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FINANCIAL MANAGEMENT 

"The validity of A.I.D.'s unliquidated 
obligations reported to the U.S. Treasury is 
questionable because of weak controls" 

EXECUTIVE SUMMARY 

A.I.D. certified to the U.S. Department of Treasurj unliquidated 
obligations totaling $9.9 billion as of September 30, 1987. The $9.9 
billion approximated two years of annual appropriations to A.I.D. in 
recent years. 

Under Federal law and A.I.D. implementing regulations, the Agency's 
certification was assurance to Treasury that all reported obligations met 
the criteria for valid obligations as defined in the Supplemental 
Appropriations Act of 1955 (31 U.S.C. 1501). This determination 
regarding validity was to be based on a careful review, at least 
annually, of outstanding obligations. 

The Office of Inspector General made an audit of A.I.D.'s Headquarters 
and eight selected overseas locations to determine whether a system 
was in place that provided a reliable basis for the required certification 
and whether unneeded obligations were being promptly identified and 
either reprogrammed or deobligated. Thi audit focused on A.I.D.'s 
three major appropriations: Operating Expenses, Development 
Assistance, and Economic Support Funds. We found that effective 
systems were -ot in place resulting in questionable certifications by the 
A.I.D. Controller as well as by Mission Controllers. Also, we found that 
Bureau and Mission officials were not inclined to take reprogramming 
and deobligation actions on expired commitments because without 
reobligation authority the funds would be lost to the Agency. 



As a 	result of these problems: 

The outstanding operating expense obligation balance totaling 
about $1.4 million related to appropriations that expired in 1984 
and earlier probably no longer represented valid obligations. For 
example: 

About $292,525 was reserved for living expenses of U.S. 
dependents evacuated from Vietnam years ago. 

About $252,000 represented expected payments to other 
U.S. government agencies for obligations established in 
1982, 1983, and 1984. These payments were either 
already made or will not be necessary. 

Another $93,000 was for short-term A.I.D. employee travel 
per diem that was already four years old. 

" 	 One hundred and thirty-nine expired loans had unliquidated 
balances totaling $67.4 million. Some of these loans expired as 
far back as 1982, and in some cases there had been no 
disbursements reported against the loans for more than five years. 

" 	 In the area of non-loan project and program assistance, the audit 
disclosed $43 million in unliquidated balances for projects, 
contracts, and grants that had expired. Over 90 percent of the 
balances tested had little supporting documentation on file that 
would permit verification of the accuracy and validity of the 
amounts. We concluded, on a test basis, that about $106 million 
lacked the necessary support. 

" 	 None of the eight overseas locations included in this audit had 
fully complied with A.I.D. certification review requirements. 
Required reviews were not made; reviews were made but not 
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documented; and procedures were not in place to ensure that all 
obligations were reviewed. Accordingly, about $2.8 million was 
not promptly identified as unneedod and doobligated, including 
about $900,000 in operating expenses, a category in which A.I.D. 
Missions faced continuing shortages. 

In addition, the Regional Inspector General for Audit, Cairo 
identified about $35 million in unliquidated obligations that 
could have been deobligated had USAID/Egypt effectively 
implemented the mid-year and year-end review 
requirements. 

To correct these problems, recommendations were made to establish 
clear guidelines on reviews of unliquidated obligations and the 
responsibilities of those involved in the process; to deobligate balances 
no longer required; and to examine all unliquidated balances for which 
final disbursement dates had passed or effective dates of obligation 
documents had expired. 

The Office of Financial Management shared our concerns about the 
validity of unliquidated obligations and the year-end certifications. It 
said limited staff availability was one of the major reasons 
comprehensive reviews were not made in the past. The office agreed 
with the recommendations and outlined plans for Missions and 
Headquarters to complete actions on the recommendations by 
September 1989. The recommendations, therefore, were considered 
resolved with closure pending completion of the indicated actions. The 
Office of Financial Management also noted that the report should 
recognize that A.I.D. had deobligated $179.9 million in fiscal year 1987 
and $295.6 million in fiscal year 1988. The office's full comments are 
included as Appendix I to this report. 
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AUDIT REPORT ON A.I.D.'S
 
COMPLIANCE WITH FEDERAL REQUIREMENTS FOR
 

THE REVIEW AND CERTIFICATION OF
 
UNLIQUIDATED OBLIGATION AMOUNTS
 

PART I- BACKGROUND, AUDIT
 
OBJECTIVES AND SCOPE
 

Background 

A.I.D. Handbook 19, 2M provides that each accounting station will 
review the status of its obligated funds, periodically and at the end of 
each fiscal year. The purpose of these reviews is to ensure that 
amounts kept on A.I.D.'s books are accurate, valid, and required for the 
stated purposes, and to provide the basis for taking action to 
deobligate funds determined to be no longer needed. A.I.D. is 
specifically required to certify that all obligations reported to ihe U.S. 
Department of Treasury (Treasury) on its year-end closing statement 
meet the criteria of a valid obligation as defined in the Supplemental 
Appropriations Act of 1955 (31 U.S.C. 1501). 

A.I.D.'s annual certification to the Treasury as of September 30, 1987 
was prepared by the A.I.D. Controller on the basis of individual 
certifications by about 70 overseas Mission Controllers in the field and 
by the heads of three accounting stations in Washington. These 
accounting stations in the Office of Financial Management were the 
Program Accounting and Finance Division, the Loan Management 
Division, and the Washington Accounting Operations Division. 

