
USA][D
fb- A:.~u -'-( CoS

ft "Z-( ( S-

OFFICE OIF INSPECTOR GENERAL

Audit of USAID/Honduras'
Recipient Audit Inventory

1-522-02-003-P



U.8.AGENCYFOR
INTERNATIONAL
DEVELOPMENT

RiG/San Salvador

November 13,2001

MEMORANDUM

FOR:

FROM:

SUBJECT:

USAIDlHonduras Director, Timothy M. Mahoney

I«gio"'" "",,"" """"", Timothy E, CO'~Lf:
Audit of USAlDlHonduras' Recipient Audit Inventory (Report No.
1-522-02-003-P)

This is our fmal report on the subject audit. In finalizing the audit report, we
considered your comments on the draft report, which are included in their entirety
in Appendix II.

This report includes two recommendations for your action. Final action has been
taken on Recommendation No. I and on parts 2.2 and 2.3 of Recommendation
No.2. A management decision has been made for parts 2.1 and 2.4 of
Recommendation No.2. A determination of final action will be made by the
Office of Management Planning and Innovation when planned actions for parts
2.1 and 2.4 of Recommendation No.2 have been completely implemented.

I appreciate the assistance and cooperation provided to the audit staff on this
assignment.
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Summary of
Results

Background

Tile Regional Inspector General/San Salvador performed an audit to determine
whether USAID/Honduras' audit inventory was complete and accurate and
required audits were done in a timely manner (page 4).

USAID/Honduras developed a complete audit inventory for fiscal year 2001.
However, the audit inventory included some inaccurate information: 26 of 42 line
items tested, or 31 of 302 specific data elements tested, had incorrect information.
Rt:quired audits were not done in a timely manner: of the 14 planned audits in the
fiscal year 2000 audit inventory, due to be submitted no later than September 30,
2000, four audit reports were submitted late, and the other 10 audit reports had not
been submitted as of September 7, 2001, the end of our audit fieldwork (pages 4
th:ough 7).1

USAlD/Honduras was in agreement with the findings and recommendations in
this audit report (page 7).

Financial audits of contracts and grants are a primary basis for effective
mlmagement and control of USAID's program expenditures. These audits are
designed to provide USAlD management reasonable assurance that transactions
art: properly recorded and accounted for; laws and regulations, and provisions of
contract or grant agreements are complied with; and USAID-financed funds,
property, and other assets are safeguarded against unauthorized use or disposition.

In response to Congressional concerns, USAID has taken an active role in recent
years using audits as a management tool to improve financial accountability of its
programs. In May 1996, USAID issued Automated Directives System (ADS),
Chapter 591 which, among other things, requires USAID missions to (1) establish
an audit management plan; (2) maintain an audit inventory database; and (3) have
audits done for non-U.S. grants, contracts, and cooperative agreements that meet
the audit threshold. These audit requirements help ensure that USAID funds are
used for agreed-upon purposes. Lack of adequate audit coverage constitutes an
unacceptable risk because, without such audit coverage, financial accountability
for program expenditures cannot be reasonably assured.

In March 1998, the Office of Inspector General (OIG) issued Audit Report No.
3-000-98-002-F on USAID missions' roles in obtaining audits of their contracts,
gr,mts, and cooperative agreements. The report concluded that 11 of the 14

1 In assessing whether the audit inventory was complete and accurate, we used the fiscal year 200 I
aud it inventory since it was the most recent one prepared by USAIDlHonduras. In assessing
whether the required audits were completed in a timely manner, we reviewed the audits listed in
the fiscal year 2000 audit inventory since the audits listed in the fiscal year 200 I audit inventory
were not yet due at the time of our audit.
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USAID missions selected (on an USAID-wide basis) generally obtained audits of
their contracts, grants, and cooperative agreements as required by ADS Chapter
591. However, a significant number ofrequired audits were not completed at 10
of the audited 14 USAID missions.

In May 1999, OIG management decided to verify the accuracy of USAID
missions' recipientaudit inventories worldwide over a period of three years
because the lack of audit coverage was perceived as a high-risk area.

Our audit covered $44 million in USAID/Honduras disbursements.

Audit Objective As part of its fiscal year 2001 audit plan, the Regional Inspector General/San
Salvador performed an audit to answer the following question:

• Is USAID/Honduras' audit inventory complete and accurate, and were the
required audits done in a timely manner?

Audit Findings

The audit scope and methodology is presented in Appendix 1.

