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MEMORANDUM 	FOR DIRECTOR, RFMC, Albert D.
 

FROM: 	 RIG/A/Nairobi, Richard C. Thabet
 

SUBJECT: 	 Audit of The Regional Finance Ma:agement
 
Center, Nairobi, Policies and Procedures for
 
Reviewing Unliquidated Obligations
 

The Oftice of the Regional Inspector General for Audit/Nairooi 
has completea its audit of The Regional Finance Management
Center, Nairobi, Policies and Procedures for Review ng 
Unliquicatec Oulijations. Five copies of the audit report are 
enclosea for your action.
 

The draft e,,rt was submittea to vou for comment anc your 
comments are ai-ached to the report. The report hal three 
recommenciat ons. The recommenuat ions -re cons .drea re so ve 
ad wi: not be closec inti compIet ion of annec or 'ro mis1 

act: ions. Plea se i e ie wqi Lh n 30 days or an(I I t1on a 
Snformat-nn relate(, to ct ons OannestaLtn ,O imple ntor .ne tec-rt s re-comme n-i rS. 

1 appreciate tne cooperation and courtesy extended to my staff 
during -­he adait.
 

Bac kgrou ni
 

The Reg'-ona I Finance Management Center (RFMC) locatel in 
Na iroc , Eenya provided financial management services to 
'arious . I.D. operations in Kenya ,ncludng itself, 

-
USAID/K nva , Reg iona I Economic Development Services 
Orgar,.z tIrn r East I n Southern Alr ica (R DK;9/ESA) and 

.nu I -M-t:vr D .}e, ir -	 Urba, , , e. t ,v (I ) . 
innse m l. e-t r1 ce." :c * r 0(1 - lyrevirewxn.; olt .r:j],t Jrne.~ ' .<<+ ",r i ' oftirnJ' n]'] 	 'Oq3 


nit D'Q r j i 	 . J J9 S 

.1~ 	 rur:)'~ 'ol al In w~r ~ 	 o rviews 
ovas to nur 	 t 1:: t-,:t hIi ons X ly forr]# rret,n
ongoing na viirrIe p r -jct-s/activit es. 



In May 1988, USAID/Kenya established a Mission Controllership
 
which started doing all the financial management functions for
 
USAID/Kenya. RFMC,-continued-doing lts-own-financial-management.
 
functions as well as for REDSO/ESA and RHUDO. According to
 
RFMC records, at September 30, 1987, RFMC, REDSO/ESA and RHUDO
 
combined had unliquidated obligation balances totalling
 
$15,814,474 for development projects, *1,852,877 for operating
 
expenses and $961,673 for Program Development and Support
 
(PD&S) funds.
 

Audit Objectives and Scope
 

The Office of the Regional Inspector General for Audit/Nairobi

conducted an economy and efficiency audit of the policies and
 
procedures for reviewing unliquidated obligations at the
 
Regional Finance Management Center (RFMC). The overall audit
 
objective was to determine how well RFMC was reviewing its own
 
unliquidated obligations as well as those for REDSO/ESA and
 
RHUDO. Specific objectives were to determine if RFMC (1) had
 
established a system for reviewing the unliquidated

obligations; (2) promptly identified and deobligated unneeded
 
funds; and (3) protected A.I.D. assets against waste, abuse,
 
mismanagement and exposure to fraud.
 

RIG/A/N auditors conducted the audit at RFMC during the period

July 12 to August 23, 1988. The auditors interviewed RFMC
 
officials, and reviewed appropriate Mission Accounting and
 
Control System (MACS) reports, journal vouchers, and other
 
related documents. The audit sample included unliquidated

obligations as at September 30, 1987 totalling $1,237,973 for
 
expired development projects. The audit sample also included
 
all unliquidated operating expense obligations for fiscal years

1978 through 1986 which amounted to $432,741. During the
 
period fiscal year 1978 through fiscal year 1982 unliquidated
 
obligations totalled only *585. The audit sample was selected
 
on a judgmental basis of high dollar amounts and activilty

descriptions which indicated potential inappropriate treatment
 
of obligations. Audit work on Program Development and Support

(PD&S) funds was limited to a review of relevant workpapers of
 
the RIG/A/N audits covering the use of such funds in REDSO/ESA
 
and RHUDO.
 