As of September 30, 1987, A.I.D. reported uri!iquidated obligations 
totaling $9.9 billion which included $4.3 billion under control of the 
Washington-based accounting stations and $5.6 billion controlled by 
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overseas missions. The $9.9 billion approximated 1.8 years of annual 
appropriations based on the fiscal year 1989 level of about $5.5 billion, 
and involved appropriations dating back to at least 1979. As shown in 
Table 1 the amount of unspent funds in A.I.D. has risen steadily since 
at least 1980. 
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The large unliquidated balance was attributed by Financial Management 
officials to the unique developmental nature of A.I.D. programs and 

projects, that had an average implementation period of about seven 
years, and to the practice of obligating the full amount of multi-million 
dollar contracts, grants, and loans upon signing agreements. 
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The controls over reported obligations have long been a matter of 
concern to the Office of the Inspector General because the availability 
of Federal funds not targeted for a cpecific use is an open invitation for 
abusive financial practices. About 30 audits made by the A.I.D. Office 
of Inspector General between 1981 and 1987 reported findings related 
to the questionable validity of unliquidated obligations. The recurring 
theme in these reports was that projects had unneeded amounts which 
could have been reprogrammed or deobligated. Weak controls 
manifested in a 1988 A.I.D. Office of Inspector General investigation 
that disclosed $1.3 million had been embezzled by an A.I.D. employee 
from unliquidated prior-year obligation balances. The Comptroller 
General of the United States in addressing major management issues 
facing the naw administration in 1989 reported that A..D.'s multi-billion 
dollar pipeline of obligated but undisbursed funds was an indication of 
its inefficient use of available funding and of its project implementation 
difficulties. 

Inadequate monitoring of unspent prior-year appi'opriations transcended 
A.I.D. and was perceived by the Inspector General community as a 
government-wide problem. A survey made in 1982 by the Inspector 
General, Department of Housing and Urban Development, in reporting 
to the President's Council on Integrity and Efficiency, (PCIE) identified 
significant weaknesses among many Federal departments and 
agenci,'s. For example, five agencies included in that survey 
reportedly rad kapt obligatons approximating $19 billion which were 
not needed for accomplishing their intended objectives. These 
disclosures heightened concerns about compliance with statutory 
requirements affecting the deobligation of unneeded funds. 

This audit was undertaken to address these concerns with the results 
provided to the PCIE and coordinated as part of a government-wide 
audit headed by the U.S. Department of the Treasury's Office of 
Inspector General. 

3
 



Audit Objectives and Scope
 

The overall audit objective was to evaluate how well A.I.D. was 
complying with the requirement to review unliquidated obligations. 
Specifically, the audit was made to determine (1) whether systema 
was in place that provided a reliable basis for the required annual 
certification and (2) whether unneeded obligations were promptly 
identified and deobligated. The audit was made by the A.I.D. Inspector 
General's Office of Programs and Systems Audits, in coordination with 
the Regional Inspectors General for Audit, from Cairo, Dakar, Manila, 
Nairobi, Singapore and Tegucigalpa. This audit was the first 
comprehensive review of A.I.D.'s compliance with certain provisions of 
the Supplemental Appropriations Act. 

The audit was made at the A.I.D./Washington Office of Financial 
Management and various project offices of the central Bureaus. The 
review was also made at selected overseas locations. The overseas 
locations audited included the Regional Finance Management Center in 
Nairobi and seven A.I.D. Missions in the Dominican Republic, Egypt, 
Guatemala, Indonesia, Kenya, Pakistan and Senegal. The unliquidated 
obligation balances covered for these locations, exclusive of Egypt, as 
of September 30, 1987 was about $681 million. The results of the 
overseas audits were reported in separate audit reports issued to each 
location by the respective Regional Inspectors General (Exhibit I). In a 
related audit the Regional Inspector General for Audit, Cairo, examined 
USAID/Egypt's procedures for reviewing about $2.3 billion in 
unliquidated obligations for projects and programs as of September 30, 
1988. 

We reviewed the statement of obligations submitted by A.I.D. on its 
Year-End Closing Statement, TFS Form 2108, as certified by the A.I.D. 
Controller as of September 30, 1987, to measure compliance with the 
requirements stipulated under the law. A statistical sample was made 
of obligation documents and paid vouchers to test the accuracy and 
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validity of reported balances. The unliquidated obligation balances 
reported under the above year-end statement for headquarters activities 
amounted to $4.3 billion. 

We selected, for review, three appropriations; development assistance, 
economic support funds, and operating expense appropriations, which 
at September 30, 1987 had unspent balances of $1.3 billion. In order 
to respond to the PCIE's sampling guidelines, the audit was limited 
initially to appropriations that expired before September 30, 1984. 
These appropriations consisted of 1,221 transactions totaling $665 
million in unliquidated obligations. These transactions were grouped by 
their program categories; i.e., loans, grants, and operating expenses, 
and 101 transactions totaling $414 million, were judgmentally selected 
as follows: 

Sample Sample 
Population Tested 

($000) ($000) 

Percentage of 
Item Amount Item Amount Dollars Tested 

Loans 142 $497,238 33 $299,313 60 
Grants 550 166,737 9 114,017 68 
Operating Expenses 529 1,399 59 980 70 

1,221 $665,374 101 $414,310 62% 

On a dollar value basis, the $414 million was about 31 rjercent of the 
total selected appropriation account balances of $1.3 billion. The audit 
tests comprised about eight percent of the total individual obligation 
documents involved. 

