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MEMORANDUM 	FOR C/AID, Marshall D. Brown
 

AA/PPC, Richard E. Bissell.
 

FROM: 	 RIG/A/W, 14 B "r 

SUBJECT: 	 Audit Report No. 0-000-87-01
 
Report on Fiscal Year 1985 Obligations
 

This report presents tie results of an audit of "Year-End
 
Obligations" for fiscal year 1985. The Counselor to the Agency
 
has agreed that: comparisons of fourth quarter program and
 
operating expense obligations will be made, that deviations from
 
the OMB standard will be explained and that the data will be
 
retained for subsequent review by the Inspector General;
 
therefore, upon issuance of this report the one recommendation
 
contained in it will be considered closed.
 

Background
 

The audit was made at the request of the AID Administrator to 
determine if the Agency complied with glidance on the prevention 
of wasteful year-end spending provided by the Office of Management 
and Budget (OMB) Memorandum, No. M-85-18, dated June 13, 1985; 
the Federal Managers' Financial Integrity Act: of 1982; the OMB 
Circular No. A-123 on Internal Controls, dated August 16, 1983; 
and the Office of Federal Procur ement Policy Memorandum, dated 
June 3, 1985. 

Each year the OMB instructs U.S. Government agencies to eliminate 
wasteful year-end spending practices. In part icular, the OMB is 
concerned with the prevention of obligation of funds simply to 
avoid their lapsing at year-end, and the elimination of last
 
minute procurements on which sufficient time is not available to 
ensure reasonable cost and accountabi lity. 

The Inp;p(.ctor Gen,ra I has; issued three pr ior audit. reports on AID 
year-end spending practiceS,: Ri,)or. t No. 8 3-73, (ate(] June 20, 
1983, covering fiscal year 1982; Repot 84-36, dated September 27, 
1984, covering fiscal year 1983; and Report No. 85-16, dated June 
13, 1985, covering fiscal year 1984. These prior reports 
concl uded in essence that the Agency's obligation patterns 
exceeded OMB guidelines . All recommendations contained in these 
prior reports had been closed at the start of the current audit. 
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Audit Objectives and Scope
 

The objectives of the audit were to: (1) determine the degree of
 
AID's compliance with OMB guidelines on year-end spending, (2)
 
test the validity of obligations made in the fourth quarter of
 
the fiscal year, and (3) determine the adequacy of internal
 
controls related to the sub-systems used to monitor progress on
 
obligations during the year.
 

The audit covered $8.2 billion in AID obligations for fiscal year
 
1985. This included program obligations of $7.8 billion and
 
operating expense obligations of $397 million. Fourth quarter
 
obligations were compared to the OMB standard to determine if the
 
Agency complied with the year-end spending limitation; a sample
 
of 43 transactions was judgmentally selected and reviewed for
 
validity; and a limited review was made of internal controls.
 

The audit was performed intermittently during the period March
 
through Sept.amber 1986, and included discussions and/or reviews
 
at various AID/Washington offices, namely: the Office of the
 
Counselor to the Agency, the Bureau for Program and Policy
 
Coordination, and the Bureau for Management including the Office
 
of Financial Management, and the Office of Procurement. Audit
 
results were discussed with the management officials of these
 
offices as the audit progressed, and their written comments in
 
response to a draft report have been included in or otherwise
 
considered in the preparation of this final report.
 

The examination was made in accordance with generally accepted
 
government auditing standards.
 

Results of Audit
 

Despite concerted actions taken by AID to improve year-end 
spending practices, the Agency has been unable to bring actual 
fourth quarter obligations in line with the OMB standard. 
However, no deficiencies were noted in our reviews of fourth 
quarter procurement transactions and internal controls. 

our review of fourth quarter procurement transactions included a 
sample of 43 transactionm, totaling $65.8 million, selected from 
271 such transactions with a value of $1O,000 or more each, 
processed by the Office of Procurement in thy fourth quarter of 
fiscal year 1985. Results of the review indicated that thse 
procurement; were undertaken to meet tho legit imate needs of the 
Agency and were within the guidelines prescribed by tHe OMB for 
year-end spending. 

AID has; not ),ee n ab Ie t o ach i eve the OMB fourt hi quarter 
obligat.ion standard in f is cat y ar 19 85 as- we1 1 as inpr ior 
fiscal _ears dat:in back to 190 - The OMB :;tandar d requi r ,s that: 
obligations in the fourth quar ter of Lhe fiscal year be no higher 
than the average of obligations made in the f irsft three quarters 
of the year. However, the Agency has been unable to acit eve this 
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standard for reasons that are beyond its direct control, such as
 
delays in obligations because of the late receipt of funds under 
Continuing Resolutions, delays in obligations of Economic Support 
Funds because of programming complexities, delays in obligations 
because of national policy considerations and delays in 
obligations because of the late receipt of funds under 
supplemental appropriations. No recommendation i- being ma:]e 
with regard to the Agency's inability to meet the OMB fourth 
quarter obligation standard because of the external nature of the
 
factors involved.
 

Discussion - The OMB standard requires that; "obligations for the 
fourth quarter of the fis: il year are no higher than the average 
of the first three quarte s, except where seasonal requirements,
 
essential program objectives, or leadtimes justify a higher
 
level."
 

Although the Agency slightly improved its overall prformance 
against the OMB standard in fiscal year 1985, it still obligated 
36 percent of total funds, or $2.9 billion in the fourth quarter 
of the fiscal year. This compares with a rate of 38 percent for 
fiscal year 1984, and an OMB standard of 21 percent for both 
years. The inability of the Agency to meet the OMB standard has 
been a longstanding and intractable problem which is reflected in 
performance on both program and operating expense onligations.
 