The review of internal controls and compliance was limited to
 
the issues discussed in the report. The audit was made in
 
accordance with generally accepted government auditing
 
standards.
 

Results of Audit
 

RFMC had not established a formal system for the biannual
 
review of unliquidated obligations although there appeared to
 
be some ongoing review. Funds no longer required were not
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always promptly identified and deobligated. As a result, the
 
annual controller certifications of unliquidated obligations,
 

.......	 although--there-appeared--to -be- some --on-going-. informal.-- -review..
 
under the provisions of section 1311, were made without an
 
adequately supported review file to determine the need for
 
funding. Consequently, in the opinion of the auditors funds
 
were unnecessarily subjected to waste and mismanagement.
 

RFMC had made improvements in its control and management of 
unliquidated obligations over the past year. These 
improvements began with the arrival of a new RFMC director. 
Specific improvements included (a) the review and closing of 
expired projects where the obligation was no longer needed; (b) 
accountant training on procedures for reviewing unliquidated 
obligations; and (c) a "clean-up" exercise over the operating 
expense unliquidated obligations for fiscal years 1982 to 1986 
initiated in mid fiscal year 1988. 

RFMC, however, did not establish a systematic process for
 
reviewing unliquidated obligations and funds which were no
 
longer needed were not promptly identified and deobligated.
 
We, therefore, recommended that formal procedures and
 
responsibilities be established and funds which were no longer
 
needed be deobligated.
 

RFMC Did Not Always Promptly Identify and Deobligate Unneeded 
Funds - Both legislation and A.I.D. regulations require that a 
system for reviewing unliquidated obligations be established 
and that any funds not used and no longer required be promptly 
identified and deobligated. RFMC, however, had not conducted a 
systematic and adequately documented biannual review of 
unliquidated obligations to determine their continued need. 
This occurred because RFMC did not establish an effective 
system for periodically reviewing the continued need for 
unliquidated obligations. As a result, unsupported controller 
certifications were made and unliquidated operating expense
 
funds totalling $229,427 which were no longer needed were not
 
promptly identified and deobligated.
 

Discussion - Section 1311 of Public Law 83-663 approved August 
26, 1954 (31 U.S.C. 1501) required that Federal Agency's
 
Controllers attest to the continued need for unliquldated
 
obligations. A.I.D. Handbook 19 sections 2M, 2N and 20
 
required the continuing review of unliquidated obligations to
 
identify those amounts no longer needed, and to promptly
 
deobligate unneeded funds. These requirements further stated
 
that 	special reviews of all unliquidated obligations were to be
 
conducted semiannually, at each middle and end of each fiscal
 
year. Each obligation having an unliquidated balance, along
 
with 	the related supporting documents, was to be examined to
 
determine the validity of the unliquidated balance. The
 
reviews were meant to give an assurance that all recorded
 
obligation balances were valid, accurate, complete and
 
necessary for the purpose covered.
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At September 30, 1987, about $432,741, obligated by REDSO/ESA,

RHUDO foroperaig....... adRFMC expensesin the fiscal yea rss 1978
 
through 1986 had not been spent. During the period fiscal year

1978 through fiscal year 1982 unliquidated obligations totalled
 
only $585. The audit determined that about $16,077 was no
 
longer needed, as the related activities had been completed.

