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MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE, THANK YOU FOR THE
OPPORTUNITY TO PROVIDE THIS TESTIMONY THAT ADDRESSES THE
FINANCIAL MANAGEMENT CHALLENGES FACING THE U.S. AGENCY FOR
INTERNATIONAL DEVELOPMENT (USAID) AND KEY STEPS FOR REFORMING
FINANCIAL MANAGEMENT AND BUSINESS PROCESSES.

USAID HAS WORKED FOR A NUMBER OF YEARS TO IMPROVE ITS FINANCIAL
MANAGEMENT PERFORMANCE. USAID’S EFFORTS, AND THOSE OF THE
OFFICE OF INSPECTOR GENERAL (OIG), HAVE RESULTED IN SIGNIFICANT
IMPROVEMENTS. THESE IMPROVEMENTS ARE REFLECTED, FOR EXAMPLE, IN
THE OPINIONS THAT THE OIG HAS EXPRESSED ON USAID’S FINANCIAL
STATEMENTS OVER THE LAST SEVEN YEARS:

FISCAL YEAR OPINION

1996 DISCLAIMER

1997 DISCLAIMER

1998 DISCLAIMER

1999 DISCLAIMER

2000 DISCLAIMER

2001 QUALIFIED OPINION ON THREE

FINANCIAL STATEMENTS AND DISCLAIMER
ON TWO FINANCIAL STATEMENTS

2002 UNQUALTIFIED OPINION ON FOUR
FINANCIAL STATEMENTS AND QUALTIFIED
OPINION ON ONE FINANCIAL STATEMENT

THE OIG’S LATEST AUDIT REPORT ON USAID’S FINANCIAL STATEMENTS,
COVERING FISCAL YEAR 2002, INCLUDED UNQUALIFIED OPINIONS ON
USAID’S BALANCE SHEET, STATEMENT OF CHANGES IN NET POSITION,



STATEMENT OF BUDGETARY RESOURCES, AND STATEMENT OF FINANCING.
THE OIG EXPRESSED A QUALIFIED OPINION ON THE STATEMENT OF NET
COST BECAUSE USAID HAD NOT DEVELOPED A PROCESS TO CONSISTENTLY
ALLOCATE EXPENSES TO FUNDING SOURCES, STRATEGIC OBJECTIVES, AND
GOALS WHEN GRANTS ARE FINANCED FROM MULTIPLE SOURCES AND IMPACT
ON MORE THAN ONE GOAL. THEREFORE, THE OIG WAS NOT ABLE TO
OBTAIN SUFFICIENT EVIDENCE TO SUPPORT USAID’S ALLOCATION OF
ABOUT $384 MILLION TO THE RELATED GOALS (RESPONSIBILITY
SEGMENTS) IN THE STATEMENT OF NET COSTS.

IN OUR FISCAL YEAR 2002 AUDIT REPORT ON USAID’S FINANCIAL
STATEMENTS, THE OIG REPORTED ON SEVEN MATERIAL INTERNAL CONTROL
WEAKNESSES THAT AFFECTED USAID’S ABILITY TO:

e ALLOCATE PROGRAM EXPENSES ON THE STATEMENT OF NET COSTS.

e RECONCILE ITS FUND BALANCE WITH THE U.S. TREASURY.

e CALCULATE AND REPORT ON ACCOUNTS PAYABLE.

e RECORD AND CLASSIFY ADVANCES TO GRANTEES AND RELATED
EXPENSES.

e REVIEW AND ANALYZE UNLIQUIDATED OBLIGATIONS AND DEOBLIGATE
THEM WHEN NECESSARY.

e RECOGNIZE, RECORD, AND REPORT ACCOUNTS RECEIVABLE.

e CALCULATE CREDIT PROGRAM ALLOWANCES.

MOREOVER, USAID’S FINANCIAL MANAGEMENT SYSTEMS WERE NOT IN
SUBSTANTIAL COMPLIANCE WITH THE FEDERAL FINANCIAL MANAGEMENT
IMPROVEMENT ACT (FFMIA) OF 1996. THESE PROBLEMS LIMIT USAID’S
ABILITY TO PRODUCE RELIABLE, TIMELY FINANCIAL INFORMATION FOR
DAY-TO-DAY DECISION MAKING. THUS, USAID HAS NOT FULLY ACHIEVED
THE RESULTS ANTICIPATED BY THE FFMIA AND THE PRESIDENT’S
MANAGEMENT AGENDA.

