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MEMORANDUM 

TO' 

FROM 

SUBJECT 

DIrector, USAIDlIndonesla, D~sar~/Jer~ ~1 

RIGlManlla, Paul E Annst6~/ [ ~ 
AudIt of USAIDlIndonesIa's ImplementatIon of the Federal Managers' 
Fmancial Integnty Act, Report No 5-497-99-004-P 

ThIS IS our fmal report on the subject audIt We revIewed your comments to the draft 
report and mcluded them m theIr entirety as AppendIX II The report contains three 
recommendatIons (see pages 6, 8 and 9) Based on the MIssIOn's comments, a 
management declSlon has been reached on all three recommendatIOns 

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

Background 

The Federal Managers' Fmanclal Integnty Act of 1982 (FMFIA) estabhshes reqUIrements 
WIth regard to management accountabIlIty and controls ThIS law encompasses program, 
operatIonal, and admmIstratlve areas as well as accountmg and fmanclal management 
Under the authonty of the FMFIA, the OffIce of Management and Budget (OMB) Issued 
CIrcular No A-123 1 to proVIde detaIled gUIdance for assIgmng federal managers the 
responsIbIhty for desIgnmg management structures that help ensure accountabIlIty and 
mclude appropnate cost-effectIve controls 

OMB CIrcular No A-123 states that management controls are the orgamzatIOn, polICIes 
and procedures used to reasonably ensure that (1) programs achIeve theIr mtended results, 
(2) resources are used conSIstent WIth agency mISSIOn, (3) programs and resources are 
protected from waste, fraud, and mIsmanagement, (4) laws and regulatIOns are followed, 
and (5) relIable and tImely mformatIOn IS obtamed, mamtamed, reported and used for 
deCISIon makmg The CIrcular proVIdes gUIdance to Federal managers on Improvmg the 
accountabIhty and effectIveness of Federal programs and operatIOns by establIshmg, 
assessmg, correctmg, and reportmg on management controls 

USAID has Issued Automated DIrectIves System (ADS) Chapter 596, Management 
AccountabIlIty and Control, WhICh prOVIdes the Agency's pollcy and procedures for 
establIshmg, assessmg, correctmg, and reportmg on management controls under FMFIA 

1 
OMB Crrcular No A 123 IS lltled Management Accountablhty and Control and was reVIsed III June 1995 
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and OMB CIrcular No A-123 AddItIonal gUIdance for aSseSSIng the adequacy of 
management controls and annual mstructlons for reportIng the status of management 
controls IS penodlcally prOVided by USAID's Bureau for Management's Office of 
Management PlannIng and InnovatIon (MlMPI) 

Over the past yedr and a half, IndonesIa has been enmeshed m pohtlcal, economIC and 
SOCIal cnses After over 30 years m office, the government of PreSident Suharto came to 
an end m May 1998 amId Widespread demonstratIOns, notmg and lootmg throughout the 
country IndoneSIa had Its parhamentary electlons on June 7, 1999, and the final electIOn 
results are still pendmg The pohtical and economIC sItuatIon IS unsettled and IS hkely to 
remam so at least untIl a new government IS fonned USAIDlIndonesla has made 
numerous changes m ItS programs and operatIOns to respond to these cnses 

Audit Objectives 

The Office of the RegIonal Inspector General, ManIla (RIGlMantla), audIted 
USAIDlIndonesla to answer the followmg audIt objectIves 

• Has USAIDnndonesia established management controls and 
periodically assessed these controls to identify deficiencies in 
accordance With the Federal Managers' Financial Integrity Act 
and related regulations and guidance? 

• Has USAIDnndonesia reported material weaknesses In 
accordance with the Federal Managers' Financial Integrity Act 
and related regulations and guidance? 

• Has USAIDnndonesia taken timely and effective action to correct 
identified management control deficiencies in accordance with the 
Federal Managers' Financial Integrity Act and related regulations 
and gUidance? 

AppendIX I mcludes a dISCUSSIOn of the scope and methodology for thIS audIt 
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Audit Findings 

Has USAIDlIndonesia _ established management controls and 
periodically assessed these controls to identify deficiencies in 
accordance with the Federal Managers' Financial Integrity Act and 
related regulations and guidance? 

