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memorandum 
RegIOnal Inspector General 

Pretoria 

FOR USAID/SOUTH AFRICA DIRECTOR, 

FROM RegIOnal Inspector GenerallPretona, Josep 

Apnl 15, 1999 

SUBJECT AudIt ofUSAID/South AfrIca's FIscal 1998 Year End FmancIaI Data, 
Report No 4-674-99-002-F 

ThIs memorandum IS our report on the AudIt ofUSAID/SouthAfnca' S FIscal 1998 Year End 
Fmancial Data We have consIdered your comments on the draft report and have mcluded 
them m theIr entIrety m AppendIX II The report contams one recommendatIOn Based on 
your comments, we belIeve that a management decIsIon has been reached on thIS 
recommendatIOn Please adVIse the Office of Management Plannmg and InnovatIOn 
(MlMPI) m Washmgton when final actIOn IS complete so that It may be recorded 

I appreciate the cooperatIOn and courteSIes extended to my staff dunng the audIt 

Summary of AudIt FIndIngs 

Our audIt of the MISSIOn's 1998 fiscal year end financial data focused on determmmg 
whether the MISSIOn's finanCIal data was adequately supported and accurately recorded and 
reported under the followmg five accountmg processes (1) processmg of dIsbursements, (2) 
accruals, (3) project advances, (4) preparatIOn of the U-101 Report, and (5) performance of 
the monthly 1221 reconcIlIatIOn In reVIewmg each of these areas, we exammed the 
procedures and controls m place and determmed that they were generally operatmg 
effectIvely We also tested a sample of financial transactIOns and venfied that these 
transaCTIons were adequately supported and accurately recorded m the MIssIOn's ACCOuntlllg 
and Control System (MACS) The audIt noted, however, that the MISSIon was not 
adequately followmg up and addressmg outstandlllg 1221 reconcIlmg Items m a tImely 
manner causmg a backlog of uncleared reconcIlmg Items to develop ThIS findlllg IS 
dIscussed m further detaIl m the body of thIS report The report contallls one audIt 
recommendatIOn mtended to address thIS problem 
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Background 

Begmmng m fiscal year 1996, the Government Management Reform Act reqUIred federal 
agencIes to prepare consolIdated financial statements each year covermg all of then accounts 
and associated actIvItIes These finanCial statements are mtended to not only report the 
finanCial positlOn and results of operatlOns of the agenCIes, but also to proVIde further 
mformatlOn allowmg Congress and the publIc to assess management performance and 
stewardshIp of agency resources As a result of thIS legislatlOn, the U S Agency for 
InternatlOnal Development's (USAID) management IS reqUIred to compIle USAID-wlde 
finanCial statements and supplemental mformatlOn USAID prepared ItS first consohdated 
finanCIal statements covenng all of ItS accounts and actIVItIes m fiscal year 1996 For fiscal 
year 1998, audIted finanCial statements are to be submItted to OMB by March 1, 1999 

In compIlmg these finanCial statements, USAID mcorporates finanCial data transmItted by 
ItS 36 accountmg centers spread around the world and relIes on the systems m place at each 
of these centers to ensure that the data IS accurate and relIable Pnor audIt reports, however, 
have IdentIfied a number of materIal weaknesses m USAID' s eXlstmg accountmg systems 
In additlOn, USAID management has reported systems weaknesses m ItS fiscal year 1997 
FMFIA report, weaknesses WhICh mcluded the need for an effectIve, mtegrated finanCial 
management system, lack of up-to-date reconCIlIatIOns, and the absence of documented, 
standardIzed finanCial management pohcles and procedures 

ThIS audIt was conducted by RIGlPretona as part of a USAID-wide audIt led by the OIG 
Office of FmancIaI AudIts m Washmgton to audIt USAID's fiscal year 1998 finanCial 
statements pnor to theIr submISSIOn to OMB In audItmg these finanCial statements, the 01 G 
performed a reVIew of the USAID' s finanCIal controls related to the MISSIOn Accountmg and 
Control System (MACS), whIch mcluded testmg sampled finanCial transactlOns, to ensure 
that the year end finanCial data reported through MACS was accurate and relIable ThIS 
reVIew was performed both at USAID/Washmgton and at ten randomly selected overseas 
misslOns mcludmg USAID/South AfrIca 

