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U S AGENCY FOR 

INTERNATIONAL 

DEVELOPMENT 

February 17,2000 

MEMORANDUM FOR CFO, Michael T Smok / / /l 
FROM IGIAIFA BruceN Crandle e '/--CC:( l~c.tnLJ.Q~~ 
SUBJECT 

, 

Audit Report on USAID' Fund Balance with the U S Treasury and Related 
Internal Controls for FI al Year 1999 

ThiS IS our memorandum audit report on USAID's Fund Balance WIth the US Treasury and 
related Internal Controls ThiS report IS bemg transmitted to you as part of our audIt of 
USAID's consolIdated finanCial statements whIch IS reqUIred by the Government 
Management and Reform Act of 1994 As you know, thIs Act reqUIres USAID to prepare 
and submIt an audIt finanCial statement for the precedmg fiscal year, covenng all accounts 
and assocIated actIVIty of the agency 

In prevIOUS years, we could not express an opiruon on USAID's finanCial statements because 
our audit was Impaired Our audIts of those years mdicated that USAID's poorly functIOrung 
finanCial, accountmg, and performance measurement systems and other prevIOusly reported 
matenal mternal control weaknesses caused thIS Impairment For those years, we concluded 

I 
that these defiCIenCIes m USAID's accountmg and finanCIal management 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 presentatIOn of US AID's finanCial 
statements would have been prohIbItIve and unattamable by the statutory deadlme of 
March 1, for submIttmg the audIted finanCIal statements to the Office of Management and 

Budget (OMB) Accordmgly, we dId not express an opmIon on the fairness of the finanCial 
statements 

Accordmg to OMB Circular A-I27 and the Chief FmancIaI Officers' Act, a finanCial 
management system mcludes supportmg systems that con tam the mformatlOn needed to carry out financial 
management functIOns, manage finanCial operatIOns, and report financial status mformatlOn The systems 
proVide the mformatlOn managers need to (1) carry out their fidUCiary responSibilities, (2) deter fraud, waste, 
and abuse, and (3) relate finanCial consequences to agency program performance Thus, m addition to baSIC 
accountmg functIOns USAID's finanCial management system mcludes supportmg systems that perform 
performance measurement, budget, and procurement functIOns 
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Because of problems noted 111 prevIOus years audIts we agreed WIth USAID to focus our 
fiscal yem 1999 efforts on the matenallll1e Items on ItS balance sheet ThIS Ieport IS one 111 a 
selles of reports that commumcate the results of our audIts conducted on the selected 11l1e 
Items reported on USAID's fiscal year 1999 balance sheet Based on dIScussIons WIth M/FM 
offiCIals there IS substantIal agreement WIth the findmgs and recommendatIons 

I would lIke to express my Sll1cerest appreCIatIOn for the courteSIes extended by your staff to 
the audItors 

Background 

The Umted States Agency for InternatIOnal Development (USAID) was created 111 1961 to 
advance the Umted States' foreIgn polIcy mterests by promotmg broad-based sustamable 
development and provldmg humamtanan aSSIstance USAID has an overseas presence m 60 
countnes 42 of whIch have operatIOnal and formal USAID mISSIons 

Accordmg to the U S Department of the Treasury procedures 2 the Fund Balance WIth the 
U S Treasury account IS an asset account representll1g the future economIC benefit of momes 
that can be spent for authonzed transactIOns Federal agencIes must use the Fund Balance 
WIth the U S Treasury account to reconcIle WIth the Department of the Treasury, Fll1anCIal 
Management ServIces (FMS) records 

In a preVIOUS audIt report, 3 we noted that USAID's Fund Balance WIth the US Treasury 
mIght be less than relIable USAID posted unreconcIled adjustments of a net $60 mIllIon 
($590 mIllIon 111 absolute dollar value) to force ItS fund balance to agree WIth the U S 
Treasury records and aVOIded submlttmg matenally ll1COnsistent finanCIalll1formatIOn to 
OMB and the US Treasury ThIS matenal weakness affects USAID's abIlIty to prepare 
audltable finanCIal statements SpeCIfically thIS matenal weakness hll1ders USAID's abIlIty 
to 