Is USAIDlHonduras' audit inventory complete and accurate, and were the
required audits done in a timely manner?

USAID/Honduras developed a complete audit inventory for fiscal year 2001.
However, the audit inventory included some inaccurate information: 26 of 42 line
items tested, or 31 of 302 specific data elements tested, had incorrect information.
Required audits were not done in a timely manner: of the 14 planned audits in the
fiscal year 2000 audit plan, required to be submitted no later than September 30,
2000, four audit reports were submitted late and the other 10 audit reports had not
been submitted as of September 7, 2001, the end of our audit fieldwork.

The Mission took several actions to implement an audit management plan in
ac(:ordance with the requirements of ADS Chapter 591, which included:

• establishing a Management Control Review Committee to monitor the status
of the Mission's audit management plan and help ensure that its audit
responsibilities were met;

• designating an Audit Management Officer and Audit Liaison (assistant to the
Audit Management Officer) to coordinate and monitor the Mission's audit
management plan and follow up on implementation of recipient-contracted
audit recommendations;
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• including the required audit clauses in its grants and contracts and budgeting
funds for audits; and

• maintaining an inventory of contracts, grants, and cooperative agreements
requiring audits, and maintaining an audit plan to track such audits.

Information in the Audit
Inventory Could Be Improved

A review ofthe accuracy of the information in the audit inventory disclosed errors
in 26 of 42 [jne items tested, or 31 errors out of 302 specific data elements tested.
The errors generally pertained to an incorrect amount of the grant or cooperative
agreement, an incorrect organization type, or an incorrect expiration date. These
errors were due to data entry errors or use of a Mission Accounting and Control
System (MACS) report that was not suitable for determining award amounts. In
addition, Mission activity managers were not verifYing the data in the audit
inventory as required. None of the errors we identified resulted in required audits
not being performed; however, incorrect information in the audit inventory could
potentially result in a required audit not being performed.

Recommendation No.1: We recommend that
USAIDlHonduras:

1.1 prepare the audit inventory based on a Mission
Accounting and Control System report that includes all
award amounts and

1.2 verifY that data is entered correctly.

R€:quired Audits Were Not
Submitted in a Timely Manner

Chapter 591 of USAID's Automated Directives System (ADS) requires overseas
missions to establish an audit management plan to ensure complete audit coverage
of its non-U.S. grantees and contractors. In addition, Chapter 591 of the ADS and
USAID's Guidelinesfor Financial Audits Contracted by Foreign Recipients state
that reports resulting from these audits are to be submitted to the cognizant Office
of Inspector General (OIG) audit office within nine months after the end of the
recipient's fiscal year for review and release by the OIG.

USAIDlHonduras' fiscal year 2000 audit inventory identified 14 audits that
should have been submitted to the Regional Inspector General/San Salvador
during fiscal year 2000. None of the 14 audit reports were submitted to the
Regional Inspector General/San Salvador within the required nine-month
timeframe. Four audit reports were submitted late and 10 audit reports still had
not been submitted by the end of our audit fieldwork on September 7, 2001.
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There were several reasons why the audit reports were submitted late:

• Heavy audit workload associated with the $293 million Hurricane Mitch
emergency reconstruction program in Honduras made it harder for Mission
staff to take timely actions to ensure adequate audit coverage of the Mission's
ongoing (non-emergency) program.

• Similarly, workload associated with the emergency reconstruction program
severely taxed the capabilities of the Controller General of the Republic of
Honduras and some local public accounting firms. This meant that, in many
cases, it took them much longer than expected to perform the required audits.

• Mission staff gave priority to following up on existing audit recommendations
in preference to initiating new audits. Controller's Office staff stated that they
frequently had to take the lead in following up on audit recommendations,
even though the ADS assigns activity managers the lead responsibility for
audit recommendation follow up.

Because required audits were not completed or submitted to the Regional
Inspector General/San Salvador in a timely manner, USAID/Honduras did not
have adequate assurance that audits of non-U.S. recipients were conducted in
accordance with USAID requirements and audit recommendations were tracked
in USAID's Consolidated Audit Tracking System.