The audit included discussions with management and operating officials 
and a review of reports, records and files, and other accounting and 
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management information. The audit work was conducted between 
September 1988 and March 1989 and included a review of internal 
control and compliance as pertained to reviews of obligations. The 
audit was made in accordance with generally accepted government 
auditing standards. 
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AUDIT REPORT ON A.I.D.'S
 
COMPLIANCE WITH FEDERAL REQUIREMENTS FOR
 

THE REVIEW AND CERTIFICATION OF
 
UNLIQUIDATED OBLIGATION AMOUNTS
 

PART II - AUDIT RESULTS AND
 
RECOMMENDATIONS
 

A.I.D.'s Processes for Reviewing and
 
Certifying Unliluldated Obligations Were
 

Largely Unsatisfactory
 

A.I.D. implementing regulations provide that the Agency will establish a 
system for reviewing unliquidated obligation balances and that any 
funds determined to be invalid or no longer needed be promptly 
identified and deobligated. An amount recorded as an obligation of the 
U.S. Government must be supported by documentary evidence that it 
has been properly recorded and there is a valid need for the 
reservation of funds. The three A.I.D./Washington accounting stations 
with responsibilities for these reviews had not conducted systematic 
and adequately documented reviews of unliquidated balances to 
determine their continued need. In some instances, reviews had b3en 
or were being made but these reviews were mostly done on an 
isolated basis and related supporting documentation was inadequate. 

Audits at eight of the approximate 69 overseas locations showed that 
none of the audited locations had complied fully with review 
requirements. To the extent that required reviews were made, the 
efforts were fragmented and unatisfactory as a process. 

These conditions existed at 'leadquarters and field locations because 
of ineffective direction and control in implementing the requirement for 
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reviews and a perceived lack of incentives for identifying funds for 
possible deobligation. 

The audit disclosed about $114.6 million in unliquidated obligation 
balances that were of questionable validity because the funds were no 
longer needed or dates for their use had expired; another $106.5 
million was identified as having inadequate support to demonstrate the 
accuracy of the reported balances. These amounts could be 
considerably higher because not all field locations were covered during 
the audit, nor were most reported balances tested for accuracy or 
continued need. In any event, we concluded that the September 30, 
1987 certification submitted by the Controller contained certain 
inaccuracies about the status of recorded obligations that could have 
been disclosed had Headquarters and Mission activities appropriately 
made the required reviews. 

The Office of Financial Management shared these concerns and 
agreed with the report findings and recommendations. It provided 
details of its plans to address these matters including the systematic 
review of unliquidated obligation balances in the field and at 
Headquarters. 

Recommendatlon No. I 

We recommend that the A.I.D. Controller Issue a formal directive 
and guidelines that set forth management policy and procedures, 
and define the scope and level of responsibility at the 
Headquarters and Mission levels, for (a) performing reviews of 
unliquidated obligations, Including retention of supporting 
documentation for disbursements; (b) Identifying amounts for 
deobligatlon actions; and (c) documentling the results of these 
actions as required. 
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Recommendation No. 2 

We recommend that the A.I.D. Controller deobligate 
A.I.D./Washington operating expense funds which are no longer 
required under prior-year appropriations that expired before 
September 30, 1984. 

Recommendation No. 3 

We recommend that the A.I.D. Controller (a) review all 
unliquidated obligation balances under the development 
assistance and economic support fund appropriations that had 
expired project and loan completion dates; (b) determine their 
validity and continued need; and (c) deobligate the unneeded 
funds as appropriate. 

Recommendation No. 4 

We recommend that the Assistant to the Administrator for 
Personnel and Financial Management evaluate the adequacy of 
staff and ensure that staff resources are available to make the 
required reviews of Headquarters unliquidated obligations. 
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A.I.D. Regulations Are
 
Specific In Requiring Reviews of Obligations
 

The Supplemental Appropriations Act of 1955 (31 U.S.C. 1501 and 
1108) requires that Federal agencies attest to the continued need for 
unliquidated obligations. General Accounting Office (GAO) Policy and 
Procedures Manual for Guidance of Federal Agencies, Title 7, Chapter 
4, requires that each Federal agency review its unliquidated obligations 
periodically to assure itself that all and only those transactions meeting 
the criteria of valid obligations as defined in the law have been 
recorded. The regulations also require that the workpapers and 
records on which such validations are based shall be retained by the 
agency in a form that facilitates audit and reconciliation. 

A.I.D. Handbook 19, Chapter 2, provides implementing guidance. It 
requires that the A.I.D./Washington Office of Financial Management 
devise and implement a comprehensive system for the control of 
obligations against allotments, including specifically the techniques for 
subjecting obligations to a continuous and comprehensive review 
process. The reviews are to ensure that any funds not used and no 
longer needed are promptly identified and deobligated. All A.I.D. 
accounting stations, central and overseas, should not only keep 
unliquidated obligation balances under continuous review, but also 
should make a special intensive review at each mid-fiscal year and a 
final review at the end of each fiscal year. 