THE AGENCY HAS REPORTED TO THE OIG THAT IT HAS TAKEN FINAL
ACTIONS ON 6 OF THE 7 MATERIAL INTERNAL CONTROL WEAKNESSES
REPORTED IN OUR FISCAL YEAR 2002 FINANCIAL STATEMENT AUDIT.
CURRENTLY, THE OIG IS CONDUCTING THE FISCAL YEAR 2003 AUDIT AND
IS FOLLOWING UP ON THE FINAL ACTIONS TAKEN ON THE
RECOMMENDATIONS.



I WOULD NOW LIKE TO PROVIDE SOME MORE SPECIFIC INFORMATION ON
THESE PROBLEMS AND USAID’S EFFORTS TO CORRECT THEM.

ALLOCATING PROGRAM EXPENSES ON THE STATEMENT OF NET COSTS

OUR FISCAL YEAR 2002 GMRA AUDIT FOUND THAT USAID HAD NOT
DEVELOPED A PROCESS TO CONSISTENTLY ALLOCATE PROGRAM EXPENSES TO
ITS FUNDING SOURCES, STRATEGIC OBJECTIVES, AND THE RELATED
AGENCY GOALS WHEN IT FINANCES GRANTS FROM MULTIPLE SOURCES THAT
ARE ASSOCIATED WITH MORE THAN ONE GOAL. DURING FISCAL YEAR
2003, USAID CHANGED ITS PROCESS FOR ALLOCATING EXPENSES FOR
GRANTS FOR WHICH THE PAYMENT PROCESS IS MANAGED BY THE
DEPARTMENT OF HEALTH AND HUMAN SERVICES. THE OIG’S FISCAL YEAR
2003 GOVERNMENT MANAGEMENT AND REFORM ACT (GMRA) AUDIT IS
EVALUATING THE EFFECTIVENESS OF USAID’S NEW EXPENSE ALLOCATION
PROCESS.

RECONCILING FUND BALANCE WITH THE U.S. TREASURY

IN FISCAL YEAR 2002, THE OIG DETERMINED THAT USAID HAD NOT
IMPLEMENTED EFFECTIVE INTERNAL CONTROLS TO ENSURE THAT ITS FUND
BALANCE WITH TREASURY IS RECONCILED IN A TIMELY MANNER. USAID’S
OFFICE OF FINANCIAL MANAGEMENT AND ITS OVERSEAS MISSIONS DID NOT
CONSISTENTLY RECONCILE - THAT IS, RESEARCH AND RESOLVE -
DIFFERENCES BETWEEN THE RECORDS OF USAID, THE STATE DEPARTMENT’S
DISBURSING OFFICES, AND THE U.S. TREASURY. AS REPORTED IN THE
OIG’"S MOST RECENT SEMIANNUAL REPORT TO THE CONGRESS, THIS ISSUE
STILL PRESENTS A CHALLENGE TO USAID. USAID IS IN THE PROCESS OF
IMPLEMENTING A NEW RECONCILIATION SYSTEM WHICH WE ARE REVIEWING
AS PART OF OUR FISCAL YEAR 2003 GMRA AUDIT. THE FISCAL YEAR
2002 AUDIT RECOMMENDATIONS FOR THIS MATERIAL WEAKNESS HAVE NOT
HAD FINAL ACTION COMPLETED. THE AUDIT RESULTS, TO DATE,
INDICATE THAT THIS ISSUE STILL EXISTS.

CALCULATING AND REPORTING ACCOUNTS PAYABLE

IN FISCAL YEAR 2002, THE OIG DETERMINED THAT A SIGNIFICANT
PORTION OF USAID’S ACCOUNTS PAYABLE WERE NOT SUPPORTED BY
ADEQUATE FINANCIAL DOCUMENTATION. DURING FISCAL YEAR 2003,
USAID HAS ISSUED DETAILED REVISED ACCRUAL PROCEDURES TO ITS
COGNIZANT TECHNICAL OFFICERS. THESE PROCEDURES ARE DESIGNED TO
FACILITATE REPORTING OF RELIABLE ACCOUNTS PAYABLE INFORMATION
THROUGH THE ACCRUAL REPORTING SYSTEM AND THE MISSION ACCOUNTING
AND CONTROL SYSTEM. OUR FISCAL YEAR 2003 GMRA AUDIT IS
EXAMINING THE EFFECTIVENESS OF THESE REVISED ACCRUAL PROCEDURES.



