAID/Russia,

As a resull of these efforts, AIHA and USAID/Russia implemented a revised
quarterly reporting format which presented consistent and comparable data related
to the new indicators. Qur review of four quarterly reports from the period July 1,
2003 through September 30, 2004 showed that AIHA consistently used the
agreed-upon indicators 10 report on activily progress.

We also reviewed selected USAID/Russia trip monitoring reports and found that
Mission staff routinely checked and verified health program indicator data for
compliance with USAID data quality standards. When data qguality problems
were identified, Mission staff  expeditiously contacted AIHA to seek
improvements. For example, following a site visit to AIHA-supported clinics in
Samara, USAID staff noted that clinics were using different methodologies for
collecting data on contraceptive use.  Similavly, stafl noted that the clinics wers
not consistently reporting the number of participants in patient education courses,
Shortly after the completion of the monitoring trip, the Mission staft reported
these and other daty concerns to ATHA for correction.
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Evaluation of In response to our draft audit report, USAID/Russia provided written comments
Management that are included in their entirety in Appendix I The Mission agreed with our
Comments findings.
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Appendix |

Scope and
Methodology

Scope

The Regional Inspector General/Budapest conducted this audit in accordance with
senerally accepted government auditing standards except that the andit seape was
limited to collecting sufficient information to determine if USAID/Russia took
corrective actions o justify final action on Recommendation No. 2 of Audit
Report No. B-118-03-002-P of April 9, 2003.

In planning and performing the limited scope audit, we considered relevant prior
audit work completed in Russia. We did not assess management controls related
to the activity or confirm, through an examination of source documentation, the
validity of reported data,

We conducted the limited scope audit at USAID/Russia, located in Moscow,
Russia. The audit fieldwork was conducted {rom October 4 through Decenther
22,2004,

Methodology

To answer the audit objective, we obtained and reviewed AIHA’s revised
Monitoring and Evaluation Plan and related correspondence.  We evaluated
chinges 10 the reporting format and reviewed revised quarterly reports from the
period July 1, 2003 through September 30, 2004 to determine if the new reporting
format was being consistently used. We also obtained and reviewed selected
USAID/Russia trip monitoring reports to determine if Misswon staff verified
health program indicator data for compliance with USAID data quality standards.
Finally, we obtained and reviewed correspondence to determine if identified data
problems were being communicated to AIHA for appropriate action.
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Appendix I1

Management
Comments

United States Agency for International Development

Local USAIDMoscow .5, American Embassy / Moscow
Address: 19/23 Novinsky Bulvar Mailing PSC 77 USAID
Moscow 121099, Russia Address: APO AE 0974

Telephone: 7 - 095 - 728 5000 Fax: T-005- 96802141 /42

Febraary 14, 2003

TO: Regional Tuspector General, Bodapoest, Naney Lawton
FROM: Mission Direclor, US AID/Russia, Terry Myers fs/

SUBJECT: Follow-up Audit of Recommendation No. 2 [ram Audit Report No, B-118-03-002-F, Audit of
USAID/Russias Monitoring of American International Health Alliance’s (ATHA) Performance
(Report No. B-118-03-00X-P)

USAITVRussia agrees with the finding and thanks RIG/Budapest lor its cooperation with the Mission’s stalf,

e USAID/Russia, Director, Office of Health, Betsy Brown
USAIINVRussia, Project Management Specialist, Office of Health, Natalia Vozilanova
USAID/Russia, Controller, Elizabeth Chambers
USAIDY/Russia, Financial Analyst, Julia Kostkina
USAID/Russiz, Financial Analyst, Iring Veselieva
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USAID

OFFICE OF INSPECTOR GENERAL

Quick Response Audit of the Liquidation of Expenditures
under Grant No, 649-0141-G-00-4002-00 under Report No,
0-000-01-007-F

Audit Report (Report No. 0-000-01-007-F)
February 1, 2001

U.S. Agency for
International Development
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USAID

LS, AGENCY FOR
INTERNATIONAL
TYEVRLOPMENT

MEMQRANDUM FOR CFQ, Michacl T. Smokovich
FROM: IGIA/EA, Alvin A. Brown

SUBIJECT:  Quick Response Audit of the Liguidation of Expenditures under Grant
No. 649-0141-G-00-4002-00 under Report No. 0-000-01-007-F

This memorandum audit report is our report on the liquidation of expenditures processed
under Grant No. 649-0141-G-00-4002-00. In response (o matters brought to our atlention on
October 26, 2000, we have conducted a Quick Response Audit of the $4,010,082 liguidation
of expenditures processed under Grant No. 649-0141-G-00-4002-00.

This audit was performed 10 determine whether USAILY s Office of Financial Management
followed adequate internal controls to process program advance vouchers submitted by the
World Food Program under Grant No. 649-0141-G-00-4002-00, We determined that
USAID’s Office of Financial Management did not {ollow adequate internal controls o
process program vouchers submitted by the World Food Program under

Grant No. 649-0141-G-00-4002-00,

The intent of this report was to present this issue to you, as carly as possible, so that your
managers can implement tmely corrective action. We will follow-up on the
recommendation included herein during our audit of LISAID's 2001 financial statements,
Also, we intend to perform additional work on the voucher approval and payment process to
determing if there are any other misstatements that should have been reported.

We have received and considered the CFO’s response to our draft report and its
recommendation. We made one recommendation for USAID’s management action. Rased
o1 your comments, we accepted your decision as management decision. Please forward to
me all information on your request to the Ollice of Management and Planning and
Inncevation for acceplance of the [inal management action related to the recommendation.
We have meluded your comments in Appendix 1L

I would like to express my sincerast appreciation for the courtesies extended by your stall to
the auditors,
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Background

On October 26, 2000, the Office of Inspector General (OIG) was informed that USALD's
Oflfice of Financial Management (M/EM) had improperly processed vouchers totaling
$4,010,082.

Effective June 1, 1994, USAID awarded $2 million 1o the World Food Program Somalia
(WFP/Somalia) under Grant No, 649-0141-G-00-4002-00. This grant was funded through
the Letter of Credit Support System. In accordance with this agreement, USAID would
provide funds to WFP/Somalia for immediate cash disbursements, upoo request. In return,
WFP/Somalia would provide quarterly Financial Status Reports for activities carried out
under this grant and would account for funds expended to cnable USAID to liguidate the
obligation established for this grant. WFP/Somalia would alse provide Federal Cash
Transaction Reports to USAID’s Cash Management Branch (AID/M/CMP) on a monthly
basis. The former USAID Somaba Mission Director, or his designee, was the project officer
responsible for the project management over this grant. These responsibilities required the
project manager to serve as the liaison with WFP/Somalia, review project reports, and
provide general project monitoring,

The grant agreement was amended on September 16, 1996, to increase the funding to
$4,010,082 and to extend the period of the grant from June 30, 1996, 1o June 30, 1997, The
WFP/Somalia requested and received the additional 4,010,082 as authorized by the
agreement.

Audit Objective

Ouwr audil was imtated in response (o a request submitted by the former USAID Somalia
Mission Director on October 26, 2000, to review Lhe approval and payment process for
vouchers submitted by the World Food Program under Grant No. 649-0141-G-00-4002-04).

The objective of this audit is:
Did USALD’s Office of Financial Management follow adequate internal controls
to process program advance vouchers submitted by the World Food Program
under Grant No, 649-0141-G-00-4002-00?

Because of the urgency of this report, the scope of our andit was limited to the review of the

specific vouchers in question for this grant. See Appendix I for a discussion of the scope and
methodology for this audit.
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Audit Finding

Did USAID’s Office of Financial Management follow adeguate internal controls to
process program advance vouchers submitted by the World Food Program nnder

Grant No. 649-0141-G-00-4002-00?

We determined that USAID’s Office of Financial Management did not [ollow adequate
intcrnal controls to process program vouchers submitted by the World Food Pragram under
Grant No. 649-0141-G-00-4002-00. According to the Office of Financial Management, the
vouchers were mistakenly processed during an exercise undertaken to process all vouchers
on hand. As a result, USAID’s Office of Financial Management overstated advance-related
expenditures by recording approximately $4,010,082 of disapproved vouchers in its general
ledger. USAID procedure states that concurrent with this processing of program vouchers
they forward one copy of the program voucher to the project office to obtain the recuired
Project Officers administrative review and approval.

Refer to the chronology of events below:

¢ On January 6, 1998, the former USAID Somalia Mission Director, Grant Project Officer,
informed the World Food Program thar he disapproved vouchers totaling $4,010,082
submitted under Grant No. 649-0141-G-0(-4002-00 and returned them to the USAID
Oftfice of Financial Management. The vouchers were disapproved because the World
Food Program did not submit requested detailed financial information to the former
USAID Somalia Mission Dircetor in accordance with the financial reporting
requirements outlined in the grant agreement.

e On January 23, 199%, the former USAID Somalia Mission Director, direclied LISAIL s
Cash Management Branch to adjust the Letter of Credit by reversing the expenditures of
54,010,082 and re-establish the outstanding advatice. The former USAID Somalia
Mission Director informed the Cash Management Branch that he would give WEP
another 30 days to submit new vouchers that conform to the terms of the grant, The
entire $4.010,082 of funding was to be de-obligated if WFP/Somalia did not submit new
vouchers confirming their expenditures.

