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MEMORANDUM ~ M/AA Terrence J Brown 

fo-~.c:~ 
FROM AIG/A Toby L Jarman 

SUBJECT AudIt Report of US AID's SectIOn 620(q) and Brooke Amendment 
VIOlatIOns Involvmg IndonesIa AudIt Report No 0-000-99-007-F 

ThIS memorandum IS our audIt report on USAID's VIOlatIOn of SectIOn 620(q) of the 
ForeIgn AssIstance Act and the Brooke Amendment mvolvmg IndonesIa In response to 
your request dated September 1 1999, we have conducted a lImIted scope audIt of the 
US Agency for InternatIonal Development's (USAID) procedures for reportmg 
VIOlatIOns of the SectIOn 620(q) of the ForeIgn AssIstance Act and SectIOn 512 of the 
ForeIgn OperatIOns Act of 1999, referred to as the Brooke Amendment 

We made four recommendatIOns for management to consIder We have evaluated your 
comments for each recommendatIOn Based on our evaluatIOns we accept management 
deCISIons for audIt recommendatIons No 1, 2, and 3 Based on reported actIOns 
concernmg audIt recommendatIOn No 4 we belIeve that the management deCISIon was 
made and a final management actIOn was taken on thIS recommendatIOn Your comments 
are mcluded as AppendIX II of thIS report 

WhIle the report's recommendatIOns are focused on the CIrcumstances surroundmg the 
SectIon 620( q) and Brooke Amendment VIOlatIOns and theIr consequences USAID 
managers need to conSIder them m the greater context of Improvmg USAID s overall 
finanCIal and loan program management enVIronment When Implemented, the 
Improvements mcluded m thIS report WIll help ensure that USAID correctly reports 
countnes that are delmquent m repaymg theIr loans, and avert future VIOlatIOns of SectIOn 
620(q) of the ForeIgn ASSIstance Act and the Brooke Amendment ofUSAID's annual 
appropnatIOn act 

The mtent of thIS report was to present these Issues to you as early as pOSSIble so that 
your managers can Implement tImely correctIve actIOns The recommendatIOns mcluded 
herem WIll be followed up dunng our audIt of US AID's 1999 finanCIal statements Also 
we mtend to perform addItIonal audIt work on the Loan Accountmg and InformatIon 
System to determme If there were any other VIOlatIOns, whIch should have been reported 

I would lIke to express my smcere appreCIatIon for the courteSIes extended by your staffs 
to the audItors 

1300 PENNSYLVANIA AVENUE NW 

WASHINGTON DC 20523 



BACKGROUND 

The Umted States makes loans to many countnes throughout the world Countnes are 
expected to repay the pnnciple and mterest, as specIfied m the loan agreement If a 
country falls to pay eIther the pnnciple or mterest withm schedule specIfied m a loan 
agreement certam legIslatIve sanctIOns are to be enforced ThIs report covers legIslatIve 
sanctIOn specIfied m SectIon 620 (q) of the ForeIgn AssIstance Act of 1961, as amended 
(F AA) and the Brooke Amendment Also, thIS report covers the ForeIgn OperatIOns 
Export Fmancmg and Related Programs AppropnatIOns Act of 1999 (appropnatIOns act) 
as It effects these legIslatIve sanctIOns 

SectIOn 620( q) of the (FAA), as amended, 22 USC 23 70( q) provIdes that FAA 
assIstance shall not be furnIshed to any country whIch IS m default for a penod of SIX 
months or more on the pnnclpal or mterest on any loans made by the Umted States under 
the FAA Defaults meetmg thIS cntena are referred to as bemg under "SectIon 620( q) 
restnctIOns ThIS sectIon proVIdes that unless a country meets ItS oblIgatIOns under the 
loans or the PreSIdent determmes that aSSIstance to such country IS m the natIOnal mterest 
to Waive SectIOn 620( q), USAID may not furnIsh any aSSIstance under the programs 
authonzed by the FAA Accordmg to USAID General Counsel, sectIOn 620( q) applIes to 
only new oblIgatIOns The SectIOn 620(q) restnctIOn does not reqmre termmatIOn of 
eXlstmg oblIgatIOns If USAID establIshes new oblIgatIOns for aSSIstance to a country 
whIle It IS under 620(q) restnctIOns, a 620(q) vIOlatIOn has occurred The FAA reqUIres 
that If the PreSIdent determmes that It IS m the natIOnal mterest, SectIOn 620( q)' s 
restnctIOn may be Waived and appropnate notIficatIOn must be proVIded to the Speaker of 
the House of RepresentatIves and the Chairman of the Senate CommIttee on ForeIgn 
RelatIOns The PreSIdent has delegated the authonty to approve Waivers to the Secretary 
of State 