Audit ObjectIve 

ThIs audIt mvolved a reVIew ofUSAID/South AfrIca's year end finanCial data for fiscal year 
1998 and was deSIgned to answer the followmg questlOn 

Was USAID/South Africa's year end finanCIal data accurately stated and 
adequately supported under the followmg processes disbursements, accruals, 
project advances, U-101 reportmg, and the 1221 reCOnCIlIatIOn? 

AppendIX I proVIdes a complete dISCUSSIon of the scope and methodology for thIS audIt 
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AudIt FIndIngs 

Was USAID/South AfrIca's year end financIal data accurately stated and 
adequately supported under the followmg processes. dIsbursements, 
accruals, project advances, U-101 reportmg and the 1221 reconcIlIatIOn? 

USAID/South AfrIca's year end financial data relatmg to dIsbursements, accruals, project 
advances, U-101 reportmg and the 1221 reconCIlIatIOn was determmed to be accurately 
stated and adequately supported wIth respect to the Items tested 

In revIewmgthe accuracy of the financial data, we performed tests on a statlstlcal sample of 
financial transactIOns under each of the five accountmg processes These tests mcluded 
checkmg transactIOn data recorded m the MISSIon Accountmg and Control System (MACS) 
agamst appropnate supportmg records as well as other tests to ascertam whether proper 
procedures were bemg Implemented and adequate controls were m place m processmg these 
transactIOns Based on the results of these tests, we were able to venfy the followmg for the 
Items tested under each area 

Processmg Vouchers (DIsbursements) 

~ dIsbursements were accurately recorded m MACS and supported WIth adequate 
supportmg documentatIOn contamed m the payment files, 

~ dIsbursement vouchers were bemg processed m a tlmely manner, and 

~ none of the dIsbursements tested represented duplIcate payments 

Accruals 

~ accruals were estImated based on aJomt SO and Controller Office reVIew, 

~ accruals were bemg reVIewed by the SupervISOry Accountant who cross-checked 
thIs data to the appropnateMACS report to ensure that (l) accruals were accurately 
mput mto MACS and (2) accruals dId not cause balances to exceed authonzed 
commItment levels, and 

~ accruals were not posted to MACS untll after all dIsbursements had been recorded 
at the end of the quarter 

Project Advances 

~ project advances were admmistratIvely approved by the project officers, 

~ project advances were reVIewed and processed by the Voucher Exammers, and 
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.. project advances were certIfied for payment by the CertIfymg Officer 

U-l 0 1 Reportmg 

.. data reported m the U-l 0 1 report was generally accurate, relIable and supported by 
data contamed m related MACS reports and other MISSIOn and USDO records 

1221 ReconCIlIatIOn 

.. the monthly reconcIlIatIOn was properly performed and an accurate IIstmg of the 
outstandmg reconcIhng Items under each appropnatIOn was bemg mamtamed 

Our reVIew, however, noted that whIle the MISSIOn mamtamed an accurate lIstmg of ItS 
outstandmg (uncleared) 1221 reconcIlmg Items, the MIssIOn was not adequately followmg 
up on these reconclhng Items to ensure that they were addressed m a tlmely manner 

MISSIOn Needs to Improve Its Follow up on Outstandmg 1221 ReconcIlmg Items 

USAID finanCIal management gUIdance reqUIres overseas mISSIOns to reconcIle theIr 
monthly dIsbursement records to the payments made on the mIssIOns' behalf as reported by 
the U S Disbursmg Offices (USDOs) overseas and the Treasury RegIOnal Fmance Centers 
m the Umted States The gUIdance also reqUIres mISSIons to follow up on any cumulatlve 
reconcIlmg Items that rem am unreconcIled (1 e , outstandmg) and are not cleared wlthm two 
months to ensure accountablhty over each MISSIOn's cash reconcIlIatIOn Our reVIew, 
however, dIsclosed that USAID/South Afnca contmues to expenence problems m not 
followmg up and clearmg ItS outstandmg reconcIlmg Items m a tImely manner 

