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AID Federal Reserve Letters of Credit 
(FRLC) recipients are

maintaining excessive cash advances totaling $15.3 million. 
 This
 
practice is costing the Federal Government more than $2.5 million in

interest annually. Some FRLC recipients are using the excessive
 
cash advances to finance activities not funded by AID. Other
 
recipients are receiving 
interest on the cash advances and nnt

reporting the interest earned to AID. 
 The Agency must improve its
 
internal controls to ensure FRLC recipients do not maintain exces
sive cash advances. If FRLC recipients are not willing to take
 
measures 
to improve their cash management, then AID should rescind
 
the FRLC authorization and pay for AID-financed activities on
 
another payment basis.
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EXECUTIVE SUI4MARY
 

Introduction
 

The Federal Reserve Letter of Credit (FRLC) authorizes an AID
 
recipient organization to draw cash advances from the Treasury
 
through its commercial banks. There are 201 organizations that use
 
FRLC cash advances to pay for AID activities under 625 grants and
 
contracts. The FRLC cash drawdowns made by these organizations
 
average about t325 million annually.
 

In the grant agreement or contract the FRLC recipient organization
 
commits itself to (1) initiating cash drawdowns only when actually
 
needed for disbursements; (2) timely reporting of cash disbursements
 
and balances; and (3) imposing the same standards upon secondary
 
recipients. The failure of the recipient to adhere to these
 
conditions may result in the suspension or revocation of the FRLC
 
authorization. (See page 1)
 

The Administration and the Congress are sensitive to the impact cash
 
management o. federal program recipients has on the national debt.
 
The Senate Committee on Appropriations has called for federal
 
agencies to take aggressive action tu improve the management of cash
 
advances provided to recipients of federal programs. In July 1981
 
the Director, Office of Management and Budget urged the heads of
 
federal departments to review their systems for monitoring cash
 
balances of recipient organizations to assure that excessive
 
drawdowns did not go undetected. (See page 2)
 

Because of these concerns, we performed a survey in September 1981 
of AID's FRLC procedures. Our survey work indicated AID was having 
difficulty monitoring FRLC transactions and apparently many recipi
ients were maintaining excessively high FRLC cash balances. The
 
significance of the survey findings supported a major review of 
AID's system for management of the FRLC process. (See page 3)
 

Purpose And Scope Of Review
 

Our review objectives were to determine (1) the extent recipients 
were maintaining excessive cash balances; (2) the effectiveness of 
the recipients' cash management systems, (3) the degree of controls 
recipients have over the receipt and disbursement of cash advances, 
and (4) the actions necessary to improve AID's management of the 
FRLC proc:.!s. 

To meet these objectives, we (1) ana.,yzed data obtained through a 
questionnairo returned by recipients on their cash management 
procedures: (2) analyzed the recipients' daily cash u-aw(Iowns and 
disbursements for the months of August and September 1981, (3) 
reviewed teLn ricipients' £nancial records and procedures regarding 
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the control and accountability of FRLC cash; and (4) reviewed AID's
 
management of the FRLC process. (See page 3)
 

AID Recipients Are Abusing The FRLC Authority
 

AID recipient organizations are abusing their authority to drawdown
 
cash advances through the FRLC process. They are drawing down FRLC
 
advances far in excess of their immediate disbursement requirements.
 
Many entities are placing the excessive funds in interest bearing
 
accounts and not reporting the interest earned to AID. Other
 
organizations are using the funds for unintended purposes. Most
 
recipients are tardy in submitting required FRLC cash transaction
 
reports and the reports that are submitted contain omissions or
 
inaccurate financial information. These cash management deficiencies
 
are widespread and have been occurring for a period of several years.
 

AID Recipients Are Maintaining Excessive Cash Advances -- This 
Practice Is Widespread And Deeply Rooted
 

Most of the 201 FRLC recipient organizations are maintaining
 
excessive cash advances in their bank accounts. This practice is
 
costing the U.S. Government more than $2.5 million annually in
 
interest. The primary beneficiaries are the commercial banks that
 
have free use of federal funds totaling $15.3 million. (See
 
page 4)
 

Most of the recipient organizations are mainta4 ning FRLC cash
 
advances many times their average daily disbursement requirements.
 
Normally recipients of FRLC should not have on hand more cash than
 
necessary to meet three days of disbursements. One organization has
 
retained a cash advance of $4 to $4.5 million for a period of
 
several months. This money represents several months of cash re
quirements. Another organization has retained a cash advance of
 
about $1 million for the 21 months period beginning January 1980. 
Disbursement for the same period only averaged $32,300 pe2_" day.
 
Thirty-eight other organizations are retaining cash advances which
 
will take more than 30 days to expend. (See page 5)
 

Misuse of the FRLC authority is a long standing problem among 
AID recipients. In early 1977, the Department of Treasury found 
recipient organizations were making FRLC drawdowns when there was 
apparently no actual cash requirement. In June 1977, we reported 
that AID grantee3 were drawing down FRLC funds beyond their 
immediate disbursement needs. In January 1979, the Cepartimtnt of 
Treasury expressed concern to AID about FRLC recipients who were 
maintaining excessive cash advances. In Janudry 1982, Tre.ia'ury
again voiced disapproval to AID over the cash management practices
of AID's FRLC recipients. (See page 6) 
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Interest Earned On Federal Funds Not Reported Or Returned To AID 

Department of Treasury regulations require that all interest
 
earned on FRLC cash advances be returned to AID and deposited in the
 
General Account of the U.S. Treasury. We found several instances
 
where recipient organizations had earned interest on FRLC cash
 
advances. But the interest earned was not reported nor returned to
 
AID as required-by Treasury regulations. For example, one grantee
 
earned about $130,000 in interest on advances deposited in 14
 
savings accounts. Most of the savings accounts--totaling 
$900,000--remained dormant for long periods of time. Another entity 
earned interest of $32,830 but had not reported the amount earned to 
AID. Two other organizations earned interest totaling $7,400 on 
FRLC advances that had been deposited in overseas bank accounts. 
Neither had reported the interest earned to AID, (See page 6) 

FRLC Advances Used For Unintended Purposes 

Some organizations are using FRLC advances to finance private 
endeavors or programs of other U.S. Government agencies. For 
example, one organization used $113,200 to pay for non-AID 
activities such as business lunches, labor negotiation expenses, 
credit card charges, life and property insurance, and privately 
funded development projects. Another used FRLC advances of $269,900 
to pay for program activities of the International Communication
 
Agency and the State Department. The same organization could not
 
account for FRLC cash shortages of amounts up to $284,500 in July
 
and August 1981. Still another organization had FRLC cash shortages
 
of up to $701,700 in August and September 1981. Because these
 
organizations commingle FRLC funds with other funds, we were unable
 
to determine how the money was actually spent. (See page 5)
 

Cash Transaction Reports ALe Untimely And Inaccurate
 

The federal cash transactions report (SF 272) is used by AID to 
monitor the cash management practices of FRLC recipient organiza
tions. Only a few FPLC recipients are meeting their reporting
 
responsibilities. Most of the 201 recipients are delinquent in
 
submitting the reports and the reports that are submitted contain 
omissions or questionable financial information. AID has no 
internal control system of follow-up on the reports. Even though a 
report may show grosis deficiencies in the recipient's cash manage
ment practices, AID rarely takes aggressive action to correct the 
prob!em. (Se-. pages 12, 30, 41) 
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AID's Internal Control System For The FRLC Process Must Be Improved
 

OMB Circular A-123 published in October 1981 states that there are
 
numerous instances of fraud, waste, and abuse of U.S. Government
 
resources and mismanagement of federal programs. These problems
 
frequently result from weaknesses in internal controls or from
 
breakdowns in compliance with internal controls. We believe that
 
AID's internal control system over FRLC financial transactions is a
 
classic example of a system that is not only weak but has broken
 
down. The result has been widespread abuse of the FRLC authority by 
recipient organizations. Aggressive action by AID management is 
needed to improve the Agency's internal controls to ensure that FRLC 
recipients do not drawdown federal funds in excess of their im
mediate disbursement requirements.
 

Appropriateness Of Existing FRLC Authorizations Should Be
 
Reviewed
 

The FRLC was intended to reimburse U.S. organizations from the
 
Treasury through commercial banking channels concurrently with
 
disbursements made in payment of federal program liabilities. The
 
FRLC recipient should also be able to timaely and accurately report
 
on its disbursement and cash balances. There are at least 60 FRLC
 
recipient organizations that are either located outside the United
 
States or most of the FRLC advances are actually disbursed in
 
overseas locations. It is difficult, if not impossible, for AID to
 
effectively monitor the cash management practices of these organi
zations. Generally these organizations are either late or do not
 
submit the required cash transaction reports. Moreover, the reports 
that are submitted contain questionable financial information. It 
is Treasury's position that FRLC recipients who cannot meet their 
reporting responsibilities should be financed by another payment 
method. In this regard, we believe AID should review the 
appropriateness of the FRLC authorizations for recipients who are 
located or spend most of the FRLC advances in locations outside the 
United States. (See page 8)
 

Personnel Resources Should Be Increased 

AID has four employees who monitor the cash management practices 
of over 201 FRLC recipients that dra":down about $325 million 
annually. Thtse ,employes spend most of their time processing and 
recording hundrids of FRLC trinsaction and expenditure reports. 
Consequently, little t-.me is spent by AID prsonreul to monito- the 
cash mang-3.mnt practl ,, , FRLC recipients. AID pt-rsonrncl revew 
the ca sh t r.xnsac t ion riep,)rts )ti an ad hoc bas is and make Iew 
reciptent sit,, v: sits, In ,.ctrst, AID hais .ignt employ,)v..; that 
audit trv, I vouchers t,'t lin $3. 2 mi ili(n annually. W b uve 

0that .11)D ,r I(ft:i t t;houIld r vif, w th,'e ade1quacy o1 the personn l 
ronourc, s ,-ivot,.od t.,, thi FRLC operation reiativoe to other 
operation.-;. (Sto,, p-i' i I5) 
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Criteria Should Be Developed On Suspension Or Revocation Of FRLC
 
Authorizations
 

AID procedures place the primary responsibility for suspending
 
or revoking the FRLC authorization with the contract or grant
 
officer. However, this is not realistic since there may be several
 
contracting/grant officers associated with one FRLC authorization.
 
We believe that this responsibility should be shifted to the Office
 
of Financial Management. This office is in the best position to
 
monitor the consolidated cash position of FRLC recipients. There
 
are also weaknesses in AID procedures on when to suspend or revoke
 
an FRLC authorization. We believe the procedures should be
 
clarified on when it nay be necessary to take such actions. (See
 
page 17)
 

FRLC Advances Should Be Placed In Separate Bank Accounts
 
For Some Recipients
 

AID procedures should be revised to require a separate bank
 
account for recipients that prematurely draw down FRLC funds or
 
otherwise abuse the FRLC authority. This would strengthen the
 
control and accountability over the use of federal funds. It also
 
would provide AID another mechanism besides suspension or revocation
 
of the FRLC authorization to ensure FRLC recipients effectively
 
manage AID funds. (See page 18)
 

Computerized System Should Be Developed For Monitoring FRLC
 
Recipients
 

AID is in the embryo stage of developing a computerized system
 
to assist in managing the FRLC process. There are shortcomings in
 
the planned use of the system. We believe the planned computerized
 
management reports could be improved by pinpointing the cash
 
management deficiencies o1 FRLC recipients. For instance, the
 
computer could be used to (1) identify FRLC recipients that are
 
delinquent in submitting required cash transaction reports; (2)
 
analyze the cash position of FRLC recipienLs; and (3) generate trend
 
analysis reports on the overall status of FRLC recipient cash
 
manacement practices. (See page 19)
 

Conclusions And Recommendations
 

Our review shows that most of the 201 FRLC recipients are pre
maturely drawing down federal funds. With the Administration's 
emphasis on holding down the federal budget and the high cost of 
money, this situation can no longer be tolerate,]. AID must take 
aggressive action to ensure that recipient organizations do not take 
undue vivantage of the FRLC authorization. Therufore, we are 
recommending that All) carry out several corrective iu~as ,r's to 
control F1RLC advamcus an( improve the managemont of the FRLC 
process. These measures includ,: 
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Immediately requesting FRLC recipients to return
 
the cash on-hand that is excessive to their
 
short-term disbursement requirement,
 

Immediately requesting FRLC recipients to return
 
interest earned on federal funds.
 

Making adjustments to the personnel resources devoted
 
to managing the FRLC process relative to other AID
 
operations.
 

Requiring AID personnel to make periodic and random
 
visits to FRLC recipient business sites to review
 
their cash management practices.
 

Placing a monthly drawdown restriction on FRLC
 
recipients who have shown an unwillingness to
 
abide by Department of Treasury cash management
 
and reporting criteria.
 

