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UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT 

OFFICE OF THE REGIONAL INSPECTOR GENERAL 
NYAR UTCA 32 BUDAPEST HUNGARY 1071 

TELEPHONE 36-1-352-8551/8553 
FACSIMILE 36-1 -352 8539 

Report No B-168-99-002-P 
January 22, 1999 

MEMORANDUM 

TO 

FROM 

SUBJECT 

USAIDlBosma-Herzegovma, Crrug Buck" A 0 

RIGlBudapest, James R Borm~. ~ 
Audtt ofUSAIDlBosma-Herzegovma's Budget Support Program for the Repubhka 
Srpska 

Tlus IS our final report on the subject audIt In prepanng the report, we consIdered your comments 
on the draft and mcluded them In AppendIX II The audIt found that, for the Items tested, both the 
Office of the HIgh Representative and USAID/Bosma-Herzegovma ensured that the Intended 
reCIpIents ofUSAID's Budget Support Program actually receIved thelT entitlement 

Tlus report does not contaIn any recommendatIOns, therefore, no actIOn on the report IS reqUIred by 
USAIDlBosrua-HerzegovIna We appreciate the cooperatIOn and asSIstance prOVIded to the audItors 
on thIs aSSIgnment 

Background 

In January 1998, the Repubhka Srpska (Srpska) elected a new government headed by Pnme Miruster 
Mllorad Dodik ThIs government unmedIately took a number of Important steps to Implement the 
Dayton accords and demonstrate a moderate, pro-Dayton attItude As a result, the HIgh 
RepresentatIve for Bosma-Herzegovma appealed to donor countrIes to proVIde $15 milhon In 
Immediate, up-front fiscal support for that government The HIgh RepresentatIve conSIdered thIS 
support cntical for consohdatmg Srpska's new government and for reahzmg the potential the new 
polItical SItuatIOn had to offer 

In March 1998, the Umted States Government deCIded to support the new government of Srpska by 
provIdmg $5 mIllIon to help pay the salarIes of certaIn elIgIble pubbc sector employees such as 
teachers and hospItal workers Inehgible employees mcluded those m the Mmistry of Intenor 
(speCIfically the Srpska polIce force), Mimstry of Defense, and Mimstry ot JustIce Moreover, the 
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funds could not to be used to pay mcome taxes or SOCIal securIty contnbutIOns, such as penSIons and 
health care, and m no case could they be used to pay the salanes of any employees mdicted by the 
InternatIOnal War Cnmes Tnbunal Other donors contnbutmg budget support mcluded the European 
Umon, the Netherlands, Sweden, the Umted Kmgdom, and Canada The grant authonzmg the 
USAID contnbutIOn charged the Office of the HIgh RepresentatIve (OHR) WIth the responsIbIlIty 
for disbursmg the money and overseemg the program 

In Apnl1998, USAIDlBosrua-Herzegovma transferred $5 mllhon to OHR whIch planned to dIsburse 
these funds m a senes of three tranches to the Banjalucka Banka m Srpska-the bank deSIgnated to 
process the funds The BanJalucka Banka was reqUIred to set up a separate account for each Srpska 
Mimstry or Department elIgIble to receIve support Pnor to disbursmg each tranche, the Srpska 
Mimstry of Fmance was to JustIfy to ORR the Srpska request for funds by submIttmg appropnate 
salary mformatIOn from the elIgIble Mmistnes and Departments ORR was to reVIew these 
documents and, If acceptable, authonze payment Once the bank receIved the money and dIstnbuted 
It to the appropnate accounts, the bank could allow the Mmistnes and Departments to make 
WIthdrawals and pay theIr employees Under the terms of the grant OHR had to complete all 
dIsbursements by June 30, 1998, and was expected to audIt each dIsbursement USAIDlBosma­
Rerzegovma retamed authonty to undertake additlonal audIts If conSIdered necessary 

In Apn11998, the USAIDlBosma-Herzegovma MISSIOn DIrector requested RIGlBudapest to reVIew 
USAID's Budget Support Program for the Repubhka Srpska 1 

Audit Objective 

The obJectlve of thIS audIt was to determme IfUSAID/Bosma-Herzegovma and the Office of the 
HIgh RepresentatIve ensured that the mtended reCIpIents of USAID's Budget Support Program 
actually receIved theIr entItlement 

Audit Fmdmgs 

Did USAIDlBosma-Herzegovma and the Office of the High Representative ensure 
that the mtended recIpients of USAID's Budget Support Program actually 
received their entitlement? 