USAIDlIndonesla has estabhshed management controls and penodIcally assessed these 
controls to IdentIfy defiCienCies m accordance with the FMFIA and related regulations 
and guidance 

As stated above, FMFIA and OMB CIrcular No A-123 provide guIdance for use by 
agencIes and managers to, among other thmgs, establIsh management controls and to 
penodIcally assess the adequacy of those controls Further, ADS Chapter 596, 
"Management AccountabilIty and Control" mstructs mISSions and cognIzant managers to 
(1) appomt a Management Control OffiCIal (MCO) to oversee and coordinate 
management accountabIlIty and control Issues withm the mISSIOn, (2) ensure that 
appropnate and cost-effective management controls are estabhshed, (3) contmuously 
perform management control assessments In accordance WIth Instructions Issued by 
USAID's Bureau for Management's Office of Management Planrung and innovatIOn 
(MIMPI), and (4) estabhsh a Management Control ReVIew Commtttee (MCRC) to assess 
and morutor defiCIencIes m management controls 

MoreO-ver, MlMPI provides annual gUIdance to mISSIOnS for conductmg FMFIA reviews 
In conducting reVIews, mIsSions are mstructed to use eXIstIng sources of mformatlon to 
supplement management's Judgment m assessmg the adequacy of management controls, 
mcludmg 

1) Management knowledge gamed from daIly operation of Agency programs and 
systems, 

2) Management reVIews, 

3) Office of Inspector General and General Accountmg Office reports, and 

4) Program evaluatIons 

MIssIons are also mstructed to reVIew the Agency's ADS m determtmng mISSIOn 
complIance WIth Agency polICIes and essentIal procedures MlMPI prOVIdes a 
Management Control ChecklIst to assist m conductmg the reviews The Fiscal Year 1998 
Checkhst contaIned 163 control techruques extracted from the ADS 
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Results In Implementmg the ADS, USAIDlIndonesla had appomted the Controller as the 
MCO to oversee and coordmate management accountabIlity and control Issues wlthm the 
MIssIon The MIssIOn had also establIshed a MCRC..-<;ompnsed of Office Managers and 
headed by the Deputy MIssIOn DIrector-to provIde oversight of Its management control 
process 

Accordmg to MISSIon offiCIals, the Mlsslon pnmanly follows the pohcles and procedures 
as stated m USAID's ADS When deemed necessary, the MISSIOn Issues MissIon Orders 
and memos to complement or further clanfy the ADS and estabhshes any needed pohcles, 
procedures and systems For example, a MIssIOn Order was Issued to dehneate 
operatIOnal and program responsIbIhtles among mIssIon officIals In another case, the 
USAlDlIndonesla's Fmance Office (FIN) and the Program Office (PRO) Jomtly mstltuted 
a trackmg system to help ensure that Fiscal Year 1999 funds are obhgated m a timely 
fashion before year end ThIS system tracks fundmg documents through the process and 
mcludes target and actual dates for draftmg obhgatIOn documents, obtammg ffilSSlon 
clearance of documents and Government of indoneSia approval, provldmg CongreSSIonal 
NotIficatIOn, and obtammg final sIgnature 

Moreover, USAIDlIndonesla' Democracy Office has estabhshed a grant trackmg system, 
which tracks the InItIatIOn of grant proposals, the status of grant approval, and grant 
ImplementatIOn Because of the fast-changIng politIcal and econoffilc envIronment, the 
MIssion Director holds frequent meetmgs WIth hIS semor staff and SpecIal ObJecnve2 

Team Leaders to diSCUSS and resolve Issues 

USAIDlIndonesla took an orgamzed and conscIentIous approach m completing the Fiscal 
Year 1998 FMFIA Assessment As the lead office, FIN ISSUed a memo to the VariOUS 
office heads that prOVIded gUIdance m performtng the reVIew The memo mcluded a 
timetable for conductmg the revIew and IdentIfIed the officers responSible for completing 
the VariOUS parts of MlMPI's checklIst contammg the 163 control techmques The 
followmg table hlghhghts the areas addressed by these control techmques 

2 
All MISSIon obJecbves are called Special ObjectIves to cmphaslzc the short-term focus of ensas 

acbvltacs and the dJfficulty of plannang an the uncertam poittJcal chmate 
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CONTROLTEC~QUES 