RECORDING AND CLASSIFYING ADVANCES TO GRANTEES AND RELATED
EXPENSES

OUR FISCAL YEAR 2002 GMRA AUDIT FOUND THAT, AS OF SEPTEMBER 30,
2002, USAID HAD NOT RECORDED ABOUT $88 MILLION IN EXPENSES
RELATED TO ADVANCE LIQUIDATIONS SUBMITTED BY GRANTEES. THIS
MANAGEMENT CHALLENGE CONTINUES TO OCCUR BECAUSE USAID DOES NOT
HAVE A WORLDWIDE INTEGRATED FINANCIAL MANAGEMENT SYSTEM THAT
INCLUDES PROCUREMENT AND ASSISTANCE DATA. THEREFORE, USAID MUST
MANUALLY ENTER OBLIGATIONS FOR GRANT AGREEMENTS AND
MODIFICATIONS INTO THE DEPARTMENT OF HEALTH AND HUMAN SERVICE’S
PAYMENT MANAGEMENT SYSTEM SO THAT GRANTEES CAN REPORT ADVANCE
LIQUIDATIONS (EXPENSES) AGAINST THE CORRESPONDING OBLIGATIONS.
IN OUR FISCAL YEAR 2002 GMRA AUDIT REPORT, THE OIG RECOMMENDED
THAT USAID ENTER OBLIGATION INFORMATION WITHIN 10 DAYS AFTER ITS
FINANCIAL MANAGEMENT OFFICE RECEIVES THE OBLIGATION DOCUMENT
FROM ITS PROCUREMENT OFFICE. WHILE USAID HAS ISSUED PROCEDURES
TO CORRECT THE WEAKNESS, WORK UNDER THE OIG’S FISCAL YEAR 2003
GMRA AUDIT INDICATES THAT THIS MATERIAL INTERNAL CONTROL
WEAKNESS HAS NOT YET BEEN CORRECTED.

REVIEWING, ANALYZING, AND DEOBLIGATING UNLIQUIDATED OBLIGATIONS

USAID RECORDS OBTAINED BY THE OIG DURING OUR FISCAL YEAR 2002
GMRA AUDIT SHOWED ABOUT $153 MILLION IN UNLIQUIDATED OBLIGATIONS
THAT HAD NO PAYMENT ACTIVITY AGAINST THEM FOR MORE THAN ONE
YEAR, INDICATING THAT THE OBLIGATIONS MIGHT NO LONGER BE NEEDED
FOR THEIR ORIGINAL PURPOSE. AT THAT TIME, USAID WAS IN THE
PROCESS OF REVIEWING, ANALYZING, AND DEOBLIGATING UNNEEDED
OBLIGATIONS. USAID HAS REPORTED SIGNIFICANT PROGRESS IN THE
AREA OF REVIEWING AND DEOBLIGATING OBLIGATIONS THAT MAY NO
LONGER BE NEEDED FOR THE ORIGINAL PURPOSES. DURING THE OIG’S
FISCAL YEAR 2003 AUDIT, WE ARE ASSESSING USAID’S PERFORMANCE IN
THIS AREA.

RECOGNIZING, RECORDING, AND REPORTING ACCOUNTS RECEIVABLES

DURING OUR FISCAL YEAR 2002 GMRA AUDIT, THE OIG DETERMINED THAT
USAID CONTINUES TO LACK AN INTEGRATED FINANCIAL MANAGEMENT
SYSTEM WITH THE ABILITY TO ACCOUNT FOR ACCOUNTS RECEIVABLE
ARISING FROM USAID’S WORLDWIDE OPERATIONS. USAID IS IN THE
PROCESS OF IMPLEMENTING A WORLDWIDE FINANCIAL MANAGEMENT SYSTEM
WITH THE ABILITY TO IMMEDIATELY RECOGNIZE AND RECORD ACCOUNTS
RECEIVABLE. AFTER THIS SYSTEM IS IMPLEMENTED, THE OIG WILL
EVALUATE THE EFFECTIVENESS OF USAID’S PROCESS FOR RECOGNIZING
AND RECORDING ACCOUNTS RECEIVABLE.