For project and program assistance activity, the Project Assistance 
Completion Date (PACD) provides a reference. point for concluding 
A.I.D. assistance. Amounts obligated which are not needed to pay for 
goods and services delivered by the final PACD are to be considered 
unneeded and deobligated. The Terminal Date for Disbursement 
(TDD) is a final date for requesting disbursement, normally set as nine 
months following the PACD. No further disbursements are to be made 
after the TDD. 
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A.I.D. Headquarters Efforts to Comply With
 
Regulations Were Not Effective Resulting In
 

Questionable Validity of Many Obligation Balances
 

A.I.D. deobligated $179.9 million and $295.6 million in fiscal years 1987 
and 1988, respectively. Nevertheless, Table 2 shows that A..D.'s 
unliquidated obligation balances are large and growing, a clear signal 
of possible accounting and control problems. These balances have 
risen steadily since fiscal year 1980. The fiscal year 1985 balance of 
$9.0 billion rose to $9.8 billion in 1988, a nine percent increase. 
Expenditures on the other hand decreased 29 percent from $7.8 billion 

to $5.5 billion during the same period. 

EXPENDED VERSUS UNLIQUIDATED AMOUNTS 
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Reviews of unliquidated obligation balances by the three accounting 
stations intended to ensure the validity of these balances were 
ineffective or not conducted at all. Since at least 1985, these 
accounting stations had not made systematic and 
adequately-documented reviews for most of their operating expenses 
and program and project activities. In some instances, reviews were 
made, but only on an isolated basis. In no case was there an 
Agency-wide analysis or systematized approach taken. For the most 
part, these accounting stations had either not prepared or retained 
documentary evidence to show the extent of the reviews. The files did 
not show who made the reviews, the dates made, the records 
examined, the project officers contacted, the follow-up actions taken, 
and the conclusions reached regarding validity of balances or possible 
deobligation. 

The Program Accounting and Finance Division attempted to undertake 
such a review in 1988, but with little success. This accounting station 
prepared special reports on the status of obligations from the 
automaied central accounting system. They furnished the reports to 
the resrective project offices in the central and regional bureaus with 
the request that the project offices review the obligations shown in the 
report, determine the validity, and report the results back to the 
accounting station. The accounting station needed the project officers' 
input to determine the continued need for each unliquidated balance. 
After almost seven months, however, most of the project offices had 
not responded to the request. Discussions with selected project 
officers confirmed that they had not made the requested review. 

The Washington Accounting Operations Division, responsible for review 
of operating expenses, also had mnade no reviews, nor had they 
maintained adequate files in support of such unliquidated balances. 
Many supporting files were either destroyed or missing, particularly, for 
older periods. Officials responsible for maintaining the records at this 
station stated that it would be very time-consuming to conduct a 
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reasonable review of unliquidated obligations for prior years because 
the condition of their files was such that it would require extensive 
research and cleanup. 
In the Loan Management Division some limited reviews were made, but 
such reviews were informal or were done on an individual loan basis. 
These reviews were not as detailed as required by the regulations. 
The responsible officials commented that they had been busy 
converting their old loan accounting system into the Agency's new 
integrated accounting system and, as a result, they had little time to 
systematically review unliquidated obligations. 

Separate audits at eight field locations showed that in some cases 
required reviews of obligations were not made and in other cases the 
reviews were made but not adequately documented. 

In general, Washington and Mission accounting stations accorded a low 
priority to the review of unliquidated obligations. This was attributed to 
insufficient staff resources in relation to the assigned workload. In 
some cases, the responsible personnel were not aware of the nature 
and extent of the required reviews and documentation. In addition, 
control systems to ensure that accounting activities reviewed 
unliquidated obligations were ineffective or non-existent. For example, 
operating procedures were not always established or written guidelines 
issued for how to make the required reviews. Also, responsibility for 
making the reviews was not clearly assigned, particularly with respect 
to the respective roles to be played by the accounting stations and the 
project offices. During the audit, some accounting station personnel 
said that it was not their responsibility to do the reviews. They 
believed that these reviews should be performed more properly by the 
project officers. The project officers we interviewed, on the other hand, 
contended that they should not do the reviews because they did not 
routinely receive necessary accounting information from the accounting 
station. 
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According to Financial Management officials, the staffing situation in the 
Controller's office is particularly serious. The number of staff resources 
available to conduct reviews of unliquidated obligation balances and the 
many other duties associated with their functions appear to be 
inadequate. Also, there is a serious concern that the staff is of a 
sufficient professional level to conduct appropriate reviews. For 
example, only one junior accountant is available to provide the entire 
accounting services for the Commodity Import Program and Cash 
Transfer portfolios. In the Operating Expense area there are no 
experienced professional accountants. 

Another reason for maintaining invalid and unneeded obligations in the 
accounts was the apparent disincentive to take timely deobligation 
actions. Under the existing procedures, deobligated funds were not 
always available for reobligation, and the request process for obtaining 
reobligation authority was lengthy. When a deobligation action is 
taken subsequent to the period of availability under authorizing 
appropriations, the deobligated funds are lost to A.I.D. However, when 
the period of availability has not expired or the appropriation otherwise 
allows it, A.I.D. may be able to use the deobligated funds for its 
program purpose,,-. The uncertainty of obtaining reobligation authority 
made project officers reluctant to take deobligation actions. 

In sum, there was a lack of effective central direction and oversight 
within the A.I.D. Controller's office in implementing the requirement at 
Headquarters and Mission levels for reviewing unspent obligations and 
taking steps to deobligate unneeded amounts. 