Program obligations accounted for 95 percent of AID's total
 
obligations of $8.2 billion in fiscal year 1985. AID has been 
unable to meet the OMB standard on program funds for fiscal years
 
1980 through 1985. Actual fourth quarter obligations during this
 
period have ranged from 36 percent to 43 percent of total program

obligations, and the OMB standard has been exceeded by 15 to 24 
percentage points. 

PROGRAM OBLIGATIONS
 
Fiscal Years 1980 to 1985
 

Dollars Millions and Percont
 

Obligated Fourth Quarter
 
Fiscal Total Fcurth OMB Obligations in
 
Year Obligations Quarter Standard I/ Excess of Standard
 

1980 ;3,467 41% 20% 21% 
1981 ;3,536 43% 19% 24% 
1982 4,658 36% 21% 15% 
1983 ;4,896 41% 20% 21% 
1984 -5,675 39% 20% 19% 
1985 $7,755 36% 21% 15%
 

1I/ Average percent of funds obligated in f irst 
three quarters of the fiscal year. 
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Operating expense obligations for fiscal year 1985 totaled $397 
million or 5 percent of total AID obligations. Of this amount, 
the Agency obligated $125 million (31%) in the fourth quarter of 
the fiscal year. In our prior operating expense reviews for 
fiscal years 1982 and 1984, the percentages were 31 percent and 
32 percent, respectively. This means that the Agency exceeded 
the OMB standard by 8 tc 9 percentage points for these three 
years when the OMB standard was a unijorn 23 percent. More 
importantly, however, is the fact that operating expenses show a 
relatively uniform distribution pattern throughout the year as 
illustrated by quarterly operating expense obligations for fiscal 
years 1984 and 1985. 

OPERATING EXPENSE OBLIGATIONS
 
Percentage of Funds Obligated Each Quarter
 

First Second Third Fourth
 
Fiscal Year Quarter Quarter Quarter Quarter
 

1984 20% 23% 	 25% 32%
 
1985 21% 23% 	 25% 31%
 

Although AID has taken and continues to take positive actions to
 
improve its procedures to facilitate the prompt and orderly
 
obligation of funds, the Agency has been unablt? to achi-ve the
 
OMB fourth quarter obligation standard in fiscal years 1980
 
through 1985. The Agency's inability to meet the OMB standard is
 
primarily due to a number of major external factors that are 
beyond its direct control. Some of these major factors, which 
have occurred with sufficient frequency over the years to be 
considered a way of doing business at AID, are:
 

--	 Delay of obl iqations because of uncertain funding 
levels and delay,,d receipt of funds crated by 
congressionally mandated Continuing PPolut ions. 

--	 Delay of Economic Support Fund obligations because of 
legislative requirements for setting the Operational 
Year Budget and apportionm-nts on a country-by-country 
basis.
 

--	 Delay of ob Iiqat ions b)ca us of nat,i ona I poI icy 
considerations - tMB, Treasury, and AlD tse lf of ten 
have major concerns delay obligation untilwhich )ts(Jut 

political or economic object ives ar w1su ccs fulI y 
negotiated with U.S., host country and muti lateral 
organ i zat ions. 

--	 Inability to oh].iqat e funds in thl, init ial ,tuarter!; 
because s:ignif icnnt amounts of f unds are rc.'ved late 
in the fiscal year by suppl ,ment a I appropriat ions. 

Given the results of audits performed t0) date, we believe future 
audits of "Year-End Obligat ions" should h ,e limited to those areas 
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and years in which the Agency's fourth quarter obligation 
performance against the OMB standard varies significantly from 
the Agency's past experience. For the Agency to implement this 
audit approach, it will be necessary for the Agency to provide 
from its existing data se the required statistical comparisons 
of actual fourth quarter program and operating expense 
obligations to the OMB standards and explanations for any 
deviations from the standards. The Office of Inspector General 
can review these comparisons to make a decision as to the need
 
for an audit.
 

Recommendation No. I
 

We recommend that the Counselor to the Agency in coordination 
with the Bureau for Program and Policy Coordination and the 
Bureau for Managerunt make statistical comparisons of actual 
fourth quarter program and operating expense obligations to the 
OMB standards. Any deviations from the standards should be 
explained and the data re tained for subsequent review by the 
Inspector General. 

Managementk Comment - MNinagement suggested no changes to the text 
of the report and stated that it found the recommendation
 
"useful" and would " .... provide the 1G at the end of each fiscal 
year a full explanation of ony deviations from OMB's 
government-wido fourth quarter obligation standards." 

Review of Internal Controls
 

The audit did not cover the internal controls associated with the
 
Agency's overall integrated funds control and accounting system 
used to track and control appropriatiops, apportionments, 
all otments, budget allowances, obligation! ind expcnditures. 
This system, described in AID Handbook 9, Chapter 1, Appendix IA, 
is usual ly covered by a separate audit or a series of audits 
deal ing with selected aspects of the system. The current review 
looked at the variou; :ub-sy:;tm:.; used to monitor and provide 
oversight of oliyat ional activities throughout thl year. Such 
sub-systms i nc 11de compa r ison of actua 1 per formance against­
objectivus establ i:Shed by tzhe Operat:ional Year Bud(get, overs ight 
and f ollow-up activities car ried out )y the Counso1or to t he 
Agency with the participation of Technical a,,, Georaphim c Bur,.aus 
and control exUcLSed by the OffIces Of Filnanic ia IaMadj'qn and 
Procurramnt over certain t ype:; of procur eet ts lnd y,r-pnd 
activ tite;. No instances were noted in the audit to indicate' any 
signi ficant waknesses in t he ;ub-:;ystIm int ernal cent rol; 
reviewed.
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