CALCULATING CREDIT PROGRAM ALLOWANCES

DURING FISCAL YEAR 2002, USAID INITIALLY CALCULATED AND REPORTED
CREDIT PROGRAM ALLOWANCES THAT WERE ABOUT $2.3 BILLION HIGHER
THAN THE REQUIRED AMOUNT. OUR FISCAL YEAR 2002 GMRA AUDIT FOUND
THAT USAID DID NOT FORWARD INFORMATION TO ITS LOAN MANAGEMENT
DIVISION THAT THE DIVISION NEEDED FOR THE ALLOWANCE CALCULATION.
THEREFORE, THE FISCAL YEAR 2002 CREDIT PROGRAM ALLOWANCE WAS
CALCULATED USING INCORRECT DATA. USAID SUBSEQUENTLY ADJUSTED
THE CREDIT PROGRAM ALLOWANCES TO CORRECTLY REFLECT CREDIT
RECEIVABLES. USAID HAS RESPONDED TO A RELATED OIG
RECOMMENDATION BY ESTABLISHING REVISED PROCEDURES FOR
COMMUNICATING CRITICAL INFORMATION TO ITS LOAN MANAGEMENT
DIVISION. DURING THE OIG’S FISCAL YEAR 2003 GMRA AUDIT, WE ARE
EVALUATING THE EFFECTIVENESS OF USAID’S REVISED PROCEDURES.

IN ADDITION TO THE CONTROL WEAKNESSES PREVIOUSLY DISCUSSED,
USAID WILL NEED TO CONTINUE ITS EFFORTS TO ADDRESS WEAKNESSES IN
ITS FINANCIAL MANAGEMENT SYSTEMS. 1IN THE FISCAL YEAR 2002 AUDIT
REPORT, THE OIG REPORTED THAT USAID IMPLEMENTED A NEW CORE
FINANCIAL SYSTEM IN WASHINGTON DURING DECEMBER 2000. 1IN
ADDITION, DURING FISCAL YEARS 2001 AND 2002, USAID COMPLETED
EFFORTS TO UPGRADE OR INTERFACE FIVE MAJOR SYSTEMS (WHICH
PROCESS TRANSACTIONS OUTSIDE OF THE CORE FINANCIAL SYSTEM) TO
THE CORE SYSTEM.

DESPITE USAID’S PROGRESS IN IMPLEMENTING RECOMMENDATIONS MADE
OVER THE YEARS, A MAJOR WEAKNESS THAT CONTINUES TO HINDER
PROGRESS TOWARD SUBSTANTIAL COMPLIANCE WITH FFMIA IS THE
CONTINUED USE OF A LEGACY SYSTEM (THE MISSION ACCOUNTING AND
CONTROL SYSTEM) THAT DOES NOT COMPLY WITH THE STANDARD GENERAL
LEDGER AT THE TRANSACTION LEVEL. USAID INTENDS TO DEPLOY
PHOENIX WORLDWIDE TO CORRECT THIS PROBLEM. USAID PLANS TO
IMPLEMENT PHOENIX IN THREE PILOT MISSIONS BEGINNING IN APRIL
2004 AND DEPLOY THE SYSTEM TO ALL OVERSEAS ACCOUNTING STATIONS
BY THE END OF FISCAL YEAR 2005.

ADDITIONALLY, THE OIG HAS IDENTIFIED WEAKNESSES IN USAID’S
SECURITY CONTROLS FOR ITS FINANCIAL MANAGEMENT SYSTEMS.

