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MEMORANDUM FOR CFO, 

FROM 

SUBJECT AudIt on SAID CredIt Programs and Related Internal Controls for 
FIscal Year 1999 

ThIS memorandum audIt report IS our report on CredIt Programs ThIS report IS part of our 
reVIew of the U S Agency for InternatIOnal Development (USAID) consohdated financial 
statements as reqUIred by the Government Management and Reform Act of 1994 ThIS act 
reqUIres USAID to prepare and submIt a financial statement audIt for the precedmg fiscal year 
that covers all accounts and associated actIvIty of the agency 

In prevIOUS years, the Office ofInspector General's (OIG) abIhty to express an opmIOn was 
ImpaIred by an madequate financial accountmg and performance measurement systems, and 
related matenal weaknesses m mternal controls The OIG concluded that these deficIencIes m 

I 
the finanCIal accountmg systems created consequential nsks that the financial statements 
mcludmg the performance overvIew mformatIOn could contam matenal mIsstatements The 
amount of substantIve testmg reqUIred to express an opmIOn on the faIrness of the financIal 
statements would have been prohIbItIve and unattamable by the statutory deadhne of March I for 
submIttmg the audIted financIal statements to the Office of Management and Budget (OMB) 
Accordmgiy, the OIG dId not express an opmIOn on the faIrness ofthe financIal statements 

As a result of problems noted m prevIOUS years' audIts, the OIG agreed WIth USAID to focus our 
fiscal year 1999 efforts on the matenallme Items on Its balance sheet ThIS report IS one m a 
senes of reports that commumcate the results of our audIts conducted on the selected lIne Items 
reported m the USAID fiscal year 1999 balance sheet ThIS report makes three recommendatIOns 
to Improve USAID's accountmg for ItS loan portfolIo and strengthen related mternal controls 
Based on dISCUSSIOns WIth MlFM offiCIals, there IS substantial agreement WIth the findmgs and 
recommendatIOns 

Accordmg to OMB Circular A-I27 and the ChlefFmancIaI Officers Act a financial management 
system mcludes supportmg systems that contam the mformatIOn needed to carry out financial management 
functions manage financial operatIOns and report finanCial status mformatlon The systems proVide the mformatIOn 
managers need to (I) carry out their fidUCiary responsibilities (2) deter fraud waste and abuse and (3) relate 
financial consequences to agency program performance Thus In additIOn to baSIC accountmg functIOns USAID s 
financial management system mcludes supportmg systems that perform performance measurement budget and 
procurement functions 



I would hke to express my smcerest apprecIatIOn for the courtesIes extended by your staff to the 
audItors 

Background 

USAID was created m 1961 to advance the Umted States' foreIgn polIcy mterests by promotmg 
broad-based sustamable development and provIdmg humanitanan assIstance USAID has an 
overseas presence mover 70 countnes, 42 of WhICh have operatIOnal and formal USAID 
mISSIons As of September 30, 1999, USAID credIt programs had total net receIvables of about 
$6 9 bIllIon Of the net receIvables amount, dIrect loans accounted for about $6 6 bIllIon and 
receIvables on guaranteed loans accounted for the remamder The duect loans program IS 
authonzed under the ForeIgn AssIstance Act, varIOUS predecessor agency programs, and other 
foreIgn assIstance legIslatIOn DIrect loans are Issued m both US dollars and the borrower's 
currency The followmg lIsts the loan programs that are mcluded m USAID credIt programs' net 
receIvable balances 

DIrect Loan Program - $6 6 bIllIon 
Guaranteed Loan Programs2 

- $289 mIllIon 

In July 1998, USAID SIgned a contract wIth RIggs NatIOnal Bank to prOVIde accountmg and 
collectIOns serVIces for USAID credIt programs In Apnl 1999, RIggS NatIOnal Bank began 
Issumg notices of payment due to borrower countnes for USAID's loans USAID expects that 
RIggS NatIOnal Bank's loan accountmg and collectIOn serVIces wIll reduce vulnerabIhty m and 
streamlme the management of the credIt program 

Audit Objective 

ThIS audIt was performed to support the fiscal year 1999 Government Management Reform Act 
(GMRA) audIt of US AID's consohdated finanCial statements For fiscal year 1999, USAID 
Office of Inspector General agreed WIth the Office of FmancIaI Management that It would be 
advantageous for the audIt to concentrate on selected major balance sheet Items Accordmgly 
the followmg IS the ObjectIve of thIS audIt 

Were USAID Credit Programs' Account Balances Accurate as of September 30, 1999? 

