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USAID/Kiev, Director, Grego:!);n 

RIG/ A/F, John P. competell~~ ~ 
Audit of USAID/Kiev's Unliquidated Operating Expense 
Obligations at September 30, 1995 (Audit Report No. 8-121-
96-007) 

This memorandum is our report on the subject audit. The audit found that 
until September 1995, USAID /Kiev had not performed reviews of 
unliquidated operating expense obligations as required. Notwithstanding 
the absence of the review, the responsible USAID Controller in Moscow 
certified the Validity of USAID /Kiev year-end obligations. The audit also 
found that USAID /Kiev's procedures for reviewing unliquidated obligations, 
begun in September 1995, was in need of improvement. 

The report contains two recommendations. The first recommendation is 
considered closed upon issuance of this report because the Mission 
deobligated $81,845-as identified by the audit. In addition, the Mission 
reviewed the unliquidated obligations which were not audited and 
de obligated $137,655. The second recommendation is considered resolved 
and can be closed upon completion of the Mission's study of freight 
transactions. Your written comments to our draft report are included as 
Appendix II. 

I appreCiate the cooperation and courtesies extended my staff during this 
audit. 

Background 

The United States Agency for International Development (USAID) receives 
a separate appropriation to cover its annual operating expenses (OE), which 
represent costs of salaries, benefits, and support costs of all U.S. and 
foreign national direct-hire personnel. Support costs include allowances, 
travel and transportation, housing and office expenses. Funding sources 
for OE include appropriated funds, revolving funds of the Housing 
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Investment Guarantee and Excess Property activities, and local currency 
trust funds. In addition, since 1991, the Agency has been authorized to 
maintain an Unobligated Canyover Account to fund its operating expenses. 
In recent years, OE annual appropriations have come under intense 
scrutiny as part of congressional and administration efforts to reduce costs. 

USAIDjKiev, which was established in 1993, was allocated only 
appropriated funds for its OE. The Mission did not have 1) special purpose 
OE accounts, 2) local currency trust funds, or 3) any other source of OE 
funds. As shown below, USAIDjKiev had obligated about $8.3 million in 
OE funds for fiscal years 1993 through 1995. At September 30, 1995, a 
quarter of this, or approximately $2.1 million, remained unliquidated. 

Status of Operating Expense Funds 
Provided to USAID/Kiev as of September 30. 1995 

Fiscal Year Obligated Unliquidated 
--------------------- in thousands------------------

1993 $ 1,634.8 $ 155.9 

1994 1,725.7 118.8 

1995 4.971.2 1.859.5 

Total $ 8.331.7 $ 2.134.2 

By law l
, agencies are to review unliquidated obligations periodically to 

determine whether the funds are still needed for the obligation and if not, 
deobligate these funds. Such reviews are called 1311 reviews. USAID has 
established policy and procedures regarding 1311 reviews which require-

• a continuous review throughout the year of unliquidated obligations 
for both current and prior years; 

• a year-end review of the system; 

• the examination of obligation and liquidation records by USAID 
financial staff in coordination with the officer responsible for 
budgeting and using the funds; 

• maintaining a set of workpapers to document the review; and 

Section 1311 of the Supplemental Appropriations Act of 1955, as amended. 
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• an annual certification that year-end obligations are valid. 

USAID /Kiev is responsible for managing its OE funds and performing the 
required 1311 reviews. However. since USAID/Moscow is the offiCial 
accounting station for USAID /Kiev. the Moscow Controller has the 
responsibility to record transactions. monitor the status of funds. and 
annually certify the validity of obligations. According to the Moscow 
Controller's office. they perfonned the annual certification based on the fact 
that USAID /Kiev had its own Controller whose responsibility it was to 
perfonn the 1311 reviews. 

Audit Objective 

This audit is part of a worldwide audit to detennine if USAID effectively 
managed funds available for operating expenses. The worldwide audit 
requires reviewing unliqUidated OE obligations as of September 30. 1995. 
The objective of this audit is to answer the follOwing question: 

Did USAID /Kiev Perform Unliquidated Operating Expense Obligation 
Reviews in Accordance with USAID Policy and Procedures? 