Recommendation No.2: We recommend that
USAIDlHonduras:

2.1 provide all past-due audit reports to the Regional
Inspector General/San Salvador;

2.2 assign sufficient staff to carry out the Mission's audit
responsibilities;

2.3 make use of alternate sources of audit services (such as
public accounting firms in other Central American
countries, the Defense Contract Audit Agency, or U.S.
public accounting firms) when local public accounting
firms or the Controller General of the Republic are
unable to provide satisfactory and timely audit services;

2.4 in the Mission's internal control assessment for fiscal
year 2001, rate as unsatisfactory the control technique
"An audit management plan is in place and annual
audits are conducted, where required, of non-U.S.
organizations awarded direct contracts and grants, and
host-country owned local currency accounts" until all
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Management
Comments and
Our Evaluation

the past due audit reports are submitted to the Regional
Inspector General/San Salvador.

USAID/Honduras was in agreement with the findings and recommendations in
this report.

In response to Recommendation No. I, USAID/Honduras prepared a new audit
inventory and verified the information contained in the audit inventory.

In response to part 2.1 of Recommendation No.2, USAID/Honduras has
requested recipients to submit past due audit reports. In response to part 2.2 of
Recommendation No.2, USAID/Honduras an existing Financial Management
Support Advisor has been assigned as the Controller's special assistant for
coordinating and monitoring all audit matters. All other Financial Management
Support Advisors within the Office of Financial Management have been
instructed to work with program managers and Contract Technical Officers to
carry out the audit management plan. Furthermore, through the Management
Control Review Committee, USAID/Honduras is ensuring the active participation
of Strategic Objective Team Leaders and Office Directors in the audit planning,
review, and closure process. With respect to part 2.3 ofRecommendation No.2,
USAID/Honduras is considering other sources of audit services. All fiscal year
200 I audits have already been contracted, but if any critical problems arise in
completing these audits, USAID/Honduras will contract audit services from
outside Honduras. In response to part 2.4 of Recommendation No.2,
USAID/Honduras has listed the audit management program in a listing of
concerns for follow-up from the fiscal year 2001 management eontrol assessment.

Based on the above, final action has been taken on Recommendation No.1 and
parts 2.2 and 2.3 of Recommendation No.2, and these recommendations are
closed upon issuance ofthis audit report. Management decisions have been made
for parts 2.1 and 2.4 of Recommendation No.2.
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Scope and
Methodology

Appendix I

Scope

The audit was performed in accordance with generally accepted government
auditing standards and assessed (I) whether USAID/Honduras' audit inventory
for fiscal year 2001 was complete and accurate, and (2) whether required audits
for fiscal year 2000 were done in a timely manner. In assessing whether the
audit inventory was complete and accurate, we used the fiscal year 2001 audit
inventory since it was the most recent one prepared by USAID/Honduras. In
assessing whether the required audits were completed in a timely manner, we
reviewed the audits listed in the fiscal year 2000 audit inventory since the audits
listed in the fiscal year 200 I audit inventory were not yet due at the time of our
audit.

Fieldwork was performed at USAID/Honduras from September 4,2001 through
September 7, 200 I. The audit covered a total of$44 million in USAID funds.

The scope of this audit was limited to audits contracted by recipients under
USAID/Honduras' ongoing, non-emergency program. It excluded audits
contracted by recipients under the Hurricane Mitch emergency reconstruction
program because the OIG was closely involved in helping to arrange and monitor
the performance of audits under the emergency reconstruction program.

WI~ did not audit the accuracy of the information in the Mission's MACS
database system because of time constraints and because it was not directly
relevant to our audit objective.

WI~ obtained an understanding of the management controls related to the audit
objective and assessed risk and control effectiveness. The specific control
techniques reviewed were: assignment of an Audit Management Officer and
Audit Liaison, assignment of audit-related work objectives to the Audit
M,magement Officer and Audit Liaison, preparation of an audit inventory and
audit management plan which is updated quarterly, and Management Control and
Review Committee (MCRe) review ofthe audit inventory.

The audit scope included reviewing the Mission's audit inventory and related
documents; making comparisons between the information in the audit inventory,
the: Mission's accounting system (MACS), and the contracts and grants
themselves; reviewing audit reports and related information on file in the Office
of the Regional Inspector General/San Salvador; and interviewing cognizant
Mission officials.

We also determined the status of prior audit recommendations from the audit
report entitled Audit ofArrangementsfor Audit Coverage ofUSAID/Honduras'
Assistance Portfolio (Audit Report No. 1-522-99-010-P, September 27, 1999)
issued by the Regional Inspector General/San Salvador.
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Appendix I

The audit criteria was principally comprised of Chapter 591 of the ADS and the
OIG's "Guidelines for Financial Audits Contracted by Foreign Recipients,"
revised in July 1998.