USAID HAS MADE SIGNIFICANT PROGRESS IN THIS AREA BY, AMONG OTHER
THINGS, UPGRADING THE SYSTEM SOFTWARE FOR USAID/WASHINGTON AND
MOST MISSIONS, BUILDING A SET OF WEB-BASED SURVEYS THAT MIGRATE
INFORMATION DIRECTLY INTO A FORMALIZED DRAFT SECURITY PLAN, AND
IMPLEMENTING PRACTICES TO STANDARDIZE THE SECURITY CONFIGURATION
OF COMPUTER OPERATING SYSTEMS. HOWEVER, SOME NEEDED SECURITY
IMPROVEMENTS REMAIN TO BE MADE. FOR EXAMPLE, USAID NEEDS TO
PROVIDE COMPUTER SECURITY TRAINING TO ITS KEY PERSONNEL TO



ENSURE THAT THEY CAN FULFILL THEIR SECURITY RESPONSIBILITIES AND
CONTINUE TO CERTIFY ITS OVERSEAS ACCOUNTING SYSTEM AT EACH
ACCOUNTING STATION. CURRENTLY, USAID HAS CONDUCTED
CERTIFICATIONS AT 9 OF 40 OVERSEAS ACCOUNTING STATIONS.

THE PROBLEMS AFFECTING USAID’S FINANCIAL MANAGEMENT SYSTEMS WERE
CAUSED BY THE ABSENCE OF EFFECTIVE CONTROLS FOR MANAGING USAID’S
INFORMATION TECHNOLOGY RESOURCES. TO ADDRESS THIS ISSUE, USAID
HAS ESTABLISHED A BUSINESS TRANSFORMATION EXECUTIVE COMMITTEE,
WHICH FUNCTIONS AS USAID’S INVESTMENT REVIEW BOARD. USAID IS
ALSO DEVELOPING ENTERPRISE ARCHITECTURE, INCLUDING CURRENT AND
TARGET ARCHITECTURE FOR FINANCIAL SYSTEMS. MOREOVER, USAID IS
INITIATING A PROGRAM MANAGEMENT OFFICE TO OVERSEE THE MANAGEMENT
OF INFORMATION TECHNOLOGY PROJECTS. WHILE USAID HAS TAKEN
POSITIVE STEPS, THESE ARE BEGINNING STEPS AND CHALLENGES REMAIN
IN EACH OF THE AREAS.

FINALLY, SUCCESSFUL FINANCIAL MANAGEMENT OF USAID WILL DEPEND ON
PRODUCING DATA THAT PROVIDES USEFUL INFORMATION FOR SENIOR
MANAGEMENT DECISION MAKING. TO DO THIS, USAID NEEDS TO REAP THE
FULL BENEFITS OF PHOENIX - THE NEW INTEGRATED FINANCIAL
MANAGEMENT SYSTEM - TO PROVIDE TIMELY, RELEVANT, AND RELIABLE
INFORMATION NEEDED TO MAKE PROGRAM FUNDING DECISIONS, TO MANAGE
COSTS, AND MEASURE PERFORMANCE. HOWEVER, TECHNOLOGY ON ITS OWN
WILL NOT SOLVE USAID’S FINANCIAL MANAGEMENT CHALLENGES. THE KEY
TO TRANSFORMING USAID’S FINANCIAL MANAGEMENT OPERATION INTO A
WORLD-CLASS ORGANIZATION HINGES ON FULLY IMPLEMENTING
INFORMATION TECHNOLOGY PROCESSES, SUCH AS THOSE DISCUSSED
EARLIER, SUSTAINING CFO LEADERSHIP AND MANAGEMENT ACCOUNTABILITY
TO IMPLEMENT NEEDED FINANCIAL REFORMS, AND ESTABLISHING CLEAR
LINES OF RESPONSIBILITY AND AUTHORITY.

THE PRESIDENT’S MANAGEMENT AGENDA, ANNOUNCED IN THE SUMMER OF
2001, IS AN AGGRESSIVE STRATEGY FOR IMPROVING THE MANAGEMENT OF
THE FEDERAL GOVERNMENT. THE OFFICE OF MANAGEMENT AND BUDGET
(OMB) HAS PREPARED A SCORECARD TO TRACK HOW WELL FEDERAL
AGENCIES ARE DOING IN ADDRESSING FIVE MANAGEMENT AREAS,
INCLUDING FINANCIAL PERFORMANCE.