See Appendix I for a discussion of the scope and methodology for this audit. 

Audit Findings 

USAID /Kiev did not perfonn reviews of its unliqUidated operating expense 
obligations as required by USAID policy and procedures. Starting in 
September 1995. however. the Mission began perfonning the required 
reviews. Of the $2.1 million in unliqUidated OE obligations at September 
30. 1995. we reviewed $1.0 million and found that $207.6592 should be 
deobligated. 

According to the former USAID/Kiev Controller. 1311 reviews were not a 
high priority during office set-up and they did not follow USAID policy and 
procedures on 1311 reviews since establishing the office in 1993 until 
about September 1995. Although in December 1994. USAID /Kiev issued 

2 The $207,659 includes $110,824 deobligated by the Mission in December 1995 before the audit began, plus 
$96,835 recommended for deobligations by the audit. 
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a Mission Order3 specifically addressing the USAID policy requirements for 
1311 reviews; the former Mission Controller stated that this Mission Order 
was issued in preparation of USAID /Kiev becoming its own accounting 
station, and was only partially implemented. This Mission Order outlined 
the procedures for performing 1311 reviews. An example on how such 
reviews were partially implemented is that in June 1994 the chief 
accountant reviewed selected unliquidated obligations-mostly related to 
travel transactions-to determine which could be deobligated, and prepared 
corresponding journal vouchers deobligating unneeded funds. While 
USAID policy and procedures require workpapers documenting their 
decisions, the only documentation for these reviews were the journal 
vouchers themselves. Even though 1311 reviews were not performed until 
September 1995, USAID/Moscow's Controller certified that the obligations 
at September 30, 1993, and 1994, were valid based upon its assumption 
that required reviews had been performed in Kiev. 

In September 1995, USAID/Kievbegan performing section 1311 reviews as 
required by USAID poliCies and procedures. The September 1995 review 
resulted in the deobligation of all previously unliquidated obligations for 
fiscal year 1992 ($4,400) and almost $275,000 for fiscal years 1993 
through 1995. The remaining unliqUidated obligations at September 30, 
1995, numbered 511 and totalled about $2.1 million. Of this, we 
judgementally selected 107 obligations, totalling apprOximately $1.0 
million, based on their size, age and purpose. The table in Appendix III 
summarizes our review of unliqUidated obligations at September 3D, 1995, 
for each fiscal year. 

USAID/Kiev Needs to Deobligate Unliquidated 
Oblillations from Prior Fiscal Years 

Of the 107 unliqUidated obligations that we reviewed, we determined that 
about one-third (37) should remain open [unliquidated] for various reasons 
such as: 1) awaiting the completion of services or the receipt of goods, 2) 
awaiting freight charge/verifications, and/or 3) awaiting invoice/travel 
vouchers. We determined that the remaining two-thirds (70) reviewed were 
in excess of Mission needs and advised the Mission that these funds should 
be deobligated and returned to USAID/Washington. 

3 Order No. 94-06, entitled: Review of Unliquidated Obligation and Commitment Amounts in Mission 

Program Accounts (Section 1311 Reviews). Although the title indicates it relates to only "Program" 1311 

reviews, the Mission Order covers reviews of both program and operating expense unliquidated obligations. 
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For the 107 items tested, the amount of funds in excess of Mission needs 
at September 30, 1995, was $191,867. At the time of audit, the amount of 
funds in excess of Mission needs had increased to $207,659. Of this 
amount, $110,824, relating to 30 obligations. was deobligated by the 
Mission in December 1995. All but one of these 30 obligations should have 
been deobligated by the Mission much earlier than they were. The 
unneeded funds were not identified earlier mainly because the Mission had 
not been perfonning Section 1311 reviews. The amount still needing to be 
deobligated by the Mission is $96,835. In addition, the Mission needed to 
review the remaining 404 unliquidated obligations not audited and 
determine those which can be closed and deobligate any excess funds. 

Recommendation No.1: We recommend that USAID /Kiev: 

1.1 review our analysis and deobligate and return 
$96.835 to USAID /Washington; 

1.2 review the remaining unliquidated operating expense 
obligations which were not audited and deobligate 
and return to USAID/Washington any excess funds. 