For the Items tested, both the Office of the HIgh Representatlve (OHR) and USAID/Bosma­
Herzegovma ensured that the mtended reCIpIents of US AID's Budget Support Program actually 

I On June 25, 1998, we Issued an mterIm report (No B-168-98-002-S) on the prelIm mary results of our 

review on thIS program 
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receIved theIr entItlement Our concluslOn IS based on the followmg elements (1) reVIew of the OHR 
audIt work and determmatlOn that we could rely on theIr work, (2) aJomt assessment wIth OHR staff 
of one of the three dIsbursement tranches, (3) mtervlews of selected publIc sector recIpIents m 
Srpska, and (4) reVIew of the OHR final report whIch summanzed ItS audIt findmgs, problems 
IdentIfied, and the final financIal posItIOn of the program Details relatmg to these elements are 
descnbed below 

OHR Audit Plan and ImplementatIOn 

To proVIde oversIght of the budget support funds prOVIded by the Umted States Government and 
other donors, the OHR establIshed an mternal audIt team composed of two chartered accountants 
who dIrected the audIt coverage and supervIsed varIOUS asSIstants who carned out much of the 
testmg In additlOn, mdependent observer teams from the European CommunIty Momtonng MISSIon 
also assIsted OHR m gathenng data m Srpska 

The OHR audIt plan was approved by USAIDlBosma-Herzegovma m Apnl 1998, pnor to 
dIsbursement of the first tranche The plan consIsted of pre- and post-dIsbursement phases Dunng 
the pre-dIsbursement phase, the audItors mtended to determme If 

• 
• 
• 

the salary request lIsts from Srpska were accurate and properly documented, 
no mdicted war cnmmals were mcluded on these salary lIsts, and 
the bank processmg these funds had establIshed a separate account for each mmistry 

Durmg the post-dIsbursement phase, the audItors mtended to determme If 

• the net salary total for each mimstry had been depOSIted to the correct bank account, 
• dIsbursements from these accounts were eVIdenced by an authonzed request from the 

responSIble mimstry's casruer, and 
• WIthdrawals from these accounts agreed to the total funds requested 

The audIt plan also reqUired that a Judgmental sample of employees be selected to venfy that the 
employee actually receIved the correct salary 

We reVIewed the OHR audIt work papers for two of the three dIsbursements and satlsfied ourselves 
that the audItors properly executed the audIt plan For example we found that OHR audItors ensured 
that a complete lIst of names and pertment salary mformatlOn had been obtamed from all Mimstries 
and Departments authonzed to recelVe budgetary support from USAIDlBosma-Herzegovma OHR 
audItors then reVIewed the lIst of names to ensure that no mdicted war cnmmals were mcluded on 
them In addItIOn, OHR audItors ensured that separate bank accounts had been establIshed for 
USAIDlBosma-Herzegovma funds and that only Srpska Mimstnes wruch qualIfied under the terms 
of the grant were approved for budgetary support 
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JOint RevIew of Second Tranche DIsbursements 

In early June 1998, a Jomt OHR-RIGlBudapest team tested the second tranche payment at the 
BanJalucka Banka m Srpska Dunng these tests, the team 

• traced the flow of funds from the correspondent bank m Frankfurt, Germany to the 
BanJalucka Banka, and then to each Mimstry's special account number for tlus program, and 

• venfied eVIdence of eIther (l) the receIpt of these funds by a gIVen Mimstry's cashIer or (2) 
the transfer of these funds to regIOnal banks located closer to the offices deSIgnated to receIve 
budget support 

As a result of thIS assessment, the team concluded that the process and documentatIOn supportmg 
the transfer of funds from the correspondent bank to the deSIgnated cashIers or regIOnal banks were 
acceptable for thIS tranche 