• mamtall1 the accuracy and relIabIlIty of ItS fund balance account for both pnor year 
and current year appropnatIOns, 

• prOVIde accurate ll1fOrmatIon to regulatory federal agenCIes, and 

• report the status of theIr appropnatlons and budgetary resources accurately 

Treasury ReconCIlIatIOn Standard Operatmg Procedures, A Supplement to the Treasury FIscal 
Manual, May 31 1999 

1 Report to USAID Managers On Selected USAID Internal Controls (AudIt Report No 
o 000-99 OOl-F) March 31 1999 
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USAID s Fund Balance wIth the U S Treasury has mcreased over the past few years In 
fiscal year 1996 USAID reported a fund balance of $9 6 bIllIon In fiscal year 1999, 
USAID's fund balance mcreased to $10 7 bIllIon 

AudIt Objective 

For fiscal year 1999, USAID's Office oflnspector 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 ObjectIve of thIS audIt was as follows 

Were Adequate Internal Controls Implemented by USAID to 
Permit Accurate and RelIable Reporting of the Fund Balance 
with the U.S. Treasury Line Item as of September 30, 1999? 

See AppendIx I for a dIscussIOn of the scope and methodology for the audIt 

The followmg sectIOn presents our findmgs and recommendatIOns for those matters that we 
conSIder reportable condItIOns and matenal weaknesses 
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AudIt Findings 

Were Adequate Internal Controls Implemented by USAID to PermIt Accurate and 
RelIable Reportmg of the Fund Balance wIth the U S Treasury Lme Item as of 
September 30, 1999? 

USAID had not Implemented adequate mternal controls to permIt accurate and rehable 
reportmg of the Fund Balance WIth the U S Treasury account as of September 30, 1999 
WhI1e revIewmg USAID's Fund Balance WIth US Treasury account and related mtemal 
controls, the OIG IdentIfied several problems that hmdered USAID's abIlIty to accurately 
report theIr Fund Balance WIth the US Treasury at the fiscal yearend The more sIgmficant 
problems were as follows 

• USAID dId not always reconcI1e Its records WIth the U S Treasury records, and 

• USAID dId not properly manage the use of the fiscal year 1998/1999 Development 
ASSIstance ApprOprIatIOn 

As a result, USAID's Fund Balance WIth the US Treasury account may be less than relIable 
and we do not express an opmIOn on them WhIle USAID has Improved m thIS area, we 
IdentIfied several contmumg problems that hmdered USAID's abIhty to reconcIle dIfferences 
WIth the fund balance account ThIs report provIdes four recommendatIOns to aSSIst USAID's 
management for the Improvement of reconcIlIng and reportmg the Fund Balance WIth the 
U S Treasury account and complIance WIth applIcable laws and regulatIOns 

USAID's Office of Fmanclal Management 
DId Not Always ReconcIle Its Records 
With the U S Treasury Records 

USAID's Office of Fmancial Management and the overseas mISSIOns dId not always 
reconcIle---research and resolve---differences IdentIfied between USAID's records and the 
US Treasury's records The purpose ofthe reconcIlIatIOn IS to ensure the accuracy and 
relIabIlIty of ItS fund balance accounts USAID's Office of Fmancial Management made 
unsupported adjustments of a net $21 8 mIllIon ($266 mIllIon m absolute dollar value) to 
brIngs ItS cash balance m agreement With Treasury's balance Accordmg to the Office of 
Fmanclal Management, thIS adjustment was made because they belIeve that Treasury's 
balance IS more accurate then theIr fund balance m the general ledger 
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The 1999 dIfference was an Improvement over the 1998 dIfferences 4 DespIte the 
Improvements USAID' s lack of an effectIve reconcIlIatIOn process wIll hmder USAID' s 
abIhty to accurately report the Fund Balance WIth the U S Treasury Ime Item m the financIal 
statements 

US Department of Treasury's gUIdance~ for reconclhng fund balances reqUIres that federal 
agencIes research and resolve dIfferences reported by the US Treasury on a monthly baSIS 
They also must resolve all dIfferences between the balances reported on theIr general ledger 
Fund Balance WIth the US Treasury accounts and balances reported by the US Treasury 
ThIS gUIdance also defines three months as bemg a reasonable penod for cleanng dIfferences 