We believe that implementation of these and other recommendations
 
will improve the overall management of the FRLC process. (See
 
page 22)
 

Summary of Management Comments
 

In the response to our draft report, the Office of Financial
 
Management (FM) stated it generally agreed to the report's findings,
 
conclusions, and recommendations. But the body of the response took
 
exception to the significance of the report's findings and most of
 
the recommendations. For instance, FM contends that the report
 
overstates the amount ($15.3 million) of the excessive cash on-hand
 
held by recipient organizations. FM. stated:
 

"The main findings of the audit are based on the 
belief that recipients should not draw down cash 
under the FRLC that exceeds 3 days need. Treasury 
Department Circular No. 1075, states that "Th1e 
timing and amount of cash advances shall be as close 
as is administratively feasible to the actual dis
bursements by the recipient organization...". This 
same language is also found in the Treasury Fiscal 
Requirements Manual. Adlministratively feazible is 
the criterion to follow in determining if a recipient 
is holding exceu cash. All of the PVO' u ruceiving 
advancs under the FIRLC are carrying ot activities 
oversas, It in not administrativoly feanible to 
require tli,) recipient to us,) 3 days ned as a rule in 
draw downs....Whan one examinus the alternative financing 
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arrangement of a cash advance by Treasury check (see page
 
8 of your report), the 30 day draw rule that AID uses for
 
overseas expenditures is both reasonable and practical."
 

We do not believe the report overstates the amount of cash
 
on-hand that is excessive to the recipients' operating require
ments. As a matter of fact, we are of the opinion this figure is
 
conservative. Most of the 173 FRLC recipients that responded to
 
our questionnaire consider cash transfers made overseas as
 
disbursements. Consequently, the computer analysis was made
 
primarily on FRLC funds that are retained in U.S. bank accounts.
 
We estimate that about $13 million of the $15.3 million rep
resents excessive cash held in U.S. banks. If all foreign bank
 
balances were analyzed, the $15.3 million figure would
 
undoubtedly be higher.
 

As for the reasonableness of using the 3 day rule in computing
 
the excess balances of FRLC -.ecipients, this is in line with
 
Treasury, OMB and even AID guidelines. The OMB officials we
 
spoke with wholeheartedly support the 3 day rule. Treasury would
 
be even more restrictive than OMB. In correspondence to AID,
 
Treasury stated that "To minimize these interest charges (to the
 
U.S. Government), Treasury regulations specifically state "that
 
advances of federal funds be limited to the minimum amounts
 
necessary for immediate disbursement needs." AID Handbook 19
 
also supports strict compliance with maintenance of minimum cash
 
balances. The Handbook states that the FRLC advance payment
 
method "enables the recipient to withdraw cash from tho Treasury,
 
through commercial banking channels, concurrently with dis
bursements made in payment of program liabilities, thereby
 
minimizing the maintenance of federal cash balances."
 

F4 also contends that the computer analysis used to determine the 
excessive balances of FRLC recipients contains data that is 
suspect. Therefore, FM suggests that the table on page 4 does 
not accurately reflect the cash balances of the FRLC recipients. 
However, Bi4 did not provide us specific examples where this might 
be the case. The computer analysis was made on data that was 
sent to us by 173 FRLC recipient organizations. While it would 
not be practical to verify the data received by every recipient, 
we found that it was accurate for the 10 organizations visited. 
Therefore, we have no reason to believe the data received from 
the other 163 recipients is not gtnerally accurate. 

FM agruee; with us that it has not in the past effectively 
monitored advancus ".rovide,1 to FRLC recipient organizations. 
However, EN' dois not believe the report adequately supports the 
f.nding of widespread abuse of the FRLC authority by recipient 
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organizations. Accordingiy, FM has agreed to implement only
 
three of the report's twelve recommendations. More specifically,
 
FM stated it will:
 

--	 Send letters to all FRLC recipients advising 
them to maintain FRLC cash balances at reasonable 
levels. 

-- Make more visits to recipient business sites to 
review their cash management practices. 

--	 Make adjustments, if appropriate, to the personnel 
resources devoted to managing the FRLC process. 

In our view, carrying out these measures--while important--does
 
not go nearly far enough. We are convinced that other more
 
substantive measures are required if EM is to improve its
 
management of the FRLC process. For example, in late March 1982,
 
we provided F4's FRLC branch a complete copy of the aforementioned
 
computer analysis. We did this so that AID personnel could take
 
timely action by following up on the FRLC recipients that were
 
maintaining excessive cash balances. AID personnel took no
 
action. We still believe AID can effectively use the results of
 
the computer analysis. AID should immediately inquire about the
 
current cash position of the organizations identified as having
 
excessive cash on-hand. Those remaining in an excess position
 
should be directed to return the excessive advance to AID.
 

We also believe that the report's remaining recommendations
 
should be implemented. Unless serious consideration is given to
 
implement them, we have no doubt a follow-up review by us three
 
years hence will disclose conditions similar to that which exist
 
today. Since it does not appear feasible to charge interest on
 
excessive FRLC cash balances, AID must actively monitor the cash
 
management practices of FRLC recipients. In summary, the abuse
 
of the FRLC authority by recipient organizations simply will not
 
go away without major changes in AID's system for managing the
 
FRLC process.
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BACKGROUND
 

The Federal Reserve Letter of Credit (FRLC) is an instrument that 
authorizes an AID grantee or contractor--generally a non-profit 
organization such as a private voluntary organization or U.S. 
university--to draw cash advances when needed from the Treasury, 
through a Federal Reserve bank and the recipient's commercial bank. 
The FRLC instrument may cover several grants or contracts awarded to 
a recipient organization. The FRLC authorization is also open ended 
in that the recipient organization can withdraw the entire amount 
authorized even though it may take months or even years to actually 
spend the advance. The use of the FRLC is covered in the grant or 
contract wherein the recipient organization commits itself to: 
(1) initiating cash drawdowns only when actually needed for its
 
disbursements; (2) timely reporting of cash disbursements and
 
balances as required by AID; and (3) imposing the same standards
 
upon secondary recipients. The failure of the recipient organi
zation to adhere to these provisions may cause the unobligated
 
portion of the letter-of-credit to be suspended or revoked by AID or
 
by the Department of Treasury. 

FRLC cash advances should be limited to the minimum amounts needed
 
and should be timed with the actual, immediate cash require.nents of
 
the recipient organization in carrying out the purposes of the
 
approved program or project. Excessive federal funds should be
 
promptly refunded to AID. Excessive funds are those on-hand which
 
exceed three days of disbursements. Recipient organizations are
 
required to report I1/to AID at least quarterly on their FRLC cash
 
position. If mere than three days cash requirements are on-hand,
 
they are required to explain why the drawdown was made prematurely, 
or other reasons for the excess cash. Recipient organizations are 
also required to return to AID any interest earned on FRLC deposits. 

AID is required to monitor the recipient organization's FRLC cash
 
drawdowns and other financial practices to ensure against excessive
 
withdrawals of federal funds. Mhen a recipient organization has 
demonstrated an unwillingness or inability to establish procedures 
that will minimize the time elapsing between cash advances and 
applicable disbursements, AID can terminate the advance financing 
and require the FRLC recipint to finance AID activities with its 
own working capital. 7he payments can then be made by Treasury 
check for actual cash disbursements. 

1/ Fuedoriia sh Tranlsactions Report (SF 2172) prescribld by 
Officej cf Mlanalgemnt and uMidgvt Cir. U1o. A-110. 
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AID 	Uses FRLC Extensively-For Project Financing
 

AID 	uses the FRLC method of financing grants and contracts exten
sively. There are 201 recipient organizations that AID authorizes 
to drawdown cash advances through the FRLC mechanism. The actual 
FRLC cash drawdowns by AID recipients averages about $325 million 
annually. The cash drawdowns pay for goods and services under 625 
AID grants and contracts. As of September 30, 1981 there were over 
$1.5 billion in active AID issued Federal Reserve Letters of Credit. 

FRLC Authorizations
 
By Location
 

Location 	 Number Authorized
 
Of Recipients Of Recipients Amount
 

(In 000)
 

Washington, D. C. 	 51 $ 267,1.64
 

New 	York City 40 366,008
 

Continential United States 84 	 381,770
 

Outside Continental United
 
States 26 499,710
 

Total 	 a$5
 

The Administration And Congress Are Concerned About The Management Of
 
Federal Funds
 

The Administration and the Congress are very sensitive to the impact
 
cash management of federal funds has on the national debt. The
 
Senate Committee on Appropriations last year called for U.S. Govern
ment agencies to carry out three steps to improve the management of 
cash advances provided for federal programs. These steps were: 

I. 	 Reviewing periodic reports fi led by grant ;,ocipiontc 
to ascertain whether they are Jrawing and holding cash 
in e:;cess of their current needs: 

2. 	 Auditing .i suffici, )t numbuer (if ricipi.tnt CCOuLntS to 
determin,' whtlher thuy ir f iling .iccurire rp orts o 
cash oii-htnd; id 

3. Init i ating inmudiatu recovery actio weihonvor roc pitin. 
are found to have2 (1rawnl ,2xcoan canlh , in vit, Lition of Trtnalur7 

kirculnr 1075. 
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In July 1981, the Director, Office of Management and Budget urged 
the heads of fede.ral departments and establishments to instruct
 
their staff to do all they can to carry out the recommendations of
 
the Senate Committee On Appropriations. In cases where individual
 
recipients persist in drawing excess cash or refuse to cooperate in
 
efforts to control drawdowns, the Director stated that "consideration
 
should be given to rescinding letter-of-credit arrangements with
 
them, or placing monthly restrictions on their letters-of-credit."
 
In addition, the Director noted that federal agencies should review
 
their systems for monitoring cash balances to assure that they are
 
adequate to prevent excessive drawdowns from going undetected. AID
 
has done little to carry.out the recommendations of the Senate
 
Committee or the instructions of the OMB Director.
 

Purpose and Scope 

Because of the Administration and Congressional concern over the 
management of cash advances received by recipients of federal pro
grams, we performed a survey of AID's FRLC procedures. The survey 
which took place in September and October 1981 indicated AID was
 
having considerable difficulty in monitoring FRLC transactions of
 
recipient organizations. The volume of FRLC transactions coupled
 
with AID's manual systen for reviewing them and personnel ceilings
 
makes it virtually impossible to effectively manage the FRLC
 
process. Our survey also indicated many recipient organizations
 
were apparently maintaining excessively high FRLC cash balances.
 

The significance of the survey findings supported a major review of
 
AID's system for management of the FRLC process. Our review
 
objectives were to determine (1) the extent recipients were main
taining excessive cash balances; (2) the effectiveness of the
 
recipients' cash management systems, (3) the degree of controls
 
recipients have over the receipt and disbursement of cash advances,
 
and (4) the actions necessary to improve AID's management of the
 
FRLC process.
 

To meet these objectives, we (i) analyzed data obtained through a
 
questionnaire sent to the recipients on their cash management
 
procedures; (2) analyzed the recipients' daily cash drawdowns and
 
disbursements for the months of August and September, 1981, (3)
 
reviewed ten recipients' financial records and procedures regarding
 
the control and accountability of FRLC cash; and (4) reviewed AID's
 
monitoring and management of the FRLC process.
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FINDINGS, CONCLUSIONS AND RECOMMENDATIONS
 

FRLC Recipients Are Maintaining Excessive Cash Balances And Using AID
 
Funds For Unauthorized Purposes 

The practice of maintaiqing excessive cash advances is widespread
 
among FRLC recipients../ We found that 103 of the 173 recipients
 
that responded to our questionnaire are maintaining cash advances
 
totaling $15.3 million in excess of their short-term disbursement
 
requirements. This is costing the U.S. Government more than $2.5
 
million a year in unnecessary interest payments. FRLC recipient
 
organizations are maintaining cash balances many times their average
 
daily disbursements. One entity has a history of retaining cash
 
advances that will take several months to expend. Thirty-eight
 
other organizations are maintaining FRLC cash advances exceeding one
 
month of disbursements. The following table summarizes the cash
 
balances of the FRLC recipients and the estimated annual interest
 
cost to the U.S. Government. 

No. of 
Recipients 

Days of 
Cash O/H 

Average Daily 
Cash O/H 

Annual 
Interest 
Costs a/ 

31 
23 
11 
38 

4-10 
11-20 
21-30 
31 and over 

$ 1,122,600 
1,489,900 
701,900 

11,987,500 

$ 184,100 
244,300 
115,100 

1,966,900 

103 tl5,301.900 _2,510,400 

a/ 	A rate of 16.4 percent was used to compute the interest cost.
 

As part of our review, we visited 10 recipient organizations and
 
evaluated their cash management practices. At every location, we found 
significant deficiencies. The Case Studies beginning on page 25 provide 
a detailed analysis of the cash management practices of 6 recipient 
organizations. Below are brief summaries of the problems found. 

--	 One organization had a history of drawing down FRLC funds 
far in advance of operational needs. In 1981 it maintained 
a cash balance of $850,0o0 to $i,0o0,000 in 14 interest 
bearing accounts. It earned about $130,000 in interest but 
did not return the interest to AID. In January 1982, at our 
request, the entity returned $122,202 in interest to AID. 
It closed the 14 savings accounts and transferred the funds 

1/ 	 Advances are considered excessive when cash on-hand exceeds 
three days of disbursements. 
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to one consolidated account. Future interest earned will
 
be returned when credited to the consolidated account.
 
(See page 25)
 

Another organization was maintaining excessive FRLC cash
 
balances ranging from $4 to $4.5 million. It will take
 
the entity several months to expend the FRLC cash balance.
 