IntervIews WIth PublIc Sector ReCIpients 

Also m June 1998, the Jomt OHR-RIGlBudapest team mterviewed 109 publIc sector employees of 
the Srpska to test whether the deSIgnated Budget Support Program reCIpIents actually receIved theIr 
entItlement for March and Apnl, 1998 (the months covered by tranches 1 and 2) We found that all 
109 mdividuais eIther receIved theIr salary for March and Apnl or, m the case of a few Apnl 
payments, were confident they would soon get the money Consequently, we concluded that 
mdIVIduals receIved theIr correct salarIes from tranches 1 and 2 

In October 1998, RIG/Budapest analyzed the results of OHR audItors' mterviews of an addItIOnal 
615 pubhc sector employees to test whether the deSIgnated reCIpIents actually receIved theIr 
entitlement for March through June 1998 (the months covered by all three tranches) ReCIpIent 
testmg covered most parts of Srpska and employees from most of the government agencIes that had 
receIved funds We found that the audItor mterviews supported that the mtended reCIpIents had 
receIved theIr appropnate salary payment 

One mmor problem was noted by OHR audItors when one agency pmd salanes for the month of May 
III YugoslavIan Dmars mstead of the agreed upon Konvertible Mark (the new currency m Bosma) 
ThIS exceptIOn was due to a delay III receIpt of the new Konvertible Mark The agency has smce 
pmd the salarIeS for a subsequent month m Konvertible Marks 
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Review of OHR final report 

OHR Issued a final report dated October 17, 1998 whIch summarIzed Its audIt findmgs, problems 
IdentIfied, and the final financIal posItIOn of the program The report provIded an audIt opmIOn on 
the pre- and post-dIsbursement phases of the program statmg 

• From a pre-dIsbursement standpomt, payroll mformatIOn was sufficIent to allow OHR 
audItors to check on the reasonableness of salarIes on an mdIvldual and on an mstltutIOnal 
level A complete check of names was made by the audItors m order to ensure that no 
payments were made to mdividuais accused of war CrImes 

• Post-dIsbursement testmg was satIsfactOrIly completed by OHR audItors and no materIal 
errors were found The audItors noted that the finanCIal records provIded by Srpska and the 
banks mvolved m funds dIstrIbutIOn presented a fair and true VIew of the transactIOns m thIS 
program IndIVIdual benefiCiarIes mterviewed throughout Srpska confirmed that approprIate 
payments had been made In all cases tested, no materIal errors or omISSIOns were found 

The report concluded that the program had been completed m accordance WIth the proVISIOns of the 
exchange of letters between the HIgh RepresentatIve and USAID 

ConclUSIOn 

Based on our reVIew and testmg of OHR's audIt work and ItS final report, we belIeve that, for the 
Items tested, both USAlDlBosma-Herzegovma and OHR ensured that the mtended reCIpIents of 
USAlD's Budget Support Program actually receIved theIr entItlement 

Management Comments and Our Evaluation 

USAlDlBosma-Herzegovma offiCials agreed With the content of the report and theIr comments are 
mcluded as AppendIX II to thIS report In ItS response, USAlDlBosma-Herzegovma noted the 
Importance of the budget support program m meetmg polItIcal objectIves m Bosma and stated that 
the comprehenSIve and tImely IG reVIew of USAID's participatlOn m the program prOVIded 
assurances that USAID funds were used as mtended 

5 



• 

• 

• 

• 

• 

• 

• 

Scope 

Scope and 
Methodology 

AppendIx I 
Page 1 of2 

The Office of the RegIOnal Inspector General/Budapest conducted an audIt of USAIDlBosma­
Herzegovma's Budget Support Program for the RepublIka Srpska (Srpska) m accordance wIth 
generally accepted government audItmg standards We conducted the audIt from May 12 to October 
23, 1998, at the USAIDlBosma-Herzegovma and the Office of the HIgh RepresentatIve (OHR) 
offices m Sarajevo We also mterviewed program reCIpIents m eIght dIfferent localItIes scattered 
across Srpska 

Methodology 

AudIt methodology mcluded file reVIews, mterviews, field VlSltS and data analYSIS We revIewed 
the Grant Agreement Between the HIgh RepresentatIve for Bosrua-Herzegovma and the Umted 
States of Amenca for the Budget Support Program to determme program ObjectIves and restnctIOns, 
and OHR's audIt plan to detennme the extent of our testmg We also relIed extenslvely on the work 
of the OHR audltors to answer our audlt obJectlve 