The Controller's Office CIted thIS as a control weakness m a self assessment done m 1997 
and acknowledged that the problem stIll eXIsts An offiCIal m thIS office attnbuted the 
problem, m part, to staff not allocatmg tIme to followmg up and addressmg the outstandmg 
reconcIlmg Items each month We venfied thIS durmg our field work and noted, among 
other thmgs, that staff were not meetmg on a monthly baSIS as mstructed to dISCUSS and 
deCIde whIch cumulatIve reconcIlmg Items to follow up on We also noted that the 
Controller's Office was not adequately momtonng the status of thIS work to ensure that It 
was bemg done m a tImely manner ThIS has led to staff assIgnmg a low pnonty to the 
reVIew of outstandmg reconcIlmg Items As a result, the MISSIOn's backlog of cumulatIve 
reconCIlIng Items has mcreased substantlally dunng the fiscal year as eVIdenced by the 
results of our analYSIS whIch showed the number and absolute dollar amount of reconcIlmg 
Items mcreasmgfrom 131 Items ($699,588)m October 1997 to 460 ($1,257,607) m August 
1998 As of September 30, 1998, the MISSIOn had a total of 344 unreconcIled Items valued 
at $2,312,894 and broken down as follows 
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Breakdown ofUSAID/South AfrIca's Outstandmg Reconclhng Items 
as of September 30, 1998 

No of Dollar Value 
Age Items (Absolute value) ~ 

Over 2 years 44 $242,150 10% 
1 to 2 years 46 $86,898 4% 
6 mo to 1 yr 60 $87,034 4% 
2 mo to 6 mo 43 $697,787 30% 
Under 2 mos 151 $1.199,025 52% 

Totals 344 $2,312,894 100% 

As mdicated m the chart above, nearly half of the $2 3 mIllIon m cumulatIve reconcIlmg 
Items have remamed outstandmg for over two months and, m some cases, for over two years 
To address thIS problem and reduce the MIssIOn's backlog of outstandmgreconctlmgltems, 
the Controller's office needs to reqUIre ItS staff to reVIew outstandmg reconcIlmg ltems on 
a monthly baSIS whIle provIdmg mcreased oversIght over thIS task to ensure the reconcIhng 
Items are cleared, or at least, addressed m a tImely manner 

Based on the above dIscussIOn, we are maktng the followmg recommendatIOn 

Recommendation No. 1: We recommend that USAID/South Africa 
establish procedures to ensure that outstandmg reconcIlmg Items ale 
reviewed and addressed In a tImely manner 

Management Comments and Our EvaluatIOn 

In respondmg to our draft audIt report, the MISSIon concurred With the audIt findmg and 
recommendatIOncontamed m the report and furnIshed RIGlPretona WIth a memo outlmmg 
addItIonal procedures to be Implemented by the Controller staff m order to address the 
recommendatIOn These mcluded procedures reqUITIng staff to reVIew a certam number of 
outstandmg reconcIlIng Items each month m order to reduce the MISSIOn's backlog The 
MISSIOn also planned to develop a system for trackmg the status on these reconcIlmg Items 
as they are assIgned to allow for closer momtonng and ensure that cumulatIve reconcIhng 
Items are revIewed and addressed m a more tImely manner m the future Based on the 
MIssIOn's comments and the actIOns It has taken to address the recommendatIon, we beheve 
that a management deCISIOn has been reached on RecommendatIOn No 1 

The complete text of the MISSIOn's comments IS mcluded m AppendIX II 
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Scope 