See to AppendIX I for a dISCUSSIOn our audIt scope and methodology 

2 The guaranteed loan programs Included above consIsts of Urban and EnVIronmental Program and the 
MIcro and Small EnterprIse Development Program 
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AudIt Findings 

Were USAID Credit Programs' Account Balances Accurate as of 
September 30, 1999? 

Overall the OIG determmed that USAID September 30, 1999 credIt programs' account balances 
were reasonably accurate After receIVmg confirmatIOn2 valumg about $87 bIllIon from 40 of 
the 68 borrower countrIes, the OIG statIstIcally selected and reVIewed 60 loan accounts The 
OIG found that the mdividualloan account balances tested were accurate The OIG also found 
that USAID finanCIal managers were responSIve to our prevIOUS audIt recommendatIOns3 to 
Improve the mternal controls over the credIt program portfolIo However, dUrIng thIS reVIew the 
OIG noted certam areas withm USAID credIt program that need Improvements The OIG does 
not conSIder these condItIOns to be materIal weaknesses, but rather reportable conditlons 4 

Accordmgly, the OIG has mcluded recommendatIOns for correctIve actIOns to USAID 
management to strengthen the mternal controls related to ItS credIt programs Our reVIew of 
USAID s 1999 credIt program account balances IdentIfied the followmg Improvements 

(1) USAID's loan mformatIOn mamtamed by RIggs NatIOnal Bank has not been 
reconcIled WIth the mformatIOn contamed m USAID's legacy loan accountmg 
systems - Loan Accountmg and InformatIOn System (LAIS), and the Housmg 
Guaranty Payment Management System (HGPMS), 

(2) USAID has not proVIded the most updated mformatIOn to RIggS NatIOnal Bank on 
rescheduled loans, and 

(3) USAID dId not research and promptly resolve unapplIed loan collectIOns from 
borrower countrIes 

USAID Loan InformatIOn Needs to Be 
ReconcIled WIth the Riggs NatIOnal Bank's 

The Office of Fmancial Management dId not ensure that the mformatIOn used to generate ItS 
September 30, 1999 credIt programs' account balances was based on the same records used to 
account for and servIce USAID loans The credIt program finanCIal mformatIOn m USAID s 
statements was based on mformatIOn obtamed from ItS legacy systems even though RIggS 

OIG sent out confirmatIon requests to 68 borrower countries haVing outstanding loan balances of about 
$23 billion The requests soliCIted confirmatIOn of outstanding loan account balances as of June 30 1999 

Report to USAID Managers on Selected USAID Internal Controls (AudIt Report No 0-000-99 002-F 
March 31 1999) 

4 Under the audIting standards published by the American InstItute of CertIfied Public Accountants 
reportable condItIOns are matters coming to the audItor s attentIon that should be communicated to the audltee 
because they represent Significant defiCienCIes In the Internal controls that could adversely affect the ability to 
record process and report finanCIal data A material weakness IS a reportable condItIon In whIch the Internal 
control does not reduce to a relatIvely low risk the pOSSIbIlity that material mIsstatements may occur In the finanCial 
statements 
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NatIOnal Bank began provIdmg loan accountmg and bIllmg servIces for USAID's major credIt 
programs on Apnl 1, 1999 USAID dId not use the mformatIOn mamtamed m RIggS NatIOnal 
Bank s system because thIs mformatIOn had not been completely reconcIled wIth the ongmal 
loan documents and records ThIs condItIOn occurred because the transItIOn from USAID's 
legacy systems to the RIggS NatIOnal Banks System was stIll underway and a complete 
reconCIlIatIOn had not been performed Consequently, USAID credIt programs' account 
balances recorded m RIggS NatIOnal Bank's system may have been overstated by an 
undetermmable amount on loans havmg an outstandmg balance of $23 bIllIon 

Because USAID loan mformatIOn IS currently mamtamed m RIggs NatIOnal Bank and USAID s 
legacy systems, a reconCIlIatIOn of the mformatIOn among the systems IS necessary to develop 
more accurate and relIable the finanCial statements 