SectIOn 512 LzmltatlOn on Asszstance to Countrzes In Default of the ForeIgn OperatIOns 
Export Fmancmg and Related Programs AppropnatIOn Act of 1999, (' appropnatIOns 
act") proVIdes that no part of any appropnatIOn contamed m the appropnatIOn act shall be 
used to furnIsh aSSIstance to a country that IS m default for 12 or more months m payment 
of prmcipal or mterest on any loan made by the Umted States under programs for whIch 
funds are appropnated under the Act Defaults meetmg thIS cntena law are referred to as 
bemg under "Brooke Amendment" restnctIOns Accordmg to a USAID General Counsel 
representatIve, the Brooke Amendment, lIke sectIOn 620 (q) applIes only to new 
oblIgatIOns and does not reqmre termmatIOn of eXlstmg oblIgatIOns Because It applIes to 
all appropnatIOns m the appropnatIOns act, the Brooke Amendment applIes to a number 
of programs that are authonzed for federal agenCIes other than USAID SImIlar to 
defaults under SectIOn 620( q) there can be a Waiver to the restnctIOns mandated by the 
Brooke Amendment However, unlIke the Waiver authonty from SectIOn 620( q), the 
Waiver authonty for Brooke Amendment restnctIOns has been reserved for the PreSIdent 

In addItIon there are a number of notwithstandmg authonties m the FAA and 
appropnatIOns act that permIt the furnIshmg of aSSIstance notwithstandmg prohIbItIOns on 
aSSIstance mcludmg 620 (q) and the Brooke Amendment 
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SectIOn 522 of the Omnibus ConsolIdated and Emergency Supplemental AppropnatIOns 
Act of 1999 Chlld Sw vlval AIDS and Othel ActlVltres provIdes up to $10,000,000 of 
the funds for famIly planning, health chIld survIval baSIC educatIOn, AIDS and other 
infectIOus dIseases These funds may be used to reImburse United States Government 
agenCIes agencies of State governments, instItutIOns of hIgher learning, and prIvate and 
voluntary organiZatIOns for the full cost Incurred These funds were made aVailable for 
chIld survIval actIVItIes or dIsease programs, including actIVItIes relating to research on 
and the preventIon treatment and control of, acqUIred Immune defiCIency syndrome rna) 
be made avaIlable notWIthstanding any proVISIons of law that restncts aSSIstance to 
foreIgn countnes ThIS Act proVIded further that funds appropnated, which are made 
avaIlable for famIly planning actIVItIes may be made aVailable notWIthstanding sectIOn 
620(q) of thIS Act and sectIOn 512 and the Brooke Amendment 

SectIon 540 (b) of the Omnibus Consolidated and Emergencv Supplemental 
AppropnatIOns Act of 1999, Speczal AuthOlllles prOVIdes that funds prOVIded to carry 
out the prOVISIOns of sectIOns 103 through 106 of the ForeIgn ASSIstance Act (FAA) of 
1961 may be used notWIthstanding any other proVISIOns of law, for the purpose of 
supportmg tropical forestry and bIOdIversIty com,ervatIOn actIVItIes 

AUDIT OBJECTIVES 

The followmg are the audIt objectIves for thIS audIt 

1 Were the Procedures for Reportmg a SectIOn 620(q) and/or a Brooke 
Amendment VIOlatIOn Followed by the Office of Fmanclal Management? 

2 Were OblIgatIOns Made for ActiVIties Despite Payment DelInquenCies That 
Called For Enforcmg SectIOn 620(q) and Brooke Amendment Restrictions for 
the Government of IndoneSIa? 

3 Does the Loan-Servlcmg Contract With the Riggs National Bank Contam 
Procedures To Reduce to a Low-Level Risk the Conditions That Contributed to 
the SectIOn 620(q) and Brooke Amendment VIOlatIOns 

4 Old USAID Comply With SectIOn 620(q) And Brooke Amendment Legal And 
Regulatory Reportmg ReqUIrement? 

Because of the urgency for thIS report, the scope was hmIted See AppendiX I for a 
dISCUSSIon of the scope and methodology for the audIt 
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AUDIT FINDINGS 

1 Were the Procedures for Reportmg a SectIOn 620(q) and/or a Brooke 
Amendment VIOlatIOn Followed by the Office of FmancIaI Management? 

The Office of Fmanclal Management did not follow the procedures for reporting a 
SectlOn 620(q) and/or a Brooke Amendment vIOlatIOn Matenal mternal control 
weak.nesses In USAID's procedures for prepanng the monthly SectIon 620(q) and Brooke 
Amendment vIOlatlOn reports resulted m a fmlure to accurately report the dehnquent 
status of certam loans to the Government of Indonesia AdditIOnally mformatlOn about 
the delmquency status was not provided to the appropnate program officials to prevent 
vIOlatlOns ofrestnctlOns of both SectlOn 620(q) and the Brooke Amendment 

Each month, In the Office of FmancIaI Management's Loan Management DIVISIOn a loan 
servlcmg team leader distnbutes a monthly dehnquency report to each loan analyst for 
venficatIOn The dehnquency report was generated by the Loan Accountmg and 
InformatIOn System (LAIS) Each of the DIVISIOn's loan analysts reViews the system­
generated dehnquency report and makes any appropnate changes and notatIOns when 
reportable SectIOn 620( q) and Brooke Amendment vlOlatIOns eXist for the reporting 
penod After the loan analysts complete theIr analyses, the system-generated 
delinquency report IS returned to the team leader who reVIews the loan analysts' changes 
and notatIOns and develops the offiCIal Loan Management DIVISIOn dehnquency report 
for the month The dehnquency report dIscloses those countnes, WhICh have potential for 
bemg placed under the 620(q) sanctlOns and/or where the SectIOn 620(q) and Brooke 
Amendment restnctlOns should be enforced For those countnes whIch have potential 
for bemg placed under the 620(q) sanctIOns, USAID reqUIres that a 45-day notice be sent 
to the borrower 