The failure to conduct the periodic reviews resulted in A.I.D. 
maintaining a large amount of stale obligation balances on its books. 
About $218.3 million in Headquarters unliquidated balances kept on the 
books were invalid or otherwise not fully supported by proper records. 
This amount included about $1.4 million in operating expenses, $67.4 
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million in loan funds, and $149.5 million in project and program 
assistance funds. 

Operating Expenses - The review of $980,725 of operating expense 
obligations, about 70 percent of the $1,399,924 balance, related to 
appropriations that expired in 1984 and earlier, showed that as of 
September 30, 1987, practically all of these amounts no longer 
represented valid obligations as defined by law. 

For example $292,525 was shown as being unliquidated for obligations 
established against the fiscal year 1982 appropriation. There were no 
records supporting establishment of this obligation. Moreover, no 
disbursements had been made against it for five years up through 
fiscal year 1987. Financial Management officials explained that the 
obligation was established to pay the living expenses of U.S. 
dependents who had been evacuated from Vietnam. Those officials 
said the funds were no longer needed and they should be deobligated. 

Another example was a total of $251,682 remaining in the expense 
category, Other U.S. Government Agency Reimbursements. These 
obligations dated back to 1982, 1983, and 1984, and were for expected 
payments to other U.S. government agencies for services performed or 
for employees assigned to A.I.D. temporarily. Financial Management 
officials said it was likely that the obligations had in fact been 
liquidated, but that the payment information had been charged to the 
wrong accounts. They believed that all these obligations no longer 
represented valid commitments and should be deobligated. 

Finally, $92,520 was unliquidated for obligations established to pay for 
employee travel per diem. Nine individual obligations made up the 
balance under this expense code. In three cases, there were no 
records to support the obligations. In two other cases, there were no 
vouchers in the files to indicate the expected travel had been 
performed. In two cases, travel voucher expenditures were offset 
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against the wrong travel authorization leaving the correct authorizations 
still on the books. In the last case an invoice had been submitted for 
payment, but the invoice was not recorded against the obligation. In 
fact, the invoice had been paid twice. Since all of these obligations 
were established for short term or relocation travel at least four years 
earlier, these obligations could not be considered valid any longer and 
should be deobligated. 

With regard to these and other obligations under the operating expense 
category, the condition of Agency files was extremely poor. Many 
supporting files were missing. We were unable to get a clear and 
consistent picture of why supporting records were not available. 
Officials responsible for maintaining the records explained that the 
records were either destroyed or sent to storage, but were unable to 
provide documentation to support their position. 

Based on (1) the audit tests made, (2) agreement with responsible 
Financial Management officials, and (3) given the fact that operating 
expenses by their very nature were short term, we concluded that the 
September 30, 1987 balance of $1,399,924 under the appropriations 
expired in 1984 and earlier did not constitute valid obligations of the 
Agency according to the definition of "valid obligations" contained in the 
governing legislation. 

Loan Funds - As of September 30, 1987, we identified a total of 
eleven loans in our judgmental sample where the Terminal 
Disbursement Dates (TDD) had expired. These loans had unliquidated 
balances totaling $32.7 million. The loan files indicated that these 
undisbursed amounts were no longer needed. In light of the significant 
magnitude of these expired obligations in our sample, the review was 
expanded to cover all active loans through September 30, 1988. The 
additional coverage disclosed that loans with expired TDDs as of 
September 30, 1988 totaled 139 with $67.4 million in balances, both 
uncommitted and unliquidated. 
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These loans expired as far back as 1982 and in some cases there had 
been no disbursements reported against them for several years. For 
example, under a project assistance loan for an infrastructure support 
project in Swaziland, $101,671 was kept as an unliquidated obligation 
balance. But this loan had no activities reported since December 1982, 
more than six years ago. Actually, this project was completed in 1983 
and there was no further funding requirement. 

A small enterprises loan in Indonesia showed $2,350,000 as an 
outstanding obligation balance. This loan had been in an inactive 
status from the beginning of the loan agreement in August 1985 and 
was subsequently terminated. Notwithstanding, the obligation balance 
was still kept on the books. 

Loan management officials stated they recognized the need to review 
expired obligations, but were unable to act on the matter for a variety 
of reasons. In some instances final invoices were not received and in 
others the loan management office was yet to coordinate with project 
officers in the field with regard to the closeout of these loans. The 
officials stated that their plans called for timely completion of these 
reviews but due to recent staff attrition, the work may not be completed 
sometime soon. Unless the reviews planned by the loan management 
office can establish the continued need for these expired obligations, 
about $67.4 million would not meet the statutory criteria of valid 
obligations. 

In addition, the audit disclosed that 18 recipient cour"ries had their 
A.I.D. loans rescheduled because they were unable to repay the 
principal and/or interest due. As of September 30, 1987, these 18 
countries had undisbursed loan balances totaling $757 million. The 
auditors were concerned whether these undisbursed amounts could be 
considered continuing valid commitments because some loans had not 
been disbursed since they were agreed to and further draw-downs 
appeared questionable. Loan Management officials told us that the 
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issue of valid obligations under thes3 conditions was not addressed 
during any reviews of obligations. They suggested this was a policy 
matter that was outside the purview of Financial Management officials. 