Methodology

To assess whether the audit inventory was complete and accurate, we obtained
the fiscal year 2001 audit inventory and tested a sample of data elements in the
audit inventory by performing comparisons between the information in the audit
inventory, the Mission's accounting system (MACS), and the contracts and
gnmts themselves. We considered inaccuracies or omissions affecting 5 percent
or more of the cases reviewed to be significant and reportable. (This threshold
reHects our judgments about the level ofperformance that is reasonable and
attainable for this part of the audit objective.) More specifically:

• To test the completeness of the audit inventory, we requested a query report
listing all of the agreements in the MACS system, verified the criteria used to
prepare the query report, and verified that all of the agreements in the MACS
system were included in the audit inventory. We also obtained a listing ofall
awards processed by the Mission's contracts office and verified that all
awards under the Mission's on-going, non-emergency program were included
in the audit inventory.

• To test the accuracy of the information in the audit inventory, we randomly
sampled 42 of60 awards listed in the audit inventory. For these awards, we
traced all data elements (302 data elements in total) for the 42 awards to
supporting documents or information in the MACS system. The sampling
method used provides a confidence level of 95 percent and precision of plus
or minus 5 percent.

To determine whether required audits for fiscal year 2000 were done in a timely
mmmer, we obtained the fiscal year 2000 audit inventory and reviewed audit
reports and related records in the Office of the Regional Inspector General/San
Salvador to see whether required audits listed in the audit inventory were
submitted to the OIG and if so, when. We considered error rates of 10 percent or
more to be significant and reportable. (This threshold reHects our judgments
about the level ofperformance that is reasonable and attainable for this part of
th~, audit objective.)
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Management
Comments

Appendix II

USA1DIHONDURAS
MEMORANDUM

USAID

.DATE

TO

FROM

5UElJECT

: November S. 2001

: TjmCox, RIG/55
.--.-:-

:TImothy M~MheY, MlssionOltector JYvz,/
: DRAFT AUOIT REPORTIIl"1.522.oZ--lClCl(cP
A\i!lllofUSroOtH:Clndu,as' Recipient A"!lltlnvent,,'Y

******"*'••'1.'
This memorandum rep'!lsents USAJb/lionquras (liSAIDIH) 'comments to 1!Je,subje<::l draft audit report and 00'
actions taken to Implement the reCOmmendations conlalned therein.

i. Rec"mmen<latirm lIi"..1: We rec"rnmriri<l that USAIDtH:"n<luras:

1.1 Prepare the au<lit Inverit,,'Y basa<l "n a Mlss!"n Acc"untlng and Control System ,epoyt
that lriclude:s all commitmentsamClunlS and

1.2 Verity that the <lata: is'entered cotTectly.

COnimentS'-3ndActions'Conlp'leted;

The MIsS(onn"!'llrel>1lredeneWaU<lltlnllentory (ann~A), based ,on MlsSloli A"""uriU~(I Oontro) ~yslams
(MAcs)ll~rePorl$<I~lIeIOpedbYtnaaC¢ountfngseellon:,\J1 eommltmai\tamounls, commitment numbers,
siart .and ',"<lI~g<lales'aliWetl ,,'.·typeOf 0'llanl;:aUon. halibeen lI"Iifted "gains! onglna!source'!locumellls In
the OfficoqfAnanCfal and contractS Manageme.nt(OFMand oeM) will'ilriUSAIOIH,

Saslld 00 theabOy!K:omplellld "ellens, Mission n;olleslsRIS/SSaoncurrence w~h ilS man~gemenldecislon
and c1psure o(lhls'recommendation'upon issllancoo(theaudft report.lnfinal form ..

II. Recomlinendatl"rtNo. ~: W¢ recolllllleijd tfjat'USAIDtH:onduras:

2.'1 1'1ll1l1de.allp~t",ue audltlepofls to the Regional In.pec1", GenerallSan Salva<l"r;

Z.;2 .4S;signsumtlerit staff'to 'carry out the-mi.$$ion'$ atiditnaspon$ibflities;

U Make use of alternate sources of theaU!lit set\lices (Sucb u'publlc a.:counting firms
with other Cerltral,Americatl: countriss,. the Defense contract. Au~jt,AgenCYf orlJ.S.
publicacc"unting jjrms) when 10cal·llublic accounting finns "'theConll'oller Genellli
ofthc RepUbliC a,eunable to prolll<l. ntillfactory andtimelyaudllservices;

2.l' In the rrii~~o'Q's--lrrte,:"atc:on~()Jassessnt~nt.fotfiscal year '2001, rab)as:-unsatisra:etory
the '",nlto!.l!>chnique "Art au<litmanagerncnl plan i. In plaCe ""d annual audits are
concfucted, wbere-req~l(ed. of non..u~S.'organizarionsawilr<led;;nrec:~ contracts and
gl"ants,and ho$t<:ountry:owned local curreneyaccounlS" until-an past' due reports are
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2.4

' ....M·

Appendix II

.ubml~dtolhe'ReglonaHnspector GenerallSan Salvador.