Dunng the thIrd and fourth quarters of FIscal Year 1999 the Loan Management DIVlSlOn 
staff dId not conSIstently follow the procedures noted above We noted that 

• USAID's loan analyst for the IndoneSIan loan portfoho dId not send the 
Government oflndonesla the offiCial 45-day notIce of ItS potentIal SectIOn 620( q) 
and Brooke Amendment restnctlOns 

• USAID's loan analyst for the IndoneSIan loan portfoho dId not properly report 
IndoneSIa's dehnquency status durmg the penod of February 9, 1999 through 
August 9, 1999, even though the reqUIred prmclpal payments for a loan was not 
receIved on August 8 1998 Durmg thIS penod, SectlOn 620( q) restnctlOns 
should have been enforced for IndoneSIa The analyst faIled to correctly report 
IndoneSIa's default status through August 1999 on the delmquency report By 
August 9, 1999, the Government of IndoneSIa was stIll m arrears on ItS pnnclpal 
payments and a Brooke Amendment restnctlOn should have been enforced 

• The loan servlcmg team leader responsIble for revlewmg SectIOn 620( q) and 
Brooke Amendment restnctIons indIcated by the monthly LAIS report did not 
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valIdate the loan analyst's deCISIons on reportmg the dehnquency status for 
IndonesIa The delmquency report sImply noted that the Government of 
IndoneSIa had requested a loan reschedulmg that was pendmg The report dId not 
mdicate that (l) SectlOn 620(q) or Brooke Amendment restnctlOns should be 
enforced and (2) USAID program officials should not be mak.mg new oblIgatIOns 
after Februarv 8, 1999 WIthout first obtammg appropnate watvers 

• The Deputy DIrector of the Loan Management DlvislOn approved the delmquenc\ 
WIthout ensurmg that It was accurate 

• On August 31 1999, a USAID offiCial mformed the government that under 
Umted States law (The Brooke Amendment) additlOnal oblIgatIOns may not be 
mcurred untll amounts past due for more than one year were patd 

• USAID receIved confirmatlOn on September 2 1999, that the Government of 
IndoneSIa patd $6 015,960 to elImmate the arrears that exceeded one year 

These lapses m the mternal control procedures were the major cause of the condItIOns 
that permItted USAID program offiCials to make new oblIgatlOns for actIVItIes m 
IndoneSIa when IndonesIa was delInquent for at least SIX months and m some cases 12 
months Further, the controls withm the Loan Management DIVISIon dId not ensure that 
the vIOlatlOn mvolvmg IndonesIa was adequately documented reported, and correctIve 
actlOn taken to prevent subsequent unauthonzed oblIgatlOns 

RecommendatIOn No 1 We recommend that the Chief Fmanclal Officer 

11 ReView wIth the Loan Management DIVISIOn the procedures to Identify 
and report the payment status of countnes that are delInquent m 
payment of prmclpal and mterest on loans made by the Umted States 
government The procedures should mclude steps to readily Identify 
those countnes for which SectIOn 620(q) and Brooke Amendment 
restnctlOns pertam 

1 2 Instruct the supervisor as to the degree of supervisory review expected 
for the delInquency report 

2 Were OblIgations Made for ActivIties Despite Payment DelInquencies That 
Called For Enforcmg SectIOn 620(q) and Brooke Amendment RestrictIOns 
for the Government of Indonesm? 

USAID made 163 oblIgatlOns m excess of $49 4 mIllIon despIte payment delmquencles 
that called for enforcmg 620( q) and Brooke Amendment restnctlOns for the Government 
of IndoneSia Smce August 8, 1998, the Government of IndoneSIa had not made any 
pnncipal payments on ItS loan portfolIo For the month of August 1998, the Government 
of IndoneSIa defaulted on 16 loans falled to make pnncipal payments amountmg to about 
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$2 5 mIllIon By February 9, 1999 a SectIon 620(q) restnctIOn should have been 
enforced for the Government of IndoneSIa Since pnncipal payments had not been made 
Over the ensUIng months, IndonesIa's arrearages continued to groVv By August 9, 1999 
Brook.e Amendment restrIctIOns should have been enforced for the Government of 
Indonesia By August 31 1999 the Government of IndonesIa had faIled to make loan 
pnncipal payments valued at about $16 7 mIlhon Of thIS $16 7 mIlhon arrearage about 
$2 5 mIllIon was over 12 months old and subject to the restnctIOns of the Brooke 
Amendment The remaining $14 2 mIlhon was from 6 to 12 months In arrears and 
subject to the restnctIOns of SectIOn 620( q) 