¢ On January 23, 1998, per the former USAID Somalia Mission Director’s request,
USAID’s Cash Management Branch prepared a voucher and schedule to record a
correction for errors that would reverse all previously processed vouchers totaling the
54,010,082 under the grant. The reversal of the 54,010,082 was posted to the general
ledger on February 4, 1998,

o On March 4, 1999, USAIDs Cash Management Branch reprocessed the disapproved
vouchers valued at $4,010,082,

¢ In December 2000, the QIG brought these maitters 1o the attention of the USAID Office

of Financial Management.
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Recommendation No. 1: .‘We recommend that USATIDs Office of Financial
Management reverse the disapproved vouchers and re-establish the $4,010,082
as an outstanding advance,

Management Comments and OQur Evaluation

In commenuing on our dralt audit report and its recommendations, the Chief Financial Officer
has agreed with our audit findings and recommendation. The USAID Office of Financial
Management will reverse the expenses and reestablish the $4,010,082 advance.
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APPENDIX I
Page 1 of 1

SCOPE AND METHODOLOGY

SCOPE

We conducted our audit in accordance with generally acceptled auditing standards that require
that we plan and perform the audit to obtain reasonable assurance about whether the advance
accounts audited are free from malerial misrepresentation.

Our audit was initiated in response to a request submitted by the former USALD Mission
Director on October 26, 2000, to review the approval and payment process for vouchers
submitted by the World Food Program under Grant No, 649-0141-G-00-4(02-00. We
obtained an understanding of the voucher approval and payment policies and procedures for
program advances and related internal controls. Further, we determined whether USAID
complied with its policies and procedures and related internal controls,

Because of the urgency of this report, the scope of this audit is limited to a review of
vouchers totaling, approximately 54,010,082 subwmitted under World Food Program Grant No.
649-0141-G-00-4002-00. Wc rclicd on information provided by USAID, and the former
USAID Mission Director and Grant Officer and the Office of Financiul Management
personnel.

INTERNAL CONTROL TESTING

Due to the hmited scope of this audit, internal control testng was limited to those controls
used Lo process and approve vouchers totaling approximately $4.010,082 submitied under
World Food Program Grant No. 649.0141.G-00-4002-00. We have assessed the overall
audit sk and materiality level at low in regards (o the overall effect on the financial
statements, We ntend 1o perform additional work on the voucher approval and payment
process to determine if there are any other misstarements that should have been reported in
our fiseal year 2001 audit,

METHODOLOGY

In accomplishing our andit objectives, we revicwed the voucher approval and payment
policies and procedures and applicable internal controls for program advances, ard
conducted interviews with personngl from the USAID Office of Financial Management. In
addition, we reviewed correspondence between the USATD QOffice of Financial Management
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and the [ormer USAID Somalia Mission Director, Grant Officer, and reviewed vouchers
processed under Grant No. 649-0141-G-00-4002-00.
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APPENDIX 11
Page 1 of 1

USAID MANAGEMENT COMMENTS

LS, AGENCY FOR
[NTERNATIONAL

DEVELOPMENT
MEMORANDUM
Date February 1, 2001
TG: IG/A/FA, Alvin A, Brawn
FROM: M/DCFO, Elmer S. Owens

SUBJECT:  Quick Response Audit of Liguidation of Expenditures Under Grant No.
649-0141-(-00-4002-00

We reviewed your draft report on the subject audit. We reversed the
expenditure covered by the disapproved advance liquidation vouchers and
reestablished the $4,010,802.00 advance.

Ce: M/CFO, S. Owens
M/PE, Marcus
M/OP, Mark Ward
M/MPI, C. Turner
M/FM, D. Ostermeyer
M/FM/CMP, R Leonard
M/FM/CMP, J. Dubious
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Report No. 6-294-01-001-P
October 22, 2000
MEMORANDUM

TO: USAID/West Bank and Gaza Director, Larry Garber
FROM: Acting RIG/Cairo, Thomas C. Asmus

SUBJECT:  Audit of USAID/West Bank and Gaza's Implementation of the Federal
Managers' Financial Integrity Act

This is our {inal report on the subject audit. We reviewed your comments to the draft
report and have included them as Appendix II. Based on the Mission’s comments, we
consider that final action has been taken on the report’s four recomrmendations and,
hence, they are closed upan repott issuance.

I appreciate the cooperation and courtesies extended to my statt during the audit.

Background

The Federal Managers' Finuncial Integrity Act of 1982 (FMFIA) establishes requirements
with regard (0 management accountability and controls. This law encompasses program,
operational and admimstrative areas as well as secounting and financial management.
Under the authority of the FMEIA, the Office of Management and Budget (OMB) issued
Circular No. A-123" 10 provide detailed guidance for federal managers (o use in designing
management structures that help ensure accountability and include appropriate cost-
effective controls.

The FMFIA also requires the U.S, General Accounting Office (GAQ) to issue standards
[or wternal control i the ULS, Government. Fundamentally, managers use a variely of
controls, such as the policies and procedures that enforce management directives, 10
provide reasonable assurance that an agency can meet its objectives. These control
activities help ensure that management takes action to address the risk factors that
jeopardize an organization’s achievement of its goals. Certain categories of control
aclivities are common Lo all agencies and include appropriate documentation and the
proper execution and aceurate and timely recording of transactions and events.

[ " . .
OMB Circular A- 123, Management Accountability and Control,
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OMB Circular No. A-123 states that management controls are the organizaton, policies
and procedures used 1o Teasonably ensure that:

Programs achicve their intended results.

Resources are used consistent with agency mission.

Programs and resources arc profected from wasie, fraud and mismanagement.

Laws and regulations are [ollowed.

Religble and timely information s obtained, maintained, reported, and usced for
decision making.

In addition, the Circular provides guidance tw federal managers on improving the
accountability and cffectiveness of federal programs and operations,

USAID Automated Direetives System Chapter 396, Management Accountability and
Control, (ADS 596) also provides policy and procedures for establishing, assessing,
reporting on, and correcting management controls under the FMFIA and OMB Circular
No. A-123, Finally, the USAID Burcau for Management, Office of Management
Planning and Innovadon (M/MPD) provides additional guidance for asscssing the
adequacy of management controls and annual instructions for reporting the status of
management controls.

Audit Objectives

The Office of Regional Inspector General/Cairo audited USAID/West Bank and Gaza as
part of the worldwide audit to analyze the extent to which USAID has established a
management process that satisfies the requirements of the Federal Managers’ Financial
Integrity Act. The specific audit objectives were:

¢ Has USAID/West Bank and Gaza established management contrels and
periodically asscssed these controls to identify deficiencies in accordance with
the Federal Managers' Financial Integrity Act and related regulations and
guidance?

*  Has USAID/West Bank and Gaza reported material weaknesses in accordance

with the Federal Managers' Financial Integrity Aet and related regulations and
guidance?

®  Has USAID/West Bank and Gaza taken timely and effective action to correct

identificd management control deficiencies in accordance with the Federal
Managers' Financial Integrity Act and related regulations and gaidance?

Appendix ['includes a discassion of the audit scope and methodology.
2

=8
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Audit Findings

Has USAID/West Bank and Gaza established management controls
and periodically assessed these controls to identify deficiencies in
accordance with the Federal Managers' Financial Integrity Act and
related regulations and guidance?

USAID/West Bank and Gaza generally established management controls and periodically
assessed those controls to identify deficiencies in accordance with the FMFIA and related
regulations and guidance. However, the Mission’s assessments did not identify all the
weaknesses the Mission was aware of, and certain management control checklist
questions were not answered or fully answered.

The FMFIA and OMB Circular No. A-123 provide guidance for agencies and managers
to establish management controls and to periodically assess the adequacy of those
controls, Further, ADS 596 instructs missions and managers (o:

» appoint a Management Control Official (MCO) to oversee and coordinate
management aceountability and control issues within the mission,
ensure that appropriate and cost-effective management controls are established,

e continuously perform management control assessments in  accordance  with
instructions issued by M/MPIL, and

+ establish a Management Contrel Review Comnmittee (MCRC) to assess and monitor
deficiencies in management controls.

Moreover, M/MPI annually provides guidance to missions for conducting FMFIA
reviews. This guidance instructs missions to supplement management's judgment in
assessing the adequacy of manasement controls with existing sources of information,
such as:

Knowledge gained from daily operation of USAID programs and systems.
Management reviews.

Office of Inspector General and GAQ reports.

Program evaluations.

M/MPI also has provided Management Control Checklists 1o assist in conducting the
reviews, The fiscal year (FY) 1999 Checklist contuned 189 control technigues extracted
from the ADS, as shown in the following table.
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CONTROL TECHNIQUES
CATEGORY NUMBER
Program Assistance 42
Organization Management 7
Administrative Management KL
Financial Management 52
Avquisition and Assistance 42
Andit Management and Resolution 5
ther 3
TOTAL 159

Generally, the Mission followed ADS policies and procedures on establishing management
controls and assessing their adequacy. When deemed necessary, the Mission 1ssued mission
orders to complement or further clarify the ADS and to estublish any needed policies,
procedures and systems.  For example, 1 August 1999, it assued a mission order
establishing a travel reimbursement policy for authorized travel m Israel. ineluding the West
Buank and Gaza, and Jerasalem.  Also, in February 2000, the Mission issued an order? 1o
establish  procedures and responsibilities for implementing the Audit Management
Resolution Program (AMRP), which, among other things, formally established the
Mission's MCRC.

Prior to February 2000, the Mission had not established an MCRC.  However, in
completing its FY 1999 and FY 1998 FMFEIA assessments, USAID/West Bank and Gaza
had informally established an MCRC and designated the Controller as the Audit
Management Officer. The FY 1999 FMFIA assessment was performed und reviewed by
this MCRC' that consisted of staffs from the financial management office, executive
office, contract office, program office and deputy director’s office. The heads of those
offices completed vurious parts of the M/MPI checklist on control techniques.