Mana&ement Comments and Our Evaluation 

The Mission has reviewed our analysis and has deobligated $81,845 of the 
$96,835 recommended in the draft report for deobligation. The remaining 
$14,990, relating to seven obligations, was being held open pending further 
analysis of possible outstanding charges. However, the Mission fully 
anticipates that these remaining amounts will be reported as liqUidated by 
June 30, 1996. Further, the Mission has reviewed the 404 OE obligations 
which were not audited and they have deobligated an additional $137,655 
in excess funds. We accept the Mission's review of our analysis and its 
pOSition not to, at this time, deobligate the full $96,835. We also accept the 
Mission's review of the unliquidated obligations that were not audited and 
its action to deobligate $137,655. Based on the Mission's actions, the 
recommendation is closed upon issuance of this report. 

USAID /Kiev Needs to Establish a 
Standard for Frei~ht Transactions 

The Mission was not reviewing freight transactions because of the long time 
period for such transactions to be processed and reported by disbursement 
offices, such as RAMC Paris. According to the chief accountant and the 
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fonner Controller, payments for freight transactions may not be processed 
and reported for two to three years after the obligation was incurred and 
recorded. 

The audit found that eight percent, or 9 of the 107, unliquidated OE 
obligations, which totalled $83,377, involved freight transactions and were 
being kept open at September 30, 1995. Because of the difficulty in 
detennining when all payments for freight transactions had been reported, 
the Mission was not reviewing obligations involving freight 
transactions-such as freight for furniture, supplies and post 
assignment/home leave. Therefore, these types of unliquidated OE 
obligations were left open. However, there was no analysis at the Mission 
to show the amount of time it takes from initiating a freight transaction to 
receiving reports that all payments against the obligation were made and 
processed. 

Recommendation No.2: We recommend that the USAID/Kiev 
Controller and Executive Offices conduct a study on completed 
freight transactions to a) determine the length of time needed for 
freight transactions to be completed, and the number of 
incidental service transactions; and b) apply the results of this 
study to unliquidated freight obligations and deobligate those 
which appear to be completed. 

Manaeement Comments and Our Evaluation 

The Mission agreed with this recommendation. The Mission explained that, 
due to staffing constraints, they have only been able to initiate a limited 
review of completed freight transactions. They are currently hiring 
additional staff and they anticipate that a fonnal documented review will 
take place during the summer of 1996. In addition, based on their limited 
review, the Mission has implemented procedures to restrict the number of 
freight related transactions. They anticipate that these new procedures will 
provide Significant savings to the United States Government in reduced 
labor costs required in accounting, tracking and documenting two to three 
year old freight-related transactions. We recognize that the Mission is 
increasing its staff and training new personnel. We believe that the interim 
steps taken by the Mission in this area are positive and that once the 
fonnal study is completed, they will be in a better position to manage 
obligations regarding freight transactions. Based on the Mission's response 
to our draft audit report, the recommendation is resolved upon issuance of 
this report. It can be closed when the study has been completed. 
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Use of Over-funded Obligations for 
Charues B4ainst Under-funded Obliuations 

In addition to the situation described above, the Controller's Office kept 
open other unliquidated obligations to ensure that there were funds 
available to cover payments for obligations which did not have enough 
funding. For example, when the Mission receives bills4 over the amounts 
available in the respective prior year obligation, it prepares journal 
vouchers to make up the shortage. Specifically, the Mission de obligates 
amounts in the "over-funded" obligations and increases the amounts 
needed in the "under-funded" obligations which relate to the incoming 
charges. The chief accountant stated that they do this to avoid having to 
request funds from USAID /Washington for the upward adjustment of prior 
year obligations. It was her understanding that USAID /Washington did not 
like the paper work necessary to process upward adjustments for small 
amounts-$25 to $100. 

The current Mission Controller, who arrived at post in January 1996, 
stated that it is not his practice to keep unliquidated obligations open to 
cover under-funded obligations. If bills or payment reports are received for 
obligations with inadequate funding, he will request additional funding 
from USAID /Washington as required by USAID poliCies and procedures. 
Therefore, we are not making a recommendation in this area. 