This practice is costing the U.S. Government as much as
 
$720,000 annually in interest payments. Moreover, the 
practice only benefits the commercial banks which have free
 
use of the federal funds deposited in non-interest
 
bearing checking accounts. This organization agreed to:
 
(1) initiate a study of the U.S. and overseas accounts;
 
(2) return to AID the amount of cash on-hand which is exces
sive to its immediate operating requirements; (3) determine
 
whether its overseas accounts are earning interest and if
 
so, return the interest to AID; and (4) implement management
 
procedures so that cash balances will be maintained at
 
minimal levels in the future. (See page 28)
 

A third organization used the cash received from the FRLC
 
drawdowns to finance programs of other federal agencies. To
 
a lesser extent, the AID funds were also used to finance its
 
private endeavors. For instance, in July and August 1981,
 
the actual cash in the entity's bank accounts averaged
 
$318,885. However, the FRLC book balance averaged $491,070 
per day. The difference of $172,185 was used to pay for 
program activities of other federal agencies and private 
endeavors. The net result of this practice allowed the
 
organization to maintain an investment portfolio at a level
 
that could not otherwise be maintained. Presently, the
 
organization has income producing investments of about
 
$5 million. It has since reduced its FRLC balance to about
 
three working days plus the time required to process the
 
FRLC payment vouchers. (See page 32)
 

A fourth organization earned interest of $4,587 on its
 
overseas bank accounts that had not been reported to AID.
 
During 1981 the entity also made FRLC drawdowns in large 
amounts ($150,000 to $500,000) about every two weeks. The 
rationale for the infrequent drawdowns was the time (about 
one-half hour) required to submit and process FRLC payment 
vouchers. The organization also used hi13, 189 of the AID 
funds to pay for non-AID activities. The items paid for with 
AID funds included business lunches, labor ncgoLiation ex
penses, credit card charges, private development projects, 
and life and property insurance premiums. Thie organization 
has taken corrective actions to improve its cash marnagement 
of federal funds. It returned the interest to AID and will 
return future interest earned when reported by the sub
grantee. Thbe organization has also instituted procedures to 
prevent the disbursement of AID funds for non-AID activities. 
(See page 35)
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A fifth organization has a history of maintaining large and
 
excessive FRLC cash balances. For instance, during the 21
 
month period beginning January 1980, the FRLC cash balance
 
averaged about $1 million per day. However, disbursements
 
of FRLC funds only averaged about $32,300 a day for the same
 
period. In August and September 1981 there were 12 days in
 
which the total cash in the bank accounts averaged $463,280
 
less per day than the average FRLC book cash balance. The
 
entity was unable to adequately explain the reason for the
 
large FRLC cash shortages. AID plans to actively monitor the
 
FRLC cash position of this entity. If the organization
 
does not improve its cash management practices, AID should
 
seriously consider revocation of the FRLC authorization.
 
(See page 38)
 

We believe that the cash management deficiencies discussed in detail 
in the Case Studies are common to many of the other FRLC recipient 
organizations. For instance, several of the other recipients that 
responded to our questionnaire stated that the FRLC funds are placed 
in U.S. or overseas interest bearing accounts. One organization 
earned interest of $32,830 but had not reported the amount earned to 
AID. Two other organizations earned interest totaling $7,400 on 
FRLC advances that had been deposited in overseas bank accounts. 
Neither organization had reported the interest earned to AID. AID 
personnel have been advised of this and have followed up with these 
entities. In addition, it also seems reasonable to assume that 
other organizations are using the excessive FRLC advances to pay for 
non-AID activities. Unless AID aggressively monitors FRLC 
recipients, there is no assurance that federal funds are not being 
used on a wide scale for questionable cr inappropriate purposes. 

Ineffective Monitoring Of FRLC Recipients--A Long Standing Problem
 

In June 1977, we reported that AID grantees were qrawing down FRLC 
funds beyond their immediate disbursement needs./ A test of 19 
FRLC recipient organizations showed that the number of days cash
 
on-hand ranged from 26 to 450 days. We also noted in this report 
that the Department of Treasury had periodically reported serious 
deficiencies in AID's handling and controlli,q FRLC funds. As part
 
of its follow-up activity, the Treasury had brought to the attention
 
of AID numerous grantee irregularities of a substantive nature.
 
Most often the Treasury had expressed concern about AID's non
compliance with the regulations regarding monitorship and reporting.
 
In early 1977, the Department of Treasury stated:
 

1/ Audit Report 77-164, dated June 30, 1977 
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"Needless to say, we Are distressed to uncover such extensive
 
abus of Treasury regulations regarding advance funding by
 
letter of ,redit. All five of thesc recipient organizations
 
made drawdowns when there was apparently no actual cash
 
requirement...
 

"Further, the average daily balances of Federal funds in the
 
hands of these recipient organizations from the date of the
 
first drawdown to the end of the reporting period are con
siderable and represent an estimated interest cost to the
 
Government of approximately $113,000."
 

In January 1979 the Department of Treasury again expressed concern
 
about FRLC recipient organizations who were maintaining excessively
 
high cash balances. Moreover, the Treasury noted that some of the
 
FRLC recipients could not provide daily FRLC disbursement information.
 
The Treasury concluded that such organizations probably should not be
 
under the FRLC method of financing U.S. Government programs. Treasury
 
suggested two alternatives be considered when recipient organizations
 
are unwilling or unable to establish adequate cash management pro
cedures. The alternatives are dcacribed in Treasury's Fiscal
 
Requirement Manual and quoted below:
 

"Section 2075 - TERMINATION OF ADVANCE METHODS OF FINANCING
 
GRANT AND OTHER PROGRAMS
 

2075.10 - Reimbursement Method. When a recipient
 
organization receiving cash advances by a letter of
 
credit or by direct Treasury check has demonstrated to
 
a Federal program agency an unwillingness or inability
 
to establish procedures that will minimize the time
 
elapsing between cash advances and the disbursement
 
thereof, the Federal program agency, unless prohibited
 
by the statute(s) governing the program(s) in question,
 
shall terminate advance financing and shall require the
 
recipient organization to finance its operations with
 
its own working capital, and payments to the recipient
 
organization shall be made by the direct Treasury check
 
method to reimburse it for actual cash disbursements.
 
Federal program agencies shall process such reimburse
ments expeditiously so as to minimize the time elapsing
 
between disbursement by and payment to the recipient
 
organization.
 

2075.20 - Working Capital Advance Method. In those 
cases when the reimbursement method described in ITFRM 
6-207-.10 is not feasible, arrangements may be made 
whereby the operations of the recipient organization 
are financed on a working capital advance basis. On 
this basis, funds are advanced to the recipient organ
ization to cover its estimated disbursement needs for 

-7

http:6-207-.10


a given initial 15eriod. The period of time, "a given
 
initial period," is to be decided by the Federal
 
program agency but normally should not exceed a 30 day
 
requirement. Thereafter, payments are made to the
 
recipient organization for the amount of its actual
 
cash disbursements. The amount ot the initial advance
 
shall be geared to the reimbursement cycle so that
 
after the initial period the payments are approxi
mately equal to the average amount of the recipient
 
organization's unreimbursed program payments."
 

In April 1979 we made a fctlow-up on the of June 1977 report and 
Treasury's January 1979 evluation of AID's monitorship over FRLC 
recipients. We were informed by AID officials that new procedures 
were being implemented to more effectively monitor the cash manage
ment practices of FRLC recipients. Because of the positive response 
to our inquiry, we did not make a detailed review of the FRLC 
process at that time. 

On September 18, 1981 the Department of Treasury requested that AID
 
have 25 selected FRLC recipients complete a daily FRLC cash trans
action report for July 1981. The purpose of the request wa3 to
 
determine whether the sample organizations were drawing FRLC funds
 
in excess of immediate disbursLment requirements. AID responded on
 
October 28, 1981 stating that "It appears the majority of these
 
particular respondents make drawdowns reasonably close to the time
 
of making disbursement. However, this conrclusion is tentative since
 
approximately one-half of the respondents indicate thcir accounting
 
systems provide data less frequently than daily." The tentative
 
conclusion reached by AID officials was not valid. As discussed on
 
page 4, most of the FRLC recipients are maintaining excessive cash
 
advances. Furthermore, on January 26, 1982 the Department of 
Treasury responded to AID stating, 

"...Basically, ,'our recipients share two common problems
 
which are interrelated; they are not drawini money as often
 
as they should and they are holding exces. ,e cash. Because 
the recipients usually draw money only once a month they draw 
large amounts which they gradually disburse. During this
 
interval, while Treasury pays high interest charges on the 
government borrowings, the cash on hand for the recipient may 
or may not earn some interest. To minimize these interest
 
charges, Treasury regulations specifically stare "that advances ' 
of Federal funds be limited to the minimum amounts necessary 
for immediate disbursement needs." 

Use Of FRLC Inappropriate For Many Organizations 

The FRLC advance payment method of financing AID activities iri not 
appropriate for many AID recipient organizations. Thiese organiza
tions either have overseas field offices, subgrantses, or are 
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actually located in foreign countries. They cannot meet the Treasury
 
conditions for FhLCC authorizations. Moreover, AID cannot effectively
 
monitor the cash management practices of these organizations.
 

The FRLC was intended for U.S. organizations which can make with
drawals of cash from the U.S. Treasury concurrently with disburse
ments made in payment of federal program liabilities. The FRLC
 
recipient is also required to report timely and accurately on its
 
disbursements and cash balances. If th" TRLC recipient cannot meet
 
these conditions, the federal agency should use another method of
 
financing.
 

There are at least 40 organizations which are located in the United
 
States which transfer FRLC funds to overseas subgrantees or field
 
offices. During the fiscal year ended September 30, 1981, FRLC
 
funds totaling at least $40 million were transferred to over 850
 
subgrantees and numerous field offices located primarily in
 
developing countries. We found several examples where the U.S.
 
entity was having difficulty maintaining adequate accountability
 
over funds transferred to foreign countries.
 

One organization did not have adequate control over
 
FRLC cash transfers to i.s field offices to enable
 
effective cash fc..casting. Delays in receiving
 
and recording field office disbursement data dis
torted the entity's control account balances. Con
sequently, the entity maintains FRLC cash balances
 
in excess c. immediate needs so as to provide a
 
reservoir of funds for field office transfers.
 

Another organization needs better control over field
 
office cash ad.ances. This entity gives advances to
 
it-- field offices prior to liquidating outstanding
 
advances. Tiiis allowed the field offices tu maintain
 
excessive FRLC caelh balances.
 

A third organization lacks a system for estimating
 
Lhe cash needs of its subgrantees. This entity
 
initially advances 4 months of working capital to
 
its subgrantees without regard to their actual cash
 
needs. '111is practice resulted in some subgrrantees
 
receiving excessive ,dvances. S,%e page 37, for more
 
detai is.
 

A tourth organization allows its field! offic,: to maintain 
casn b,alancis In fre n bank; accoitn wh lh w.1 tlake 
months to ,experd. The, rationale :or thiti pr-ictice, was the 
inorlinate amount of time it tar.esn to tran:ifr funds to 
developing countries. See page 28, for more details. 
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A representative of one organization summed up the problems of con
trolling and transferring funds to overseas locations by stating:
 

"1. 	The laws governing currency conversions in the
 
countries where we operate. For example, in
 
Colombia the cSovernment imposed a regulation
 
which prohibits the exchange of dollars into
 
local currency. The procedure requires us to
 
purchase an "Exchange Certificate" which can
 
only be cashed upon maturity. The maturity
 
dates vary from four months to six months.
 

"2. The logistical time it takes to have a U.S. check
 
presented at a local bank credited to our account in
 
local currency. We have countries where this time
 
lag is six weeks. In addition there are countries
 
where hard-currency conversions must be cleared
 
through the government central bank, and we have
 
experience where the central bank, even after
 
receiving the funds, withholds issuing the credit
 
to our local bank.
 

"3. 	While to me and your office, cash-flow is our primary
 
responsibility, we must take into account the reality
 
under which our field people must operate. For ex
ample, drawdowns have been made to satisfy payments
 
anticipated on a normal basis and a civil war flares
 
in the vicinity where the work is being done. Under
 
these conditions wher work ceases, the need for the
 
payment has to be temporarily suspended. This has
 
been particularly true in Lebanon. These are but
 
a few of the conditions under which we operate."
 

There are 24 organizations located in foreign countries that have
 
FRLC authorizations. The following table depicts the extent the
 
FRLC is used to finance thq activities of these organizations.
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FRLC
 
Location Of FRLC Recipient Authorization a/
 

(In 000)
 

Taiwan, Republic of China 2,724
 
Acca-North, Ghana 6,517 
Santo Domingo, Dominican Republic 2,745 
San Jose, Costa Rica 2,639 
Rome, Italy 2,510 
Beirut, Lebanon 9,200 
Dacca, Bangladesh 3,800 
Manila, Philippines 800 
Manila, Philippines 15,412 
Cali, Colombia 4,350 
London, England 2,162 
London, England 71,008 
Pradesh, India 1,942
 
Rome, Italy 200,000
 
Ibadan, Nigeria 8,450
 
Addis Ababa, Ethiopia 7,950
 
Mexico City, Mexico 3,484
 
Lima, Peru 7,000
 
The Hague, Netherlands 23,602
 
Rio de Janeiro, Brazil 284
 
Mayaquex, Puerto Rico 3,801
 
Geneva, Switzerland 3,750 
Geneva, Switzerland 94,717 
Geneva, Switzerland 5,333 

Total 8"8 

a/ FRLC authorized amount as of September 30, 1981.
 