RecommendatIon No 1 We recommend that the Office of Fmancml Management 

1 1 Ensure that a complete reconCIliatIOn IS performed between USAID's 
legacy credIt programs accountmg systems and the Riggs NatIOnal 
Bank's system 

12 Use the mformatIOn contamed m the RIggS NatIOnal Bank to prepare 
future USAID finanCIal statements 

Loan Balances Needs AdJustments for Rescheduled Loans 

In the 1998 audIt5 of US AID's finanCIal statements, the 010 made a recommendatIOn to 
elImmate the backlog of loan reschedulmg calculatIOns Smce then, US AID completed the 
reschedulIng calculatIOns for 381 loans, however, the updated reschedulmg mformatIOn 
developed dunng the recalculatIOns was not prOVIded to Riggs NatIOnal Bank as of 
September 30 1999 Smce Apnl 1, 1999, Riggs NatIOnal Bank began provIdmg loan accountmg 
servIces for USAID's loan portfolIo, mcludmg the 381 loans that were bemg rescheduled 

In the process ofvenfymg loan balance mformatIOn, Riggs NatIOnal Bank offiCIals were dIrected 
by USAID to make adjustments of about $21 5 mIllIon for 1756 of the 381 rescheduled loans to 
account for the effect of the reschedulmg calculatIOns The adjustments were necessary because 
RIggS NatIOnal Bank dId not have the benefit of the updated reschedulmg mformatIOn USAID 
offiCials were aware of the proposed adjustments to the loan balances mamtamed m RIggS 
NatIonal Bank's system However, USAID offiCIals have not valIdated the proposed 
adjustments 

UntIl the updated reschedulmg mformatIOn IS proVIded to Riggs NatIonal Bank USAID's loan 
balances at September 30, 1999 for these 175 loans, may not be accurate by as much as 

<; Report to USAID Managers on Selected USAID Internal Controls (AudIt Report No 0-OOO-99-002-F 
March 31 1999) 

6 These 175 loans had an outstandmg balances of about $657 mllilon 
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$21 5 mIllIon In addItIOn by not havmg the most current reschedule mformatIOn for the 175 
loans m RIggS NatIOnal Bank s System, USAID's accrued mterest at September 30, 1999 was 
Impacted by the adjustments made to the loan balances 

Recommendation No 2 We recommend that the Office of FmancIaI Management 

2 1 Complete the reschedulIng and forward updated mformatIOn on 
rescheduled loans to RIggs NatIOnal Bank and ensure that the bank's 
system reflects this mformatIOn 

22 

23 

Research and make a determmatIOn about whether the adjustments 
recorded by RIggs NatIOnal Bank were needed 

Direct RIggs NatIOnal Bank to correct all adjustments that were not 
needed to the September 30,1998 USAID Loan Accountmg 
InformatIOn System (LAIS) loan balances 

USAID Needs to Resolve the UnapplIed Collection Account Balance 

DUrIng the course of day-to-day operatIOns, the USAID Office of Fmancial Management 
occasIOnally receIves payments from borrowmg countrIes that are not readIly IdentIfiable to a 
partIcular loan agreement These payments are credIted to an unapplIed collectIons account As 
of September 30, 1999 the unapplIed collectIOns account balance was $25 7 mIllIon The 
$25 7 mIllIon represents $19 6 mIllIon m dIrect loan pnncIpal payments, $4 2 mIllIon m dIrect 
loan mterest payments, and $1 9 mIllIon m guaranty loan payments The 1999 balance was 
87 percent less than the $187 mIllIon balance at September 30, 1996 

WhIle the amount ofthe unapplIed collectIOns account balance has been sIgmficantly reduced In 

recent years USAID financIal managers have not placed a pnonty on elImmatmg the account 
balance Consequently, USAID's borrowers are bemg bIlled on outstandmg balances that are 
overstated and WIll reqUIre future research and adjustments AddItIonally, Interest accrued on 
outstandmg balances that dId not reflect those repayments, was overstated 

RecommendatIOn No 3 We recommend that the Office of Fmanclal Management 
research and resolve on a timely baSIS payments posted to the unapphed collections 
account 