4 Bills include Advice of Charges (a payment made by one USAID accounting station on behalf of another 
accounting station) and statements of transactions (a payment made by a U.S. Disbursing Office on behalf of 
USAID which are reported on "Statement of Transactions," commonly known as Standard Form 1221 or SF 
1221). 
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SCOPE AND 
METHODOLOGY 

APPENDIX I 
Page lof2 

As part of an Office of Inspector General worldwide audit, the Regional 
Inspector General's Office in Frankfurt audited USAID /Kiev's unliquidated 
operating expense (OE) obligations at September 30, 1995, in accordance 
with generally accepted government auditing standards, except as noted 
below. 

Audit work was conducted from February 20, 1996, through March 1, 
1996, at USAID/Kiev offices; and from March 4, 1996, through March 14, 
1996, at USAID /Moscow offices. 

The following table shows the number and total value of unliquidated OE 
obligations recorded by USAID /Kiev as of September 30, 1995. Also, the 
table shows the number of items sampled and the total value of these 
items. Samples were judgementally selected based on object class codes 
and dollar values. 

Unliquidated OE Obligations for USAID /Kiev 
by Fiscal Year and Audit Sample 

Universe Sample 
Fiscal Year 

1993 

1994 

1995 

Total 

Number 

37 

52 

422 

511 

Value 

$ 155,913 

118,835 

1.859,515 

$2,134,263 

Number 

27 

24 

56 

107 

Value 

$ 138,675 

89,474 

795,904 

$1,024,053 

Audit work included reviewing USAID Handbook 19-Financial Management; 
USAID Financial Management Bulletin Part II, No. 14A; 31 U.S.C. § 1501-
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2; §636 (b) of the Foreign Assistance Act of 1961; previous Inspector 
General reports; obligating documents; invoices; receiving reports; journal 
vouchers; computer printouts from disbursement and support offices; and 
various other documents in the Executive and Controller offices at 
USAID/Kiev and the Controller's office in USAID/Moscow. Additionally, we 
interviewed personnel in several USAID /Kiev offices, particularly those in 
the Controller and Executive offices; and in the Controller's office in 
USAID /Moscow. 

The purpose of the audit was to determine whether USAID /Kiev performed 
unliquidated OE obligation reviews in accordance with USAID policy and 
procedures. To achieve this objective, we extenSively relied on computer
processed data contained in USAID's computerized accounting 
system-MACS (Mission Accounting and Control System). We did not 
establish the reliability of this data because the scope of the audit was 
limited only to unliquidated OE obligations as of September 30, 1995, 
which is a small component of the information contained in MACS. As a 
result, we are unable to provide proj ections, conclusions, or 
recommendations based solely on this data. 



APPENDlXll 
Page 1 af3 

tEl=:: 
~USAID 

U.S.AGENCY FOR 

INTERNATIONAL 

DEVELOPMENT 

To: John P. Competello RIG/A/F 

From: Gregory F. Huger, Director {Signed} 

Subject: Mission Comments On The Draft Audit Of Unliquidated 
Operating Expense Obligations at September 3D, 1995 
(Audit Report No. 8-121-96-XXX) 

Date: May 8, 1996 

USAID Kiev has reviewed the subject draft audit report and 
agrees with the audit findings and recommendations made. The 

the Mission has taken action and is addressing each 
recommendations. As of April 25, 1996 the following 
have been initiated to resolve and close each 
recommendations. 

Recommendation No.1: We recommend that USAID/Kiev: 

of 
actions 
of the 

1.1 review our ana1ysis and deob1igate and return 
$96,835 to USAID/Washington; 

1.2 review the remaining un1iquidated operating expense 
ob1igations which were not audited and deob1igate and 
return to USAID/washington any excess funds. 