Euach member of the MCRC determined whether the controls in their areas of responsibility

Mission Order No, 6, Management Control and Review Commiittee,

4
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were satisfactory, and a consolidated checklist with all the members’ responses was
circulated Tor comment.  All MCRC members reviewed the FY 1999 FMFIA assessment,
discussed the control techniques, and determined which identified infernal control
deliciencies were material. The members concluded that there were four material
weaknesses in FY 1999,

Although the Mission appropriately established management controls and periodically
assessed those controls, it should have taken a more thorough, better-organized approach
in completing its FY 1999 FMFIA assessment. Our audit noted two areas that need 1o be
improved for [uture assessments: identification of contrel weaknesses, and answering
management control questions.

Identify All Weaknesses

The GAQO Standards for Internal Control in the Federal Government {(GAO Standard) states
that management needs 1o comprehensively identify risks.  Also, OMB Circular A-123,°
states that managers should contnuously monitor and 1mprove the effectivenegss ol
management controls associated with their programs and determine the appropriate level of
documentation needed to support their assessment of risk.  Lastly, ADS 396 requires
continuous management control assessments.

As part of its connol systemn, USAID/West Bank and Gaza assessed its intemal
management conrols in accordance with the instuctions from USAIDVWashington, and
ADS 596, However, for undetermined reasons, the Mission did not identify certain
additional weaknesses, not in the Management Control Checklist, that it was aware of.
Alse, certain other weaknesses were noted but not considered to present enough risk 1o
reguire correetion,

For example, just prior to the FY 1999 FMFLA assessment, RIG/Cairo conducted a survey
of certain issues dealing with construction contracts in the Caza Strip. One of the 1ssues,
identified by the Mission, was that key employees paid for under a fixed price contract
apparently were also charging their costs to cost reimbursable or other contracts. At the
conclusion of our survey we briefed the Mission that certain employees under a fixed
price contract were in fact charging a portion of their thime w0 a Mission cost reimbursable
contract, However, while we verified that a problem existed, the Mission did not report
the weaknesses in its FY 1999 FMETA assessment. Hence the weakness was not included
in the Mission’s tracking system to assure that the mutter was properly resolved. The
GAQ Standard states that one of the risk identification methods 1s the consideration of
findings from audits and other assessments. By not comprehensively identifying and
following-up on the reported management control issues, the Mission did not comply with
GAO standurds on internal control,

OMB Circular A-123, Part [11, Assessing and [Improving Managenient Control.

5
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In another example, the Mission did not consider a FY 1999 Management Control Checklist
item related o andit maagement plans o be signilicant enough 10 require correction. ADS
A91 requires an audit managerment plan and states that a copy of the plan should be provided
Lo the cognizant RIG office. USAID/Wesl Bank and Gaza is accountable for base funding
levels of $85 million and $100 million for fiscal vears 2000 and 2001, respectively.
Further, n addition to these base assistance lavels, the US. Government as a result of the
Seplember 1998 Wye River Memorandum. has pledged a [urther $400 million in assistance
to the Palestinians over a three-year period (FY 2000-2002). An audit is one of the tools
that can help ensure that [unds are used properly, and audit plans help coordinate
Washington and field efforts o assure that required audits ave done. By not preparing and
submitling the audit plan o the cognizant RIG office, the Mission is not in compliance with
ADS 591

An organized approach in identifving all management control issues that managers become
aware ol would allow management o promptly evaluate and deterniine proper actions in
response 1o known deliciencies, and reported audit and other findings.  Alse, with an
organized approach, management should be able 1o timely complete all actions 10 resolve
deficiencies brought to its altention. To help the Mission identify and cormrect all
weaknesses, we are naking the following recommendation.

Recommendation No. 1: We recommend that USAID/West Bank and Gaza
revise its Mission Order No, 6 to require the Management Control Review
Committee to (a) discuss and document the identification of all new
management control weaknesses it hecomes aware of and (b) determine proper
corrective actions in response to such new weaknesses.

Answer All Management
Control Checklist Onestions

M/MPTI provided detailed instructions and guidance [or conducting and reporting on the
FYT199 and FY1998 assessments.  According 1o those instructions, missions were (0
provide a certification statement, an update on the status of each material weakness
identified in the prior year, and a description of any new, uncorrected material weaknesses
identified in the current vear. The GAO Standard states that "Internal control and all
transactions and other signilicant events need to be clearly documented, and the
documentation should be readily available (or examinauon.”  The Controller's office
maintained the completed management control review checklists for FYs 1999 and 1998.
However, our audit noted that certain questions on the checklist were either partially
answered or not answered at all, possibly because the Mission had not assigned
responsibility to a specific office or the MCRC 1o assure the checklist was fully answered
belore certilying 1o the adequacy of the Mission's controls. Following are some examples
of partially answered or unanswered questions:
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¢  For FY1998, questions concerning procedures for handling sensitive but unclassificd
information were not fully answered.

¢ For FY 1998, the Mission did not answer the entire section on Organization
Managenient.

¢ For FY1998 and FY1999, the question concerning contractors maintaining accountable
property records for Federal Information Processing resources was not answered in
cither checklist,

¢ For FY1999, the question related to annual evaluation lorms rellecting management
control responsibilities was answered "No”, without any explanation for its one-word
ANSwer.

M/MPT staff said that 1115 clearly USAID's policy that management control responsibilities
be rellected in the annual evaluation forms, They stated that the effective way to implement
this policy would be o either create a separate work objective or ensure that work elements
and performance appraisals reflect the effectiveness of the Mission's stafl in establishing,
assessing, correcting and reporting on management confrols.  The Mission, by not
implementing this policy, was in nencompliance with ADS 596.5.5. Further, we consider
that an incomplete Management Control Checklist could result in a misleading FMFIA
certificate provided to USAID/Washington.  Leaving certain Management Control
Checklist questions blank, or providing one-word answers, are indicators of the Mission's
noncompliance with M/MPI instructions for conducting the FY 1999 FMFIA assessment,
ADS 506, and the GAQ Standards for Internal Control in the Federal Govermment. To
help the Mission ensure that il responds 1o all management control questions, we are
making the following recommendation,

Recommendation No. 2: We recommend that USAID/West Bank and Gaza
revise its Mission Order No. 6 to (a) include a designation of responsibilities
for conducting the FMFIA review to specific Mission staff ov offices and (b)
determine the status of the Management Control Checklist and document its
completion,

Has USAID/West Bank And Gaza reported material weaknesses in
accordance with the Federal Managers' Financial Integrity Act and
related regulations and guidance?

USAID/West Bank and Gaza evaluated it system of internal accounting and
administrative controls for FY 1999 and idenlified four material weaknesses. The Mission
reported those four weaknesses in its FY' 1999 FMFIA certification, dated October 22,
1999, in accordance with the FMFIA and related regulatons and gusdance. However, the
Mission could have improved its reporting by disclosing certain concems that were
unresolved at the time of the submission of its FY'1999 FMFIA certification.

7

116 of 145



Report Unresolved
Material Weaknesses

OMB Circular No. A-123 requires that a management control deficiency be reported if it
1s or should be of interest 1o the next level of management. This allows the chain of
command structure 1o deternnine the relative importance of each deficiency. Along these
lines, ADS 596 and M/MPI's FY 1999 FMFIA instructions required that missions provide
a certification statement, an update on the status of each material weakness identified in
the FY 1998 review, and a description of any new uncorrected material weakness
identified in FY1999, 10 the cognizant Assistant Administrator.* The certification should
identily management control deficiencies determined to be material weaknesses,®
including those that are not correctable within the Mission's authority and resoutrces.
However, for some undetermined reason, the Mission did not report a concern that, it our
opinion, should have been reported as a material weakness,  Also, it reported another
material weakness as closed before the problem was lixed.

Palestinian_Authority Tax - The Mission did not rcport the Palestinian Authority's
valug-added tax (VAT) issuc as a material weakness in its FY 1997 through FY 1999
FMFIA certifications. Tt 1s our opinion that this issuc should have been reported as a
material weakness,  Since 1995, the Palestinian Authority has taxed USAID programs
when it is standard practice for USAID programs around the world to be exempt from
taxes on official assistance. An cstimate made by the Mission’s program office indicated
that during the period 1995-19949, the Palestinian Authority received approximately $7.9
million in VAT payments from USAID financed programs. Other donors with programs
similar to USAID have agrcements with the Palestinian Authority for tax exemption on
official assistance. For example, an agreement between the Federal Republic of Germany
and the Palestinian Authonty states that the Palestinian Authority shall levy no taxcs or
othcer public charges on payments made from funds of the Government of the Federal
Republic of Germany,

A Junc 1998 letter from the Mission Director to the Palestinian Authority’s Minister of
Finance clearly indicates that this issuc is material, The letter states that some members

¥ For USAIDWest Bunk and Gava, the eogiizant Assistant Administrator is the Assistant Administracor lor the
Asia and Near East Burgau (AASANE)

ALS 596 states thal o material weakness generally wouldl resoltin one af the Following:

1. Significantly impairs the orgamzation’s ability o achiegve its objectives.

2. Results in the use of resources in a way that is inconsistent with the Agency mission.

3 Violales statolory or regulalory egquirzments,

4. Results in a significant lack ol saleguards against waste, loss, unauthorized use or misappropriation of
funds, property or other a5sets.

Impairs the ability to obtan, maintain, repot or use rehiable and tmely information for decision making.
or

6. Permits improper etlneal conduct or a condlice of inierest

wh
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of U.S. Congress have expressed concerns about USAID funds being used for VAT
payments, The letter Turther states that prompt resolution of the VAT payment problen
will remove this 1ssue from the agenda of those who make decisions aboul the level of
[unding for the West Bank and Gaza program. Based on our discussions with Mission
personngl, the Mission continues its work on this issue even though its resolution is not
within the scope of the Mission's authority. ADS 596 states that the certification shall
include a description of deficiencies determined 10 be material weaknesses, including
those that are not correctable within the assessable unit's authority and resources.
Therelore, until this weakness s resolved, the Mission should report i1 as a material
weakness 1n ils annual FMFIA certification.