The FRLC recipients located in foreign countries are generally
 
delinquent in providing AID the required cash transaction reports.
 
Eleven of the 24 recipients are not submitting the reports to AID.
 
Other recipients are as late as 3 months in submitting the reports.
 
Some of the reports that are submitted contain questionable financial
 
information. For example, for the quarter ended September 30, 1981,
 
one recipient (located in Bangladesh) reported FRLC drawdowns and
 
disbursements of exactly $400,000. The report also showed zero 
beginning and ending cash balances. Another organization (located in 
India), reported FRLC drawdowns and disbursements of exactly $750,000 
for ti-e quartuar ended September 30, 1981. The beginning and ending 
balances were reported as zero. We find it dlifficult to believe the 
financial data in thes, reports are reliable. A third organization 
(located in Colombia) reported to AID a positive ending cash balance of 
$1,175,000 as of September 30, 1981. However, the same entity reported 
to us a negativ, cash balance of $766,953 on the same date. We are not 
certain which of the figures is correct. 
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As discussed on page 7, the Department of Treasury noted that
 
organizations that cannot account for FRLC cash balance on a daily
 
basis probably should be under anothei method of financing. We
 
found that some organizations which are located and make all their
 
disbursements in the United States cannot account for FRLC funds on
 
a daily basis. This problem is magnified many times for organiza
tions that transfer FRLC funds to the lessor developed part of the
 
world. We, therefore, believe that a more appropriate method of
 
financing these organizations would be through cash advances by
 
Treasury check. Under this advance payment method, the impact on
 
Treasury financing cost and level of the public debt can be
 
minimized. The advances can be scheduled so that the Treasury check
 
is available immediately before the disbursement of funds in
 
accordance with the entity's regular disbursement cycle (monthly,
 
biweekly, or other interval).
 

Recipient Cash Transaction Reporting Untimely And Inaccurate
 

The Federal Cash Transactions Report (SF 272)--hereafter referred to 
as the cash transaction report--is used by AID and other federal
 
agencies to monitor cash advanced to FRLC recipient organizations.
 
If the reports are not submitted on a timely basis or do not contain
 
accurate financial information, AID cannot effectively monitor the
 
cash management practices. In actual fact, we found only a f3w o1
 
the FRLC recipients are meeting their reporting responsibilities.
 
Most of the 201 recipients are delinquent in submitting reports.
 
The reports that are submitted contain omissions or questionable
 
financial information. Because AID does not have a system of report
 
review and follow-up, action is rarely taken to ensure that
 
recipients meet r porting responsibilities.
 

hen funds are advanced through letters of credit, the FRLC 
recipient organization is required to submit a cash transaction 
report to AID within 15 working days after the end of the reporting 
period. Recipient organizations that receive cash advances exceed
ing $1 million annually should be required to send AID cash trans
action reports monthly. Those with cash drawdowna of loss than $1 
million annually should submit reports at least quarterly. Below is 
the format of the cash transaction report. 
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PERIOD COVERED BY THIS REPORT
 
FROM (month, day, year) TO (month, day, year)
 

a. Cash on hand beginning of 
reporting period 

b. Letter of credit withdrawals 
STATUS OF c. Treasury check payments 
FEDERAL d. Total receipts (Sum of lines 
CASH b and c) 

e Total cash available (Sum of 
lines a aad d) 

f. Gross disbursements 
g. Federal share of program 

income 
h. Net disbursements (Line f 

i. 
j. 

minus line g) 
Adjustments of prior periods 
Cash on hand end of period 

THE AMOUNT 
SHOWN ON OTHER INFORMATION 
LINE J, 
ABOVE, a. Interest income 
REPRESENTS 
CASH RE- b. Advances to subgrantees 
QUIREMENTS or subcontractors 
FOR THE 
ENSUING 
DAYS 
REMARKS 

$ 

_ 

We found that 42 of the 201 FRLC rucipients are not submitting the
 
cash transaction reports to AID. Most of the other recipients
-1 


are delinquent in sending the reports to AID. Many of the FRLC 
recipients send in reports several months after the reporting 
period. Unless reports are submitted promptly, they are of little 
value to AID in monitoring cash management practices of recipients. 
The following table shows the scope of this problem for the 159 FRLC 
recipients that are submitting the cash transaction report. 

/ 	 kFifteen ot the 42 recipients are submitting another report
duvolopd internailly by AID called the "Status of Federal 

° 
1Funda Ikeport. This report will be- discontinued and 

replaced! by the otandard cash Lransaction report. The other 
27 recipients are not submitting any reports on FIRC cash 
diabursemonts nnd balancot;. 
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Nuriber of Days Submitted
 
Recipients After Reporting Period 

23 1-15
 
27 16-30
 
33 31-45
 
27 46-60
 
32 Over 60
a/
 

142
 

a/ Omis-ion of date--a key reporting requirement-
prevented classification of 17 recipients. 

Another important aspect of the cash transaction report is the period 
covered by the report. The longer the period, the less useful the 
report is to AID in monitoring FRLC recipients. We found 46 FRLC 
recipients are submitting reports that cover a period of 2 months or 
more even though they should be submitting monthly reports. Ten 
reports covered a period of 6 months to more than a year. Six of 
these reports covered periods of 12 to 15 months. These reports are 
of no value to AID in monitoring the FRLC cash management practices. 
The following table shows the periods covered by the cash transaction 
reports. 

Number of Days Covered 
Recipients By Reports 

30 30
 
5 60
 

106 90
 
14 Over 90

15_/
 

a/ Four recipient organizations failed to state the 
period covered by the report. 

We also found other widespread cash transaction reporting deficien
cies. Over 75 porcent of the 159 reports contained omissions or 
financial data of questionable accuracy. The most common omission 
was the failure of FRLC recipients to note the number of days the 
ending cash balance represents in terms of disbursements. 'Mn FRLC 
recipient is suppo ced to enter the estimated number of days during 
which the cash on-hand will be expended. If more than three days' 
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cash requirements are on hand, the recipient is required to provide 
an explanation under "Remarks" as to why the drawdown was made
 
prematurely. Only one of the 44 reports that had positive ending
 
cash balances showed the number of days the cash on-hand represented
 
in disbursements. See the Case Studies for specific examples of
 
FRLC recipients that are not meeting their reporting responsibili
ties.
 

We believe that AID must be more aggressive in requiring FRLC
 
recipients to submit timely and accurate cash transaction reports.
 
Those recipients not willing to meet this responsibility should be
 
financed by another payment mechanism. In addition, on a periodic
 
and ramdom basis, AID should also request daily cash transaction
 
reports from FRLC recipients. These reports show the daily FRLC
 
cash disbursements and balances for a sample one or two month
 
period. Submission of the daily cash transaction report is
 
important becau.,e of a basic flaw in the periodic cash transaction
 
report. This report only reflects the beginning and ending cash
 
balances for a stated period (generally one or three months).
 
However, the entity can make large FRLC drawdowns shortly after the
 
beginning of the reporting period and disburse the funds shortly
 
before the end of the period. Consequently, the cash transaction
 
report may reflect reasonable cash balances. But the daily cash
 
transaction report for the same period would show large cash 
balances during the period. 

Personnel Resources Insufficient To Effectively Manage FRLC Process
 

Because AID personnel devote most of their time to processing
 
recurring FRLC transactions and expenditure reports, little time is
 
left to effectively manage the FRLC process. The most important
 
area being shortchanged is the monitoring of recipient cash
 
management practices.
 

AID's Office of Financial Management, Program Accounting Division
 
(FM/PAD) has the responsibility for managing the FRLC process.
 
Presently, there are four employees assigned to process FRLC
 
transactions and monitor the cash management practices of 201
 
recipient organizations that drawdown $325 million annually. By
 
contrast, there are 8 AID employees assigned to audit travel
 
vouchers amounting to $3.2 million annually. The functions
 
performed by FRLC Branch employees are predominantly accounting 
oriented. Ihey process and record hundreds of FRLC transactions and 
expenditure report3 monthly. This takes up about 90 percent of 
their time. Consequently, little time is left to monitor FRLC
 
drawdowns and take necessary remedial measures in the event of 
excessive withdrawals. In this respect, AID employees review the 
cash position of FRLC recipients on an ad hoc basis and make very 
few visits to recipient sites to review the adequacy of their cash 
management practices and procedures. 
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Turnover of personnel that perform FRLC functions has also been a
 
problem. During -,he last three years 33 persons have been assigned
 
FRLC duties. In our opinion, this high turnover of personnel
 
adversely effects the operations of the FRLC Branch.
 

The FM/PAD chief estimates 1,040 hours per month (equivalent to six
 
full-time persons) is required to adequately accomplish all FRLC
 
functions. The table below provides a breakdown of this estimate.
 

Function Documents Staff 
Performed Processed Hours Percentage 

Processing and recording 
FRLC authorizations 65 135 13
 

Processing and recording 
FRLC drawdown vouchers 220 31 3
 

Processing Recipient
 
Expenditure Reports 170 272 26 

Processing federal cash 
transactions reports 170 180 17 

Monitoring FRLC recipients 
by telephone and written 
correspondence N/A 260 25
 

Site visits to FRLC 
recipient locations N/A 40 4 

Other administrative
 
duties NIA 122 12
 

While we cannot say with certainty whether these estimates are realis
tic, it seems to us that the staff hours projected for visiting FRLC 
recipient locations is understated. It has been our experienc,) that a 
minimum of three days is required to adequately review the recipient'a 
cash management practices and procedures. 7he 40 staff hour estimato 
means only one or at the most two FRLC recipients 
can be visited monthly. 
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Procedures For Suspension"Or Revocation Of FRLC Authorizations
 
Should Be Strengthened 

AID internal procedures for suspension or revocation of FRLC authori
zations are inadequate. The procedures now in existence are inappro
priate because they were based on individual FRI.Cs for each grant or
 
contract instead of the consolidated FRLC now used by AID.
 

AID procedures (Handbook 19, Chapter 3) requires FM/PAD to determine
 
if the FRLC recipient has been drawing down advances in excess of
 
immediate disbursing need. FM/PAD also is supposed to verify the
 
accuracy and timeliness of financial reporting by the FRLC
 
recipient. If these reports are consistently received late or if
 
the recipient continues to drawdown excessive funds, FM/PAD is
 
supposed to recommend suspension or revocation of the FRLC to the
 
contract or grant officer. The contract or grant officer has the
 
primary responsibility for deciding whether or not to suspend or 
revoke an FRLC authorization.
 

Before 1977 one FRLC authorization was usually used to finance each
 
grant or contract. In 1977 AID began the process of consolidating
 
the FRLCs by recipient organizations. Presently, 218 FRLCs are used
 
to finance about 625 grants and contracts.
 

The concept behind the consolidation was to authorize one FRLC for 
each of the recipient organizations. Only a few of the 201 
recipient organizations now have more than one FRLC. As organi
zations received new grants or contracts, the consolidated FRLC 
authorizations were increased by the amount of the new grants or 
contracts. The consolidated FLC has two major advantages: (1) It 
reduces administration costs for both AID and the recipient organi
zation; and (2) It presumably allows AID to better control FRLC 
drawdowns and monitor recinient organizations. 

In our view, the rationale for using the consolidated FRLC is
 
sound. However, AID procedure for controlling FRLC drawdowns of
 
recipient organizations are not in line with the consolidation
 
concept. AID procedures place the responsibility of suspending or
 
revoking the FRLC with the AID contract or grant officer. This is
 
not realistic since a consolidated FRLC generally covers several
 
contracts or grants for which there are different contract and grant
 
officers (some assign, to difrerent geographic bur.ius). It is our
 
opinion that the deci to suspend or revoke a FRLC authorization
 
should be made by the Office of Financial Management. This office
 
is in the best position to monitor the complete cash position of the
 
FRLC recipients. Of course, any such decision made by the Office of
 
Financial Management should be coordinated with the applicable
 
contract or grant office:-. 

-17



There are also other weaknesses in AID procedures for suspending or
 
revoking an FRLC authorization. The procedures lack definitive
 
criteria on when it may be necessary to take such actions. For
 
instance, the procedures do not provide clear and concise guidance
 
on when to suspend a FRLC if the recipient is in an excessive cash
 
on-hand position. For example, we f..und one entity that had FRLC 
cash on-hand that would cover several months cf disbursements.
 
However, AID procedures do not provide specific guidance on how much
 
cash on-hand it would take to suspend the FRLC authorization. We
 
found other examples where FRLC recipients were continually two to
 
three months late in submitting required cash transaction reports.
 
Again the pronedures are nebulous as to when to suspend or revoke
 
the FRLC authorization of recipients who are not meeting their
 
reporting responsibilities.
 

FM/PAD officials stated the procedures for suspension or revocation
 
of a FRLC authorization are sufficient. They contend the procedures
 
were writLen to allow flexibility in making these determinations. 
In our opinion, the procedures are so loose it is impossible to make
 
a decision. We believe the procedures as presently written are one
 
reason why AID has never suspended or revoked an I LC authorization. 