Action Taken - Recommendation No. 1.1 

The Mission has reviewed each of the fifty outstanding 
obligations identified under recommendation no. 1.1. All but 
seven ($ 14,990) of those outstanding obligations have been 
deobligated as of April 25, 1996. The remaining seven are 
being held open pending a further analysis of possible 
outstanding charges identified by the EXO and Controller. It 
is fully anticipated that these remaining amounts will be 
reported as liquidated (additional expenditures recorded, 
accruals made based upon justified documentation, or the 
balances deobligated) by June 3D, 1996. 
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Action Taken - Recommendation No. 1.2 

APPENDIXD 
Page 2 of3 

The Mission has reviewed the entire Universe of all 511 
outstanding obligations identified in the draft audit report. 
Of those outstanding obligations l the Mission has deobligated 
all but 112 obligations. Remaining open obligations by 
physical year are as follows: 

Fiscal Year 

1993 

1994 

1995 

Total 

Number 

o 

6 

106 

112 

Value 

$ 0 

$ 54 / 648 

$ 516 / 259 

$ 570 / 907 

Those remaining balances at the time of the review were 
considered valid commitments. The Mission will continue to 
review all outstanding obligations and initiate appropriate 
action as required. In addition as an internal EXO/Cont 
PolicYI the Mission will undergo formal 1311 review procedures 
for all Operating Expenses on a quarterly basis. 

Based UDon actions taken, the Mission requests that 
Recommendation No. 1 be considered RESOLVED and CLOSED with 
the issuance of the final audit report. 

Recommendation No.2: We recommend that the USAID/Kiev 
Contro11er and Executive Offices conduct a study on camp1eted 
freight transactions to a) determine the 1ength of time 
needed for freight transactions to be comp1eted, and the 
number of incidenta1 service transactions; and b) app1y the 
resu1ts of this study to un1iquidated freight ob1igations and 
deob1igate those which appear to be comp1eted. 

Action Taken - Recommendation No. 2 

Due to staffing constraints 1 the EXO and Controller Offices 
have only been able to initiate a limited review of the timing 
of freight related charges. The Controller 1 s office has 
recently identified and hired four additional personnel to 
fill vacant staff positions. It is anticipated that these 

REGIONAL USAID MISSION TO UKRAINE. BELARUS AND MOLDOVA 
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positions will be fully encumbered by June 1, 1996. With the 
addi tional staff personnel on board, a formal documented 
review will be conducted on freight related transactions 
during the summer. 

Based upon the limited review to date, the EXO and Controller 
have implemented procedures to restrict the number of freight 
related transactions associated with each procurement action. 
These new procedures include whenever possible, that all 
procurement actions will require vendor shipping terms of crF 
USAID Kiev. The Mission anticipates that this new procedure 
will not only reduce approximately 75 % of the related 
shipping and freight transactions, but will also provide 
substantial savings to the U. S. G. in reduced labor costs 
required in accounting, tracking and documenting two to three 
year old freight related transactions. In addition the 
Mission will apply and use the statistical results of the 
formal freight transaction review recommended by RIG as one 
additional management tool when undertaking procedures in the 
obligation review process. 

Based upon actions taken, the Mission requests that 
Recommendation No. 2 be considered RESOLVED and CLOSED with 
the issuance of the final audit report. 
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Comment 

Should Have 
Been Deobligated 
Much Earlier 

DeobHgate per 
Audit 

Services or 
Goods Not 
Received 

Waiting for 
Freight Charges 

Other 

TOTAL 
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Summary on the Results of Unliquidated Operating 
Expense ObUgations Reviewed 

At September 30.1995 

Fiscal Year 1993 Fiscal Year 1994 Fiscal Year 1995 TOTAL 

No. % Amount No. % Amount No. % Amount No. % Amount 

26 96 $137.693 9 38 $12.806 12 21 $15.313 47 44 $ 165.812 

0 0 0 7 29 11.508 16 29 92.307 23 22 103.815 

0 0 0 1 4 4.565 12 21 439.696 13 12 444.261 

1 4 982 3 12 10.679 5 9 71.716 9 8 83.377 

0 0 0 4 17 49.916 11 20 176.872 15 14 226.788 

27 100 $138.675 24 100 $89,474 56 100 $795.904 107 100 $1.024.053 