During the 7-month perIod from February 9 1999 to August 31 1999 USAID offices 
oblIgated $49 4 mIllIon for actIVItIes In Indonesia The following schedule lIsts the 
USAID offices and oblIgatIOns made for actIVItIes In IndonesIa whIle SectIOn 620(q) and 
Brooke Amendment sanctIOns should have been enforced Because the USAID General 
Counsel belIeves that sectIOn 620 (q) apphes to only new obhgatIOns thIS schedule lIsts 
only new oblIgatIOns 

USAID Office Number of New Value ofNe\\-
Bureau/Office OblIgatIOns OblIgatIOns 

OblIgatIOns that VIolated SectIOn 
620(q) of the FAA 
Bureau for Humamtarian Response 
Office of TranSItIon ImtIatIves 6 $5,451,962 
Bureau for ASIa and Near East 
USAID IndoneSIa 138 $43,261,924 

Total 144 $48713,886 

OblIgatIOns that Violated the 
Brooke Amendment 
Bureau for ASia and Near East 
USAID IndoneSIa 19 $758,344 

Total 19 $758,344 

Total SectIOn 620(q) and Brooke 
Amendment VIOlatIOns 163 $49,472,230 

All 163 new obhgatIOns faIled to comply WIth the restnctIOns contained In SectIOn 620( q) 
and 19 of the obhgatIOns faIled to comply WIth the restrIctIOns of the Brooke 
Amendment In addItIOn, the oblIgatIOns hsted above are not covered by notWIthstanding 
authOrItIes In the FAA and approprIatIOns act, whIch permIt the furnIShing of aSSIstance 
notWIthstanding prohIbitIOnS on aSSIstance Includmg 620(q) and the Brooke Amendment 

The reasons for the VIOlatIOns varIed from Loan Management DIVISIOn's (1) faIlure to 
Issue the offiCial 45-day notIce of the potentIal SectIOn 620(q) and Brooke Amendment 
restnctIOns at least 45 days pnor to the default and (2) faIlure to report thIS delinquency 
status to the appropnate USAID offiCIals RepresentatIves from both the Office of 
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TransitIOn InItIatives and the Office of Environment told us that they did not receive the 
delinquency reports from the Loan Management DIvIsIOn Moreover, the representatives 
also told us that they were not famlltar With the restrIctIOns of SectIOn 620( q) and the 
Brooke Amendment 

Recommendation No 2 We recommend that the ChIef Fmancaal Officer 

2 1 ReqUire that the mformatIOn on the monthly delInquency report be 
forwarded to USAID offiCIals such as ASSIstant Admmistrators, office 
heads, and contractmg officers 

2 2 Provide gUidance to all USAID program and financIal managers on theIr 
respectIve responsIbIlIties under SectIOn 620(q) of the ForeIgn ASSIstance 
Act and the Brooke Amendment 

3 Does the Loan-ServIcmg Contract wIth the RIggs NatIOnal Bank Contam 
Procedures To Reduce to a Low-Level RISk the CondItIOns That Contributed 
to the Section 620(q) and Brooke Amendment VIOlatIOns? 

The Loan-ServIcing Contract With the Riggs NatIOnal Bank does not reduce to a low­
level rIsk the condltlons that contnbuted to the SectIOn 620(q) and Brooke Amendment 
VIOlatIOns On July 10, 1998, USAID awarded to Riggs Bank & Co (Riggs), a $1 7 
mlllIon dollar contract to administer the Direct Loan, Loan Guarantee, and Loan PortfolIo 
Guarantee programs on behalf of USAID Under the contract's loan administratIOn 
serVices, Riggs wlll provide the follOWing servIces (1) receipt and disbursement of 
funds, (2) loan accountmg, (3) collectIOns, (4) maintenance of documents and (5) 
finanCial reporting ProVIded among the loan admInIstratIOn services IS a monthly loan 
collectIOn delinquency report WhICh Includes status of payments past due for 120 days or 
more and for 270 days or more 

As of September 1, 1999, Loan Management DIVISIOn staff had not received the loan 
collectIOn delinquency report from RIggS By mutual agreement between the Office of 
FinanCIal Management and Riggs, the informatIOn In the RIggS database was being 
venfied and revIewed during a 6-month tranSItIOn phase between USAID's legacy system 
and RIggS' system 

We have revIewed an example of Riggs' loan collectIOn dehnquency report We found 
that 11 containS the mformatIOn necessary to accurately report mformatIOn to enforce the 
SectIOn 620(q) and Brooke Amendment restnctIOns However, the delinquency report 
does not emphaSize the followmg (1) the need for the offiCial 45-day notIce of potential 
default, and (2) a separate report IdentIfying the countnes WhICh should be conSidered for 
enforcmg the 620( q) and Brooke Amendment restnctIOns Accordmg to the Deputy 
Chief FmancIaI Officer, thiS report can be generated on demand He also Said that neVI­
procedures are bemg developed on the use of thiS infOrmatIOn m developmg USAID s 
monthly SectIOn 620( q) and Brooke Amendment report 
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Under current financIal management systems at USAID the human factor IS the most 
cntical aspect of the Internal controls used to ensure complIance wIth SectIOn 620( q) and 
the Brooke Amendment Therefore a separate report lIstIng the countnes wIth potentIal 
620(q) and Brooke Amendment vIOlatIOns should be produced and thIS report should be 
provIded to all appropnate USAID officIals ThIS report wIll Inform agency officIals that 
the payment hIStOry should be revIewed and a 45-day notIce submItted to the borrower 
Government as deemed necessary 