Procedures Should Require A Separate Bank Account For Some FRLC 
Recipients 

AID shoild require that FRLC cash advances be placed in a separate
 
bank account in cases where the recipient organization draws down
 
funds prematurely or otherwise abuses the FRLC authority. This
 
would strengthen the control and accountability over the use of
 
federal funds. 

Only 17 of the 173 recipients who responded to our questionnaire
 
deposit FRLC cash advances in a separate bank account. When AID
 
funds are placed in a general bank account the control and
 
accountability over funds are reduced. This does not present a
 
problem when the organization maintains a minimal FRLC cash balance.
 
However, when FRLC funds are drawn down prematurely, the organization
 
can use the funds in the general bank account(s) to finance non-AID
 
activities. For example, one entity during the period of July and
 
August 1981, maintained an average daily FRLC book balance of
 
$491,070. 3ut the actual cash in the organization's general bank
 
accounts only averaged $318,885 per day. The difference ($172,185)
 
was used to finance non-AID activities. (See page 32). Another
 
organization, during August and September 1981 had FRLC cash
 
shortages ranging from $26,145 to $701,678 for 12 days during this 
period. The organization was not able to adequately explain the
 
reason for the large FRLC cash shortages. (See page 41) We also
 
could not determine how the AID funds were used by these organiza
tions because the funds loose identity° when commingled in a general
 
bank account.
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On the other hand, funds Placed in a separate bank account provides 
for better control and accountability. Because it is relatively 
easy to determine how the money was spent. For example, we found 
that one organization had used AID funds totaling $113,189 to pay 
for non-AID activities such as business lunches, cost of labor 
negotiations, insurance premiums and privately-funded development 
projects. (See page 37) Because this organization deposited the 
FRLC advances in a separate bank account, it was easy to determine 
how the money was spent. However, if the organization had pldced 
the advances in its general bank account, it would have been near 
impossible to do this. 

In response to our draft report, FM stated AID would have to receive
 
a waiver from OMB to require grant recipients to put FRLC funds in
 
separate bank accounts. Our discussions with OMB officials does not
 
support this. We were informed that while OMB would not approve a
 
blanket requirement for separate bank accounts, it would support
 
procedures requiring separate bank accounts for recipient organiza
tions that have shown an inability to effectively manage federal
 
cash advances. Furthermore, AID can eniorce this procedure without
 
prior notification to OMB. OMB would, however, require AID to send
 
a memorandum to the cognizant OMB office giving the name of the
 
applicable organization(s). 

Computerized System Is Needed To Effectively Manage The FRLC Process
 

FM/PAD is presently operating a manual system for processing and
 
recording FRLC transactions. Since FM/PAD personnel devote most of
 
their time to manually processing FRLC transactions, little time is
 
left for monitoring cash management practices of recipients. FM/PAD
 
should computerize most of its FRLC operations. This would free
 
FM/PAD personnel to do more effective monitoring.
 

AID had planned to implement an upgraded, automated system for the
 
entire Office of Financial Management operations by April 1982. But
 
this goal will be missed by several months. The plans include auto
mating most of the FRLC operations. It is intended that the computer
 
will be programmed to receive the FRLC drawdowns and disbursements
 
information required for evaluating the cash management practices of
 
all FRLC recipients. Moreover, there are plans for the computer to
 
generate management reports for monitoring the cash management
 
practices of FRLC recipients. There are, however, shortcomings in
 
these planned management reports. While the reports planned will 
contain most of the information required for monitoring FRLC 
recipients, they will not identify on an "exception" basis the 
specific organization that is experiencing cash management problems.
 
The reports could be improved by pinpointing the cash management
 
deficiencies of FRLC recipients. Below are some of the features the
 
computer can do to improve AID's effectiveness in monitoring FRLC
 
recipients.
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On an exception basis, the computer could name
 
FRLC recipient organizations that are delinquent
 
in submitting cash transaction and expenditure
 
reports. AID could then take immediate follow-up
 
action on recipients that do not meet the reporting
 
re sponsibi liti e s. 

The computer could analyze the cash position of
 
recipient organizations by using the data contained
 
in the federal cash transactions reports (SF 272).
 
On an exception basis, the computer could identify
 
those recipients that are in an excessive cash
 
balance position. AID could then take immediate
 
follow up action to require the recipient to return
 
the 	excessive cash on-hand. 

The 	computer could analyze the recipient's history
 
of meeting its reporting and cash management responsi
bilities. On an exception basis, the computer could
 
flag recipients with chronic problems in these areas. 
AID could then decide what corrective measures should
 
be taken.
 

The 	Department of Health and Human Services (HHS) has an operational
 
computer system for monitoring FRLC recipients. This system can do 
some of the computer operations discussed above. For example, HHS 
personnel use the computer reports to take one or more of the 
following actions. 

1. 	Request explanation for federal cash on-hand that
 
exceeds immediate disbursement requirements.
 

2. 	Request immediate return of federal cash on-hand
 
considered in excess of that normally required for
 
immediate disbursement.
 

3. 	Request a recipient paid by letter of credit to
 
explain the need to retain cash in excess of that
 
required for immediate disbursement and adjust such
 
recipient's letter of credit accordingly.
 

4. 	Change payment t-o cash request or reimbursable basis
 
when a recipient repeatedly draws down funds in excess
 
of its immediate disbursement requirements.
 

5. 	Suspend further payment if the certification statement
 
is not signed by a proper official and dated.
 

6. 	Suspend further payment if reporting requirements are
 
not met unless the recipient provides written con
firmation of a verbally granted late report submission
 
prior to the report's due date.
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AID is in the early stages of developing a computer capability to
 
assist in managing the FRLC process. We believe a coaprehensive
 
computer system is required if AID is to improve its monitoring of
 
recipients that receive FRLC cash advances.
 

Conclusions And Recommendations
 

Most of the 201 FRLC recipient organizations are retaining exces
sive cash balances. This practice is costing the Federal Government
 
over $2.5 million in interest payments annually. This practice
 
primarily benefits the commercial banks that have free use of
 
federal funds that are for the most part deposited in non-interest
 
bearing checking accounts. The recipients that do deposit the FRLC
 
funds in interest bearing accounts are not reporting or returning
 
the interest to AID. Some of the recipients are also using FRLC
 
funds to finance private endeavors or other U.S. Government
 
programs. The net effect of this practice is to allow the FRLC
 
recipient to maintain an investment portfolio at a level that could
 
not otherwise be maintained.
 

FRLC recipients either are not submitting, or are sending in 
required federal cash transaction reports months after the end of 
reporting period. When reports are submitted, they do not contain 
the necessary financial information for effective monitoring. AID 
has no system of follow up on the reports. They are reviewed on an 
ad hoc basis by AID personnel. Even though the report may show 
gross deficiencies in the recipient's cash management practices, AID
 
rarely takes aggressive acticn to correct the cash management
deficiencies. We are aware of no instance in which a FRLC 
authorization was suspended or revoked because the recipient was 
maintaining excessive cash balances. 

We believe that many organizations that presently have FRLC authori
zations should not be funded by this advance payment mechanism. The
 
organizations either are located outside the United States or dis
burse most of the FRLC funds overseas. For these organizaLions, it 
is difficult, if not impossible, for AID to effectively monitor cash 
managenent practices. In addition, the FRLC advance payment
 
mechanism was not intended to be used for such organizations. U.S. 
Treasury regulations require that FRLC recipients should have 
procedures to minimize the time elapsing between the transfer cf 
funds from the Federal Reserve bank and the actual disbursements of 
the funds. In the case of organizations that are located overseas 
or where the funds are disbursed by subgrantees overseas, there is 
an inherent problem in meeting this requirement. For example, in 
Colombia the government imposed a regulation which prohibits the 
exchange of dollars into local currency. The Government requires 
the purchase of "Exchange Certificates" which can only be cashed 
upon maturity. The maturity dates vary from four to six months. 
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AID procedures should be revised to reflect the current practice of
 
consolidating FRLC authorizations. The present procedures are
 
predicated on individual FRLCs for each grant or contraft. Conse
quently, the grant or contract officer, has the procedural respon
sibility for determining when the FRLC should be suspended or
 
revoked. Under the consolidated FRLC, however, there may be several 
grants and contracts under one FRLC administered by different 
contracting or grant officers. As a result, no one grant or 
contract officer is in a position to monitor FRLC recipients cash 
management practices. The Office of Financial Management is the 
only office in AID that can monitor the total cash position of FRLC 
recipients.
 

AID procedures also lack definitive criteria on when it may be
 
necessary to suspend or revoke a FRLC authorization. Until this is
 
clarified, AID personnel can avoid taking revocation action even
 
though a recipient may have a long history of deficient cash
 
management practices.
 

We also believe that AID procedures should be revised to require a
 
separate bank account for FRLC funds in those cases where recipients
 
have shown an inability to effectively manage AID funds. This would
 
put another instrument at AID's disposal to ensure federal funds are
 
appropriately used.
 

AID currently has a manual system for monitoring recipients and
 
processing FRLC documentation. This system is time consuming and
 
cumbersome. Consequently, AID personnel have little time to devote
 
to monitoring the cash management practices of FRLC organizations,
 
There are plans to computerize most of the FRLC operations, but,
 
the planned reports have shortcomings. They could be improved by
 
pinpointing FRLC cash management deficiencies and evaluating the
 
FRLC process.
 

FM/PAD should take a number of immediate actions to improve the cash
 
management practices of FRLC recipient organizations. Accordingly,
 
we recommend that:
 

Recommendation No. 1
 

The Controller, Office of Financial Management
 
direct F14/PAD to:
 

(1) 	Request applicable FRLC recipients to return
 
cash on-hand in excess of immediate disbursement
 
requirements to AID; 

(2) Request applicable FRLC recipients return
 
interest earned on cash advances to AID; 

(3) Send letters to all recipients strongly
 
advising them to maintain FRLC cash advances 

at a reasonable level. 
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Further, we believe that there are system weaknesses that must be
 
corrected if long term improvements are to be made in the management
 
of the FRLC process. Accordingly, we recommend that:
 

Recommendation No. 2
 

The Controller, Office of Financial Management
 
determine the appropriateness of current FRLC
 
authorizations. The organizations that do not
 
meet U.S. Treasury criteria or cannot be ef
fectively monitored by AID should be financed
 
by another payment mechanism.
 

Recommendation No. 3 

The Controller, Office of Financial Management
 
take the lead in revising AID Handbook 19 so
 
that:
 

(1) 	The procedures give primary responsibility 
to E14 for control over FRLC authorizations;
 

(2) 	The procedures contain clear and concise criteria
 
for suspension or revokation of FRLCs; and
 

(3) 	 The procedures require FRLC advances be placed 
in a separate bank account for recipients who 
abuse the FRLC authority. 

Recommendation No. 4
 

The Controller, Office of Financial Management
 
assure the effective use of the planned computerized
 
system. The computer should be programmed to generate
 
management reports for monitoring FRLC recipients and
 
evaluation of the FRLC process.
 

We also believe that AID can take c:ther actions to improve the
 
control and accountability over FRLC funds. Accordingly, we
 
recommend that:
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Recommendation No. 5
 

The Controller, Office of Financial Management:
 

(1) 	Make adjustments to the personnel resources
 
devoted to manage the FRLC process relative
 
to other AID operations.
 

(2) 	Require FM/PAD personnel to make periodic and
 
randoru visits Lv FRLC recipients to review
 
cash 	management practices and systans.
 

(3) 	Require FM/PAD personnel to request and review
 
daily transaction reports of FRLC recipients on
 
a periodic and random basis.
 

(4) 	Place a monthly drawdown restriction on FRLC 
recipients who have shown an unwillingness to 
abide by Department of Treasury cash management
and reporting criteria. 
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CASE STUDIES
 

INTRODUCTION
 

This exhibit includes six examples of inadequate cash management of
 
FRLC funds. We believe these de£iciencies are common to many of the
 
201 FRLC recipient organizations. Therefore, we have not identified
 
by name the organizations reviewed. We also believe the problems

noted in the examples resulted in large part because of weaknesses
 
in AID's system for monitoring FRLC recipients. The results of our
 
work were discussed with the organizations involved and appropriate

AID officials. Corrective action has been or will be taken to
 
improve the cash management of the sample organizations.
 

EXAMPLE A
 

This organization was incorporated in November 1945, during the
 
period of the post-war famine in Europe. Its overall program now
 
includes development activities in some 37 countries in Asia,
 
Africa, Latin America and the Middle East. About 20 percent of
 
these development endeavors are financed by AID. As of November 20,
 
1981 this organization had a total FRLC authorization amounting to
 
$13.4 million. FRLC drawdowns during fiscal year ending September
 
30, 1981 totaled $2.7 million.
 

Excessive FRLC Drawdowns And Interest Not Returned To AID
 

This organization has a history of drawing down FRLC funds far
 
in advance of its operational needs. In 1981 it maintained a FRLC
 
cash balance of between $850,000 and $1,000,000 in 14 interet
 
bearing accounts. Most of the accounts remained dormant for long

periods of time. This organization received about $130,000 in
 
interest on these accounts. But the interest received had not been
 
returned to the U.S. Treasury. 