On Se¢ei"hbet13 'lnd14. ;1001. the MIs,sl.on rIlquestad in Wiiting tpllle rIl¢iplentsl\Ilthpasl
dUa a~dltslhesubmission of all final draffreportsNLT Seplember30, 20Pl"and adVise them
Ihal ilsuchaudllswere not subnllltad 'bytha! date, costs InculTed' for suCh efforts could
possibly no! be reC<l~hizedas alloWable expendlluresuhder lllerespel1tivell$reoment (Annex
8), As a ,result of this action, we reoeived dralt reports and approved tile final isSuance of 4 of
thelTL AnnexO sllows'cuiTentstatusof all past-dueaudllS.

Considering cUrl'lln! Mls,siohstafflimilalJons.tbeCFMO has assignedanexl$ling. finimClal
Management'SUPPOlt, Advisor (FMSA) as, hisspe~lal 'aSSistant for' .copfllinaling., and
monitortngllllauqll matlets.litlilld!tton,all other FMS"\$: withln. Ihe Office of Finan,l.l
Management(ol'M) have been InstNetlilllo workcloselrWithprOgral"hi"hanager,; .ndCTO's
to endu", e.ffeCtlvl>lmplomol1\a601i0f lhe Agency's AUdit Mana~emelit and Resolu!lon
program(AM~). e.g. ensulinglhe quality of the audll Inverrtory and audit reports. reporting
managemenl'dec1siOns .on. time. and tOmplete oorreetivo a.ctlonstp request closure of
resulling .reoplt1l1lend.lions, Furthermore, through tM Maliai/eJii.entcontrol.RevieW
comrnl~e iMCRe).lhe Misslpnjsensuling lheactivepartlcipationofSfratagic Objecliile
Team (SOn 1..04.<$ an,~offlce Diraetor,;lntlle audilplanning, review and,closur.. procO$S.

aefote isl:"al)~ pf subjeet,e"~i! "'porl; Mission 4id nothalie tha a\J\hotilY \omaka use;~f
llllerilalasOufj;esofaudltserifices for lis regular progtlllT1. However.""e 10 the current
IimnalJpnof the .Iocal alldn'firms capabilllles, MiSSlon WaS alraady1001llligforolhersnurces
19rth~' !mpl~l1Jan!aliO~ nf ita FY2002 aUdn plan. .ndsllheduled a meeting Wllh'OCAA 'in
qctobet2001,1'I1IsmeO\ingw.s pOstponed.10 November 2001 due 'to therecenl lerrolist
llltlid<s;on tbe U,S,. AU. !=Y'2:00fplanneij .audllS have ~eencontraCl,ed' for; but,!f any or1tical
problemSaliSe In their lmplernenlation,jhe Mission will COntraclaUdl1 Se!\llceS fromoufside
Honduras••

MlsslonhasplacedtlieAMRF' In IheSummary IistlnQ pfconcems resultingcfrom. the Miss)On
FYOI ManagemMICohtrol Assessmenf(MCA) for follOW-uppurposas.unUl brOught in line
with the Agency's mandate (see Annex Pl. Actions descrtbed for seetlon2.1 above also .pply
to this section of lhe.i'IlcOJiiJiiehdation.

eased orl tile above til. MiSsion requests Rl\'3/SS conCQrrenca with. itS management Ifeel,sion for
recommendation Noe2 -and closu", of seCl,lons2;2:anil :M of Ihe· recommend.tiol) opon Jssuance of lhe tinal
audil repoll. Closure for sections 2.t and 2.4 will be requestedupan transmittal 10 RIGISS of pending .audit
reports.

In Closing; USAIDlHonduras would like lciexpress itsgratjtude 'for the va.luable information and usefUl
guidelines prOVided by RIG·...t.ffdUlingthepelformance ofsUb)ect aUdll.
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