These amounts were still unliquidated at the time of the

audit. Another $213,351 obligated during the same period

remained in the books and was not 
reviewed and de-obligated

until mid fiscal year 1988 when a clean-up exercise was done

and determined they were not necessary. These unnecessary

obligations resulted from unsupported upward adjustments,

unexercised obligations and cost overestimates. The auditors
 
also determined that double obligations contributed to this
 
problem. In addition, unliquidated operating expense

obligations for fiscal year 1987 had not been formally reviewed.
 

Another RIG/A/N audit concerning the use of Program Development

and Support (PD&S) funds for REDSO and RHUDO (Audit Report 
Nos.
 
3-615-88-23 and 3-623-88-25) determined that PD&S funds

totalling $120,787 (RHUDO $41,740 and REDSO/ESA 
 $79,047),

obligated during the fiscal years 1984 through 1986, had not
 
been spent and the activities for which they had been obligated
 
were complete and the funds were no longer needed.
 

RFMC had not established a systematic process for periodically

reviewing the continued need for unliquidated obligations.

Although there were some ongoing 
 reviews for unliquidated

obligations, such reviews were informal and were done on 
a need
 
basis. There were no written procedures for reviewing

unliquidated obligations and documentation for the reviews done
 
was inadequate. For instance, at the end of fiscal year 1987,
 
a review was done on some of the expired and terminating

REDSO/ESA and RHUDO projects. This review, however, only

covered those projects which were old and obligated amounts did
 
not look right. Also even in those old projects reviewed, not
 
every obligation was reviewed. The review was, therefore, not
 
as detailed as required by the regulations. Some program

officials also stated that review for unspent funds was 
a lower

priority than other activities required to be done due to the
 
heavy workload of employees. Consequently, unliquidated

obligations were not effectively reviewed to determine their
 
continued need.
 

At September 30, 1987, 
 RFMC attested to' the validity of
 
$1,852,877 of operating expense unliquidated obligations.

This attestation was made without proper review and 
included
 
*229,427 which was no longer needed. Some of these funds
 
resulted from duplicated obligations and unsupported upward
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adjustments. Through 
 a detailed periodic 
 review of
 . liquidated . obligations,...--­these .-...
funds-......... could-- -have 
 been­identified and reprogrammed during 
the fiscal years to which
they related. 
 The failure to promptly identify that these
funds were no longer needed could have resulted in their loss
of ava-.lability to the agency. 
 Prior year funds recovered are
not available for reobligation by the agency except for vdlid
upward adjustments of prior-year 
obligations required 
during

the reporting period.
 

Recommendation No. 1
 

We recommend that 
 the Regional Finance Management Center
 
Director:
 

a. establish 
formal written procedures and responsibilities

for reviewing unspent 
funds to ensure 
that they are valid,
accurate, complete and necessary for the purpose covered;
 

b. deobligate $16,077 operating expense funds 
which are no
 
longer needed; and
 

c. review unspent 
fiscal year 1987 operating expense funds
and deobligate any identified amounts 
which are no longer

needed.
 

RFMC officials agreed in principle with the 
audit finding and
recommendation. 
 These officials suggested 
saime word changes
which were incorporated 
in this final report to the extent
considered appropriate.
 

The Office of the 
Inspector General considers the report's
recommendation 
resolved 
and will be closed upon completion of
the recommended actions.
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ULED STATES GOVERNMENT 

memnorandum
 
October 18, 1988
 
REDSO/RFMC - A. Hulliung
 

Audit of Unliquidated Obligations
 

RIG/A/N, Richard C. Thabet
 

As requested in your memo of Sept. 29, our comments on subject
 
draft report are as follows:
 

Page 2, ParTj1,_nd Sent. - Sec. 1311 does not require
semi-annnal raviews. The semi-annual reviews are a self-imposed 
AID reqi>rnmen' as sei forth in HFB 19. 