CATEGORY NUMBER 

Program Assistance 37 

Orgamzatton Management 7 

AdmtnIstrattve Management 40 

Fmanctal Management 44 

AcquIsltton and AsSIstance 27 

AudIt Management Resoiutton Program 5 

Other 3 

TOTAL 163 

Upon receIpt of the checklIst. each offIce or speCIal ObjectIve team determIned whether 
the controls In theIr aSSIgned areas were satIsfactory and noted any deficIencIes The 
office/team then summanzed their evaluatIOn and submItted theIr results to FIN After 
reCeIVIng these results. the Controller and Deputy DIrector met wIth responsIble officers. 
as necessary. to dJscuss theIr responses and recommended reVISIons The Controller then 
Issued a memo to the MCRC members summanzmg the results of the reVIew. Inc1udJng a 
summary of defiCIencIes IdentIfied 

Has USAIDlIndonesia reported material weaknesses In accordance 
with the Federal Managers' Financial Integrity Act and related 
regulations and guidance? 

OMB and USAID gwdance state that defiCIenCIes that are or should be of mterest to the 
next level of management are to be conSIdered matenal weaknesses and reported 
USAIDlIndonesla dJd not report any matenal weaknesses m Its FIscal Year 1998 FMFIA 
certIficatIon because It dJd not beheve any of the defiCIenCIes IdentIfied were matenal 
weaknesses Furthermore. the MIssIon IndIcated that It was already commumcatmg Its 
problems and concerns to USAIDlWashmgton through other channels However, we 
belIeve that several of the weaknesses/concerns Identified by the MIssion were 
collectIvely a matenal weakness or major concerns that should have been formally 
reported to USAIDlWashmgton Therefore. we belIeve that USAIDlIndonesia could add 
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value to Its future FMFIA certifIcatIOns by dlsclosmg such matenal weaknesses or ma.Jor 
concerns that are unresolved at the tIme the certIficatIOn IS made 

Recommendation No 1 We recommend that USAIDlIndonesla dIsclose all 
unresolved materIal weaknesses and major concerns 10 Its future FMFIA 
certifications that would or should be of mterest to USAIDlWashmgton 

OMB Circular No A-123 requIres that a defIcIency be reported If It ]S or should be of 
mterest to the next level of management ThIS allows the cham of command structure to 
detennme the relatlVe Importance of each defIcIency Along these Imes, USAID's ADS 
Chapter 596 and MlMPI's FIscal Year 1998 FMFIA InstructIOns reqUIre that mISSIons 
proVIde a FMFIA compliance certIfIcatIOn to the cogmzant Assistant Admmlstrator,3 wIth 
a copy to MlMPI, on the overall adequacy and effecttveness of management controls 
ThiS certIfIcatIOn should Identify deflCIenC]eS detennmed to be matenal weaknesses,4 
mcludmg those that are not correctable wlthm the mISSion's authonty and resources 
AddItIOnally, we recogmze that miSSIons may have slgmfIcant Issues that cannot be 
deflnIttvely categonzed as matenal weaknesses at the hme of theIr FMFIA certifications 
We conSIder such Issues to be major concerns and belIeve that dlsclosmg such Issues m 
theIr FMFIA certIficatIOns would add value to the FMFIA process by alertmg the next 
level of management about potentIal problems 

USAIDlIndonesIa submttted a Fiscal Year 1998 FMFIA CertIfIcatIOn to the AAiANE that 
dtd not mclude any matenal weaknesses However, we beheve that several of the 
weaknesses/concerns IdentIfied by the MISSIon m ItS review were collectIvely a matenal 
weakness or major concerns that, In our opmIOn, were or should have been of mterest to 
the ANANE and could have made ItS FMFIA certIficatIOn more mfonnative These 
weaknesses/concerns were the result of the rapId change m USAIDlIndonesla's programs 
and operatIons brought upon by the polItical and economIc cnSIS m IndoneSIa Examples 
mclude 

• Need for a Revised StrategIC Plan - Because of the changmg polItIcal, 
economIc and SOCIal envIronment m IndoneSIa, the MISSIon's approved 
strategIc plan at the time the certIfIcatIOn was prepared In October 1998 was 
no longer relevant Therefore, USAIDlIndonesla had been workmg on several 
reVIsed strategtc plans to respond to the cnsls A reVIsed strategic 
plan--entItled "Cnsls and Recovery"-was submitted to and approved by 