Regardmg our relIance on the OHR audltors, we satIsfied ourselves as to the completeness of thelr 
work and then competence and obJectlvlty by focusmg on four mam tasks (1) revIewmg the OHR 
audIt plan and lITlplementatIOn, (2) aJomt reVIew Wlth OHR of the accountmg for the second tranche 
payment, (3) a Jomt assessment wlth OHR of whether Srpska publIc sector employees actually 
recelved theIr salanes, and (4) reVlew of the OHR final report 

WIth respect to the first task, we revIewed the ORR audIt plan and workpapers to determme lfthe 
plan was adequate and properly lmplemented and If the workpapers were a falr presentatIOn of the 
work performed We revIewed OHR's audIt work on the first and thrrd tranches In addItIOn to our 
Jomt mtervlews mentIOned below, we analyzed the results of OHR audItors' mtervlews of an 
addItIOnal 615 publIc sector employees to test whether the deSIgnated reCIpIents actually receIved 
thelr entItlement for March through June 1998 (the months covered by all three tranches) 

WIth respect to the second task, a Jomt reVIew m June 1998, an OHR-RIGlBudapest team exammed 
the second tranche payment at the Srpska bank responsIble for processmg these payments to trace 
the flow of funds and exammed documentatIOn for elther the receIpt or transfer of program funds 
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Appendn: I 
Page 2 of2 

WIth respect to the thIrd task, a Jomt assessment m June 1998, an OHR-RIG/Budapest team 
Judgmentally selected and mtervlewed 109 publtc sector employees m Srpska to test whether the 
desIgnated reCIpIents of US AID's Budget Support Program actually receIved their entItlement for 
March and Apnl, 1998 (the months covered by tranches 1 and 2) The employees we selected to 
mterview m our Judgmental sample were concentrated m the more "hard core" areas, such as the 
former stronghold of the Bosman Serbs m Pale and ItS enVIrons In addItIon, we mcluded employees 
from some of the more out-of-the-way areas, such as Foca and Visegrad 

WIth respect to the final task, a reVIew ofthe OHR final report, we exammed the report to determme 
the concluslOns of the OHR audItors 
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Appendix II 

United States Agency for International Development 
Sarajevo, BosnIa-Herzegovma 

'******1 ....... ,. 
Date December 21, 1998 

To James R Bonnell, RIGIAIBudapest 

From Ema Kerst, Actmg DIrector lsi 

MEMORANDUM 

Subject Draft AudIt Report of USAIDlBosma-Herzegovma's Budget Support Program for 
the RepublIc Srpska 

We have reViewed the subject draft audIt report and note that no problems were uncovered wIth 
ImplementatlOn of the program We were extremely pleased With the work of the RIG audIt team 
m thIs actIVIty and fully appreciate the RIG's WIllmgness and responSIveness to reView thIs program 
m a very short tIme frame The IG coverage of tills program also helped gam CongresslOnal 
approval for USAID' s participatlOn m the overall program 

ImplementatIon of the Dayton Peace Accords IS the paramount goal ofUSG mvolvement m Bosma 
USAID participatlOn m tills one-tIme budget support program was an Important step m meetmg our 
polItIcal objectIve of helpmg support moderates who want to work WIth the IntematlOnal 
Commumty, partIcularly With tmplementmg the Accords The USG asSIstance prOVIded under thIS 
program strengthened Pnme Mlntster Dodik and the polICIes of moderatlOn he Implemented upon 
the mstallatIon of ills government m the Repubhka Srpska (RS) These funds were used to asSISt the 
Repubhka Srpska Government meet short-term revenue shortfalls One of the mam reasons for the 
shortfalls was that economIC recovery had faIled to matenalize m the RS due to the absence of donor 
funds due to the refusal of the prevlOUS Government to cooperate m the tmplementatlOn of the 
Dayton Peace Accords Tills program helped the Dodtk Government by gIvmg It cntIcal tIme needed 
to strengthen ItS cash pOSItIOn and keep essentIal RS Government servIces operatIonal 

The comprehensIve and tImely RIG reView of our partICIpatIOn m tills program proVIded assurances 
that our funds were used as mtended to help meet tills cntIcal goal 

USAIDlBosma-Herzegovma, AmEmbassy Sarajevo, Dept Of State, Washmgton DC 20521-7130 
Phone Number 387-71-66-79-00 