Below are examples of three accounts in which large excessive 
cash balances were maintained for long periods of time. These 
examples are typical of what occurred in most of the other savings 
accounts.
 

Country Account Date Interest Ba lance 

Bangladesh 10/9/81 S 14,496 $10,650 
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Large excessive cash balances were maintained in the account for
 
long periods of time. For example, on April 25, 1977 the account
 
had a balance of $100,154. On August 2, 1977 (123 days later) a
 
$200,000 FRLC deposit was credited to the account. This left a
 
balance of $301,170 which included $1,016 in interest. On October
 
20, 1977 (56 days later) another $100,000 FRLC deposit was credited
 
to the account. This left a new balance of $404,089 which included
 
$2,919 more interest. Eight days later the recipient withdrew
 
$261,153 from the account to pay for AID financed expenditures.
 
This left a balance of $142,936 in the account which was maintained
 
for 200 days until another withdrawal of $138,880 was made on May
 
16, 1978. During this period $4,300 in interest was credited to the
 
account.
 

Country Account Date Interest Balance
 

Haiti 9/30/81 * 6,829 $125,603 

The organization drew down large amounts of FRLC funds far in
 
advance of disbursement requirements. For example, on February 25,
 
1981 a FRLC deposit of $500,000 was made to the account. The next
 
day $300,000 was withdrawn from the account to pay for project
 
expenditures. However, the balance of $219,236 stayed in the
 
account for 162 days. On August 7, 1981 another $50,000 in FRLC
 
funds was deposited in the account. Three days later $150,000 was
 
withdrawn to cover project expenditures. This left a balance of
 
$123,357 which still remains in the account. Between February 25,
 
1981 and December 1, 1981 intcrest earned on tho acczunt mouunLcd to
 
$6,367.
 

Country Account Date Interest Balance
 

Sierra Leone 10/9/81 $58,990 $193,268
 

As of October 9, 1981, this account has been inactive for the 
207 days. During that period $7,097 in interest was credited to the 
account. There art. also several other examples whhere large cash 
balances w,!re idle for long periods of time. For in:stance, on 
Decembe: 7, 1971) th,, cash on-hand wi:; 25i3,.4d4. It wa:] 88 dayvs 
before., .,%withdrawal of $63,235 wa.; na(d, to P,1y for AID financpd 
expenditur-:;. It was anotlhe r 33 d,7ys bbeforo a w:thdrawal w-'it mad, 
to fCor adit ,'n, All f) .,ncd .::pnd ~t rur1 flg the tot-ailpa7 I r,s. 
171 lay p,2ri, , $5,353 :n int.rest wls cr,, t. t th., ac:unt 

sqlorq.inz .t tin gqen,' raIly s;uhmt ,,r.-i~~ej,i c:a:.h trazuI.ict Ion 

report.s %,.) All) on curt.,rly , /0,a b'is l.,Uwu the, rciports irtj 
oornet in,': :;hm it t two :nuth s " Lh..,h " nd otl t ihe r,)ort ilg 



period. They are, theref6re, of marginal value to AID in monitoring
 
the entity's FRLC cash position. In addition, the reports do not
 
contain the necessary financial information for effective moni
toring. Even when reports indicate an excessive cash position and
 
dircloses the amount of interest earned on the federal cash on-hand,
 
AID did little, if any, follow-up on them.
 

For example, the organization submitted a cash transaction
 
report to AID for the period January 1, 1980 through March 31,
 
1980. Although the entity was required to submit the report by
 
April 15, 1980, it was not submitted until June 18, 1980. Also, the
 
report did not reflect the days of disbursements the ending cash
 
balance represented. This is a reporting requirement. Based on the
 
disbursement experience of the three-month reporting period, the
 
ending cash balance of $931,869 represented about 150 days of
 
disbursements. The report did show, however, the interest earned on
 
federal cash amounting to $57,786. But AID took no action to have
 
the organization reduce the large excessive cash on-hand balance nor
 
require the entity to return the interest earned to the U.S.
 
Treasury.
 

Some of the more recent cash transaction reports submitted by
 
this entity covered 30-day periols. However, the reports were on an
 
individual grant basis and like the quarterly reports did not contain
 
the financial information necessary for effective monitoring. By
 
submitting reports on an individual grant basis, AID is not able to
 
monitor the organization's total FRLC cash position. Moreover, the
 
monthly reports were not submitted until 45 days after the reporting
 
period.
 

Actions Taken To Improve Management Of Federal Funds
 

As a result of our review, this organization has taken measures
 
to improvt its cash management over federal funds received through
 
the FRLC proces.
 

On January 18, 1982 the organization returned to AID
 
$122,202 in interest earned on the 14 savings accounts.
 
The 14 saliings accounts were closed out and applicable 
funds were transferred to one savings account. All 
future interest ,rned on the new single savings account 
will be immoiately refunded to AID after it is 
credited to the ,.ccount. 

A rA vi4.w i :; in to etermine th,) FRLC .:ashi on
hand taii: t s ,xc,.:.,, eo to ,hui-t.-te.rm ! sTursement 
re vi r ),mon tn. h, f 1!t!,,- r,% I , ishon - ,in,I i n ,::eS:c of 
immeI at! di s bur ,onimon t re.qu re.nen t..i wi 11 i, returned to 
AI ). 

All futuro fodo ri c.i: h tr,,nn.ct ion r,.port:t wl I b,! oil 
COiSO I1 i t,o ,! - Tn. o r,-; hs prom1 sil to
prQvil, ,ill ro, tluirdl ~ L lllil.hIO tiiI OL()Z hit. 1n i tilh 
l'ijpt2 tt S :illi1 b.,! iO I'o t .i' t7 i th,, ii' mbilli flls i 

b . lio otion 
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EXAMPLE B
 

This is a private voluntary organization that has a worldwide network
 
in some 77 countries. Its programs include community development,
 
housing, education, agriculture, health care, industrial development
 
and social weliare. In fiscal year 1980, AID obligated t12.5
 
million to finance projects sponsored by this organization. About
 
25 percent of its revenues are received from various U.S. Government
 
agencies. As of September 30, 1981, this organization has a total
 
FRLC authorization amounting to t27.8 million. FRLC drawdowns
 
during fiscal year ending September 30, 1981 totaled t9.95 million.
 

History Of Maintaining Excessive FRLC Cash Balances
 

Our review indicates this organization is maintaining excessive
 
FRLC cash on-hand that amounts to t4 to 4.5 million dollars. These
 
large cash balances in the U.S. and overseas represents several
 
months of disbursements. This practice is costing the federal 
government as much as t720,000 annually in interest payments. The 
practice only benefits the commercial banks that have free use of 
federal funds that are deposited in the non-interest bearing
 
accounts.
 

FRLC drawdowns made by this organization are initially deposited 
in a U.S. non-interest bearing checking account (called the umbrella 
account). The funds are thereafter transferred to other U.S. 
non-interest bearing accounts that are dedicated to 33 country fund 
accounts. From the country accounts the funds are transferred to 
overseas banks. Most of the FRLC funds received are disbursed at 
overseas locations. Only a small portion of the FRLC funds are used 
to pay for U.S. expenditures. However, most of the FRLC cash on
hand is in the U.S. program dollar accounts. Consequently, the 
funds in the U.S. programs remain idle until a request is made to 
transfer the funds to overseas locations. The table below shows the
 
make up of the total estimated cash on-hand as of August 31, 1981.
 

U.S. Program Dollar Accounts $ 3,019,000 
U.S. Umbrella Dollar Account 768,600 
Local Currency Accounts Y,136,000 

While most of the .xcessive cash on-han,. ia maintained in the 
U.S. dollar country program accounts, the umbrelIla dollar account 
and local currency accounts a lso have had excessive balances. 7he 
following table shows the average daily balances of the umbrella 
account for fiscal year ending September 30, 1'81. 
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Umbrella Account 
Average Daily
 

Balances 

1981 	 September * 1,051,393 
August 670,425 
July 525,342 
June 544,978 
May 643,382 
April 1,016,293 
March 1.338,156 
February 1,146,024 
January 1,527,551 

1980 	 December 1,511,102
 
November 2,255,295
 
October 2,750,210
 

The table below illustrates the cash flow of the Sudan local
 
currency account. It is a typical example where the local currency
 
on-hand far exceeds immediate or short-term disbursement requirements.
 

Local Currency Account 
Cash Total Ending Cash Months Of 

Available Expenditures Balance Cash O/H 
1981 

Oct. (Note A) 
Sept. 
Aug. (Note A) 
July 
June 

$168,193 
168,193 
199,826 
199,826 
252,572 

* 33,527 
33,527 
38,106 
38,106 
70,398 

$ 134,666 
134,666 
161,720 
161,720 
182, 174 

4.2 
4.2 
5.0 
5.0 
5.6 

May 
April 

232,135 
116,269 

15,523 
26,522 

216,612 
89,747 

6.7 
2.8 

March 134,132 24,646 109,486 3.4 
Feb. 115,200 23,310 91,890 2.8 
Jan. 150,074 28,000 122,074 3.8 

1980 

Dec. 119,821 34,271 85,550 2.6 
Nov. 87,963 22,738 65,225 2.0 

Total $ 388,674 

Average $ 32,390 

Note A 

Figuros for October and Auguot ]981 wore not avail,blo. For 
comparison purpoo, Soptombor 19131 and July 1901 figuro wore 
used for those inontha. 
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AID Decision Was A Major Cause For The Excessive FRLC Cash
 
Balances
 

An inappropriate AID decision was a major cause for the organi
zation's excessive FRLC cash position. In March 1980 the entity 
withdrew $2 million in FRLC funds to pay for activities related to a 
Indonesia project. However, the Indonesia project was not author
ized under the FRLC. Rather, the project was being financed by 
periodic advances. The entity informed AID that it had inadver
tently withdrew the $2 million. AID directed the entity to submit 
an advance voucher for t2 million to cover the Indonesia project. 
But AID also directed the entity to keep the $2 million in FRLC 
funds. In our view, AID should have told the organization to return 
the $2 million. If the $2 million had been returned, the encity 
would presently be in a more appropriate, but still excess, FRLC 
cash position. 

Cash Transaction Reporting Untimely And Ineffective
 

This organization submits the required federal cash transaction
 
reports between 2 and 3 months after they aro due. In addition, the
 
reports are incomplete and do not contain the necessary financial
 
information for AID to effectively monitor the FRLC cash position
 
For instance, on October 6, 1981 AID received a series of federal
 
cash transactions reports for the period ending June 30, 1981. One
 
of the reports showed the consolidated FRLC cash position for June
 
1981. This report was backed up by separate reports on 7 grants.
 
However, the entity 
the FRLC. The orga
other 18 grants. 

also 
nization 

has 18 other 
did not s

grants that 
ubmit backup 

are financed 
reports for 

by 
the 

AID did perform some follow-up -n the reports received on 
October 6, 1981. A form letter was sent by AID to the organization 
requesting that certain corrections be made to the reports. But AID 
did not question the unusally largo. C?:? h ba lances r, f lct.,] in the 
reports. Wh i 1#3 the reports did not show thu, days of ca:ih on-hand, 
an analysi .t of the report s would hav.# reve ld a ma jor c. th manage
mont problem. Our anaslysia of the r,.portti indticat, the 1m tity hAd 
months of cash on-hand as shown in the table beolow: 
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..-."- - As of June 30, 1981--
Days Covered Days Delinquent Ending Months of

Report By Report In Submission Cash O/H 1/ Cash O/H .11 

Consolidated 30 t83 4.8 

Grant A 61 76 658,631 4.5 
B 61 78 59,096 5.4 
C 61 75 268,869 6.1 
D 181 77 143,657 6.5 
E 181 76 346,305 13.7 
F 61 78 150,290 6.1 
G 151 67 31,215 3.6 

Grants Backed Up By Reports $l,658,063
 

Cash O/H Not Accounted For 3,530,044
 

Total
 

I/ The days of cash on-hand were derived by dividing the
 
ending cash balance by the average daily di-bursements 
experienced during the reporting period. The results 
were divided by 30 days to arrive at the months of cash 
on-hand.
 

Actions Taken To Reduce FRLC Cash Balance And Improve Cash
 
Management
 

On January 15, 1982 we sent a letter to the organization stating
 
our concern over its practice of maintaining large amounts of idle
 
cash in commercial bank accounts. It was noted that while we did
 
not know the exact amount of the FRLC cash on-hand that was
 
excessive to its immediate or short-term operating needs, the amount
 
could be several million dollars. In this respect, we requested

that the organization: (1) take immmediate steps to review its
 
overall FRLC cash position and return to AID the amount that will
 
not be used to cover its immediate or short-term operating
 
requirements, and 
(2) implement cash management procedures so that
 
the cash on-hand in the future will be maintained at a reasonable
 
level. The organization basically agreed with our position and is
 
taking corrective measures to reduce the FRLC cash balance and
 
improve its cash management procedures. More specifically the
 
organization agreed that it would:
 

Initiate a study on the U.S. and local currency 
accounts to determine the cash on-hand amount
 
which is excessive to its immediate operating
 
requirements.
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Return to AIb the amount of cash on-hand which is
 
excessive to its immediate operating requirements.
 

Determine whether its local currency accounts are
 
earning interest and return to AID the amount of
 
interest earned.
 