Recommendation No 3 We recommend that the Chief Fmanclal Officer 

3 1 Modify the dehnquency reports provided by the Riggs National Bank to 
hlghhght those countries for which a 45-day notice of potential default 
and the 620( q) and Brooke Amendment restrictIOns so these reports can 
be provided to appropriate USAID offiCIals 

32 Modify the dehnquency reports provided b~ the Riggs NatIOnal Bank to 
hlghhght the countries, which should be considered for enforcmg the 
620(q) and Brooke Amendment restrictIOns and provide these reports to 
appropriate USAID offiCials 

33 Ensure that the mformatlOn from Riggs' loan collectIOn delmquency 
report IS used by the Loan Management DIvIsIOn staff to prepare the 
monthly SectIOn 620(q) and Brooke Amendment report 

4 Did USAID Comply WIth SectIOn 620( q) And Brooke Amendment Legal 
And Regulatory Reportmg ReqUIrement? 

USAID complIed wIth legal and regulatory reportmg reqUIrements of SectIOn 620( q) and 
Brooke Amendment On August 31, 1999, the DIrector of the Loan Management 
DIVIsIOn mformed the Government of IndonesIa that they were m arrears on ItS loan 
payments and that they were currently under the Brooke Amendment restnctIOn In the 
notificatIOn, the USAID officIal mformed the government that under Umted States law 
(The Brooke Amendment) addItIOnal oblIgatIOns may not be mcurred untIl amounts past 
due for more than one year were paid The USAID officIal stated that they were aware 
that a BIlateral ReschedulIng Agreement was pendmg and It would be sIgned September 
1, 1999, becommg effectIve 30 days later-Umted States Congress IS gIven 30 days to 
reVIew the agreement However to remedy the current Brooke Amendment condItIons, 
the USAID officIals requested the ImmedIate payment of $6,015,960 1 On September 2, 
1999, USAID receIved confirmatIOn that the $6,015,960 was paId to elImmate the arrears 
that exceeded one year On September 20, 1999, the State Department sIgned a 620(q) 
Waiver for the Government ofIndonesia As of September 22, 1999-the date of our draft 

Of the $6 015 960 $4 522 412 was for arrearages that were more than 12 years old at the end of 
September 1999 on loans made by USAID The remammg arrears of $1 493 548 were for arrearages that 
were more than 12 months old at the end of September 1999 on loans made by the Department of Defense 
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report the appropnate Senate and House of RepresentatIves members had not been 
notIfied 

WhIle It IS laudable that USAID officials were successful m gettmg the Government of 
IndonesIa to remedy the Brooke Amendment condItIOns vIOlatIons of the Brooke 
Amendment began on August 9 1999 From August 9 untIl September 2 1999, $758 
thousand was oblIgated without havmg the PresidentIal Waiver reqUired by SectIOn 614 of 
the ForeIgn AssIstance Act and wIthout notificatIOn to the appropnate Senate and House 
of Representatives members 

Similarly VIOlatIOns of SectIOn 620(q) of the Foreign AssIstance Act began on February 
9 1999 From February 9 untIl September 2 1999 $494 mIllIon was oblIgated wIthout 
havmg a Waiver from the Secretary of State as reqUired by SectIOn 612 of the ForeIgn 
AssIstance Act and without notification to the appropnate Senate and House of 
Representatives members Because the USAID General Counsel belIeves that sectIOn 
620 (q) applIes to only new oblIgatIOns the amount above represents only new 
oblIgatIOns 

In lIght of the appropnate congressIOnal notificatIOn by Department of State, we belIeve 
that USAID should adVise the Secretary of State of the CongressIOnal NotIficatIOn 
reqUirements 

RecommendatIOns No 4 We recommend that the ChIef Fmanclal Officer mform 
the Admmlstrator of the CongressIOnal notIficatIOn reqUIrements for VIOlatIOns 
covered m thIS report, m order for the Admmlstrator to adVIse the Secretary of 
State of these notIficatIon reqUIrements 

MANAGEMENT COMMENTS AND OUR EVALUATION 

In commentmg on our draft audit report and ItS recommendatIOns, the Chief Fmanclal 
Officer Said that the report was a fair and tlmely assessment of the events and 
CIrcumstances surroundmg the VIOlatIOns mvolvmg IndoneSIa Management agreed With 
the mtent of the four audIt recommendatIOns In addltlon to agreemg With the mtent of 
the recommendatIOns management also prOVided clanficatIOns regardmg 