Pacqn 4, to unu,: 7r'- no nd the use of He term
 
"o 'aor.':n K,,r j: r .. , " " he onqoin:
. review,'s were properly 
doe 'mr-nn an -a dn!u ivc>w:: ro pr 1r proc-dures. We 
feeol th- w) ",,'n-,' ,lv-., A he . nna-drd sentence 
s3tates a P I-jo],r . ." ''/ i !A'_ . h , :,)n-: r ,"] w-fe~',, , notl nt;: 

pron' rn..y -,,] .10,4. W" fool ,_: . ,, duse t here 
were~ .rl, r'''-w j~ n ':v' - r !n - s m oc' 
should r,. :A; n %qc. ,-. r;,, w, ,st pprompt ly 

the pr ,v. V . ion ! I! , wr, PiIin.- ' : no' % ,d .,u-te
 
review . .. . ', ' no d for fQr . Aj iin, w- find 
 this
 
stst . mr ,' Le v ry .r ad . T'h ma K'q '[ L; :' r t is
 

t
.;,.r* :j da5,ja: wam c:,.:::J :Thr 

we feel he sort'rne sould read. "Wnd-r the ,',v' : 's of
 
section-. 3 , '.w rr , without an a q,.uately K p rtd. 311
 

that ' wn bny review ,t fure, 

Page5, Para. 1, - Caption should ne chanc.j to read "RFMC Did
 
Not Alwas P:onpt y --- The second half of tne second
 
sentence.. i.: that, RFMC had not. 
 reviewed un ;.uldat,'d
 
oDl jtrA iO determi ne their con'tnued need. There have been
 
onqoiq r[,v',' w.. and we, th,?refore e th .
al .. 

a d e ? q u , -' , . : ' K r , 7u m e; n t u dr n[ ,i tn .i : ( , v ;, - . r,') ,, t ] i , t , r 

o ! g ., ::. The draft rprt ,ri ,nlyq,,y.s hut :;upport the
 
.ist s.;en, ,.,, r"erad,, nijnr rr ,: nt ,, 1 :pr cert if icdt ionn. In
 
the romp Q, Anua c , ,.,i , i :on, :h,.riLs certainly not 
aippropiralo in judginq the, pru'r yt7 of t h.v cert if cat ion. The 
cert i V:car An rrut noe Las;ed an )udgemos. r cic h'd whoe 
consiering the stati:; of tUP ohleitorn on the date of the 
cc rt lk Cat ;on. 

WP 7702B 
OP'TKNAL PORAWO401 

M V 1 &40)}
GOJA "WtPM (41 (CP14) 161 - II I$ 

1)-1 4 11 "9 40 1 



APPENDIX 1
 
Page 2 of 2
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Page 6, Para 2 - Sentence 3 is confusing. How does one
distinguish 
the $16,077 from the $213,351? Last sentence is
incorrect as the FY87 unliquidated OE obligations had been
subjected to rev and numerous deoblicat ions have .een,
 
rec rded.
 

P2ge , - - ­ f r2 r:rce made to the :D&S audit, itshod ao me made *_r that ne-the, RF"DSOwith mgl': viJ ::os .rna nor RFMC agreed
-n 
 re o rt. 

,t- t 2 Oe . 'C2 s are rlot completelv.. .... .ior 
 > are avii lrm e for reoblligationunJ i r.-)/ a t-hreob r ty) arnd f:)r opward adjustments]''' ...l ~ ~ 1 ' S qn i which 

P ge 8-,Pecomrendation 
- Report should indicate that la) isaccepted and that act.,on has been completed on b) and c). 

WP 7702B
 



Appendix 2
 

RFMC, Director 
AA/AFR 
AFR/EA/KUTRB 
AFR/CO NT 
AA/XA 
X A /PR 

0C 

AA/M 
M/FM/ASD 
SAA/S&r 

PPC/CDIE 
PEDSO/ESA 

Di'IDG 


ic/PPlO 
TG/LC 
10/!AD M/ C&R 
IqT
 

RIG/I,'N 
71/PSA 


R10/A/C 
R(,/A/D 

Rb/A/T 

RT G/A/W 
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