The recOnCIliatIOn process contams two steps (1) the first step IS to IdentIfy the dIfferences 
between USAID's and the US Treasury's records and (2) the second step IS to research and 
resolve these dIfferences Some of the dIfferences are tImmg dIfferences that WIll be 
elImmated WIth the passage of tIme, whIle other dIfferences are accountmg and postmg errors 
that must be corrected The Treasury reconcIhatIOn procedures state that an agency may not 
arbltranly adjust ItS Fund Balance WIth Treasury account The procedures state that an 
agency can adjust Its Fund Balance WIth Treasury account balance only after clearly 
establIshmg the causes of the errors and properly documentmg those errors At USAID, the 
second step of the reconclhatIOn process was not always followed 

Dunng the reVIew of US AID's fund balance reconclhatIOn process, we IdentIfied the 
followmg problems 

• USAID's mISSIOns mcorrectly merged fiscal year 1998 appropnatIOns to the no-year 
appropnatIOns dunng fiscal year 1999 Our reVIew of selected appropnatIOns found 
that one appropnatIOn, 199811999 EconomIC Support AppropnatIOn (728191037), had 
approxImately $92 8 milhon m dIfferences WIth the US Treasury and another 
appropnatIOn, the no-year Development ASSIstance AppropnatIOn (72X1021), had 
approxImately $7 2 mIllIon m dIfferences WhIle USAID cleared and adjusted 
approxImately $898,0006 ofthe dIfferences, finanCial management staff had not 
cleared the remammg Items valued at over $99 mIllIon As a result, USAID posted 
transactIOns to mcorrect appropnatIOns m the general ledger 

• USAID finanCIal managers made unsupported adjustments m the overseas mISSIOns' 
fund balance accounts to force the cash ledgers to match U S Disbursmg Officers' 
yearend balances for USAID ThIS occurred because the mISSIOns had not cleared 

4 In the September 30 1998 finanCial statements the fund balance dIfference between USAID 
and the US of Treasury was net $60 mIllIon ($590 mIllIon In absolute value) 

:> Fund Balance WIth Treasury ReconcIliatIOn Procedures, A Supplement to the Treasury 
FInancIal Manual, ITFM 2-5100 August 1999 

6 USAID cleared $700,000 of the $7 2 millIon In dIfferences In appropnatlOn 72XI021 and 
approxImately $198 000 of the $92 8 mIllIon In dIfferences In the 199811999 EconomIc Support appropnatlOn 
728191037 
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dIfferences m a tImely manner However, It appears that there IS approxImately 
$7 1 mIllIon stIll outstandmg m unresolved adjustments 

In our fiscal year 1999 audIt report, we made several recommendatIOns to correct thIS 
problem Because USAID finanCIal managers have not taken final actIOn on these 
recommendatIOns we do not make addItIOnal recommendatIOns at thIS tIme 

USAID's Office of FmancIaI Management 
Old Not Properly Manage the Fiscal Year 
1998/1999 Development ASSistance ApproprIatIOn 

USAID's Office of Fmanclal Management dId not properly manage the use of the fiscal year 
199811999 Development AssIstance aPfropnatIOn (728191021) USAID had not 
Implemented a system of fund controls to manage the funds appropnated under thIS 
appropnatIOn as reqUIred by TItle 31 of the Umted States Code (USC) and the General 
Accountmg Office's PolIcy and Procedures Manual for GUIdance of Federal AgencIes As a 
practIce, USAID's Office of FmancIaI Management used thIS appropnatIOn to fund advances 
to grantees wIthout regard as to whether the actIVItIes were related to thIS appropnatIOn 
Because of thIS practIce, both external and mternal reports generated by USAID may not be 
relIable and USAID IS unable to determme the status of then budgetary resources Further 
USAID's Office of FmancIaI Management has commItted a funds control VIOlatIOn and may 
have VIOlated the AntI-DeficIency Act 