Staft’ Shortage - Anather material weakness that we think should have been reported as
outstanding is a staffing shortage in the Mission’s contracting office,  Although, the
Mission provided an update in its FY 1999 FMFIA asscssment regarding the status of this
staff shortage, it indicated the 1ssue as being closed in 1999, However, based on our
review of the Mission's Management Control Checklist response, we think that the
staffing shortage issuc was closcd prematurely.  In its checklist response, the Mission
recognized the stafting shortage as a major concern, but closed it based on positions
having been approved rather than the approved positions being filled. In our opinion, as
long as a matcrial weakness 1s still a major concern, the Mission should continue to report
it as a material weakness in its annual FMFIA certification.  Hence, we are making the
following recommendation,

Recommendation No, 3: We recommend that USAII/West Bank and Gaza,
in its next FMFTA review, reconsider its decision to not report the Palestinian
Authority tax issue and the Mission contracting office staff shortage issue as
material weaknesses.

Has USAID/West Bank and Gaza taken timely and effective action to
correct identified management control deficiencies in accordance
with the Federal Mamagers' Financial Integrity Act and related
regulations and guidance?

USAID/West Bank and Gaza took corrective actions on most deliciencies wentified in its
FY1998 and FY 1999 FMFIA reviews. However, 1t needs 1o improve and [ormalize its
[ollow-up system Lo ensure Uimely and effective action on all deliciencies.

Improve Corrective Actions Tracking

OMB Cireular No. A-123 states that agencies should perform management control
assessments 10 wentify deficiencies in agency programs and operations and develop
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corrective action plans to track progress in resolving the identified deficiencies. In addition,
the ADS® states that agency managers are responsible Tor taking timely and elfective action
o correct deficiencies identified. Furthermore, although missions are not required to report
non-malerial weaknesses (o the next level of management, they are required Lo take timely
and ellective action W correct such deficiencies.

The Mission did not have a tracking systen o monitor identified deficiencies that resulted
[rom the FMFIA process for its FY1997 and FY 1998 reviews but established a tracking
system for FY 1999, However, while the FY 1999 review identified 37 deliciencies, the
Mission only tracked the resolution of 19 deficiencies (17 1dentified during the FY'1999
FMFIA process, and 2 1dentified outside the FMFIA process). Thus, it did not track all
identified deficiencies, document the corrective action plans, monitor the corrective actions
taken ot to be taken, and documient the review and approval of final corrective actions and
closure of the deficiencies,

Without closely tracking its identified deficiencies and monitoring its planned corrective
actions, the Mission places its operations at greater nsk by allowing identified
management control deliciencies (o remain uncorrected for excessive periods of time. In
addition, the Mission 15 in noncontpliance with OMB Circalar A-123 and USAID policy
and procedures concerming timaly action 1o correct managemant control deficiencies. We
are making the following recommendation 1o help the Mission improve its system [or
tracking actions (o correct management control deliciencies.

Recommendation No, 4: We recommend that USAID/West Bank and Gaza
review the procedures for its FMFIA review tracking system and strengthen or
revise them to ensure that the system tracks all management control deficiencies
through final corrective action,

Management Comments and Qur Evaluation

The Mission agreed with the report’s findings and recormmendations and has taken
appropriate action to address the report’s four recommendations (see Appendix [1).

The Mission addressed Recommendation Na. I, that its Management Control Review
Committee identify all deficiencies it becomes aware of and determine proper corrective
actions, by revising, its Mission Order No. 6, Subject: Muanagement Control and Review
Committee (MCRC). The revised Mission Order requires the MCRC to discuss and
document the dentitication of all new manapgement control weaknesses it becomes aware
of and determine proper corrective actions in response to such new weaknesses,

¢ Chapter 596, Management Accountability and Control, Section 596.3, “Respensibility.”
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The revised Mission Order No. 6 also addresses Recommendation No. 2, that the Mission
designate responsibility Tor the FMFIA assessment to specilic offices and document the
completion of the Management Control Checklist, Under the revised Mission Order, 1he
Mission Controller is designated as the responsible officer for conducting the annual
FMFIA assessnient, documenting its completion with a formal report to the MCRC, and
planning follow-up actions for all weaknesses identified.

Regarding Recommendation No. 3, for the Mission 1o reconsider its decisions not 1o
report as material weaknesses the Palestinian Authotity tax issue and the Mission’s
contracting office stafT shortage issue, the Mission stated that the MCRC and other senior
managers had discussed these 1ssues and they will be [urther discussed with Bureau
representatives including the Deputy Assistant Administrator [or ANE Bureau.  The
Mission believed its actions satisfy the intett of the recommendation, and we agree.

Lastly, regarding Recommendation No. 4, that the Mission revise its tracking system [or
deficiencies 10 ensure that the system tracks all deficiencies through linal action, the
Mission has initiated a new procedure [or reporting and tracking deficiencies. Under the
new procedure, the MCRC assures thal for controls rated less than satislactory the
necessary corrective actions are determined, a planned resolation date is determined., and
aresponsible party 15 assigned to oversee [ollow-up.

We consider that the Mission’s actions taken in response to the audit recommendations
are appropriate and therelore consider that {inal action has been taken on the audit
report’s [our recommendatons. Hence, the recommendations are closed upon issuance of
this final report.

1]
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APPENDIX 1

SCOPE AND
METHODOLOGY

We audited USAID/West Bank and Gaza's implementation of the Federal Managers'
Financial Integrity Act {(FMFIA). The audit was performed in accordance with generally
accepted government auditing standards and was conducted from February 22 through
March 8, 2000 at USAIDYWest Bank and Gaza.

We audited the Mission's FY 1998 and FY 1999 FMFIA assessments and the deficiencies
noted under those assessments.  The purpose of the audit was not to ideotfy material
weaknesses that were not reported hy the Mission; however, if any such weaknesses came
to our attention during the audit, we included these in our audit report. Also, the scope of
this audit did not include a detailed analysis of individual management controls to
determine their etfectiveness.

The audit work included reviewing the Mission's system for establishing, assessing,
reporting and correcting management controls. To accomplish the audit objectives, we
used the FMFIA, Office of Management and Budger Circular No. A-123, the General
Accounting Office’s Standards for Internal Control in the Federal Government, USAID's
Automated Directives System (ADS) Chapter 596, Management Accountability and
Control, other ADS chapters relating to Agency policies and essential procedures, and
guidance for assessing the adequacy of management controls and annoal instructions for
reporting the status of management controls provided to missions by USAID's Bureau tor
Management's Office of Management Planning and Innovation,

We interviewed the Mission's Management Control Official, members of the Mission's
Management Control Review Committee and operating unit managers. We also reviewed
available documentation on the FY 1998 and FY 1999 FMFIA reviews, including the
listings of management control deficiencies and management action plans for correcting
those deficiencies. We reviewed the Mission’s FY1997, FY 1998 and FY 1999 FMFIA
certifications to the AAJANE on the overall adequacy and effectiveness of management
controls, noted any material weaknesses identified, and reviewed the status of material
weaknesses or deficiencies identified in the FY 1998 review.
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Management Comments
APPENDIX 11

U. 8. AGENCY FOR INTERNATIONAL DEVELOPMENT
WEST BANK AND GAZA MISSION

September 277, 2000
MEMORANDUM

TO: Dazryl T. Burgis, RIG/Caito
FROM: Larry Garber, Dirsctor, WB/G W/

SUBJECT: Report No. 6-294-00-00X.F
Audit of USAID/West Bank and Gaza’s Implementation of the Federal
Managess' Finaneial Integrity Act

The Mission thanks RIG/Caire for the objective analysis of the procedures related to our
implementation of the FMFIA and the suggestions made of how those procedures might
be impraved. The information below provides our response to that draft audit report and
the recommendations included therein,

Recommendation No. J- “We recommend that USAID/ West Bank and Gaza revise its
Mission Order Wo, § to require the Management Control Review Commities to (a)
discuss and docurnent the idemification of all new management control weaknesses it
becomes aware of and (b) determine proper cotrective actions in response to such new
weaknesses,”

Bespomse; USAID/West Bank and Gaza has issued Mission Crder No. 6, Revised (See
Attachment A) which requires 2 discussion of “all management contrel weaknesses
discloged since the previous mesting and follow-up on previous decisions made
coneerning audit or tnanagement control issues.” The revised Mission Order also
requires the MCRC to assure “prompt resolution of internal conirol problems.” We
believe this satisfies recommendation no, 1 and ask thar it be closed upon issuance of the
report,

Recammendation No. 2 “"We recommens that USAID/West Bank and Gaza revise its
Mission Qrder No. 6 10 (a) include a designation of responsibilities for conducting the
FMFLA. review to specific Mission staff or offices and (b) determine the status of the
Checklist and document its completion,”

Hesponsg: Mission Order No. 6, Revised (see attachment A) states that “The Mission
Contreller is responsible...for conducting the annual FMFIA, Internal Management
Control Assessment, documerting its completion with a formal report to the MCRC and
planning follow-up actions for all weaknesses idenrified.” Wa believe this satisfies the
recomuaendation and ask that this recommendation be ¢losed upon issuance of the report.

Re endgiion No, 3. “We recommend that USATD/ West Bank and Gaza, in its next
FMFIA teview, reconsider its decision to not report the Palestinian Authority tax issue
and the Mission contracting office swff shortage issue as a material weakness ”
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Basponse: Both of these itetns were noted on the FY 2000 FMELA management control
assessment report suaanary (See attachment B}, While the FMFIA report has pot yet
been finalized, (the due date to send it to the Buxeay iy October 20, 2000), the
recommendation to reconsider the decisions concerning Palestinian VAT and stafy
shortages has cccurred. The MCRC and other senior managers in the Mission have
dizenssed these issues and they will be further discugsed with Bureay representatives,
inciuding the Deputy Assistant Administrator for ANE, who will be visiting the Mission
the week of October 2. We believe this satigfies the intent of recommendation no. 3 and
ask that this recommendation be closed upon issvance of the report.