Project id Program Assistance Funds ' As of September 30, 1988, 
the audit identified $43.0 million unliquidated obligation balances related 
to projects that had passed their stated completion dates. For example 
$1,869,558 was carried as an unliquidated obligation balance under the 
science and technology project, Training in Reproductive Health. 
Review of supporting records and discussions with the responsible 
accountant showed that the actual unliquidated balance remaining 
under this project was only $5,923. The balance of $1,863,635 had 
already been liquidated but the payment information had not been 
transferred from the old allotment system of record keeping to the new 
accounting system. Another example was an unliquidated balance of 
$667,548 shown under a Program Development and Support Fund for 
the Asia and Near East Bureau. The audit disclosed that all the 
obligation documents tested for this funding had expired. 

For the majority of the unliquidated obligation balances under the 
category of project and program assistance funds, there was 
inadequate supporting documentation on file that would permit 
verification of the accuracy and validity of the balances. In numerous 
instances, amounts recorded as disbursements were not supported by 
readily available invoices or other payment instruments. About $106.5 
million, or about 93 percent of $114.1 million tested,the had 
inadequate documentary support for establishing their accuracy and 
validity. For example, under a commodity import program agreement in 
Sudan, $11,642,570 was shown as an unliquidated obligation balance. 
The original program agreement was for $40,000,000 of which 
$28,357,430 was disbursed. To validate the unliquidated balance, we 
asked the responsible accounting station for documentation to support 

For the purpose of this report, this category Includes projects, programs and other activities that 
are funded under various grants and contracts. 
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the disbursement amount. The responsible accounting station, 
however, could only provide disbursement vouchers covering 
$1,190,170 of the $28,357,430. The accountants explained that the 
missing payment vou'hers had either been misplaced in transit during 
a recent transfer of the paying center from New York to Washington or 
had been sent to central storage before the transfer. In either case 
there was no available record showing the whereabouts of these 
vouchers. This raised a question not only on the validity of the 
undisbursed loan balance of $11,642,570 but also on the propriety of 
the unsupported disbursement of $27,167,260. 

Another example was an unliquidated balance of $57,283,916 shown 
for a commodity import program for Egypt. A total of 164 separate 
disbursing authorizations had been issued under this $300,000,000 
agreement. We were unable to locate several of the files supporting 
the disbursements related to this grant. 

Tne poor condition of the files related to the Sudan and Egypt 
agreements was almost identical in six of the nine agreement files 
tested in this aspect of the audit. Under these circumstances, we 
concluded that the accounting station's files did not contain sufficient 
documentation to establish the accuracy and validity of unliquidated 
balances totaling $106.5 million. 

In sum, the audit showed that, as of September 30, 1988, A.I.D. 
maintained in its Headquarter's accounts a total of $218.3 million in 
operating expense, project, and program obligations that were either 
invalid, had expired, or were otherwise not supported by adequate 
documentary evidence that would establish their accuracy and validity 
as obligations. There was no evidence that these obligation balances 
had been reviewed by A.I.D. to establish their validity. Clearly, many 
of these amounts did not meet the applicable criteria. Had the 
required reviews been made in a timely manner, these funds could 
have been properly identified and appropriately reported. 
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We believe also that it is essential to maintain complete supporting 
documentation of all disbursements in a readily identifiable form. 
Without such documentation, assurance is lessened that the reported 
unspent balances are correct and that the funds were used as 
intended. 

Mission Reviews Also Did Not Always Identify
 
Questionable Balances Remaining on the Records
 

Eight overseas locations were examined in 1988 and 1989 by the 
Regional Offices of the Inspector General as part of the audit. The 
A.I.D. locations audited were: USAID/Senegal, USAID/Kenya, 
USAID/Pakistan, USAID/Guatemala, USAID/Dominican Republic, 
USAID/Indonesia, USAID/Egypt, and the Regional Finance Management 
Center, Nairobi. 

The audit focus was on the unliquidated balances reported as of 
September 30, 1987. In the case of USAID/Egypt the audit focused on 
the September 30, 1988 balance. Audit tests included sampling 
transactions from operating expense appropriations and development 
projects. Essentially, the transactions sampled were drawn 
judgmentally from high dollar value transactions. 

The audits showed that none of the overseas locations had complied 
fully with A.I.D. regulations. The findings included in the respective 
audit reports issued in 1988 are summarized in Exhibit I. Briefly, the 
audits identified instances where reviews of unliquidated obligations 
were not made, reviews were made but not documented, and 
procedures were not in place to ensure the timely and comprehensive 
review of obligatiori.. 

There were several causes for these conditions. Mission officials were 
not always aware that all unliquidated obligations were required to be 
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reviewed, nor were they aware of the nature and extent of the required 
documentation. A lack of written procedures for making the required 
reviews contributed to the problems. Also, due to limited staffing, posts 
did not assign a high priority to validating unliquidated obligations and 
did not always make the required reviews. 

As a result, about $2.8 million was not promptly identified from the 
1988 audits as unneeded and deobligated for oth9r uses. This amount 
included over $900,000 in operating expenses, a category in which 
A.I.D. continues to experience budgetary constraints. Another $10 
million was tied up in a project that was not progressing as planned, 
and the auditors questioned the continued need for all of these funds. 