Work with AID on ascertaining the amount of FRLC cash
 
on-hand that it can maintain in its bank accounts.
 

Implement cash management procedures so that cash
 
balances will be maintained at minimal levels in the
 
future.
 

EXAMPLE C
 

This is a private voluntary organization that promotes educational
 
development in Africa through a variety of training programs. The
 
programs provide academic, technical and on-the-job training for
 
Africans, both in the U.S. and in Africa. About 75 percent of this
 
entity's operations and development programs are financed by AID
 
grants and contracts. This organization presently has an AID FRLC
 
authorization amounting to $23.1 million. FRLC drawdowns during
 
fiscal year ending September 30, 1981 totaled $7 million.
 

FRLC Funds Used To Finance Ion-AID Activities 

This organization has used the cash received from AID FRLC
 
drawdowns to finance programs of other federal agencies. To a
 
lesser extent, the AID FRLC funds have been used to finance the
 
organization's private endeavors. The net result of this practice
 
allows the organization to maintain An investment portfolio at a
 
level that could not otherwise be maintained. As of December 1981,
 
the organization had income producing investments of about $5
 
million.
 

An analysis or the organization's financial records for August 
and July 1981 showed a significant difference between the FRLC cash 
on-hand and the actual cash in the entity's bank accounts. For the 
two-month period, the actual cash in the bank accounts averaged 
about $172,200 less per day than the daily average FRLC cash balance 
as shown on the table below. 

Average Daily Balance 

July August Both Months
 

FRLC Cash that 
should be O/H $538,703 $443,437 $ 491,070 

Actual Cash O/H 332,096 305,673 318,885 

Cash Shortage I-17 

-32



A significant portion'of the AID FRLC cash on-hand during these 
months was used to finance programs sponsored by the International 
Communications Agency (ICA) and the Department of State. The total 
amount of ICA and State program activities paid for with AID FRLC 
funds in this period was $269,895. The table below shows the daily 
average cash on-hand of the AID, ICA, and State funded programs for 
the months of July and August 1981. 

Average Daily Average Daily Days of 
FRLC Cash On-Hand Disbursements Cash O/H 

AID $ 491,070 $ 15,754 31 
ICA 
State 

(148,731) 
( 4,988) 

8,270 
331 

(18) 
(15) 

Total $ 337,351 24J,5 14 

Less Actual 
Cash In Bank $ 318,885 

Net Cash 
Shortage $ 18,466 

Taking into consideration all federal programs, the organization
 
still had an average daily cash shortage of $18,466. This means the
 
entity was using federal funds to finance its private endeavors.
 
This point is made more clear when the AID FRLC is anlyzed on a
 
daily basis. For instance, there were several days in the sample
 
months where the net AID FRLC cash on-hand shortage (exclusive of
 
AID FJLC cash that was used to pay for ICA/State Programs)
 
represented amounts up to $284,500. On these days the AID FRLC
 
funds were used to finance non-federal activities. The net effect
 
was that the organization did not have to liquidate some of its
 
investments to pay for these private endeavors. The table below
 
shows the status of the entity's cash balances for those days.
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Less Less 
AID FRLC Actual Gross Cash ICA/State Net Cash 

July Cash O/H Cash 0/d Shortage Cash O/H Shortage 

7 484,585 (9258,012) { 226,573 ($180,770) $ 45,803 
8 470,542 ( 223,410) 247,132 ( 189,190) 57,942 
9 465,883 ( 205,099) 260,784 ( 193,291) 67,493 
13 457,725 ( 191,967) 265,758 ( 208,861) 56,897 
14 657,553 ( 176,164) 481,389 ( 217,424) 263,965 
15 
23 
24 

608,897 
526,455 
515,354 

( 247,245) 
( 217,425) 
( 207,791) 

361,652 
309,030 
307,563 

( 243,680) 
( 24,522) 
( 29,515) 

117,972 
284,508 
278,048 

25 
26 

515,354 
515,354 

( 
( 
207,791) 
207,791) 

307,563 
307,563 

( 
( 

29,515) 
29,515) 

1.78,048 
278,048 

27 512,493 ( 434,749) 77,744 ( 32,048) 45,696 
28 709,599 ( 423,555) 286,044 ( 35,339) 250,705 
29 
30 

706,714 
703,841 

( 
( 
402,057) 
592,195) 

304,657 
111,646 

( 
( 

36,410) 
45,624) 

268,247 
66,022 

August
 

1 652,458 ( 531,998) 120,460 ( 72,109) 48,351 
2 652,458 ( 531,998) 120,460 C 72,109) 48,351 

12 416,387 ( 225,477) 190,910 ( 86,748) 104,162 
17 525,551 ( 221,818) 303,733 ( 136,661) 167,072 
18 507,618 ( 177,865) 329,753 ( 137,791) 191,962 
19 503,486 ( 303,234) 200,252 ( 173,986) 26,266 
24 452,591 ( 219,338) 233,253 ( 93,322) 139,931 
25 451,117 ( 202,440) 248,677 (101,947) 146,730 

Cash Transaction Reporting Untimely And Ineffective
 

Since this organization's FRLC drawdowns exceeds $1 million
 
annually, it should submit to AID federal cash transaction reports
 
monthly. The reports are also required to be submitted no more than
 
15 days subsequent to the reporting period. The entity has not been
 
meeting the reporting deadline. Additionally, the reports that are
 
submitted do not contain the necessary financial information to
 
allow effective monitoring of its cash position. For example, it
 
was not until October 1981 that the organization submitted the
 
federal cash transaction reports f.r July and August 1981. In
 
addition, neither of these reports disclosed the number of days 
requirements the cash on-hand represented. 
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Actions Taken To Impr6ve Management Of Federal Funds
 

This organization has a sophisticated computerized accounting
 
system. in November 1981, the entity began testing a computer 
program to give them a daily summary of cash receipts, disbursements 
and on-hand balance of each contract and grant funded by AID or 
other federal agencies. The nca report should significantly improve 
the entity's management of federal funds. On October 30, 1981 the 
entity reported to AID that it had decreased its FRLC cash on-hand 
to three days plus the additional time required by the commercial 
bank to process the FRLC drawdown voucher. 

AID officials responsible for monitoring FRLC transactions have 
been advised of the results of our review. They intend to actively 
monitor the entity's FRLC drawdowns and federal cash transaction 
repo rt s. 

EXAMPLE D
 

This is a private voluntary organization that supports family
 
planning services in Africa, Asia, Latin America and the Middle
 
East. It conducts international communications network of infor
mation on family planning; supports and conducts _riternational,
 
nitional and regional medico-scientific conferences; and supports
 
development of national associations for family planning. Most of
 
the revenues it receives are from AID grants. As of April 30, 1981
 
this organization had a total FRLC authorization amounting to $46.4
 
million. FRLC drawdowns during fiscal year ending September 30,
 
1981 totaled $9.6 million. 

Interest Earned On FRLC Funds Not Reported
 

This organization provides FRLC cash advances to numerous
 
subgrantees located overseas. An analysis of the entity's internal
 
audit reports showed that several of the subgrantees were earning
 
interest on these cash advances. We advised this organization that
 
U.S. Treasury and AID regulations require that the interest earned
 
be reported to AID and returned to the U.S. Treasury. On December
 
15, 1981 the entity sent a check to AID in the amount of $4,586.61 
for the interest identified in the audit reports.
 

Prt-mat- re And Infrequent FRLC Drawdowns Causes Excessive Federal 
Cash Q)n-Hand. 

During calendar year 1981 this organization made FRLC drawdowns 
in large amounts ($150,000 to $500,000) about oncf? every two weeks. 
The effect of this practice has been the retention of FI.CC c-,ish 
balances in excess of the entity's immediate or short-term operating 
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needs. The rationale provided for the infrequent drawdowns was the
 
time (estimated at about one-half hour) required to submit and
 
process the FRLC payment voucher at the commercial bank. We do not
 
find this to be a reasonable justification.
 

The table below demonstrates the adverse effect the premature
 
and large FRLC drawdowns have had on the daily cash on-hand balances
 
for Augubt 1981.
 

FRLC Deposits I FRLC Disbursements Cash On-Hand 
Date Ending Cash Balance of Previous Months -0

1 
2 
3 $500,000.00 58,758.72 $363, 329.97 
4 23,420.64 339,909.33 
5 2,741.29 337,168.04 
6 166,037.31 171, 130.73 
7 171,130.73 
8 ....... 171, 130.73 
9 f 171,130.73 

10 113,932.77 57,197.96 
11 400,000.00F 10,455.79 1 446,742.17 
12 _ 784.21 1 445,957.96 
13 _ ' 445,957.96 
14 _ 35.00 445,922.96 
15 1 445,922.96 
16 1 1 445,922.96 
17 ,__ 2,333.09 i 443,589.87
18_ _ 63,327.95 i 380,261.92 
19 38,270.00 __341,991.92 

20 5,000.00 1 336,991.92 
21 336,991.92 
22 1 1 336,991.92 
23 1 1 336,991.92 
24 j 1 1 336,991.92 
25 i 18,812.26 318,179.66 
26 318,179.66 
27 96,910.50 221,269.16 
29 221, 269. 16 
29 221,269.16
 
30 221, 269. 16 

i31 169,362.02 51,907.14 

_$ 
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FRLC Funds Used To Finance Non-AID Activities
 

This organization maintains a separate checking account for AID
 
FRLC drawdowns and disbursements. But the entity uses the checking
 
account to pay for non-AID activities. Checks were cashed to pay

for 	business lunches, cost of labor negotiations, insurance premiums
 
and 	privately-funded development projects. While the AID FRLC
 
checking account was generally reimbursed within two months, this
 
practice is inappropriate in principle and not in compliance with
 
U.S. Treasury or AID regulations. For the fiscal year ending
 
September 30, 1981 the entity issued FRLC account checks amounting
 
to $113, 189 for non-AID activities. 

Description of Items 	 Amount
 

Life and Property Insurance 
Premiums $ 18,917 

State and Local Taxes 	 8,657
 

Private Development Projects 	 50,320
 

Payroll Withholding Taxes 	 25,627
 

Miscellaneous 	 9,668 

Total
 

a/ 	 Includes FRLC account checks written for business 
lunches, labor negotiation expenses, credit card 
charges, and other incidental items. 

Estimating Cash Advances Required By Subgrantees Is A Problem
 

This organization administers 39 subgrants in 31 overseas
 
ccantries. As of September 30, 1981 the amount of FRLC cash on-hand
 
in the subgrantee bank accounts totaled $524,527. It is very

probable some of the subgrantees are maintaining excessive cash 
advancts because this entity lacks a system for estimating the cash 
needs of its subgrant,)es. 

A recent consultant's study revealed that many of the subgrantee
projects wrQ smffering because of delays in receiving funds. Occa
s3onally personnol salaries were not paid and project activ-.tios 
ceased. Somet ime- there was more than three months delay from 
approval of the project to receipt of funds by the project .admin
istrvto r. Much of the do lays in transfer of funds was thought to be 
caused at toe country bank level. The evaluation report rucommended 
alternative mechanisms for transmitting funds be reviewed. Some 
suggoited possibilities were: 
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--	 Increasing the initial disbursement of funds; 

--	 Investigate the possibility of transferring funds
 
through AID channels; and
 

--	 Consider the direct mailing of checks to grantees. 

The organization choose the method of initially advancing 4
 
months of working capital. The subgrantee is then reimbursed for
 
actual expenditures. This practice probably results in some
 
subgrantees receiving excessive advances and others not receiving
 
enough in cash advances.
 

Cash Transaction Reports Were Not Submitted 

This organization has not been submitting the required federal
 
cash transaction reports. The entity was not aware of this require
ment and AID has not requested submission of the reports.
 

Actions Taken To Improve Management Of Federal Funds
 

Several actions have been taken to improve the management over
 
FRLC funds.
 

--	 Future interest earned on FRLC funds will be
 
returned to AID immediately after receiving the
 
internal audit reports.
 

The entity is making more frequent drawdowns and
 
maintaining a more reasonable FRLC cash balance.
 

The entity has instituted procedures to prevent the
 
disbursement of AID FRLC funds for non-AID activities.
 

An internal evaluation is being made to effect a more 
logical and systematic approach to ,-dvancing funds to 
subg rantee s. 

AID has instructed the entity to submit the federal cash
 
transaction reports on a monthly basis.
 

EXAMPLE E 

This organization is a private voluntary. organization. Its 
general purpose is to develop and support family planning prograhis 
in developing countries. It presently administers family planning 
programs in Africa, Asia, Latin America and the Middle Last. About 
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50 percent of the organization's activities are financed by AID. It 
presently has one AID grant valued at $64.3 million. The entire 
amount of the grant is financed by a FRLC authorization. As of 
September 30, 1981 the unobligated portion of the grant amounted to 
$7.9 million. FRLC drawdowns during fiscal year ending September 30, 
1981 totaled $11.1 million. 

Excessive FRLC Cash Balances 

This organization has a history of maintaining large and exces
sive FRLC cash balances. For example, during a 21 month period
 
beginning January 1980, the FRLC cash balance has averaged about $1
 
million per day. However, disbursements of FRLC funds only averaged
 
$32,300 per day for the same period.
 