Recommendation No. 4; “'Wa recommend that USAID/West Bank and Gaza review the
procedures for its FMFLA review wacking system and strengthen or revise them to ensure
that the system tracks all management control deficiensics through final comective
action,”

Besponse; The Mission has initiated 3 new procedure for reponting and tracking
deficiencisy identified through the FMEIA process, All checklist items are mated as
sahisfactory (), satisfactory, but could be improved (S/Imp) or unsatisfactory (I). The
MCRC then sees that for those items rated U or S/mp, a planmed resalution dats is
determined, a responsible party is assigoed to over sse follow-up and the nature of
necessary corrective actions is determined. Attachmnent B is an example of this reporting
and follow-up mechanism. Note the columang marked RESOL(ution) DATE,
RESPE(onsible}) PARTY and PLANNED ACTION. We believe that this tracking system
combined with the respansibility for followwup assighed to the Controller satisfies the
recommendation. Accordingly, we agk that recommencdiation no. 4 be closed upon
issuance of the report.

With the actions already taken and future implementation of the policiss detadled in
Mission Order No. 6, Ravised, USAID/West Bank and (Gaza believes that the
recommendations stated in the draft report have been met and thar all should be cloged

upon issuance of the final report,

123 of 145



(231 PO AW, |

L3

Subfeat: Management Control and Review
Commiftee (MCRC)
Antharity: ADS Gectlons 105.8.8b,103.8.114,592.9.4 and other

authorities delegated op assigned to the Mission
Director by the ADS or other Agency puidance

Effective Date: Upon the date of Director's signature,

Reference: Antomated Directive Systems (ADS) Chrpter 540
through Chaprer 596

L PUREQSE:

Ta establish the Management Control and Review Coxnmittee [MCRC) and to egtablish the
Miszion's procedures and regponsibilites in implementing the Agency’s Aadit Magagement
Resolution Program (AMRFE) as deflned in ADS Chapter 590 through 596 and provide
Euidanee on its implementation,

The Mansgement Control and Review Comumnittee shall menage and implement the Mizsion's
AMBP. The MCRC will be chaired by the Deputy Mission Director and ahall be coraprised of
Mission Senlay Staff,

The MURC shall meet 4¢ teast evepy six months to review the statug of AMRP
implementation, discugs all management control weaknessan discloged sinca the previous
meating and Hllow.up on previous desisions made concerning awdit or management control
issues. Al MCRC meetings shall be doesmented aud minutes maintinsd in ths Ditestor' s
Office. A copy of the minutes ftom sach moeeting shall bs submitted to the Mistion Director
and made availabls to all Mission personnel. The Controller's Office will be eaponsible to
keup track of all MCRC proveedings, drafting minutes and other docurmenty i3 ncoeasary,

The MCRC:

»  Manages the amual (nterne] sanagensmt contro] sigeasment and agyures prompt
resalution of intarnal contrel problema;

*  Provides oversight for the endit follow-up process by snsuring (tat andit followatp
reapansibilities are porrectly assigned and bmplementad;
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*  Servesas a decision-making body in situations involving andit follow-up inipasses
between the Regional Ingpector General and the office to which action s assigned, and,

»  Egtablishes Mission audit palicies to mitigate mission specific risks.

A THEAUDIT MANAGEMENT OFFICER:

1. The Mission Controller is hereby designated the Mission's Audit Management
Officer (AMO). The AMO shall report to the MCRC and perform all the funetions
required by the referenced ADS sactions,

2.  The Mission Controiler ia also responsible, under the direction of the MCRC, for
conducting the anmual FMFIA Internal Management Control Assessment,
documenting its completion with « formal teport to the MCRC and plaguing
follow-up actiona for all wesknesges identified.

B.

The Mission Audit Comuntittes (MAC) is a sub-committes of the MCRC, This Cornmittes,
chaired by the Controller, ehall Include as pesmanent members, the Deputy Dimector, the
Legal Qfficer, the Directar of the Program Office, the Executive Officer and the Director of
the Contractimg Office (or their designees).

The MAC shall ensure that all sudit responsibilities are perfosmed properly and that prommt
and respobsive action is taken on andit findings and andit recommendations, The MAC shall
report regularly to the MCRL,

C.  MISSION ACTIVITY MANAGERS:

Mission Activity Managers shall carry out all functions for Federal and Financial Andits &s
required by the ADS,

D, MANAGEMENT ACTION OFFICIAL (MAO):

A Management Action Official, identified by the MCRC based op each andit repozt, shall
{a) Develop the mission respanse to deaft ad final audit recommendations relatod to area
of responsibility; end, () Exsure that corrective action s completed fir deficiencies
identified in audits. The MCRC will identify the MAQ for cach audit in writing.
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E. CONTRACTING QFFICER:

Performs all the fiunctions required by the referenced ADS #cctions,

The Controller, under the direction of the MCRC, will be respongible for coordinating the
preparation of the Mission’s anntal FMFIA Internal Miunagement Control Asseserment
and to ensure that all offices are actively imvolved {n the evaluation of nteenal cantrols,
The Controller will prepars 2 fing] assesement report to be given to the MCRC deseribing
weaknesses identified throughout the process. The MCRC Will then determnine
individuals responsible fur follow-up action snd a fime frarne to completa such action.
The MCRC will advise the Mission Dirsctor of any weaknesgey that should be
highlighted in the annua) Internal Control Certification and W2yE 10 act on the identified
weaknesses,

the ADS or other Agency guidanoe. Whenever rovisions or changes to this Mission Order roay, in the
opinion of the Controller, be necessary or desirable, the Controller ahall prepare the proposed
changes sud revisions in draft for review by soncerned Mission staff and in final for approval by the
Mission Direstor,

V. AUTHORITY:

or responsibilities delegated or assigned in this Misgion Order 1o Mission staff except to the extent
that the exercise of those suthorities or respongibilities may be otherwise limited,

Y.  EEFECYIVE DATE:

This revised Mission Order shail becoms sffective upon the date of my signature,

Dy 7/ 15/ 00

-~
Larry Garber, Mistion Divector Date

nde
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Report No. 6-294-01-001-P
October 22, 2000
MEMORANDUM

TO: USAID/West Bank and Gaza Director, Larry Garber
FROM: Acting RIG/Cairo, Thomas C. Asmus

SUBJECT:  Audit of USAID/West Bank and Gaza's Implementation of the Federal
Managers' Financial Integrity Act

This is our {inal report on the subject audit. We reviewed your comments to the draft
report and have included them as Appendix II. Based on the Mission’s comments, we
consider that final action has been taken on the report’s four recomrmendations and,
hence, they are closed upan repott issuance.

I appreciate the cooperation and courtesies extended to my statt during the audit.

Background

The Federal Managers' Finuncial Integrity Act of 1982 (FMFIA) establishes requirements
with regard (0 management accountability and controls. This law encompasses program,
operational and admimstrative areas as well as secounting and financial management.
Under the authority of the FMEIA, the Office of Management and Budget (OMB) issued
Circular No. A-123" 10 provide detailed guidance for federal managers (o use in designing
management structures that help ensure accountability and include appropriate cost-
effective controls.

The FMFIA also requires the U.S, General Accounting Office (GAQ) to issue standards
[or wternal control i the ULS, Government. Fundamentally, managers use a variely of
controls, such as the policies and procedures that enforce management directives, 10
provide reasonable assurance that an agency can meet its objectives. These control
activities help ensure that management takes action to address the risk factors that
jeopardize an organization’s achievement of its goals. Certain categories of control
aclivities are common Lo all agencies and include appropriate documentation and the
proper execution and aceurate and timely recording of transactions and events.

[ " . .
OMB Circular A- 123, Management Accountability and Control,
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OMB Circular No. A-123 states that management controls are the organizaton, policies
and procedures used 1o Teasonably ensure that:

Programs achicve their intended results.

Resources are used consistent with agency mission.

Programs and resources arc profected from wasie, fraud and mismanagement.

Laws and regulations are [ollowed.

Religble and timely information s obtained, maintained, reported, and usced for
decision making.

In addition, the Circular provides guidance tw federal managers on improving the
accountability and cffectiveness of federal programs and operations,

USAID Automated Direetives System Chapter 396, Management Accountability and
Control, (ADS 596) also provides policy and procedures for establishing, assessing,
reporting on, and correcting management controls under the FMFIA and OMB Circular
No. A-123, Finally, the USAID Burcau for Management, Office of Management
Planning and Innovadon (M/MPD) provides additional guidance for asscssing the
adequacy of management controls and annual instructions for reporting the status of
management controls.

Audit Objectives

The Office of Regional Inspector General/Cairo audited USAID/West Bank and Gaza as
part of the worldwide audit to analyze the extent to which USAID has established a
management process that satisfies the requirements of the Federal Managers’ Financial
Integrity Act. The specific audit objectives were:

¢ Has USAID/West Bank and Gaza established management contrels and
periodically asscssed these controls to identify deficiencies in accordance with
the Federal Managers' Financial Integrity Act and related regulations and
guidance?

*  Has USAID/West Bank and Gaza reported material weaknesses in accordance

with the Federal Managers' Financial Integrity Aet and related regulations and
guidance?

®  Has USAID/West Bank and Gaza taken timely and effective action to correct

identificd management control deficiencies in accordance with the Federal
Managers' Financial Integrity Act and related regulations and gaidance?