3 
For USAIDlIndonesla the cognizant AsSiStant Adffilmstrator IS the ASia and Near East Bureau (AAIANE) 

4 
A matenal weakness would (l) slgmficantly Impmr the organization s ability to aclneve Its objectives (2) 

result 10 the use of resources 10 a way that IS mconslstent With Agency ffilSSlon (3) Violate statutory or regulatory 
reqwrements, (4) result 10 a SignIficant lack of safeguards agmnst waste loss unauthonzed use or ffilsappropnatlon of 
funds property, or other assets (5) Impatr the abillty to obtam mmntalO report and use rellable tImely lOformatIon for 
declslon maklOg, or (6) pemnt lmproper ethical conduct or a conflIct of mterest 
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USAIDlWashmgton m November 1998 

• Food Ald Management System - Because of the cnSIS, the MIssIOn receIved 
approxImately $50 mtllIOn m PublIc Law TJtle II food rud m late FISCal Year 
1998 The Mtsslon expressed concern at the tIme of the FISCal Year 1998 
reVIew that the food rud management systems were not yet fully In place and 
antICIpated that the systems would be In place by mtd-Flscal Year 1999 

• Staffing Needs and OrganIZatIon Structure - The MtssIOn expressed concern 
that ItS eXIstmg officIal functIOnal statements dtd not reflect the current 
organIZatIOnal structure needed to Implement a cnsls management program In 

a rapIdly changIng enVIronment The MISSIon stated that It would conduct an 
assessment of staffIng needs and IdentIfy functIOns essentIal to the 
accomplIshment of the Mtsslon's cnsIs strategy 

• A General Concern about Management VulnerabIlItIes - Because of the rapId 
expanSIOn and ShIft In the Mtsslon's programs, the MIssIon expressed a general 
concern about management vulnerabIlItIes The Mtsslon stated that It would 
examme Its eXIstmg controls and put mto place mechamsms to ensure that 
vulnerabIlIties are mInImtzed or elImtnated 

USAIDllndonesla dtd not report any matenal weaknesses m Its Fiscal Year 1998 FMFIA 
certIficatIon because It dId not belIeve any of the defiCIenCIes IdentIfied were matenal 
weaknesses Furthennore, mISSIon offiCIals stated that they were keepmg 
USAID/Washmgton, and speCIfically, the ANE Bureau, mfonned of the problems, 
concerns, etc , on a druly and weekly baSIS For example, mtsslon OffiCIalS stated that the 
ANE Bureau was keenly aware that the MISSIon was workmg on a new strategy Also, 
USAIDlWashmgton and the MIssIon were m constant contact to help the MISSIOn WIth ItS 
staffing needs MISSIon OffICIals also stated that It sends weekly MISSIon management 
meetmg notes to the IndonesIa Desk Officer who then dtstnbutes the notes to VarIOUS 
ANE Bureau offiCIals 

Fonnal -reportmg of unresolved matenal weaknesses or major concerns, as well as the 
ultImate resolutIon of those weaknesses/concerns, to the next level of management IS 
necessary to ensure that management IS aware of such weaknesses/concerns so that 
appropnate actIon can be taken Fonnal reportmg of weaknesses to the next level of 
management IS especIally Important when the problems may not be correctable WIthIn the 
mISSIOn'S authonty and resources It IS also Important m terms of fostenng a pOSItIve 
mstItutIonal enVIronment of accountabIlIty, to ensure that a hlstoncal record of awareness 
of and attempts to resolve matenal weaknesses IS mruntamed FInally, formal FMFIA 
reportIng of problems IS necessary for USAID to accurately report defiCIencIes deemed to 
be matenal to USAID as a whole, whIch must be Included In the annual FMFIA report to
the PreSIdent and the Congress 
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Has USAIDlIndonesia taken timely and effective action to correct 
Identified management control deficiencies in accordance with the 
Federal Managers' Financial Integrity Act and related regulations 
and guidance? 