There are a number of sectIOns that have been codIfied under TItle 31 of USC to Improve 
federal agencIes management of funds appropnated by Congress LIsted below are excerpts 
from applIcable sectIOns that govern areas where USAID has expenenced some problems 

• 31 USC 1341 states that an employee of the Umted States government may not make 
or authonze an expendIture or oblIgatIOn exceedmg an amount avaIlable m an 
appropnatIOn or fund for the expendIture or oblIgatIOn 

• 31 USC 1514 reqUIres federal agencIes to have an admmIstratIve fund control system, 
approved by the PresIdent, that WIll restnct oblIgatIOns or expendItures to the 
amounts appropnated to applIcable fund balances and to the amounts of 
apportIOnment or reapportIOnment made for the current fiscal penod AddItIonally, 
31 USC 1514 reqUIres the head of each agency, subject to approval of the PresIdent, 
to prescnbe by regulatIOn a system of admmIstratIve control of funds The fund 
control regulatIOn wIll be a part of the agency's mternal control system and submItted 

The term "fund control" refers to control over use and management of fund approprIations to 
ensure that (1) funds are used only for authOrIzed purposes, (2) they are economically and effiCiently used (3) 
obligations and expenditures do not exceed the amounts authOrIzed and available and (4) the obligatIOn or 
disbursement of funds IS not reversed or otherwise Withheld Without congressIOnal knowledge and approval 
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to the DIrector of OMB for approval The cIrcular also states that the system of fund 
control should be revIewed penodically to determme whether Improvements should 
be made At a mmimum, the system should be revIewed whenever OMB Issues 
revIsed regulatIOns or a re-organIZatIOn occurs and draft regulatIOns, consIstent WIth 
revIsed mstructIOns by OMB or the new organIZatIOn of the agency should be 
submItted to OMB 

• 31 USC 1532 proVIdes that some agencIes have lImIted transfer authonty eIther m 
permanent legIslatIOn or m appropnatIOn act prOVIsIOns Such authonty WIll 
commonly set a percentage hmit on the amount that may be transferred from a gIven 
appropnatIOn and/or the amount by whIch the receIvmg appropnatIon may be 
augmented 

• 31 USC 1534 states that an appropnatIOn may be temporanly charged at any tIme 
durmg a fiscal year for the benefit of another appropnatIOn aVaIlable to the agency 
However, 31 USC 1534 also states that these amounts should be charged at or near 
the close of the fiscal year to the appropnatIOn that benefited from the ongmal 
charge The ongmal appropnatIOn charged should be credIted WIth an amount to 
restore the temporary use 

WhIle revIewmg USAID's Fund Balance With the US Treasury account and the related 
mternal controls m USAID/Washmgton, the OIG IdentIfied a problem m Its applIcatIOn of 
the above legIslatIve proVIsIOns The problem hmdered USAID's abIlIty to accurately report 
the status of ItS Fund Balance With the U S Treasury and the status of Its budgetary resources 
at the fiscal yearend 

The fiscal year 199811999 Development ASSIstance appropnatIOn (728/91021) had a negatIve 
$169 mIllIon unexpended balance m the yearend closmg statement from the U S Treasury 
Normally all appropnatIOns should have a POSItIve fiscal yearend balance However for thIS 
appropnatIOn, USAID recorded transactIOns to the appropnatIOn durmg the fiscal year that 
exceeded the amount appropnated These transactIOns resulted m a negatIve cash balance at 
yearend m thIS appropnatIOn and a number of other appropnatIOns to be overstated ThIS 
SItuatIOn does not represent good fund control practIces and could result m a VIOlatIOn of the 
AntI-DefiCIency provlSlon ofTIt1e 31 USC and other fund control statutory proVIsIOns ThIS 
SItuatIOn occurred for a number of reasons that mcluded the followmg 