Appendix ['includes a discassion of the audit scope and methodology.
2

=8
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Audit Findings

Has USAID/West Bank and Gaza established management controls
and periodically assessed these controls to identify deficiencies in
accordance with the Federal Managers' Financial Integrity Act and
related regulations and guidance?

USAID/West Bank and Gaza generally established management controls and periodically
assessed those controls to identify deficiencies in accordance with the FMFIA and related
regulations and guidance. However, the Mission’s assessments did not identify all the
weaknesses the Mission was aware of, and certain management control checklist
questions were not answered or fully answered.

The FMFIA and OMB Circular No. A-123 provide guidance for agencies and managers
to establish management controls and to periodically assess the adequacy of those
controls, Further, ADS 596 instructs missions and managers (o:

» appoint a Management Control Official (MCO) to oversee and coordinate
management aceountability and control issues within the mission,
ensure that appropriate and cost-effective management controls are established,

e continuously perform management control assessments in  accordance  with
instructions issued by M/MPIL, and

+ establish a Management Contrel Review Comnmittee (MCRC) to assess and monitor
deficiencies in management controls.

Moreover, M/MPI annually provides guidance to missions for conducting FMFIA
reviews. This guidance instructs missions to supplement management's judgment in
assessing the adequacy of manasement controls with existing sources of information,
such as:

Knowledge gained from daily operation of USAID programs and systems.
Management reviews.

Office of Inspector General and GAQ reports.

Program evaluations.

M/MPI also has provided Management Control Checklists 1o assist in conducting the
reviews, The fiscal year (FY) 1999 Checklist contuned 189 control technigues extracted
from the ADS, as shown in the following table.
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CONTROL TECHNIQUES
CATEGORY NUMBER
Program Assistance 42
Organization Management 7
Administrative Management KL
Financial Management 52
Avquisition and Assistance 42
Andit Management and Resolution 5
ther 3
TOTAL 159

Generally, the Mission followed ADS policies and procedures on establishing management
controls and assessing their adequacy. When deemed necessary, the Mission 1ssued mission
orders to complement or further clarify the ADS and to estublish any needed policies,
procedures and systems.  For example, 1 August 1999, it assued a mission order
establishing a travel reimbursement policy for authorized travel m Israel. ineluding the West
Buank and Gaza, and Jerasalem.  Also, in February 2000, the Mission issued an order? 1o
establish  procedures and responsibilities for implementing the Audit Management
Resolution Program (AMRP), which, among other things, formally established the
Mission's MCRC.

Prior to February 2000, the Mission had not established an MCRC.  However, in
completing its FY 1999 and FY 1998 FMFEIA assessments, USAID/West Bank and Gaza
had informally established an MCRC and designated the Controller as the Audit
Management Officer. The FY 1999 FMFIA assessment was performed und reviewed by
this MCRC' that consisted of staffs from the financial management office, executive
office, contract office, program office and deputy director’s office. The heads of those
offices completed vurious parts of the M/MPI checklist on control techniques.

Euach member of the MCRC determined whether the controls in their areas of responsibility

Mission Order No, 6, Management Control and Review Commiittee,

4
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were satisfactory, and a consolidated checklist with all the members’ responses was
circulated Tor comment.  All MCRC members reviewed the FY 1999 FMFIA assessment,
discussed the control techniques, and determined which identified infernal control
deliciencies were material. The members concluded that there were four material
weaknesses in FY 1999,

Although the Mission appropriately established management controls and periodically
assessed those controls, it should have taken a more thorough, better-organized approach
in completing its FY 1999 FMFIA assessment. Our audit noted two areas that need 1o be
improved for [uture assessments: identification of contrel weaknesses, and answering
management control questions.

Identify All Weaknesses

The GAQO Standards for Internal Control in the Federal Government {(GAO Standard) states
that management needs 1o comprehensively identify risks.  Also, OMB Circular A-123,°
states that managers should contnuously monitor and 1mprove the effectivenegss ol
management controls associated with their programs and determine the appropriate level of
documentation needed to support their assessment of risk.  Lastly, ADS 396 requires
continuous management control assessments.

As part of its connol systemn, USAID/West Bank and Gaza assessed its intemal
management conrols in accordance with the instuctions from USAIDVWashington, and
ADS 596, However, for undetermined reasons, the Mission did not identify certain
additional weaknesses, not in the Management Control Checklist, that it was aware of.
Alse, certain other weaknesses were noted but not considered to present enough risk 1o
reguire correetion,

For example, just prior to the FY 1999 FMFLA assessment, RIG/Cairo conducted a survey
of certain issues dealing with construction contracts in the Caza Strip. One of the 1ssues,
identified by the Mission, was that key employees paid for under a fixed price contract
apparently were also charging their costs to cost reimbursable or other contracts. At the
conclusion of our survey we briefed the Mission that certain employees under a fixed
price contract were in fact charging a portion of their thime w0 a Mission cost reimbursable
contract, However, while we verified that a problem existed, the Mission did not report
the weaknesses in its FY 1999 FMETA assessment. Hence the weakness was not included
in the Mission’s tracking system to assure that the mutter was properly resolved. The
GAQ Standard states that one of the risk identification methods 1s the consideration of
findings from audits and other assessments. By not comprehensively identifying and
following-up on the reported management control issues, the Mission did not comply with
GAO standurds on internal control,

OMB Circular A-123, Part [11, Assessing and [Improving Managenient Control.

5

132 of 145



In another example, the Mission did not consider a FY 1999 Management Control Checklist
item related o andit maagement plans o be signilicant enough 10 require correction. ADS
A91 requires an audit managerment plan and states that a copy of the plan should be provided
Lo the cognizant RIG office. USAID/Wesl Bank and Gaza is accountable for base funding
levels of $85 million and $100 million for fiscal vears 2000 and 2001, respectively.
Further, n addition to these base assistance lavels, the US. Government as a result of the
Seplember 1998 Wye River Memorandum. has pledged a [urther $400 million in assistance
to the Palestinians over a three-year period (FY 2000-2002). An audit is one of the tools
that can help ensure that [unds are used properly, and audit plans help coordinate
Washington and field efforts o assure that required audits ave done. By not preparing and
submitling the audit plan o the cognizant RIG office, the Mission is not in compliance with
ADS 591

An organized approach in identifving all management control issues that managers become
aware ol would allow management o promptly evaluate and deterniine proper actions in
response 1o known deliciencies, and reported audit and other findings.  Alse, with an
organized approach, management should be able 1o timely complete all actions 10 resolve
deficiencies brought to its altention. To help the Mission identify and cormrect all
weaknesses, we are naking the following recommendation.

Recommendation No. 1: We recommend that USAID/West Bank and Gaza
revise its Mission Order No, 6 to require the Management Control Review
Committee to (a) discuss and document the identification of all new
management control weaknesses it hecomes aware of and (b) determine proper
corrective actions in response to such new weaknesses.

Answer All Management
Control Checklist Onestions

M/MPTI provided detailed instructions and guidance [or conducting and reporting on the
FYT199 and FY1998 assessments.  According 1o those instructions, missions were (0
provide a certification statement, an update on the status of each material weakness
identified in the prior year, and a description of any new, uncorrected material weaknesses
identified in the current vear. The GAO Standard states that "Internal control and all
transactions and other signilicant events need to be clearly documented, and the
documentation should be readily available (or examinauon.”  The Controller's office
maintained the completed management control review checklists for FYs 1999 and 1998.
However, our audit noted that certain questions on the checklist were either partially
answered or not answered at all, possibly because the Mission had not assigned
responsibility to a specific office or the MCRC 1o assure the checklist was fully answered
belore certilying 1o the adequacy of the Mission's controls. Following are some examples
of partially answered or unanswered questions:
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¢  For FY1998, questions concerning procedures for handling sensitive but unclassificd
information were not fully answered.

¢ For FY 1998, the Mission did not answer the entire section on Organization
Managenient.

¢ For FY1998 and FY1999, the question concerning contractors maintaining accountable
property records for Federal Information Processing resources was not answered in
cither checklist,

¢ For FY1999, the question related to annual evaluation lorms rellecting management
control responsibilities was answered "No”, without any explanation for its one-word
ANSwer.

M/MPT staff said that 1115 clearly USAID's policy that management control responsibilities
be rellected in the annual evaluation forms, They stated that the effective way to implement
this policy would be o either create a separate work objective or ensure that work elements
and performance appraisals reflect the effectiveness of the Mission's stafl in establishing,
assessing, correcting and reporting on management confrols.  The Mission, by not
implementing this policy, was in nencompliance with ADS 596.5.5. Further, we consider
that an incomplete Management Control Checklist could result in a misleading FMFIA
certificate provided to USAID/Washington.  Leaving certain Management Control
Checklist questions blank, or providing one-word answers, are indicators of the Mission's
noncompliance with M/MPI instructions for conducting the FY 1999 FMFIA assessment,
ADS 506, and the GAQ Standards for Internal Control in the Federal Govermment. To
help the Mission ensure that il responds 1o all management control questions, we are
making the following recommendation,

Recommendation No. 2: We recommend that USAID/West Bank and Gaza
revise its Mission Order No. 6 to (a) include a designation of responsibilities
for conducting the FMFIA review to specific Mission staff ov offices and (b)
determine the status of the Management Control Checklist and document its
completion,

Has USAID/West Bank And Gaza reported material weaknesses in
accordance with the Federal Managers' Financial Integrity Act and
related regulations and guidance?