SCOPE AND 
METHODOLOGY 

APPENDIX I 
Page 1 of2 

We audIted USAID/South AfrIca's 1998 fiscal year end financIal data m accordance wIth 
generally accepted government audItmg standards ThIs audIt was conducted by 
RIG/Pretona as part ofa USAID-wlde audIt led by the OIG Office of FmancIaI AudIts m 
Washmgton to audlt USAID's fiscal year 1998 financIal statements In audItmg these 
finanCial statements, the OIG performed a reVIew of the USAID's finanCIal controls related 
to the MISSlOn Accountmg and Control System (MACS), whIch mcluded testmg a statIstIcal 
sample of transactlOns, to ensure that the year end finanCial data reported through MACS was 
accurate and relIable ThIS reVIew was performed both at USAID/W and at ten randomly 
selected overseas miSSlOns mcludmg USAID/SouthAfnca ThIS report deals solely WIth the 
results of our audIt at USAID/South Afnca 

The audIt focused on revIewmg finanCial data generated under the followmg five processes 
1 ) dIsbursements 
2) accruals 
3 ) project advances 
4) U-I01 reportmg 
5 ) 1221 reconcIlIatIOn 

In revIewmg these processes, we selected statlstlcal samples from the MISSIOn's MACS 
transactIon files for testmg to determme whether the transactIOns were accurately stated and 
adequately supported 

The audIt covered accountmg entrIes processed by the MISSlOn dunng fiscal year 1998 and 
mcluded a reVIew of the procedures and controls m place at the tlme of our field work Our 
fieldwork was conducted at the USAID/South Afnca Controller's Office m Pretona, South 
AfrIca from September 8, 1998 through December 15, 1998 
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Methodology 

Our audIt objectIve was to determme IfUSAID/South AfrIca's year end data balances for 
fiscal year 1998 was accurately stated and adequately supported under the followmg five 
processes processmg of dIsbursements, accruals, project advances, U-l 0 I reportmg and the 
1221 reconcIlIatIOn 

To accomplIsh thIS audIt objectIve, we mitIally conducted mterviews WIth offiCIals at 
USAID/South AfrIca, pnncipally m the Controller's Office, to gam an understandmg of the 
MIssIOn's eXIstmg procedures and controls covenng each of the above five processes Our 
reVIew of these processes also mcluded tests mvolvmg statistical samples usmg stratIfied 
samphng methodology where we randomly selected finanCial data from the MACS 
transactIOn files The selected data was then checked agamst approprIate supportmg records 
to verIfy whether the data was accurate and adequately supported as well as to determme 
whether proper procedures were bemg Implemented m processmg these transactIOns 
Processes found to have data transactIOns WIth an error rate up to 5 percent were conSIdered 
accurate for reportmg purposes Error rates exceedmg 5 percent were conSIdered sigruficant 

We also obtamed WrItten representatIOns from cogruzant MISSIOn offiCIalS for all essentIal 
assertIOns relatmg to the audIt ObjectIve 
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APPENDIX II 
Management Comments 

memorandum 

PATE 2/25/99 

TO Jose~h ~arlnella Reglonal Inspector General/Pretorla 

nmu * 

~OM W~ll~am S Rhodes, Ml~Slon D~rector USAIO/Pretorld ~~~ 

SU~T Aud~t of USAIO!South Afr~ca'B Flscal 1998 Year End 
FInanCIal Data Report NQ 4-674-~~-002·F 

We nave receIved the draft report sUmmar~%lng the results of 
the sUb)@ct aud~tp whLch lnvolved a reVIew of the Mlsslon 
AccountIng and Control Sy~tern(MACS) processes w@ concur 61th 
the s~ngle recommendatlon that OSAID/South Afr~ca e5t~bl~5b 
procedure5 to eneure that outstandlng reconclllng 1tems are 
reviewed and addressed ~n a t~mely m~nner In ~eeponee to 
thIS report the Cont~oller ~ offIce has establIshed such 
procedures, a copy of WhICh has been prov~ded to 1QU We, 
therefore ~re reque~tlng tha~ you conslder that a management 
deCISlon has been made for thIS flndlng 

Thank you 

Drafter Rob~ Jacobo, USAlD/'retor,a Controller 
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