The following table provides a prospective on the entity's RLC
 
cash position for the 21 month period:
 

Ending Days of 
1980 Drawdowns Balance Cash O/H 

January 
February 

$i,000,000 
1,000,000 

$ 940,951 
1,205,263 

29 
37 

March 2,000,000 1,216,261 38 
April 1,000,000 1,181,787 37 
May 1,000,000 1,415, 141 44 
June 1,000,000 1,686,711 52 
July 1,125,348 1,895,075 59 
August 
September 

1,000,000 
700,000 

1,874,299 
1,225,266 

58 
38 

October 600,000 1,188,775 37 
November 500,000 1,053,757 33 
December 1,000,000 994,493 31 

1981 

January 1,000,000 1,514,075 47 
February -0- 738,724 23 
March 500,000 

1,000,000 745,519 23 
April 700,000 395,849 12 
May 
June 

1,500,000 
1,293,504 

323,223 
751, 162 

10 
23 

July 1,000,000 644,506 20 
August 1000,000 1,011,017 31 
September 1,000,000 8 35,976 26 

Average $1,087,515 34 
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This organization doei not effectively time FRLC drawdowns with
 
FRLC disbursements. The FRLC drawdowns average about $1 million every 
month and usually only one drawdown is made each month. But FRLC 
disbursements are made much more frequently. Consequently, this 
organization has idle cash in bank accounts for long periods of time. 
Since the entity deposits the FRLC funds in non-interest bearing 
accounts, the only beneficiaries of this practice are the commercial 
banks that have free use of federal funds. The following table shows 
tho effect of this practice for che month of September 1981. 

SEPTEMBER 1981 

FRLC Deposit I FRLC Disbursements I Cash on-Hand 
Date Ending Cash Balance of Previous Months $1,055,878.83 

11 	 1,055,878,8 
2 J_$ 5,390.04 1,050,488.79 1 
3 1,042,001.95 1_8,486.84 


4 ___1,042,001.95 

5 	 __1,042,001.95
6 	 1 1,042,001.95- 1 
7 1__ 1,042,001.95 
8 r 1,042,001.95 
9 40,638.00 1,001,363.95 

10 1,001,363.95 
11 178.18 1,001, 185.77 
12 * 1,001,185.77 1 
13 	 1,001,185.77 I 
14 i 1 1,001, 185.77 
15 6,217.81 994,967.96- 1 
16 $1,000,000.00 1,994,967.96 a 
17 1 i 1,994,967.96 a/' 

18 i 48,132.00 1,946,835.96 
19 14 
20 1,946,835.9ub a 

22 	 9 6 . 5 1,946,7391 / 
-23 124,009.71 1, 22, 72. U 

24 2 63,091.2 41 1,559, 63 .4625 	 io,o, 1 9. 13 1, 119315.2 .3 3 25 	 i, 193, 529.33 

27 	 1. 
2.. i, UJ* 52i.)

' 17, J, 3* 

I ()W a 
+ 

0{ lit' I, -I Ii t h 1 "1 14 1 

Ur0h 
C'Iall bel~m ¢:I IIQ1 1.{ 1+16+ + ,,1-4o|.'mLI ;I+oh, itxt 
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FRLC Funds Used for N6n-AID Purposes 

Our review of the organization's bank statements and FRLC cash 
transaction reports indicates federal funds have been used for non-AID 
purposes. For instance, in August and September 1981 there were 12 
days in which the total cash in bank accounts was significantly less
 
than the FRLC cash balances for the same days. 

Bank Cash FRLC Cash FRLC Cash 
Balance Balance Shortage 

August 	 13 t 993,166 $1,345,879 ($352,713) 
14 949,621 1,345,879 (396,258) 
15 969,621 1,345,879 (376,258) 
16 969,621 1,345,879 (376,258) 

September 	16 1,624,335 1,994,968 (370,633) 
17 1,720,709 1,994,968 (274,259) 
18 1,267,759 1,946,836 (679,077) 
19 1,267,759 1,946,836 (679,077) 
20 1,267,759 1,946,836 (679,077) 
21 1,298,915 1,946,836 (647,921) 
22 1,245,061 1,946,739 (701,678) 
29 1,012,557 1,038,702 (26,145) 

The organization was not able to adequately explain the reason 
for the large FRLC cash shortages. It also was not possible for us 
to reconcile the difference between the total cash in the bank 
accounts and the FRLC cash on-hand. In any event, the FRLC cash 
shortages would not have occurred if the entity had been more 
effective in its cash management of the receipt and disbursement of 
federal funds. 

AID Monitoring Ineffective
 

This organization has not met federal cash transaction reporting
 
doadlinea. In February 1901, AID became quite concerned about the
 
untlmalino.-so of tho- ontity's fdora) cash transaction reporting. 
Accordi:nq to All) files, ono AID official noto(d that the organiza
tion'n "fininci] :taff continually express willingnoss and in
tontion to improve; financc l roporting, but it ,)ms the further 
they go, tho bih in. r they got. We plan to continu,) our "Jawboning" 
and porh.ipn m.%k,o , tito vi t to thoir officoi t) k,)p prosur,) on 
for ntibmi:uj.g n of rop)rtr but., mor,) 1.",portantly, to improvo cash 
mnnt~intnP. I dlon' t 1,i I i ve th' tt ronto:1g r cour,0 of *Iction (rvrca
tion ot FIRI.C or ln titi .., por* td ic :hock ntdvane13) would ncon aari ly 
imprv'- th : np1' or rm rf,:rmanco,rqlc t ctaopo r.ition long-t, p, but 
it i f in -ptitn." AID di1 no furthor fo I low-up a. tor th tij ,axpr a
clon tt :olnc rn ova r th, otoini Zati(n' a can- mannalcJomn t practicoo. 
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This organization is presently delinquent in meeting its cash
 
transaction reporting responsibilities. As of February 24, 1982 it
 
had not submitted to AID the required cash transaction reports for
 
November, December 1981 and January 1982.
 

Ac.ions Taken To Improve Management Of Federal Funds
 

AID plans to actively monitor the FRLC cash position of the
 
organization. If the entity does not improve its cash management
 
practices, AID should seriously consider revocation of the FRLC
 
authorization. 

EXAMPLE F
 

This organization was incorporated in 1971 as a private organiza
tion to mobilize financial support for development projects in
 
Africa. AID began supporting its operations in November 1974
 
through a Development Program Grant. Since 1975, AID has provided
 
about 90 percent of the entity's operational support and project

financing. The cumulative authorized AID funding to date under the
 
AID FRLC is $9.1 million. FRLC drawdowns during fiscal year ending
 
September 30, 1981 totaled $2.1 million. 

Interest Earned On Federal Funds Not Refunded 

A subgrantee to this organization, reported interest earned
 
totaling about $2,800 from June 30, 1979 through September 30,
 
1980. The interest was credited to project expense rather than
 
refunded to AID. In essence, this increases grant funding by the
 
amount of interest earned.
 

Treasury regulations specifies that interest earned on federal
 
funds shall be promptly refunded. The AID grant also specifies that
 
interest to the grantee, or to any person to whom the grantee makes
 
such funds available, shall be refunded to AID. The financial
 
director of this organization believes that crediting project
 
expenses was an acceptable way of treating interest income, but
 
agreed to comply with the requirement of refunding interest incomo
 
to AID.
 

Excossiv.. FRLC Cish Ra lanc, Maintained 

Our analyjis of the organization's financial records for the 
months of August and September 1981 showid excosolva FRLC caah 
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balances were being maintained. For example, the entity had a daily
 
FRLC cash balance of over $334,000 for the first 13 days of August
 
but a total of only $77 was disbursed during the same period. Also,
 
for the period August 1 thru August 30, it carried a daily balance
 
of at least $325,000 whereas daily disbursements averaged less than
 
$300. The following table illustrates how daily FRLC cash balances
 
have been maintained for August 1981.
 

AUGUST 1981
 

FRLC Deposits FRLC Disbursements Cash On-Hand 
Date Ending Cash Balance of Previous Months $ 334,437 

1 _ $_334,437 
2_ 334,437 
3 334,437 
4 334,437 
5 334,437 
6 _ 77 334,360 
7 I 1 334,360 
8 1 _ 334,360 
9 1 334,360

10 1 __ _ 334,360
11 1_ 334,360 

12 j 334,360 
13 __334,360 
14 2,516 331,844 
15 6,057 325,787 
16 325,787 
17 325,787
18 325,78719 325,787 

20 325,787 
21 i 325,787 
22 i 325,787
23 i325,78724 
 325,787 
25 120 325,667 
26 45 325,622 

27 325,622 
28 161 325, 4t 
29 325, 461 
30 32 5,4 6 1 
31 124,073 2)1, 33J 
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Cash Transaction Reporting Untimely
 

This organization generally submits federal cash transaction 
reports to AID on a quarterly basis. The entity has been tardy in 
its submissions of reports. Thus, they are of marginal valle to AID 
in monitoring the organization's FRLC cash position. As shown 
below, reports are being submitted some two months or more after the 
end of the reporting period. 

Period Covered Date Submitted
 

10/1/80 thru 12/31/80 3/19/81 
1/1/81 thru 3/31/81 6/15/81 
4/1/81 thru 6/30/81 10/09/81 

Actions Taken To Improve Management Of Federal Funds
 

Based on our review, certain actions were initiated to correct 
problems in the organization's management of FRLC funds. 

AID requested a refund of irteres,; ,arned on the FRLC 
funds. AID also notified th ,)nt:ty, that pursuant to 
its grant provisi:ns, any suture :nterest tarned with 
grant funds must be returned to AID. 

The organizati".i has promised to comply with the thrue-day 
rule in retention of FREC cash balances. It also 9reod 
to be more timely in the submission of the required 
federal cash transaction reports. AID plann to closely 
monitor the entity. 
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EXHIBIT A
 

LIST 	OF REPORT RECOMMENDATIONS
 

Page
 

Recommendation No. 1 	 22
 

The Controller, Office of Financial Management
 
direct FM/PAD to:
 

(1) 	Request applicable FRLC recipients to return
 
cash on-hand in excess of immediate disbursement
 
requirements to AID;
 

(2) 	Request applicable FRLC recipients return
 
interest earned on cash advances to AID;
 

(3) 	Send letters to all recipients strongly
 
advising them to maintain FRLC cash advances
 
at reasonable level. 

Recommendation No. 2 	 23
 

The Controller, Office of Financial Management
 
determine the appropriateness of current FRLC
 
authorizations. The organizations that do not
 
meet U.S. Treasury criteria or cannot be ef
fectively monitored by AID should be financed
 
by another payment mechanism.
 

Recommendation No. 3 	 23
 

The Controller, Office of Financial Management
 
take 	 the lead in revising AID Handbook 19 so 
that:
 

(1) 	The procedures give primary responsibility 
to FM for control over FRLC authorizations:
 

(2) 	The procedures contain clear and concise criteria
 
for suspension or revocation of FRLCs; and
 

(3) 	The piocedures require FRLC advancut be placed 
in a separdte bank account for recipients who
 
abuse the FRLC authority. 
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LIST 	OF REPORT REC(xiMENDATIONS (Cont)
 

Recommendation go. 4 	 23 

The Controller, Office of Financial Management
 
assure the effective use of the planned computerized
 
system. The computer should be programmed to generate
 
management reports for monitoring FRLC recipients and
 
evaluation of the FRLC process.
 

Recommendation No. 5 	 24
 

The Controller, Office of Financial Management:
 

(1) 	Make adjustments to the personnel resources
 
devoted to manage the FRLC process relative
 
to other AID operations.
 

(2) 	Require FM/PAD personnel to make periodic and
 
random visits to FRLC recipients to review
 
cash management practices and systems.
 

(3) 	Require FM/PAD personnel to request and review
 
daily transaction reports of FRLC recipients on 
a periodic and random basis.
 

(4) 	Place a monthly drawdown restriction on FRLC
 
recipients who have shown an unwillingness to
 
abide by Department of Treasury cash management
 
and reporting criteria. 
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EXHIBIT B
 

LIST OF REPORT RECIPIENTS
 

Deputy Administrator (DA/AID) 3 

Assistant to. the Administrator for Management (AA/M) 1 

Assistant Administrator/Bureau For Africa (AA/AFR) 1 

Assistant Administrator/Bureau For Asia (AA/ASIA) 1 

Assistant Administrator/Bureau For Latin America 
and the Caribbean (AA/LAC) 1 

Assistant Administrator/Bureau For Near East (AA/NE) 1 

Assistant Administrator/Bureau For Food For Peace 
and Voluntary Assistance (AA/FVA) 1 

Controller, Office of Financial Management (M/FM) 5 

Director, Office of Contract Management (M/SER/a4) 1 

Office of Legislative Affairs (LEG) 1 

General Counsel (GC) 1 

Office of Public Affairs (OPA) 1 

Office of Evaluation (PPC/E) 1 

Office of Development Information and Utilization (S&T/DIU) 4 

Inspector General (IG) 1 

RIG/A/ EA 1 
RIG/A/EAFR 1 
RIG/A/Egypt 1 
RIG/A/NESA 1 
RIGiA/;A 1 
RIG/A/LA 1 

IG/PPP 1 

AIG/Il
 

AIG,'II/AFR
 

IG/2IS/C&t 35 
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