Management Comments and Our Evaluation 

USAID s Management agreed With the findmgs and recommendatIOns made m thIS report The 
ChIef Fmancial Officer saId that Management was delIghted to know that the 
September 30 1999 credIt program account balances were reasonably stated Management also 
prO\ Ided mformatIon regardmg actIOns planned for addressmg each recommendatIOn 
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WIth regard to audIt recommendatIOn No 1 1, management reported that RIggs NatIOnal Bank 
has completed the reconcIlIatIOn of the data contamed m the M&I Data System and the two 
USAID credIt legacy systems - Loan Accountmg InformatIOn System (LAIS) and Housmg 
Guaranty Payments Management System (HGPMS) as of June 30, 1999 CopIes of the 
reconcIlIatIOn spreadsheets have been provIded to us Management WIll be workmg WIth RIggS 
NatIonal Bank. to resolve the reconcIlmg dIfferences, a large number of WhICh are related to the 
balance adjustments dIscussed as part of RecommendatIOn No 2 of the draft report 
Management should have resolved all of the reconcIlmg Items by June 30, 2000 

On audIt recommendatIon No 1 2, management reported that the system operated by RIggS 
NatIOnal Bank IS now the offiCIal SUbSIdIary credIt system for the Agency The LAIS and 
HGPMS systems were turned off after September 1999 processmg was completed These two 
USAID legacy systems wIll not be used for FY 2000 and after The M&I Data System wIll be 
used for preparatIOn of the FY 2000 financIal statements 

Concernmg audIt recommendatIOn No 2 1, management Said that the workpapers have been 
completed for all dIrect loan debt reschedulmg m effect at thIS tIme The FM/LM staff WIll be 
forwardmg them to RIggS NatIOnal Bank for recordmg as soon as all the legal documents 
assocIated WIth each reschedulmg has been completed In addItIOn, WIth the aSSIstance of 
contractors, management WIll complete the Urban and EnVIronmental Program (UE) 
reschedulmg and forward them to RIggS NatIOnal Bank also All debt reschedulmg m effect 
today should be recorded by RIggs before March 31, 2000 

For audIt recommendatIOn Nos 22 and 23, management planned to have the work completed 
by June 30, 2000 and WIll provIde RIggs NatIOnal Bank WIth appropnate mstructIOns as 
Management resolves each adjustment Agam, thIS work should be completed by June 30, 2000 

On audIt recommendatIOn No 3, management explamed that an analysIs of the dIrect loan 
unapplIed collectIOn account determmed that $84 mIllIon or 354 percent of the $23 8 mIllIon 
had actually been applIed to loan 512L 141 R as of October 1, 1998 The collectIOn was left on 
the unapplIed lIst m error Of the remammg $15 4 mIllIon, $12 9 mIllIon related to loans bemg 
rescheduled, $1 1 mIllIon are current Items and $1 4 mIllIon are old Items WhIch must be 
researched These collectIOns related to debt reschedulIng WIll be applIed when the backlog of 
reschedulIng transactIOns are recorded The current Items of $1 1 mIllIon have been applIed as 
have $0 4 of the old Items We WIll address the remammg unapplIed dIrect loan Items as well as 
the $1 9 mIllIon guaranty Items by June 30, 2000 

We appreciate the management comments Based on management's acceptance of the audIt 
recommendatIons, we are acceptmg the management deCISIOns for audIt recommendatIOn Nos 
1 ::2 through 3 For audIt recommendatIOn No 1 1, management dId not proVIde comments on ItS 
planned actIOns to perform a reconcIlIatIOn of the data contamed m the M&I Data System and 
the two USAID s credIt legacy systems (LAIS and HGPMS) as of September 30, 1999 Because 
the LAIS and HGPMS systems were turned off after September 1999 processmg was completed 
\\-e belIeve that completmg a reconcIlIatIOn of the mformatIOn among the systems as of 
September 30 1999 IS necessary In addItIOn, completmg a reconcIlIatIOn as of 
September 30 1999 ensures that the mformation used to generate the Agency's FY 1999 
finanCial statements IS conSIstent WIth the mformatIOn to be used to generate the Agency's FY 
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2000 financIal statements As a result, we do not accept the management decIsIOn for audIt 
recommendatIOn Noll 
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SCOPE AND METHODOLOGY 