USAID/West Bank and Gaza evaluated it system of internal accounting and
administrative controls for FY 1999 and idenlified four material weaknesses. The Mission
reported those four weaknesses in its FY' 1999 FMFIA certification, dated October 22,
1999, in accordance with the FMFIA and related regulatons and gusdance. However, the
Mission could have improved its reporting by disclosing certain concems that were
unresolved at the time of the submission of its FY'1999 FMFIA certification.
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Report Unresolved
Material Weaknesses

OMB Circular No. A-123 requires that a management control deficiency be reported if it
1s or should be of interest 1o the next level of management. This allows the chain of
command structure 1o deternnine the relative importance of each deficiency. Along these
lines, ADS 596 and M/MPI's FY 1999 FMFIA instructions required that missions provide
a certification statement, an update on the status of each material weakness identified in
the FY 1998 review, and a description of any new uncorrected material weakness
identified in FY1999, 10 the cognizant Assistant Administrator.* The certification should
identily management control deficiencies determined to be material weaknesses,®
including those that are not correctable within the Mission's authority and resoutrces.
However, for some undetermined reason, the Mission did not report a concern that, it our
opinion, should have been reported as a material weakness,  Also, it reported another
material weakness as closed before the problem was lixed.

Palestinian_Authority Tax - The Mission did not rcport the Palestinian Authority's
valug-added tax (VAT) issuc as a material weakness in its FY 1997 through FY 1999
FMFIA certifications. Tt 1s our opinion that this issuc should have been reported as a
material weakness,  Since 1995, the Palestinian Authority has taxed USAID programs
when it is standard practice for USAID programs around the world to be exempt from
taxes on official assistance. An cstimate made by the Mission’s program office indicated
that during the period 1995-19949, the Palestinian Authority received approximately $7.9
million in VAT payments from USAID financed programs. Other donors with programs
similar to USAID have agrcements with the Palestinian Authority for tax exemption on
official assistance. For example, an agreement between the Federal Republic of Germany
and the Palestinian Authonty states that the Palestinian Authority shall levy no taxcs or
othcer public charges on payments made from funds of the Government of the Federal
Republic of Germany,

A Junc 1998 letter from the Mission Director to the Palestinian Authority’s Minister of
Finance clearly indicates that this issuc is material, The letter states that some members

¥ For USAIDWest Bunk and Gava, the eogiizant Assistant Administrator is the Assistant Administracor lor the
Asia and Near East Burgau (AASANE)

ALS 596 states thal o material weakness generally wouldl resoltin one af the Following:

1. Significantly impairs the orgamzation’s ability o achiegve its objectives.

2. Results in the use of resources in a way that is inconsistent with the Agency mission.

3 Violales statolory or regulalory egquirzments,

4. Results in a significant lack ol saleguards against waste, loss, unauthorized use or misappropriation of
funds, property or other a5sets.

Impairs the ability to obtan, maintain, repot or use rehiable and tmely information for decision making.
or

6. Permits improper etlneal conduct or a condlice of inierest

wh
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of U.S. Congress have expressed concerns about USAID funds being used for VAT
payments, The letter Turther states that prompt resolution of the VAT payment problen
will remove this 1ssue from the agenda of those who make decisions aboul the level of
[unding for the West Bank and Gaza program. Based on our discussions with Mission
personngl, the Mission continues its work on this issue even though its resolution is not
within the scope of the Mission's authority. ADS 596 states that the certification shall
include a description of deficiencies determined 10 be material weaknesses, including
those that are not correctable within the assessable unit's authority and resources.
Therelore, until this weakness s resolved, the Mission should report i1 as a material
weakness 1n ils annual FMFIA certification.

Staft’ Shortage - Anather material weakness that we think should have been reported as
outstanding is a staffing shortage in the Mission’s contracting office,  Although, the
Mission provided an update in its FY 1999 FMFIA asscssment regarding the status of this
staff shortage, it indicated the 1ssue as being closed in 1999, However, based on our
review of the Mission's Management Control Checklist response, we think that the
staffing shortage issuc was closcd prematurely.  In its checklist response, the Mission
recognized the stafting shortage as a major concern, but closed it based on positions
having been approved rather than the approved positions being filled. In our opinion, as
long as a matcrial weakness 1s still a major concern, the Mission should continue to report
it as a material weakness in its annual FMFIA certification.  Hence, we are making the
following recommendation,

Recommendation No, 3: We recommend that USAII/West Bank and Gaza,
in its next FMFTA review, reconsider its decision to not report the Palestinian
Authority tax issue and the Mission contracting office staff shortage issue as
material weaknesses.

Has USAID/West Bank and Gaza taken timely and effective action to
correct identified management control deficiencies in accordance
with the Federal Mamagers' Financial Integrity Act and related
regulations and guidance?

USAID/West Bank and Gaza took corrective actions on most deliciencies wentified in its
FY1998 and FY 1999 FMFIA reviews. However, 1t needs 1o improve and [ormalize its
[ollow-up system Lo ensure Uimely and effective action on all deliciencies.

Improve Corrective Actions Tracking

OMB Cireular No. A-123 states that agencies should perform management control
assessments 10 wentify deficiencies in agency programs and operations and develop

9

136 of 145



corrective action plans to track progress in resolving the identified deficiencies. In addition,
the ADS® states that agency managers are responsible Tor taking timely and elfective action
o correct deficiencies identified. Furthermore, although missions are not required to report
non-malerial weaknesses (o the next level of management, they are required Lo take timely
and ellective action W correct such deficiencies.

The Mission did not have a tracking systen o monitor identified deficiencies that resulted
[rom the FMFIA process for its FY1997 and FY 1998 reviews but established a tracking
system for FY 1999, However, while the FY 1999 review identified 37 deliciencies, the
Mission only tracked the resolution of 19 deficiencies (17 1dentified during the FY'1999
FMFIA process, and 2 1dentified outside the FMFIA process). Thus, it did not track all
identified deficiencies, document the corrective action plans, monitor the corrective actions
taken ot to be taken, and documient the review and approval of final corrective actions and
closure of the deficiencies,

Without closely tracking its identified deficiencies and monitoring its planned corrective
actions, the Mission places its operations at greater nsk by allowing identified
management control deliciencies (o remain uncorrected for excessive periods of time. In
addition, the Mission 15 in noncontpliance with OMB Circalar A-123 and USAID policy
and procedures concerming timaly action 1o correct managemant control deficiencies. We
are making the following recommendation 1o help the Mission improve its system [or
tracking actions (o correct management control deliciencies.

Recommendation No, 4: We recommend that USAID/West Bank and Gaza
review the procedures for its FMFIA review tracking system and strengthen or
revise them to ensure that the system tracks all management control deficiencies
through final corrective action,

Management Comments and Qur Evaluation

The Mission agreed with the report’s findings and recormmendations and has taken
appropriate action to address the report’s four recommendations (see Appendix [1).

The Mission addressed Recommendation Na. I, that its Management Control Review
Committee identify all deficiencies it becomes aware of and determine proper corrective
actions, by revising, its Mission Order No. 6, Subject: Muanagement Control and Review
Committee (MCRC). The revised Mission Order requires the MCRC to discuss and
document the dentitication of all new manapgement control weaknesses it becomes aware
of and determine proper corrective actions in response to such new weaknesses,

¢ Chapter 596, Management Accountability and Control, Section 596.3, “Respensibility.”

10

137 of 145



The revised Mission Order No. 6 also addresses Recommendation No. 2, that the Mission
designate responsibility Tor the FMFIA assessment to specilic offices and document the
completion of the Management Control Checklist, Under the revised Mission Order, 1he
Mission Controller is designated as the responsible officer for conducting the annual
FMFIA assessnient, documenting its completion with a formal report to the MCRC, and
planning follow-up actions for all weaknesses identified.

Regarding Recommendation No. 3, for the Mission 1o reconsider its decisions not 1o
report as material weaknesses the Palestinian Authotity tax issue and the Mission’s
contracting office stafT shortage issue, the Mission stated that the MCRC and other senior
managers had discussed these 1ssues and they will be [urther discussed with Bureau
representatives including the Deputy Assistant Administrator [or ANE Bureau.  The
Mission believed its actions satisfy the intett of the recommendation, and we agree.

Lastly, regarding Recommendation No. 4, that the Mission revise its tracking system [or
deficiencies 10 ensure that the system tracks all deficiencies through linal action, the
Mission has initiated a new procedure [or reporting and tracking deficiencies. Under the
new procedure, the MCRC assures thal for controls rated less than satislactory the
necessary corrective actions are determined, a planned resolation date is determined., and
aresponsible party 15 assigned to oversee [ollow-up.

We consider that the Mission’s actions taken in response to the audit recommendations
are appropriate and therelore consider that {inal action has been taken on the audit
report’s [our recommendatons. Hence, the recommendations are closed upon issuance of
this final report.

1]
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APPENDIX 1

SCOPE AND
METHODOLOGY

We audited USAID/West Bank and Gaza's implementation of the Federal Managers'
Financial Integrity Act {(FMFIA). The audit was performed in accordance with generally
accepted government auditing standards and was conducted from February 22 through
March 8, 2000 at USAIDYWest Bank and Gaza.

We audited the Mission's FY 1998 and FY 1999 FMFIA assessments and the deficiencies
noted under those assessments.  The purpose of the audit was not to ideotfy material
weaknesses that were not reported hy the Mission; however, if any such weaknesses came
to our attention during the audit, we included these in our audit report. Also, the scope of
this audit did not include a detailed analysis of individual management controls to
determine their etfectiveness.