1) sectIOns 620(q) of the ForeIgn ASSIstance Act of 1961 (FAA), as amended, 

2) sectIOn 512 of the ForeIgn OperatIOns, Export Fmancmg and Related 
Programs AppropnatIOn Act of 1999, LImitatIOns on ASSIstance to 
Countries m Default, and 

3) addItional comments m response to the recommendatIOns m the draft audit 
report 

Accordmgly we agreed WIth these addItional comments and made the changes 
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With regard to audit recommendatIOn No 1, management reported that It had reviewed 
the procedures with appropnate staff for Identlfymg and reportmg the payment status of 
countnes that are delinquent Also, the dIvlSlon chief deputy divIsIOn chief team leader 
and analysts have been mstructed regardmg their responsibilIties for preparmg the 
delInquency report Furthermore, the Deputy CFO Will now be mvolved m the 
supervisory revle\\- of the delmquency report Lastly management stated that these 
procedures would be mcluded m the mternal operatmg procedures and m the appropnate 
USAID Automated DIrectory System (ADS) Chapter by June 2000 

On audit recommendatIOn No 2 management reported that the delmquency reports 
would be sent to bureau and office heads It Will be the responsibilIty of these mdlvlduals 
to ensure that staff IS mformed regardmg potential or actual VIOlatIOns Also 
management reported that the Office of General Counsel has been asked to draft 
gUIdance on responsibilities and legal reqUIrements of the SectIOn 620 (q) of the Foreign 
ASSistance Act and the Brooke Amendment This gUIdance wIll be mcluded m the ADS 
Chapter to be Issued by June 2000 

Concernmg audit recommendatIOn No 3, management explamed that they belIeved that 
the contract did not need to be modIfied, but agreed that the reportmg process can be 
Improved Management plans to modify the current reportmg reqUIrements to meet the 
mtent of our recommendatIOns by the end of October 1999 Also, management plans to 
Issue the ADS Chapter by June 2000 WhICh WIll mclude the reqUIrement that the 
delmquency report be used by the Loan Management DIVISIOn to prepare the monthlv 
SectIOn 620 (q) and Brooke Amendment report 

For audIt recommendatIOn No 4, management saId thIS recommendatIOn was not needed 
because the reportmg of the VIOlatIOn was completed and management attached 
documentatIOn for thiS actIOn Accordmg to thIS documentatIOn, the Actmg Secretary of 
State approved the 620 (q) Waiver on September 20, 1999 The waIver was delIvered to 
the four foreIgn affairs overSight committees on September 22, 1999 On September 13 
1999 USAID's ASSIstant AdminIstrator for Management requested that the 
Admmlstrator ratify all oblIgatIOns made by USAID for assistance to IndoneSia whIle It 
was m VIOlatIOn of SectIOn 512 of the Foreign OperatIOns, Export Fmancmg, and Related 
Programs AppropnatIOns Act 1999 (Brooke Amendment) The Admmlstrator 
exercIsmg appropnate authOrIty, ratIfied all oblIgatIOns and expenditures made by 
USAID for IndoneSia 

We appreciate the management comments The suggested clanficatlons were made 
Based on management's acceptance of the audIt recommendations, we are acceptmg the 
management declSlons for audIt recommendatIOns Nos 1 through 3 For audit 
recommendatIOn No 4, based on the reported actIOns by the Actmg Secretary of State on 
September 20, 1999 and the subsequent notificatIOn to the appropnate Congressional 
committees we beheve that the management declSlon was made and a final management 
actIOn was taken on thiS recommendatIOn 
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SCOPE AND METHODOLOGY 

SCOPE OF AUDIT 

APPENDIX I 
Page 1 of2 

Our audIt was mitiated m response to a request by the AssIstant Admmistrator for 
Management on September 1, 1999 to reVIew USAID' s procedures for reportmg 
vIOlatIOns of 620(q) and Brooke Amendment restrIctIOns We obtamed an understandmg 
of the desIgn and ImplementatIOn of relevant polIcIes and procedures withm the USAID's 
Loan Management DIvIsIOn for the IdentIficatIOn, notIficatIOn, reportmg, and follow-up 
of delmquent countnes We determmed whether those procedures were adequate enough 
and had been placed m operatIon to meet the objectIves and reqUIrements of the 620(q) 
and Brooke Act Amendment Further, we assessed the rIsks assocIated wIth vIOlatIOns of 
those provIsIOns, and whether USAID's present and future controls would prevent such 
vIOlatIOns 

The scope of thIS audIt was lImIted to the 620(q) and Brooke Amendment vIOlatIOns 
mvolvmg assistance--new oblIgatIOns-provIded to the Government of IndoneSIa dunng 
the penod from February 9, 1999 through September 2 1999 

ThIS audIt was conducted durmg the perIod of September 9, 1999 through September 16 
1999 Because of the urgency of thIS report, the scope was lImIted to the Items tested 
We relIed on the mformatIOn provIded by USAID/lndonesia managers and dId not verIfy 
the accuracy However we dId venfy the oblIgatIOns made at USAID/Washmgton 

INTERNAL CONTROL TESTING 

Due to the lImIted scope of thIS audIt, mternal control testmg was lImIted to those 
controls used to prepare, reVIew, and dIstrIbute USAID's monthly DelInquency Status 
Reports 