APPENDIX I 
Page 1 of2 

Scope of Our Consideration of USAID's Credit Programs 

For fiscal year 1999, USAID Office oflnspector General agreed with the Office of Fmanclal 
Management that It would be advantageous for the audit to concentrate on selected major 
balance sheet Items Accordmgly, the scope of thIS audIt was lImited to the reVIew of US AID's 
credIt program account balances as of September 30, 1999 Therefore, thIS report does not 
contam an opmIOn about the faIrness of the statements taken as a whole 

We conducted our audIt m accordance WIth generally accepted government audItmg standards 
Those standards reqUIre that we plan and perform the audIt to obtam reasonable assurance about 
whether the accounts audIted are free from matenal mIsstatement 

We obtamed an understandmg of the credIt program account balances reported m USAID s 
fiscal year 1999 balance sheet We determmed whether the amounts were accurate whether 
applIcable polICIes and procedures were establIshed, and whether they had been placed m 
operatIon to meet the ObjectIves of the FASAB and other regulatIOns We consIdered all 
reasonable efforts made by USAID management to Improve the management of the credIt 
program and respond to our prevIOUS recommendatIOns relatmg to the operatIOns of thIS 
portfolIo 

A matenalIty threshold of 5 percent was calculated Based on USAID's fiscal year 1998 Net 
Cost of OperatIOns, any amount over $360 mIllIon wIll be consIdered matenal and mcluded m 
our reVIew of US AID's fiscal year 1999 finanCIal statements USAID credIt programs' net 
receivables for fiscal year 1998 totaled about $6 6 bIllIon Accordmgly, the matenallevel for 
thIS audIt of the credIt programs was $33 mIllIon (5 percent of$6 6 bIllIon) 

Methodology 

In accomplIshmg our audIt ObjectIve, we reVIewed sIgmficant lIne Items related to USAID's 
fiscal vear 1999 balance sheet These 1me Items mcluded advances, accounts payable, fund 
balance With Treasury and loans receIvable The purpose of thIS report IS to commumcate the 
results of our reVIew of US AID credIt programs for the penod ended September 30, 1999 ThiS 
report specIfically addresses the Issues IdentIfied m our reVIew of the credIt program on the fiscal 
year 1999 balance sheet for WhICh USAID management corrective actIOns are needed 

To accomplIsh our credit programs specIfic audit objective, we 



APPENDIX I 
Page 2 of2 

• Obtallled an understandmg of the components of mternal control and assessed the level of 
control nsk relevant to the assertIOns embodIed III the class of transactIOns, account 
balances and dIsclosure components of the financIal statements, 

• Performed tests of comphance wIth laws and regulatIOns that could have a dIrect and 
matenal effect on USAID's credIt programs, 

• RevIewed the contract between USAID and RIggS NatIonal bank for the servIclllg of 
USAID loans, 

• RevIewed RIggS NatIOnal Bank's polICIes and procedures for servIclllg USAID loans, 

• Conducted meetmgs wIth USAIDILMD and RIggS Bank officIals, 

• Confirmed USAID loan account balances With all 68 borrower countnes, 

• StatIstIcally selected and revIewed 60 loan account balances The sample was evenly 
dIstnbuted among countnes that responded to our loan confirmatIOn request and those 
that dId not respond, and 

• DIscussed the confirmed dIfferences WIth US AID Loan Management DIvISIOn and RIggS 
NatIOnal Bank, and conducted allowance determmatIOn meetlllg WIth the Office of 
Management and Budget 
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MEMORANDUM FOR IG/NFA Bru~e N Cnndlemlre 

FROM 

SUBJECT 

CFO Michael T Smokovlch 

Audit on USAID Cledn Prof,rdmS and Related Internal Conliol, fLl! FI'l .. dl 
'\ eal 1999 

Thank vou for your mt..morandum dated Decemb~1 13 1999 on the above \ubJect I am 
deiJbhted that you wei e able to determ111e tlldt the SeptembLr 30 1999 Lredlt program 
account balance~ are reasonably stated As you kno\\ the Abency s staff responsible for 
credit programs has put fOl1h d slh1l1iIcant effol1 over the past two years to address the 
financIalmanabement weaknesses rehted to USAID ~ cledlt prof,ram<; Your recog111tloll of 
thclr effort I~ grcatl) appreciated 