• As a matter of practIce, USAID' s Office of Fmanclal Management used the 
199811999 Development ASSIstance approprIatIOn as a carner apprOprIatIOn to fund 
letter of credIt advances to grantees, regardless of the appropnatIOn that ultImately 
would fund the grant The charges to the appropnatIOn were made WIth the mtentIOn 
that, once the advances were lIqUIdated by the grantee as expenses, the 1998/1999 
Development ASSIstance appropnatIOn would be replenIshed by a transfer from the 
benefitmg apprOprIatIOn 
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Normally appropnatIOns are charged based on an oblIgatmg document, such as a 
grant or contract ThIs IS an mtegral mternal control that assIst agencIes m 
momtonng the avaIlabIhty of an appropnatIOn as the fiscal year progresses For these 
advances USAID's Office of Fmancml Management made charges dIrectly agamst 
the 199811999 Development AssIstance appropnatIOn mstead of an estabhshed 
oblIgatIOn Consequently, an mtegral mternal control was bypassed and there was no 
system m place to alert financIal managers that the appropnatIOn was depleted and 
that funds were no longer avaIlable m the appropnatIOn When the fiscal yearend 
reports were prepared, the advances were not lIqmdated and the 199811999 
Development AssIstance appropnatIOn had not been replemshed ThIs resulted m the 
negatIve $169 mIlhon unexpended balance NegatIve unexpended appropnatIOn 
balances at fiscal year-end may constItute a statutory fund control vIOlatIOn (31 USC 
1341 and 31 USC 1534) 

As a matter of practIce m March of each fiscal year, USAID transfers the outstandmg 
letter of credIt advances recorded m the prevIous fiscal years' Development 
AssIstance appropnatIOn to the current years' Development AssIstance appropnatIOn 
USAID makes thIS transfer to replemsh the preVIOUS fiscal year's Development 
AssIstance appropnatIOn wIth funds that are stIll outstandmg m the current year but 
for WhICh grantees have not filed hqmdatmg expense reports 

After the close of fiscal year 1998, USAID transferred approxImately $1 2 bilhon m 
letter of credIt advances from the fiscal year 1997/1998 Development AssIstance 
appropnatIOn for advances that were made dunng fiscal year 1998 and pnor to the 
1998/1999 Development AssIstance appropnatIOn The effect of thIS transfer IS to 
reduce the cash avaIlable to fund the current year's actIvItIes ThIS may constItute a 
statutory fund control vIOlatIOn (31 USC 1532) 

• For the past two fiscal years, USAID's Office ofFmancml Management mcorrectly 
posted funds mtended as replemshments to the current year's Development 
AssIstance appropnatIOn to the No-Year Development AssIstance appropnatIOn For 
1998, $146 mIlhon was posted to the No-Year Development appropnatIOn and m 
1999, $203 mIlhon was posted The effect of these transactIOns was to mcrease 
aVailable funds m the No-Year appropnatIOn and decrease avaIlable funds m the 
current year's Development AssIstance appropnatIOn ThIS may constItute a statutory 
fund control VIOlatIOn (31 USC 1352) 

Dunng the first quarter of fiscal year 2001, USAID's Office ofFmanctal Management has 
agreed to begm a practIce of chargmg the benefitmg appropnatIOn wIth advances at the 
oblIgatmg document level ThIs new practIce wIll Improve USAID's ablhty to accurately 
report ItS fund balance and status of budgetary resources The new practIce WIll also reduce 
to a sIgmficantly lower level the possIbIlIty that an appropnatIOn would have a negatIve 
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unexpended balance at the fiscal year-end Because of US AID's proposed changes to Its 
practIce, the OIG does not make any recommendatIOns to modIfy Its system However, 
because the current system may have resulted m VIOlatIOns of federal fund control provlSlons 
of TItle 31 USC and we IdentIfied some mcorrect transactIOns the OIG makes the followmg 
recommendatIOns 

Recommendation No 1 We recommend that the Office of FmancIaI 
Management consult with the General Counsel to determme If USAID has any 
fund control VIOlatIons WhICh must be reported m accordance with Title 31 
Umted States Code 

RecommendatIOn No 2 We recommend that the Office of Fmancial 
Management reVIew the balance m the No-Year Development AssIstance 
appropriatIOn (72X1021) and make the necessary adjustments to correctly 
report Its status 