COMPLIANCE WITH LAWS AND REGULATIONS 

Due to the lImIted scope of thIS audIt, complIance wIth laws and regulatIOns testmg was 
lImIted to those legal and regulatory reqUIrements for 

ObtaInIng Waivers from SectIOn 620(q) and the Brooke Amendment, and 

2 ReportIng any non-complIance wIth SectIOn 620(q) and the Brooke Amendment 
by USAID offiCIals 



METHODOLOGY 

APPENDIX I 
Page 2 of2 

In accomplIshmg our audIt obJectIves, we revIewed sectlOn 620(q) of the ForeIgn 
ASSIstance Act of 196 I, SectlOns 5 I 2 and 522 of ForeIgn OperatlOns, Export Fmancmg 
and Related Programs AppropnatIon Act of 1999, conducted mtervlews WIth personnel 
from USAID's Loan Management DIVISIon, General Counsel, Global Bureau, Office of 
EnvIronment and Bureau of Humamtanan Response, Office of TransItIOn ImtIatives 
Further we revIewed correspondence between the Loan Management DIVISIOn and the 
Government of IndonesIa relatmg to the VIolatIOns We requested fiscal mformatlOn 
from the Bureau for ASIa and the Near East, Global Bureau, Office of EnVIronment and 
Bureau of Humamtanan Response, Office of TransitlOn Imtiatives, and 
USAID/Indonesia We dId not confirm thIS mformatIOn due to the urgency of thIS report 

Because SectIon 620( q) and the Brooke Amendment are legIslatIve restnctIons on the use 
of funds after certam cntena IS met, we conSIdered all e>..ceptIOns to be matenal 

The audIt was lImIted to the loan payments made by the Government of IndoneSIa and 
the new oblIgatIOns made by USAID to prOVIde aSSIstance to the Government of 
IndoneSIa 
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MEMORANDUM 

TO 

FROM 

SUBJECT 

AIG/A, Toby L Jarman 

M/CFO, M1chael Smokovlch 

Draft Audlt Report of USAID's Sect10n 620(q) and 
Brooke Amendment V1olatlons Involvlng IndoneSla, 
Report No 0-OOO-99-00X-F 

APPENDIX II 
Page 1 of4 

We have revlewed your draft report It lS a fa1r and 
tlmely assessment of the events and clrcumstances surround1ng 
the v1olatlons lnvolvlng Indonesla We generally agree wlth 
the report's f1nd1ngs and recommendatlons, w1th 
Clar1f1cat10ns as noted below 

Clar1fl.catl.ons 

Page 2 flrst paragraph, flrst sentence should read 
"Sectlon 620(q) of the Forelgn Asslstance Act of 1961, as 
amended, Prohlbltlon Agalnst Furnlshlng Asslstance, prov1des 
that ass1stance under the Forelgn Asslstance Act shall not be 
furn1shed to any country Wh1ch 15 ln default for a perlod of 
SlX months or more on the prlnclpal or lnterest on any loans 
made by the Unlted States under the Act 

Page 2 second paragraph, flrst sentence should read 
'Sectlon 512 of the Forelgn Operat1ons, Export F1nanc1ng and 
Related Programs Appropr1atlon Act of 1999, Ll~tatlon on 
Asslstance to Countrles In Default, prov1des that no part of 
any appropr1atlon conta1ned 1n the annual appropr1at1on act 
shall be used to furn1sh ass1stance to a country that 15 1n 
default for twelve or more months In the payment of prlnc1pal 
or lnterest on any loan made by the Un1ted States pursuant to 
a program for Wh1Ch funds are approprlated under the 
apprOpr1at1ons act 

Page 4, f1rst bullet should read USAID's loan analyst 
for the Indones1an loan portfollo dld not send the USAID 
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m~ss~on ~n Jakarta the off~c~al 4S-day not~ce of ~ts 
potent~al Sect~on 620(q) and Brooke Amendment restr~ct~ons 

APPENDIX II 
Page 2 of4 

Pages Band 9 Th~s sect~on should be mod~f~ed to 
reflect that report~ng requ~rements have been met and 
not~f~cations have been made The 620(q) wa~ver, wh~ch 

appl~es to ass~stance furn~shed to Indones~a as of February 
9, 1999, was approved by Act~ng Secretary of State Larson on 
September 20, 1999 The wa~ver was del~vered to the four 
fore~gn affa~rs overs~ght cornrn~ttees on September 22, 1999 
Regard~ng the Brooke Amendment v~olat~ons between August 9 
and September 1, 1999, the Adm~n~strator, exerc~s~ng 

appropr~ate author~ty, rat~f~ed all obl~gat~ons and 
expend~tures made by USAID for Indones~a Docurnentat~on 

regard~ng these act~ons ~s attached 

Comments on recomrnendat~ons 

Recomrnendat~on 1 We recommend that the Chlef Flnanclal 
Off~cer 

1 1 Rev~ew wlth the Loan Management D~V1Slon the 
procedures to ldentlfy and report the payment status of 
countr~es that are del~nquent ~n payment of pr~nclpal and 
~nterest on loans made by the Unlted States Government The 
procedures should ~nclude steps to readlly ~dent~fy those 
countr~es for wh~ch Sect~on 620(q) and Brooke Amendment 
restrlct~ons pertaIn 