FOR THE QUARTER ENDING JUNE 30, 2003, OMB RATED USAID’S CURRENT
STATUS FOR ACHIEVING THE PRESIDENT’S MANAGEMENT AGENDA IN THE
FINANCIAL PERFORMANCE AREA AS “RED” (THE LOWEST RATING). THIS
RATING WAS GIVEN BECAUSE (1) USAID’S FINANICAL MANAGEMENTS
SYSTEMS DID NOT MEET FEDERAL FINANICAL MANAGEMENT SYSTEM
REQUIREMENTS, (2) ALMOST 50 PERCENT OF USAID-MANAGED FUNDS WERE
NOT TRACKED WITH IT CORE ACCOUNTING SYSTEM, AND (3) USAID WAS
UNABLE TO PROVIDE UNQUALIFIED ASSURANCE AS TO THE SYSTEM OF



MANAGEMENT, ACCOUNTING, AND ADMINSTRATIVE CONTROLS. 1IN
ADDITION, USAID HAD NOT RECEIVED AN UNQUALIFIED AUDIT OPINION ON
ITS ANNUAL FINANCIAL STATEMENTS.

HOWEVER OMB RATED USAID’S PROGRESS TOWARD IMPLEMENTING THE
PRESIDENT’S MANAGEMENT AGENDA AS “GREEN” (THE HIGHEST RATING) .
USAID ACHIEVED THE “GREEN” RATING FOR PROGRESS BECAUSE THE
AGENCY REPORTED THAT IT COMPLETED ALL PLANNED ACTION ITEMS FOR
THE THIRD QUARTER OF FISCAL YEAR 2003. FOR EXAMPLE, DURING THE
THIRD QUARTER USAID:

e COMPLETED TOP PRIORITY FINANCIAL REPORTS IDENTIFIED BY
SYSTEM USERS.

e CLOSED THE FEDERAL FINANCIAL MANAGEMENT IMPROVEMENT ACT
MATERIAL WEAKNESSES OF FINANCIAL REPORTING.

e CLOSED TEN AUDIT RECOMMENDATIONS RELATED TO MATERIAL
WEAKNESSES FROM THE FISCAL YEAR 2002 AUDIT OF FINANCIAL
STATEMENTS.

e SUBMITTED SECOND QUARTER AND THIRD QUARTER FINANCIAL
STATEMENTS BY THE APPROPRIATE DEADLINES. CURRENTLY, MY
STAFE IS CONDUCTING TESTING ON THE THIRD QUARTER FINANCIAL
STATEMENTS. FOURTH QUARTER FINANCIAL STATEMENTS ARE DUE IN
THE MIDDLE OF OCTOBER AND USAID FULLY EXPECTS TO MEET THAT
DEADLINE AS WELL.

IN ADDITION, OMB NOTED THAT USAID AND THE DEPARTMENT OF STATE
ARE COMMITTED TO COLLABORATING ON A SHARED FINANCIAL MANAGEMENT
SYSTEM. USAID IS ALSO EXAMINING, AND OMB IS ENCOURAGING, THE
POTENTIAL COST SAVINGS AND EFFICIENCIES OF THE REGIONALIZATION
OF FINANCIAL MANAGEMENT FUNCTIONS.

AS NOTED PREVIOUSLY IN MY TESTIMONY, AS PART OF THE FISCAL YEAR
2003 FINANCIAL STATEMENT AUDIT THE OIG IS REVIEWING THE
EFFECTIVENESS OF USAID’S ACTION TAKEN IN RESPONSE TO OUR

FISCAL YEAR 2002 AUDIT RECOMMENDATIONS. THE OIG WILL ALSO BE
EVALUATING THE USAID’S EFFORTS TO IMPLEMENT THE PHOENIX SYSTEM
IN ITS OVERSEAS ENVIRONMENT. ONCE USAID HAS EFFECTIVELY
IMPLEMENTED (1) THE PHOENIX SYSTEM WORLDWIDE AND (2) PROCEDURES
TO ELIMINATE THE REPORTED MATERIAL INTERNAL CONTROL WEAKNESSES,
IT WILL HAVE TAKEN SIGNIFICANT STEPS TOWARD MEETING ALL THE
REQUIREMENTS ESTABLISHED BY OMB FOR BEING CONSIDERED “GREEN™ ON
THE PRESIDENT’S MANAGEMENT AGENDA FOR FINANCIAL PERFORMANCE.



AT THIS TIME, I WILL BE HAPPY TO RESPOND TO ANY QUESTIONS THAT
YOU MAY HAVE.