OMB Cucular No A-123 and USAID gUldance state that agency managers are 
responsible for takIng timely and effectIve actIOn to correct defIcIencies Identtfied 
Although USAIDlIndonesla took tImely and effective action to correct some of Its 
IdentlfIed defIcIencIes, It needs to Improve Its follow-up system to ensure tImely and 
effective actIOn on all defiCienCIes 

RecommendatIon No.2 We recommend that USAIDlIndonesla (a) Include 
target dates for completing corrective actions In correctIve action plans, (b) 
review the status of the outstanding deficiencies quarterly, and (c) document the 
Management Control and ReView Cormmttee's review and approval of 
corrective action taken 

OMB Circular No A-123 and USAID gUIdance state that agency managers are 
responsible for takIng tImely and effectIve actIOn to correct defiCIenCIes IdentIfIed 
Furthermore, correctIve actIOn plans should be developed and tracked Internally by each 
assessable umt 

The M]SSIOn prepared correctIve actIon plans for defiCIenCIes IdentIfied In Its FIscal Year 
1997 and 1998 FMFIA reVIews However, we noted some Improvements were needed In 
ItS follow up system Fust, the actIOn plans dId not Include target dates for completmg 
the necessary actIons Target dates would facIhtate followmg up on the defiCIenCIes and 
knowmg whether correctIve actIons are on schedule For example, regardmg the need to 
assess staffIng needs and reVIse offICIal functIOnal statements, It would have been helpful 
for the MISSIon to estabhsh target dates for conductmg the assessment and Implementmg 
the assessment's conclUSIons (1 e, hmng needed staff and revlsmg the offICIal work 
reqUlrements) to help ensure that the cntlcal staffing gaps were filled 10 a tImely fashIon 

Second, the MISSIOn did not always follow up In a timely manner on the status of the 
defiCIenCies In ItS FIscal Year 1997 reView, the MISSIOn had Identified 15 defiCienCies 
A status report was not prepared until the time of the FIscal Year 1998 reView, almost one 
year later ThiS status report IndIcated that 8 of the 15 defiCIenCIes had been corrected 
and 7 were carned forward to Fiscal Year 1999 

In ItS FIscal Year 1998 reView, the MISSion IdentifIed 12 defiCienCIes, Includmg several 
deflc]enc]es camed forward from the 1997 revIew As of the time of the audit 10 May 
1999, the MIssion had not followed up to determme the status of the 12 defiCienCies In 
follOWIng up With mISSIOn offICIals, we noted that the MISSion had taken some steps to 
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correct several of the deficIencies, however, It was unclear whether the other deficiencIes 
had been corrected Not revIewmg the status of outstandmg defiCIencIes on an mtenm 
basIs (I e, quarterly) could lead to the unfortunate Impression that FMFIA IS only an 
annual exercIse 

Fmally, the MIssIOn dId not mamtam documentatIOn, 1 e , mmutes of MeRe meetmgs, to 
show that the MeRe revIewed and approved the correctIve actIons taken Such 
documentatIon would show that the MeRe revIewed the actIOns taken on the 
defiCIenCIes and determmed that the actIOns were suffiCIent to correct the defiCIencIes 

Other Matters - Risk Assessments Would Further Strengthen the MIsSion's 
FMFIA Process 

USAIDlIndonesla has establIshed the management controls outhned m the ADS and, m 
some cases, has supplemented those controls However, we belIeve the MIssIon could 
further strengthen the effiCIency of Its revIew of those controls, by performmg a formal 
and systematIc nsk assessment of ItS operatIons and programs 

Recommendation No.3 We recommend that USAIDlIndonesla determme 
whether a formal and systematic risk assessment would strengthen the 
effiCiency of Its FMFIA process. 

Every Federal agency faces nsks that could threaten the achIevement of ItS 
obJectIves-and USAID IS no exceptIon USAID as a whole, ItS field mISSIOnS and even 
offices wlthm those mISSIOnS face a vanety of nsks from both external and mternal 
sources RIsk assessment IS the IdentIfIcatIon and analysIs of poSSIble nsks to meetIng 
objectIves and formmg a baSIS for how those nsks should be managed or controlled 
Pnmanly, nsk assessment consIsts of managers askmg themselves what" posItIve 
outcomes need to occur and what negatIve outcomes need to be prevented m order for 
theIr operatIOn/program to succeed The manager would then 

1) IdentIfy condItIons that Illlght mhlblt pOSItIve outcomes and condItIons that Inlght 
foster negatIve outcomes (ldentIfymg nsks), 