The Regional Inspector General for Audit, Cairo in March 1989 similarly 
concluded with respect to about $35 million which could have been 
deobligated or reprogrammed that USAID/Egypt had not exercised 
adequate oversight and management controls to ensure effective 
implementation of continuous mid-year or year-end reviews of 
unliquidated obligations. Of the $35 million, $11.3 million was 
applicable to projects with expired project assistance completion dates 
and was subsequently deobligated. (Audit of USAID/Egypt's 
Procedures to Review Unliquidated Obligations, Audit Report No. 
6-263-89-5, March 27, 1989.) Thus, the annual and semi-annual 
certifications expected to be provided by Mission Controllers based on 
rigorous reviews of the status of unliquidated obligations failed to meet 
requirements of the law and A.I.D. regulations. Limited assurance 
existed, therefore, that the unliquidated obligations certified by 
Controllers at the locations audited were, in fact, valid obligations. 
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Lack of Required Reviews Impacted on
 
Certification Made to Treasury
 

In addition to questionable obligations remaining in the Agency's 
accounts, the lack of required reviews of unliquidated obligations 
resulted in an inaccurate certification to Treasury. The statement of 
obligations submitted by A.I.D. on September 30, 1987, included stale 
obligations that did not meet the criteria of valid obligations as defined 
under the law. Dollar-wise, most of the inaccurate certification was 
attributable to the Washington-based accounting stations, but the 
overseas review processes at individual missions also played a key 
role by reporting inaccurate amounts to the A.I.D. Controller. The 
inflated reporting of unliquidated obligation balances overstated the 
agency's cash requirements. Finally, inaccurate certifications of 
obligation balances constituted noncompliance with the statutory 
requirement that obligations reported in the year-ending closing 
statement be valid. 

Management Comments 

Responding to the draft report, the Office of Financial Management 
said it agreed with the report recommendations. It said it shared our 
concerns about the validity of unliquidated obligation balances and the 
annual certifications. Thus, the following actions were being taken: 

" 	 Mission Controllers had been instructed to undertake a 
comprehensive review of all prior year unliquidated operating 
expense obligations. 

" 	 A formal policy directive and guidelines would be developed 
covering Mission and Headquarters unliquidated obligations. 
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* 	 A plan had been developed to review Headquarters operating 
expense and program unliquidated obligations by September 
30, 1989. 

* 	 A plan had been developed to review all loans with terminal 
disbursement dates of December 31, 1988 or earlier by 
September 30, 1989. 

Office of Inspector General Comments 

The actions already taken or indicated are directly responsive to the 
report recommendations. It appears that the Office of Financial 
Management is committed to redressing past problems with regard to 
reviewing unliquidated obligations. Accordingly, the recommendations 
are considered resolved upon issuance of this report. Closure can take 
place when the indicated actions are completed. 
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Compliance and Internal Control 

Compliance 

A.I.D. was not in compliance with Federal and A.I.D. regulations 
governing the review of fund obligations. Specifically, accounting 
stations in Washington and in the field were not making the required 
reviews of unliquidated obligation balances to determine whether funds 
were still needed and whether obligations were valid. On the basis of 
the audit tests, we believe it is reasonable to assume that these 
compliance exceptions also apply to most of the untested accounting 
stations worldwide. 

Internal Control 

Internal controls related to the recording and reporting of financial 
information relative to unliquidated obligatiois were not operating 
effectively. There was no system which assured reviews were made, 
no standardized procedures to follow, and there was a lack of 
adequate control over documentation. Thus, there was more than an 
acceptable level of vulnerability to the possible mis-use of funds. 
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Office of Inspector General Audit Reports 
Issued In 198i8 as Part of Worldwide Audit 

of Unliguldated Obligations 

Audit Report Title and Number 

Audit of USAID/Senegal's Policies 
and Procedures for Reviewing 
Unliquidated Obligations, Audit 
Report No. 7-685-89-04, 
December 12, 1988 

Audit of USAID/Kenya's Policies 
and Procedures for Reviewing 
Unliquidated Obligations, Audit 
Report No. 3-615-88-03, 
November 3, 1988 

Summary 

The audit determined that 
unliquidated operating expense 
obligations were adequately 
reviewed, but documentation 
supporting the reviews of project 

funds was lacking. 

Some ongoing reviews were 
made, but the Mission had not 
established a systematic process 
for periodically reviewing the 
continued need for unspent funds. 
Six hundred and seventy eight 

thousand dollars of unneeded 
operating expense obligations 
were identified that had not been 

deobligated on a timely basis. 
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Office of Inspector General Audit Reports 
Issued In 1988 as Part of Worldwide Audit 

of Unliguldated Obligations 

Audit Report Title and Number 

Audit of USAID/Pakistan's 
Procedures for Reviewing 
Unliguidated Obligations, Audit 
Report No. 5-391-89-1, 
November 18, 1988 

Audit of USAID/Guatemala's 
Review of Unliguidated 
Obligations, Audit Report 
No. 1-520-89-04 
December 16, 1988 

Summary 

The review procedures were found 
to be generally adequate. 
However, $10 million in grant 
funds were identified that related 
to a project that had not 

progressed as planned. The 
report commented on the fact that 
the obligation had been idle for 
several years and questioned the 
continued need for the funds. 

The review of operating expense 
obligations was determined to be 
adequate, but there was 
insufficient documentation 
supporting the reviews of 

development assistance projects 
and program development support 
funds obligations. Approximately 
$40,000 of obligations reported in 
these categories were determined 
to be unneeded. 
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Office of Inspector General Audit Reports 
Issued In 1988 as Part of Worldwide Audit 

of Unliguidated Obligations 

Audit Report Title and Number 

Audit of USAID/Dominican 
Republic's Review of Unliguidated 
Obligations, Audit Report 
No. 1-517-89-06, 
December 30, 1988 

Audit of USAID/Indonesia's Policy 
and Procedures for Reviewing 
Unliguidated Obligations, Audit 
Report No. 2-497-89-04, 
November 10, 1988 

Summary 

The audit determined that reviews 
of unliquidated obligations did not 
meet the requirements of the Act 
or A.I.D. regulations. Specifically, 
not all obligations were reviewed 

and there was inadequate 
coordination between the 
Controller's staff and project 
officers in the reviewing process. 