The audit work included reviewing the Mission's system for establishing, assessing,
reporting and correcting management controls. To accomplish the audit objectives, we
used the FMFIA, Office of Management and Budger Circular No. A-123, the General
Accounting Office’s Standards for Internal Control in the Federal Government, USAID's
Automated Directives System (ADS) Chapter 596, Management Accountability and
Control, other ADS chapters relating to Agency policies and essential procedures, and
guidance for assessing the adequacy of management controls and annoal instructions for
reporting the status of management controls provided to missions by USAID's Bureau tor
Management's Office of Management Planning and Innovation,

We interviewed the Mission's Management Control Official, members of the Mission's
Management Control Review Committee and operating unit managers. We also reviewed
available documentation on the FY 1998 and FY 1999 FMFIA reviews, including the
listings of management control deficiencies and management action plans for correcting
those deficiencies. We reviewed the Mission’s FY1997, FY 1998 and FY 1999 FMFIA
certifications to the AAJANE on the overall adequacy and effectiveness of management
controls, noted any material weaknesses identified, and reviewed the status of material
weaknesses or deficiencies identified in the FY 1998 review.
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Management Comments
APPENDIX 11

U. 8. AGENCY FOR INTERNATIONAL DEVELOPMENT
WEST BANK AND GAZA MISSION

September 277, 2000
MEMORANDUM

TO: Dazryl T. Burgis, RIG/Caito
FROM: Larry Garber, Dirsctor, WB/G W/

SUBJECT: Report No. 6-294-00-00X.F
Audit of USAID/West Bank and Gaza’s Implementation of the Federal
Managess' Finaneial Integrity Act

The Mission thanks RIG/Caire for the objective analysis of the procedures related to our
implementation of the FMFIA and the suggestions made of how those procedures might
be impraved. The information below provides our response to that draft audit report and
the recommendations included therein,

Recommendation No. J- “We recommend that USAID/ West Bank and Gaza revise its
Mission Order Wo, § to require the Management Control Review Commities to (a)
discuss and docurnent the idemification of all new management control weaknesses it
becomes aware of and (b) determine proper cotrective actions in response to such new
weaknesses,”

Bespomse; USAID/West Bank and Gaza has issued Mission Crder No. 6, Revised (See
Attachment A) which requires 2 discussion of “all management contrel weaknesses
discloged since the previous mesting and follow-up on previous decisions made
coneerning audit or tnanagement control issues.” The revised Mission Order also
requires the MCRC to assure “prompt resolution of internal conirol problems.” We
believe this satisfies recommendation no, 1 and ask thar it be closed upon issuance of the
report,

Recammendation No. 2 “"We recommens that USAID/West Bank and Gaza revise its
Mission Qrder No. 6 10 (a) include a designation of responsibilities for conducting the
FMFLA. review to specific Mission staff or offices and (b) determine the status of the
Checklist and document its completion,”

Hesponsg: Mission Order No. 6, Revised (see attachment A) states that “The Mission
Contreller is responsible...for conducting the annual FMFIA, Internal Management
Control Assessment, documerting its completion with a formal report to the MCRC and
planning follow-up actions for all weaknesses idenrified.” Wa believe this satisfies the
recomuaendation and ask that this recommendation be ¢losed upon issuance of the report.

Re endgiion No, 3. “We recommend that USATD/ West Bank and Gaza, in its next
FMFIA teview, reconsider its decision to not report the Palestinian Authority tax issue
and the Mission contracting office swff shortage issue as a material weakness ”
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Basponse: Both of these itetns were noted on the FY 2000 FMELA management control
assessment report suaanary (See attachment B}, While the FMFIA report has pot yet
been finalized, (the due date to send it to the Buxeay iy October 20, 2000), the
recommendation to reconsider the decisions concerning Palestinian VAT and stafy
shortages has cccurred. The MCRC and other senior managers in the Mission have
dizenssed these issues and they will be further discugsed with Bureay representatives,
inciuding the Deputy Assistant Administrator for ANE, who will be visiting the Mission
the week of October 2. We believe this satigfies the intent of recommendation no. 3 and
ask that this recommendation be closed upon issvance of the report.

Recommendation No. 4; “'Wa recommend that USAID/West Bank and Gaza review the
procedures for its FMFLA review wacking system and strengthen or revise them to ensure
that the system tracks all management control deficiensics through final comective
action,”

Besponse; The Mission has initiated 3 new procedure for reponting and tracking
deficiencisy identified through the FMEIA process, All checklist items are mated as
sahisfactory (), satisfactory, but could be improved (S/Imp) or unsatisfactory (I). The
MCRC then sees that for those items rated U or S/mp, a planmed resalution dats is
determined, a responsible party is assigoed to over sse follow-up and the nature of
necessary corrective actions is determined. Attachmnent B is an example of this reporting
and follow-up mechanism. Note the columang marked RESOL(ution) DATE,
RESPE(onsible}) PARTY and PLANNED ACTION. We believe that this tracking system
combined with the respansibility for followwup assighed to the Controller satisfies the
recommendation. Accordingly, we agk that recommencdiation no. 4 be closed upon
issuance of the report.

With the actions already taken and future implementation of the policiss detadled in
Mission Order No. 6, Ravised, USAID/West Bank and (Gaza believes that the
recommendations stated in the draft report have been met and thar all should be cloged

upon issuance of the final report,
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L3

Subfeat: Management Control and Review
Commiftee (MCRC)
Antharity: ADS Gectlons 105.8.8b,103.8.114,592.9.4 and other

authorities delegated op assigned to the Mission
Director by the ADS or other Agency puidance

Effective Date: Upon the date of Director's signature,

Reference: Antomated Directive Systems (ADS) Chrpter 540
through Chaprer 596

L PUREQSE:

Ta establish the Management Control and Review Coxnmittee [MCRC) and to egtablish the
Miszion's procedures and regponsibilites in implementing the Agency’s Aadit Magagement
Resolution Program (AMRFE) as deflned in ADS Chapter 590 through 596 and provide
Euidanee on its implementation,

The Mansgement Control and Review Comumnittee shall menage and implement the Mizsion's
AMBP. The MCRC will be chaired by the Deputy Mission Director and ahall be coraprised of
Mission Senlay Staff,

The MURC shall meet 4¢ teast evepy six months to review the statug of AMRP
implementation, discugs all management control weaknessan discloged sinca the previous
meating and Hllow.up on previous desisions made concerning awdit or management control
issues. Al MCRC meetings shall be doesmented aud minutes maintinsd in ths Ditestor' s
Office. A copy of the minutes ftom sach moeeting shall bs submitted to the Mistion Director
and made availabls to all Mission personnel. The Controller's Office will be eaponsible to
keup track of all MCRC proveedings, drafting minutes and other docurmenty i3 ncoeasary,

The MCRC:

»  Manages the amual (nterne] sanagensmt contro] sigeasment and agyures prompt
resalution of intarnal contrel problema;

*  Provides oversight for the endit follow-up process by snsuring (tat andit followatp
reapansibilities are porrectly assigned and bmplementad;
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*  Servesas a decision-making body in situations involving andit follow-up inipasses
between the Regional Ingpector General and the office to which action s assigned, and,

»  Egtablishes Mission audit palicies to mitigate mission specific risks.

A THEAUDIT MANAGEMENT OFFICER:

1. The Mission Controller is hereby designated the Mission's Audit Management
Officer (AMO). The AMO shall report to the MCRC and perform all the funetions
required by the referenced ADS sactions,

2.  The Mission Controiler ia also responsible, under the direction of the MCRC, for
conducting the anmual FMFIA Internal Management Control Assessment,
documenting its completion with « formal teport to the MCRC and plaguing
follow-up actiona for all wesknesges identified.

B.

The Mission Audit Comuntittes (MAC) is a sub-committes of the MCRC, This Cornmittes,
chaired by the Controller, ehall Include as pesmanent members, the Deputy Dimector, the
Legal Qfficer, the Directar of the Program Office, the Executive Officer and the Director of
the Contractimg Office (or their designees).

The MAC shall ensure that all sudit responsibilities are perfosmed properly and that prommt
and respobsive action is taken on andit findings and andit recommendations, The MAC shall
report regularly to the MCRL,

C.  MISSION ACTIVITY MANAGERS:

Mission Activity Managers shall carry out all functions for Federal and Financial Andits &s
required by the ADS,

D, MANAGEMENT ACTION OFFICIAL (MAO):

A Management Action Official, identified by the MCRC based op each andit repozt, shall
{a) Develop the mission respanse to deaft ad final audit recommendations relatod to area
of responsibility; end, () Exsure that corrective action s completed fir deficiencies
identified in audits. The MCRC will identify the MAQ for cach audit in writing.
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E. CONTRACTING QFFICER:

Performs all the fiunctions required by the referenced ADS #cctions,

The Controller, under the direction of the MCRC, will be respongible for coordinating the
preparation of the Mission’s anntal FMFIA Internal Miunagement Control Asseserment
and to ensure that all offices are actively imvolved {n the evaluation of nteenal cantrols,
The Controller will prepars 2 fing] assesement report to be given to the MCRC deseribing
weaknesses identified throughout the process. The MCRC Will then determnine
individuals responsible fur follow-up action snd a fime frarne to completa such action.
The MCRC will advise the Mission Dirsctor of any weaknesgey that should be
highlighted in the annua) Internal Control Certification and W2yE 10 act on the identified
weaknesses,

the ADS or other Agency guidanoe. Whenever rovisions or changes to this Mission Order roay, in the
opinion of the Controller, be necessary or desirable, the Controller ahall prepare the proposed
changes sud revisions in draft for review by soncerned Mission staff and in final for approval by the
Mission Direstor,

V. AUTHORITY:

or responsibilities delegated or assigned in this Misgion Order 1o Mission staff except to the extent
that the exercise of those suthorities or respongibilities may be otherwise limited,

Y.  EEFECYIVE DATE:

This revised Mission Order shail becoms sffective upon the date of my signature,

Dy 7/ 15/ 00

-~
Larry Garber, Mistion Divector Date

nde
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WEST BANKIGAZA
FY 1399 Federzl Menapers” Finaacial integrity Act [FNFIA} Review
Nanzgemant Condro! Checklist
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1 & Kigh Whila naw USDH and USPSC postifons have besn
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reviadd comective aclion plans and approved,
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management acsountabilty lssues,
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