2) DetefInlne the probabIlIty and Impact of those nsks (detefInlmng the level of nsk -
generally hIgh, medIum or low), and -

3) Based on the level of nsk, set m place appropnate management controls to InltIgate 
thosensks 

For example, maccurate mformatIon m progress reports can lead to erroneous decISIons 
AccordIngly, maccurate reportIng from USAID contractors and grantees would be a nsk 
that could have sIgmficant ramtficatIons (a hIgh nsk) A manager mIght Illltlgate that nsk 
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by venfymg reported mformat1On dunng penodiC sIte ViSitS 

The benefits of nsk assessment are two-fold Fust, by conductmg nsk assessments, 
Mtss10n managers can ensure that they have establIshed management controls that are 
appropnate to then umque sItuat10n (ADS SectIon E5965 1a reqUIres that cogmzant 
managers establIsh appropnate controls) Second, by Identlfymg the level of nsk m 
operat1Ons and programs, semor MISSIon management can focus more resources on hIgh 
nsk areas and less resources on low nsk areas, thereby mcreasmg ItS effiCIency and 
effectl veness 5 

Dunng our audIt, we found that certam mISSIon managers were already conductmg 
"mtUItIve" nsk assessments When a vulnerabIlIty came to theu attention, they would set 
m place an appropnate control We beheve that the MISSIon as a whole could benefit 
from conductmg a formal and systematIc nsk assessment and usmg that assessment as a 
component of their FMFIA reVIew---a change WhICh ultImately would make the reVIew 
more effectIve and effICIent 

Management Comments and Our Evaluation 

In response to the draft audIt report, USAIDlIndonesIa management stated that It was m 
general agreement WIth the content of the report and agreed to take the recommended 
actIons Regardmg Recommendat1On No 1, the MISS10n agreed that m the future, FMFIA 
certIfIcations to USAIDfWashmgton wIll mclude the weaknesses or concerns m overall 
MISSIon management controls that are deSignated as matenal 

Concemmg Recommendat1On No 2, USAIDlIndonesIa agreed to establIsh target dates for 
completmg correctIve actions and reVIew the status of outstandmg deficIencIes quarterly 
As for Recommendat1On No 3, the Mlss10n stated that It IS prepanng a nsk assessment 
work plan, and has sought gUIdance to deSIgn an assessment plan for ItS techmcal umts 
Also, the Mlss10n IS conductmg a cost and benefIt analysIs of exercIsmg a formal and 
systematIc nsk assessment for techmcal offIces 

Based on the above, USAIDlIndonesla has made a management deCISIon on all three 
recommendatIons 

5 
The U S General Accounting Office (GAO) recognizes the benefits of nsk assessment and states that 

Management should be comprehensIve In Its Idennficanon of nsks at both the entIty wIde and acnvlty level (GAO s 
December 1997 proposed revlSIon of the Standards for Internal Control In the Federal GovemmenO 
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SCOPE AND 
METHODOLOGY 

APPENDIX I 

We auchted USAIDlIndonesla's ImplementatIon of the Federal Managers' Fmanclal 
Integnty Act (FMFIA) The aucht was performed m accordance WIth generally accepted 
government auchtmg standards and was conducted from May 3 through May 14, 1999, at 
USAIDlIndonesla 

We auchted the MISSIon's FIscal Year 1998 FMFIA assessment and defiCIenCIes noted 
under ItS FIscal Year 1997 and 1998 revIews The purpose of the aucht was not deSIgned 
to IdentIfy all the matenal weaknesses not reported by the MIssIon. however, If any 
prevIOusly unreported weaknesses came to our attentIon dunng the audIt, we mcluded 
these m our audit report Also, the scope of thIS aucht chd not mclude a detaIled analysIs 
of mchvldual management controls to determme theIr effectiveness 

The aucht work mcluded revIewmg the MIssIOn's system for estabbshmg, assessmg, 
repomng and correctmg management controls To accompbsh the audit obJectIves, we 
used the FMFIA, Office of Management and Budget CIrcular No A-123, General 
AccountIng Office's (GAO) "Standards for Internal Control m the Federal Government," 
USAID's Automated Duectlves System (ADS) Chapter 596 on Management 
Accountablbty and Control, other ADS Chapters relatmg to Agency pobcles and essentIal 
procedures, and guIdance for assessmg the adequacy of management controls and annual 
mstructIons for reportmg the status of management controls prOVIded to Ill1SSI0nS by 
USAID 