As rebards the find111gs and recommendation we are III \..omplete agreement FolloW111b 1<; 

our manaf,ement deCISion and phnned dctlons tor each 

RecommendatIOn No 1 1 - Riggs National Bank h 1S completed the reconciliation of 
the data contalrled 111 the M&.I Datd <;)<;tem and the t\>,o USAID credll legdc\ S\ <;tem; (Lt'\.I<; 
'md HGPM~) d<; of June 30 1999 Copies ot the reconcIlIation spreadshcets hav\.. been 
prO\lded to YOLII <;tlfT We will be wOlklllg \\lIh Rlbb; to lesolve the reconcillnf, differences 
a larbe number of which lre related to the balance adJustment<; dl<;cussed a; pdrt of 
Recommend1tlon 1 01 the draft report We should have re;oh ed all of the reconcllmg Items 
by June JO 1000 

Reco111mendl11on No 1 2 - The M&.I Datl System operated by RlbbS t',alion II Bank 
I; now the offiCial sub<;ldJary credit sy,tem for the Abcncy The LAI~ and HGPMS systems 
\\ere turned 011 after September 1999 process111g \\ 1; LOlllpleted These two USAID lebacy 
\)stems wIll not be used for FY 2000 and lfter The M&'I system will be used for 
preparation of the ry 1000 financial ~talements 

Recommendation No 2. I - The work papers have been completed for all direct loan 
debt reschedllllllg In effect at tim tnne fhe FM/LM ;t1ffwill be [omard111b them to RlbgS 
National Bank fOI record111g a~ soon a~ all the legal document, assoclaled With each 
re<;chedul111b 11'1<; been completed In addlllOn wlIh the a;;I;tance of contractor<; \~e \\i11 
LOmplete the UI:: credll program leschedul111b lnd fOf\qrd them to Rlbgs aho 1\11 debt 
rL\chedul111b 11l eftt.ct loda\ \hould be I ecO! dcd by RlbbS before Mal ch 11 :WOO 

1300 PEtltlSYLVAHIA AVE'ZUE N W 
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RLcommLndatlon '\0 22- v.c plan to havc tim \\0Il.. completed h\ lune,O 2000 

RLcommenddllOIl 1\0 2 , - \\ e \\ III PIO\ Ide Riggs \\nh dppropnate Imtructlon, I' 
\\L IL,,)I\ L L lLh Idlu,tmcnt Agalll thIs work should be cOIllpletcd b\ lune,O 20()0 

RLLOmmLndatLon No , - An analv~ls of the direct loan unapplied Lollectlon aLLOunt 
dLlLlIllI11Ld that 'tR 4 nulhon Of'<; 4% ofthc $2) 8 mJlhon had actualh hLLIl dpphLd til IthIll 
,121 141 R I, ot OctOhLI I 1998 I bc collectIon \\a~ kit un thL ul1dpphed l!~t III LlIOI OJ 
th~ IL1111111m,; $1 ~ 4 mllholl :l> 1291111111011 I elated to loans belllh Ic>chLdull.d <;;1 1 mJlllon 
ilL LurrLllt Helll' md 'l> I <\ 1m II ton lre old IICms which IllUSt be re,e Ifchcd The S 12 'i 
nllI lIollIII collcctlOm ILlltLd to debt leschcdulm£ \\111 hl appbed \,hen the hdLkloc of 
IL'LhLdullllh tnn<,lLlIOI1, IS recorded The currcnt Item, of'tl 1 111Jlhun ha\c hCLn dpphLd 1, 
h I\L ':> 4 of thL old Hum We \\lll1ddress the rel11amm~ ul1'lpphcd dlrCLllol11 Itcms 1, \\ell 
" thL S I 9 million 111 !..Udl1l1t\ Item, b\ JunL jO 2000 

I \\ould hl..e lnth In" \OU for the protcsslol1'll and coopcratl\e IlldnJlLr that the audnol<; 
LondlKtLd thur \\ork 

( L M (1'0 I (ulh 
M 'C'l 0 .., ()" cn~ 
\],f Mil M I hmg 
\],1 M/LM M V. d,hm!,ton 
\1 CrO'l\IPI <, IVhlonc GIlmer 
\l,rI\IIMPI C lUlnel 
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