The audit determined that the 
Mission did not conduct a review 
of project assistance obligations at 
fiscal year-end 1987. As a result, 
approximately $1.9 million in 
unliquidated obligations, which 
could have been deobligated, were 
certified as needed. 
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Office of Inspector General Apjdlt Reports 
Issued In lCd8 as Part of Worldwide Audit 

of Unhlquidated Obligations 

Audit Report Title and Number 

Audit of Regional Finance 
Management Center, Nairobi 
Policies and Procedures for 
R eview i nq Unliquidated 

Obligations, Audit Report 

No. 3-615-99-04 

November 3, 1988 

Summary 

Some ongoing reviews of 
unliquidated obligations were 
performed, but a systematic 
process for periodically reviewing 
the continued need for unspent 
funds had not been established. 
Unneeded operating expense 

obligations totalling $229,000 were 
consequently not identified and 

deobligated. 
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AGENCY FOR INTERNATIONAL DEVELOPMENT 
WASHINGTON. DC 20523 

JUN 12 1989 

MEMORANDUM FOR IG/PSA, MERVIN F. BOYER,,Jf / 	 "k 

FROM: 	 PFM/FM, Michael Usnic /'w
 

SUBJECT: 	 Draft Inspector Gene al Report on A.I.D.'s
 
Compliance with Federal Requirements for the
 
Review and Certification of Unliquidated
 
Obligation Amounts
 

We have reviewed the subject report and are in agreement with
 
the recommendations. We share the concern expressed in the
 
report about the validity of our unliquidated obligations and my
 
year-end certification. Therefore, we have taken the following
 
actions:
 

State 166160 (copy attached) was sent to all Mission
 
Controllers instructing them to undertake a
 
comprehensive review of all prior year unliquidated
 
operating expense obligations. The cable included
 
expanded review guidance.
 

I have instructed the FM Policy ana Financial Systems
 
Office to develop a formal directive and guidelines as
 
stated in Recommendation No. 1 covering AID/W and USAID
 
unliquidated obligations.
 

The FM Accounting Division has aeveloped a plan to
 
review AID/W OE and program obligations. This review
 
will be completed by September 30, 1989. This action
 
will include the OE obligations covered in
 
Recommendation No. 2.
 

The FM Loan Division has developed a plan to review all
 
loans with a TDD of December 31, 1988 or earlier. This
 
review will be completed by September 30, 1989.
 

While the audit report j3 accurate in stating that we have not 
conducted a systematic review of unliquidated obligations, it 
does not recognize that significant deobligations have taken 
place. For example, in FY 1987 we deobligated $ 179.9 million 
and in FY 1988 we deobligatea $295.6 million. We believe the 
report should recognize that deobligations have taken place. 

As stated in the draft report, staffing constraints is one of
 
the major reasons comprehensive reviews have not been
 
conducted. These constraints continue to exist both in AID/W
 
and the Missions. While we have initiated actions to address
 



APPENDIX 1
 
Page 2 of 4
 

-2­

the problem, it will not be resolved in the short term.
 
Therefore, it must be recognized that the more resources we use
 
to review unliquidated obligations will mean less resources
 
available to address other financial management issues.
 

Finally, I would, like to express my appreciation to your auait
 
team that conducted this review. Their collaborative style
 
produced a excellent report with recommendations that when fully
 
implemented will enhance the financial management of the Agency
 
funds.
 

Please call Sandy Owens on 32104 if you have any questions.
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APPENDIX 2
 

REPORT DISTRIBUTION No. of Copies 

Assistant to the Administrator for Personnel and
 
Financial Management (AA/PFM) 5
 

Assistant Administrator, Bureau for Africa (AA/AFR) 1
 
Assistant Administrator, Bureau for Asia and Near East
 

(AA/ANE) 1 
Assistant Administrator, Bureau for Food for Peace and 

Voluntary Assistance (AA/FVA) 1 
Assistant Administrator, Bureau for Latin America and 

the Caribbean (AA/LAC) 1 
Assistant Administrator, Bureau for Private Enterprise 

(AA/PRE) 1 
Assistant Administrator, Bureau for Program and Policy
 

Coordination (AA/PPC) 
 1 
Senior Assistant Administrator, Bureau for Science and
 

Technology (SAA/S&T) 
 1 
Assistant Administrator, Bureau for External Affairs (AA/XA) 1 
Office of Finance Management (PFM/FM/CONT) 2 
Office of Legislative Affairs (LEG) 1 
Office of the General Counsel (GC) 1 
PPC/CDIE 3 
IG 
 1 
D/IG 1 
RIG/A/Nairobi 1 
RIG/A/Manila 1 
RIG/A/Cairo I 
RIG/A/Dakar 1 
RIG/A/Tegucigalpa 1 
RIG/A/Singapore 1 
RIG/A/Washington 1 
IG/PPO 2 
IG/LC 1 
AIG/I 1 
IG/ADM/C&R 16 