We developed and used a questIonnaIre when mtervIewmg the MIssIOn's Management 
Control OffiCIal, members of the MISSIon's Management Control ReVIew COmmIttee and 
operatmg umt managers We also revIewed aVaIlable documentation on the FIscal Year 
1998 FMFIA reVIew, mcluchng the IIstmg of management control defiCIencIes and 
management actIon plans for correctmg those defiCIenCIes We revIewed the MIssIon's 
FIscal Year 1998 FMFIA CertIficatIon to the AAlANE on the overall adequacy and 
effectiveness of management controls, noted any matenal weaknesses IdentIfied, and 
revIewed the status of any matenal weaknesses or defiCIency Identified m the FISCal Year 
1997 reVIew 
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IMI, UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT 

Mr Paul E Amstrong 
Regtonal Impector General 
RlGI AlMarula 
Ramon Magsaysay Center BuIldmg 
1680 Roxas Boulevard, Malate 1004 
Marula, Plnhppmes 

Dear Mr Amstrong 

Letter No. W121 

RECE\\}EO 
02 JUL 1999 

Rl6lMAN11.A 

Appendix II 
Page 1013 

MISSion appreciates the posluve comments made m yOUI" letter traosJmttmg the draft report 
and m the draft report Itself In general we are m agreement With the content of the report 
The draft audit IqIOrt contams three recommendauons for unprovmg our Mana8;emcnt 
Controls reV1ew process and procedures 

We also apprec1atl: the acknowledgement that USAIDlIndoJJeSIa bas establIShed management 
controls and penodIcaIly assessed these controls to ldenttfy deticleDClCS m accordance with 
the FMFIA and related regtIlaUons and guidance These observauons Slgwfy that J.f\o> 

USAID!lndoDeSm has taken an orgamzed and CODSCIent10US approach m completing the FISCal 
Year 1998 FMFIA assessment m compltance Wlth related repuons and mstructions 

We would Wee to suggest a mmor reVISion m the draft report page 3, para 3 4th sentence to 
leas as follows 

"In another case the USAIDlIndonesla S Fmance Office (FIN) and the Program Office 
(PRO) JoiDtly msntuted a trackmg system to help ensure that F!SCal Year 1999 funds are 
oblIgated m tunely faslnon before year end" 

For the three recommendanons mcluded m the report we have the followmg comments 

Recommendation No 1 "That USAIDlIndonesla dlSClose all unresolved matenal 
weaknesses and major concerns m Its future FMFIA cert1ficauons that would or should be of 
mterest to USAIDIW ashmgton ~ 

Mission Response. 
In the Judgement of the auditors several of Weaknesses/concerns Identified by the MISSion 
durmg FY 1998 FMFIA collecuvely COnstltuted a matenal weakness or ma.Jor concern that 
should have been reported to USAID/Washmgton The MISSion did not. Include those 
weaknesses m the FISCal Year 1998 FMFIA Certlficanon to USAIDlWashmgton because the 
AAf ANE Bureau was well mformed of the problems and concerns that the MISSion was 
facmg dunng the turbulent ttme 1D indonesia Moreover ANElBureau and the MISSIOn were 
m almost daIly contact whtle prepanng and rcvlSlDg the MlSSIOIl'S new strategy 

.uIDICtUI_ JL.Ml!MHMl\lDDAsa.ATAN No.J4,JAX.\In'A - -
DI.II'IICII!S, (OUl_l PAX. (OUl_ 
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We want to reiterate that as not "formally disclosing" those weaknesses In the F1SCal Year 
1998 FMFIA Ce11lficatIon to USAID/Washmgton, the MISSIOn had no mtenllon to not 
dISClose all unresolved matenal weaknesses to ANE Bureau because the MISSion was 
contmuouSly working wrth the Bureau to resolve those weaknesses MISSion agrees that m 
future, FMFIA certIficatIons to USAID/Washmgton will mclude the weaknessess or concerns 
m overall MISSion management controls that are designated as matenal MISSion requests 
RIGI AiM to consllier this recommendation resolved and request closure to MlMPI upon the 
ISsuance of the final audit report 