RecommendatIOn No 3 We recommend that the Office of Fmancial 
Management discontmues the practice of transferrmg the outstandmg letter of 
credit advances from the prior fiscal year's Development Assistance 
apprOpriatIOn to the current fiscal year's Development AssIstance 
apprOpriatIOn 

RecommendatIOn No 4 We recommend that the Office of Fmancial 
Management record the lIqUidatIOns of the advances dIsbursed agamst the 
1998/1999 Development AssIstance appropriatIon (728/91021) to the benefitmg 
appropriatIon and replemsh those funds to the 1998/1999 Development 
AssIstance appropriatIOn prIOr to the close of fiscal year 2000 and 
ImplementatIOn of the new accountmg system 

Management Comments and Our EvaluatIon 

USAID's management agreed With three of four recommendatIOns, recommendatIOns 1,2, 
and 4, prOVIded m thIS report and proposed an alternatIve for recommendatIOn no 3 In 
agreemg wIth the recommendatIOns, USAID's management Said that steps have been taken 
for recommendatIOn no 1 USAID's management also prOVIded clanficatIOns and 
mformatIOn regardmg steps taken to Improve ItS recOnCIliatIOn of cash balances WIth 
Treasury Refer to AppendIX I for USAID Management Comments 
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We agree wIth management's decIsIOn on recommendatIOns 1,2, and 4, and the alternatIve to 
recommendatIOn number 3 provIded m thIs report 

For audIt recommendatIOn no 1, USAID's management said that they had mltlated 
dIscussIOn wIth the Office of General Counsel regardmg status as of September 30, 1999 m 
accordance to the OIG recommendatIOn Accordmg to USAID's management, the GC has 
been asked to advIse them regardmg the provIsIOns of 31 USC USAID's management also 
agreed to take appropnate actIOns after the GC has completed ItS revIew 

For audIt recommendatIOn no 2, USAID's management agreed to make the correctmg entry 
for the $349 mIllIon mcorrectly replemshed to the No-year Development AssIstance 
AppropnatIOn rather than the MultI-year account Accordmg to USAID's management the 
entry WIll be recorded m March 2000 and reported to Treasury on the monthly SF-224 

For recommendatIOn no 3, USAID's management offered an acceptable alternatIve 
USAID's management saId that they belIeve the current practIce oftransferrmg the 
outstandmg camer account advance balance should be contmued for FY 2000 However, 
rather than transferrmg the advance balance to the 199912000 Development AssIstance 
AppropnatIOn 729/01021 as they have m the past, the advance balance would be transferred 
to the No Year Development AssIstance AppropnatIOn 72X0121 to aVOId creatmg another 
negatIve cash sItuatIOn Accordmg to USAID's management thIS transfer wIll resolve the 
negatIve cash balance for the 199811999 Development AssIstance AppropnatIOn 728/91021 
and gIve the Agency the tIme necessary to accomplIsh the actIOns assocIated wIth 
Implementmg RecommendatIOn No 4 by the end ofFY 2000 

For audIt recommendatIOn no 4, USAID's management agreed to record the lIqUIdatIOns of 
the advances dIsbursed agamst the 199811999 Development AssIstance AppropnatIOn 
728/91021 to the benefitmg appropnatIOn and replemsh those funds to the 199811999 
Development AssIstance AppropnatIOn 728/91021 pnor to the close of fiscal year 2000 and 
ImplementatIOn of the new accountmg system 
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SCOPE AND METHODOLOGY 

Scope of Our Consideration of USAID's Fund Balance 

APPENDIX I 
PAGE 1 OF2 

For fiscal year 1999, USAID Office ofInspector General agreed wIth the Office of Fmancial 
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 
USAID's fund balance as of September 30,1999 Therefore, thIS report does not contam an 
opimon 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 materIal mIsstatement 

We obtamed an understandmg of the desIgn and ImplementatIOn of relevant polICIes and 
procedures withm the USAID's Office of Fmancial Management for reconcIlmg accounts 
researchmg and resolvmg dIfferences and reportmg the fund balance accounts We 
determmed whether those procedures were adequate and had been placed m operatIOn to 
meet the objectIves and requIrements of the Treasury FmancIaI Manual and other regulatIOns 
We consIdered all reasonable efforts made by USAID management to Improve the 
management of the reconcIlIatIon process and respond to our prevIOUS recommendatIons 
relatmg to the Fund Balance wIth Treasury account 