Management DeclSlon We agree w~th the recommendatIon 
We have revlewed the procedures wlth appropr~ate staff I 
wlil also personally reVlew these procedures wlth staff and 
management of the Loan Management Dlvlslon to ensure a clear 
understand~ng of the ~mportance of the dut~es and to ensure 
that lmprovements are made In add~tIon, the procedures WIll 
be Included In Internal operatIng procedures and an ADS 
chapter to be lssued by June 2000 

1 2 Instruct the superv~sor as to the degree of 
superv~sory rev~ew expected for the del~nquency report 

Management DeC1Slon We agree w~th the recommendatIon 
We have ~nstructed the dlv~s~on ch~ef, deputy d~vIs~on chIef 
team leader and analysts regard~ng the~r responslb~l~t~es 
In addit~on, the Deputy CFa will now be ~nvolved ~n the 
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superv~sory reVlew of the dellnquency report 
w~ll be ~mplemented lrnrnedlately 

ThlS change 

APPENDIX II 
Page 3 of4 

Recommendat~on 2 
Officer 

We recommend that the Ch~ef Flnanclal 

2 1 Requ~re that the lnforrnatlon on the monthly 
dellnquency report be forwarded to the USAID off~c1als 
responsible for approvlng obllgat~ons of USAID funds 

Management Dec~s~on We agree wlth the lntent of th~s 
recomrnendat~on However the managers of the reportlng 
process belleve that lt lS not posslble to d~strlbute the 
report to every lndlvldual responslble for approvlng 
obllgatlons Therefore, we propose that the report be sent 
to bureau and offlce heads It wlll then be the~r 
responslbll1ty to ensure that staff are lnformed regardlng 
potent~al or actual vlolatlons ThlS w~ll be ~ncluded In the 
ADS chapter to be lssued by June 2000 

2 2 Provlde gu~dance to all USAID program and 
flnanclal managers on thelr respectlve responSlbllltles under 
Section 620(q) of the Forelgn Ass~stance Act and the Brooke 
Amendment 

Management Dec~slon We agree w~th the recomrnendatlon 
We have asked the Offlce of General Counsel to draft gUldance 
on respons~bll~tles and legal requ~rements Th~s lnformatlon 
w~ll be lssued as an Agency Notlce and w~ll also be lncluded 
In the ADS chapter to be lssued by June 2000 

Recommendat~on 3 
Off~cer 

We recommend that the Ch~ef F~nanc~al 

3 1 Mod~fy the contract wlth RlggS Natlonal Bank to 
requ~re that a 4S-day notlce of potent~al default and the 
620(q) and Brooke Amendment restrlctlons be prov~ded to all 
approprlate USAID offlc~als 

3 21 Mod~fy the contract w~th RlggS Natlonal Bank to 
requ~re that a separate report WhlCh ~dent~f~es the countrles 
wh~ch should be consldered as hav~ng 620(q) and Brooke 
Amendment restrictions should be produced and prov~ded to all 
appropriate USAID off~c~als 
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APPENDIX II 
Pa~4~4 

3 3 Ensure that the ~nformat~on from R~ggs' loan 
collection del~nquency report ~s used by the Loan Management 
D~v~sion staff to prepare the monthly Sect~on 620(q) and 
Brooke Amendment report 

Management Decision We generally agree w~th these 
recommendat~ons, however, the respons~ble managers do not 
bel~eve ~t ~s necessary to mod~fy the R~ggs contract The 
contract already prov~des for R~ggs to produce del~nquency 
reports We bel~eve that the current reports can be mod~f~ed 
to meet the ~ntent of these recommendat~ons Accord~ngly we 
request that recommendat~ons 3 1 and 3 2 be rewr~tten We 
plan to ~mplement the report~ng changes by the end of 
October, 1999 Regard~ng recommendat~on 3 3, the ADS chapter 
w~ll ~nclude the requ~rement that the del~nquency report be 
used by the Loan Management D~v~s~on to prepare the monthly 
Sect~on 620(q) and Brooke Amendment report F~nal act~on 
should be complete by June 2000 

Recommendat~on 4 We recommend that the Ch~ef F~nanc~al 
Off~cer ~nform the Adm~n~strator of the Congressional 
not~f~cat~on requ~rements for v~olat~ons covered ~n th~s 
report ~n order for the Adm~n~strator to adv~se the 
Secretary of State of these not~f~cat~on requ~rements 

Management Decis10n: Th~s recommendat~on ~s not needed 
As expla~ned above, the appropr~ate wa~ver and rat~f~cat~on 
documents have been executed and Congress~onal not~f~cat~ons 
have been made 

We apprec~ate your ass~stance ~n th~s matter and the 
courtes~es of your staff dur~ng the conduct of the aud~t We 
look forward to your cont~nued support and ass~stance 

Attachments a/s 
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