Recommendation No 2 That USAIDlIndonesla (a) mclude target dates for completmg 
correctIve actions 10 C'.)rrectIve actIon plans, (b) review the status of the outstandIng 
defiCiencies quarterly and (c) document the Management Control and ReView Corrumttee's 
revIeW and approval corrective actIOn plan" 

M1ssIon Response 
The: audltor's report mdlcated that the MISSion did prepare a correctIve action glan for 
defiCiencies noted m Its FIScal Year 1998 FMFIA reViews, but did not lllClude specIfic target 
dates for completIng the necessary correctIve actlons We are m full agreement With the 
auditors recommendatIons that the MISSion bas to establish the target dates In order to know 
whether corrective aCtIons arc on schedule Furthermore the reason we did not mcludc the 
tIJl'get dates was due to a penod of uru:ertamly smce the MlSSlon had undergone an cvacna,.tfon 
of its staff dunng May 1998, and due to changes In responsIble offiCials destgnated to 
undertake the planned corrective actions It was difficult to pm down the responslbmnes and 
closure dates For your mformaoon, m the prevIOus years FMFIA or ICA exerc\SC we did 
mdlcate specific target dates for the completion of correcbve act10ns planned 

We would like to add that all of the responsible officers are currently undertakmg acbOns to 
correct the noted weaknesses or UDSausfactory COnditIOns m the MISSion Management controls 
and procedures For example, the ExecutIve Office (EXO) has led the review of the eXistIng 
MisSion Orders and Pohclcs m order to determme therr relevance and adequacy to the current 
needs It has been targetted that thIS assignment Will be completed by September 30 1999 
In addluon, several offices wIthin the MISSion are m the process of filhng the advertIsed 
vacant POSltlOns and completmg the Job classifications and requirements for other pOS1t1ons 
These actlVltIes are dIreCtly respondmg to the concerns of cnucal staffmg gaps Indicated an 
the 98 FMFIA assessment. 

Regardmg the audltor's recommendauon to review the status of the outstandmg defiCiencies 
quarterly, we want to report that we have reported thereon m our quarterly reports of 
financial operatIons However we dId Dot prepare a comprehensive report on status of each 
of the weaknesses We wdl modify and Improve the format of thIS report 1D order to cover 
10 details the status of Management control weaknesses every quarter 

As noted 10 the auditor S report, MISSIon has regularly held management meetIngs attended 
by semor officers Wlthm the MISSion and Office Cluefs Almost all of the participants are 
also MCRC members The notes of meetmgs are Widely dlstnbuted to the MISSion staff and 
to the lndones18 Desk Officer m WashIngton The Management controls and related ISsues 
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could be one of the tOPICS durmg those meettngs In the past, we did not separately 
Identified chscusslODS of Management controls Issues as part of MCRC .agenda Henceforth, 
the MIssIOn w1l1 combmc tlus management meetmg WIth the MCRC meetfDg whose agenda 
WIll !de. reVtew and report on the status of the defictenclCS The Management Control 
OfficIal (MCO) will use the mmutes of MCRC meeting as a SOUICe for documenting 
correctlve plans and actIons undertaken m the FMFIA follow-up system 

Based on above, the MlSSlon requests RIGI AIM to consider thIs recommendatlon resolved 
and recommend closure to MlMPI at ISsuance of the final report 

Recommendation No 3 "That USAIDlIndonesla determme whether a formal and systematIc 
nsk assessment would strengthen the effiCIency of Its FMFIA process. 

Mission Response 
MIssion IS preparmg a nsk assessment workplan followmg the applIcable gwdelmes As of 
now, MlSSlon bas mdentlfied the assessable tmlts COnsIStent WIth and followmg. format of 
the FMFIA 199& exCIClse Except for the Office of Fmance, we are stlll seekmg gwdance to 
design an assessment plan for our techmcaI un1tS & such, we have not yet concluded the 
cost and benefit analysIS of exel'ClSmg a formal and sysremanc nsk assessment for tecbmcal 
offices We WIll proVIde you the assessment plan after It IS reVIewed by the MlSSlon 
management Based on thIs status we request RIGI AIM. to conslder thIs recommendaUOD 
resolved at the JSSUance of the final report 

Thank you for your attentIon and cooperabon 

Attachment Representatlon Letter 