Methodology 

In accomplIshmg our audIt objectIves, we revIewed sIgmficant lme Items related to USAID's 
balance sheet These lme Items mcluded accounts payable, the Fund Balance wIth the U S 
Treasury, advances, and loans receIvable The purpose of thIS report IS to communIcate the 
results of our reVIew of US AID's Fund Balance wIth the US 

Treasury for the perIod ended September 30, 1999 ThIS report specIfically address the 
Issues IdentIfied m our reVIew of the Fund Balance account on the balance sheet for whIch 
USAID management correctIve actIons are needed 

To accomplIsh our Fund Balance specIfic audIt objectIve, we 
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• 
revIewed all aVailable reconclhatIOns and related documents, 
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• revIewed related reports submItted to U S Treasury and other federal regulatory 
agenCIes, 

• 

• 

revIewed the USAID's contractor's reconclhatIOn and other work performed, 

conducted meetmgs WIth USAID's Office of FmancIaI Management and Its 
contractors, and 

• selected the followmg four appropnatIons for reVIew 
No-Year Development ASSIstance (72X1021), 
199811999 Development ASSIstance (728/91021) 
1998/1999 EconomIC Support Fund (728/91037), 
No-Year EconomIC Support Fund (72XI037), and 
No-Year Operatmg Expense (72X1000) 

Based on USAID' s 1998 Net Cost of OperatIOns, a matenahty threshold of 5 percent was 
calculated for the overall finanCial statements Therefore, any amount over $360 mIllIon was 
conSIdered matenal and mcluded m our reVIew of US AID's 1999 finanCIal statements The 
fund balance for fiscal year 1998 was $9 7 bIllIon Accordmgly, the matenahty level for thIS 
audIt of Fund Balance was $485 mIllIon (5 percent of$9 7 bIllIon) 

ComplIance wIth Laws and RegulatIons 

ComplIance WIth laws and regulatIOns testmg was hmited to those legal and regulatory 
reqUIrements for 

1 Meetmg the tImelmess and completIOn of the monthly reconcIlIatIOn WhIch mcludes 
reconcIlIng Fund Balance accounts and related records, and 

2 Ensunng that dIsbursements are adequately supported, recorded m the proper 
accounts and reported on the Statement of TransactIOns 

/:u 
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USAID MANAGEMENT COMMENTS 
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February 17 2000 

MEMORANDUM 

A:.:
AIF A., Bruce N Crandlem1re 

FROM FO MIchael T smokovlcv,;€7.:::v~ 

SUBJEC Draft Report on USAID s Fund Balance wIth the U S 

TO 

Treasury and Related 
Internal Controls 

Thank you for your memorandum dated February 9 2000 on the above subject and 
the oppOrtunity to comment on the draft report I understand that Sandy Owens met WIth 
your staff to d1scuss the draft report and that as a result of that d1scuss10n some reV1Slons 
have been made Therefore I WIll not make any add1tl0nal comments on those 1tems In my 
response 

As you know we have Invested slgmficant d1rect htre and contractor resources In the 
past several months on the reconCIliatIOn of cash balances WIth Treasury As you 
recommended last year we are exercIsing more oversIght over the cash reconclhatIOn 
performed by the MIssIOns We Issued a task order to an accounting firm to help In 
Washington WIth the cash reconcilIatIOn and to develop wntten reconcilIatIOn procedures 
The procedures WIll Include not only steps necessary to IdentIfY the dtfferences but also 
guIdance for researching and resolvmg the differences A first draft of these procedures has 
been completed and 1S being reViewed by my staff We beheve the Increased attention we 
are devoting to the cash reconCIliatIOn IS a major factor In redUCing the net dIfference WIth 
Treasury from $60 mtlhon as of September 30 1998 to $21 8 rrulhon as of September 30 
1999 We WIll continue to focus on thts matter 

The $21 8 rruillon adjustment to bnng the Agency s cash balance Into agreement WIth 
Treasury s balance was not an arbItrary adjustment of our accounts The adjustment was 
made because Treasury s balance was less than USAID s balance ThIS IndIcates that 
USAID has under-reported disbursements because of a vanety of reasons mcludlng our 
decentrahzed accountmg and charges from other agenc1es The conservattve approach IS to 
adjust the cash balance for financIal statement presentatIOn purposes In order to more fa1rly 
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present the Agency financial posItion ThiS adjustment IS not a permanent reduction of the 
cash balance that the Treasury guidance prohibItS Rather It IS a temporary adjustment for 
reportmg purposes only until the actual cash charges to our accounts can be associated 

On page 5 of the draft report It IS stated that USAID misslOns mcorrectly merged FY 
1998 appropnatlons to the no-year appropnatlOn dunng FY 1999 The most sIgmficant error 
was one made by one MISSIon that mcorrectly reported $ 87 9 rrnlhon for the FY 1998/1999 
multi-year appropnatlort on ItS U-I01 report for the no year account Thts error was caught 
by the MIsSIon and corrected by removmg It from the No Year U-l 01 report and report1Og It 
on the FY 1998/1999 U-101 report In the Country Fmanclal System adjustments were made 
and the $87 9 mIlhon was correctly posted as dIsbursements 10 the FY 1998/1999 
appropnatlOn m the General Ledger and not 10 the No Year appropnatlon However, the 
reqUIred correction to Fund Balance WIth Treasury between the FY 1998/1999 and No Year 
Funds was not done Smce the FY 1998/1999 appropnatlon becomes No Year m FY 2000 
the offsettmg $87 9 rrnlhon cash dIfference as of9/30/99m 72-8/91037 and 72-XI037 clears 
m FY 2000 Therefore, no further correctmg entry IS reqUITed 

As regards the Issue related to the management of the FY 199811999 Development 
ASSIstance AppropnatIon, we agree that years ago controls should have been m place to 
prevent the cash balance from gomg negatIve As you know, the new cross servlcmg 
arrangement WIth the Department of Health and Human Semces ehmmates the need to use 
the carrter account approach to handhng letter of credIt advances Therefore, the problem 
WIth the fund balance for thts appropnatlon should not be repeated 10 the future once the 
advances made dIrectly by USAID have been lIqUIdated We have Imtlated dISCUSSIon WIth 
the Office of the General Counsel regardmg the status as of September 30, 199910 
accordance WIth Recommendatlon No 1 of the draft report We have asked to GC to adVIse 
us regard10g the prOVlSlons of31 USC as stated 10 the draft report We WIll take appropnate 
actIOn after the GC has completed ItS revtew 

Per RecommendatlOn No 2, we agree to make the correct1Og entry for the $349 
rrnlhon 1Ocorrectly replemshed to the No-year Development AsSIstance Appropnation rather 
than the Multi-year account The entry wIll be recorded m March 2000 and reported to 
Treasury on the monthly SF-224 We also agree to Implement RecommendatlOn No 4 
before the close ofFY 2000 

As regards RecommendatlOn No 3, we belIeve that our curfent practIce of 
transferrmg the outstand1Og carner account advance balance should be contmued for FY 
2000 However, rather than transfemng the advance balance to 72-9/01021 as we would 
have 10 the past, we plan to transfer the advance to 72F3875 Completmg thts transfer WIll 
resolve the negative cash balance for appropnation 72-8/91021 and gIve the Agency the tIme 
necessary to accomphsh the actIOns assocIated WIth Implementmg RecommendatIOn No 4 by 
the end ofFY 2000 Therefore, we request that you reconSIder making RecommendatIOn 
No 3 
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I would lIke to thank you for the professIOnal and cooperatIve manner In whIch the 
audItors conducted theIr work and theIr openness In dISCUSSIng audIt findIngs and helpIng to 
IdentIfy solutlOns 

Cc MlCFO, E Owens 
MlFM, T Cully 
MlFMlCAR, D Ostermeyer 
MlFMlCAR, T Vapmarek 
MlFMlCAR, E WhIte 
MlFMlCAR, J MitchIner 
MlFMlCAR, J Drugel 


