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DATE: June 19, 2000

T0: Diredtor, USAID/ Malawi, Kiertisak Toh

FROM : Regional Ingpector General/ Pretoria, Jossph Farinela

SUBJECT: Audit of the Accuracy of USAID/ Malawi’s Redipient Audit

Universe, Report Number 4- 612- 00- 009- P

This is the find report on the subject audit. Vé recaived your comments to our draft report and
induded those comments as Appendix 11 to this report.

This report contains four recommenddions  Flease advise this office within 30 days of your planned
adtions to address the audit recommendations | goprediate the cooperation and courteses extended
to my daff during the audit.

Background

Hnancid audits of contracts and grants are a primary basis for efective management and control
of USAID's program expenditures Thee audits ae desgned to provide Agency management
ressonable assurance that transactions are properly recorded and accounted for; laws and
regulations, and provisons of contract or grant agreements are complied with; and USAD financed
funds, property and other assets are sefeguarded againgt unauthorized use or digposition.

In reponse to Congressond concans, USAID hes taken an adive role in recent years usng audits
a a managemeant tod to improve finendd accountability of its programs. During 1991 and 1992,
the Agency revised its gandard provisons for its contracts and grants, requiring annua audits of
nor U.S organizations disburang USAID funds of $25,000 or more  The threshold ws increesad
to $100,000 in My 1994 and to $300,000 in July 1998.

Furthermore, in Aol 1992, USAID issued a Gengd Natice ddining the rde of USAID missas in
obtaining audits of their contracts, grants and cooperaive agreements with non- U.S. organizations

In My 1996, these reguirements were incorporated into chapter 591 of USAID's Auometed Diredives
Sygem (ADS) which, anong other things requires USAID missons to (i) edablish an audit
management program; (i) maintain an audit inventory databass and (i) have audits done for non-
U.S. grants, contracts and cooperaive agreements that meet the audit threshold.



These intidives are of far reeching conssquence in preventing misuse of USAID devdopmat funds
and fadlitaing timdy corrective adtions by the Agency. Lack of adequate audit coverage conditutes
an unacogptable risk because, without such a contral mechaniam, finendid accountability of program
expenditures cannat be ressonably assured.

In Mach 1995, the Office of Ingoedtor Ganard (OIG) issued Axdit Report No. 03- 95- 0B an USAID's
implementation of the Agency’s 1992 initidive to improve the fineandd manegement of its programs
The report conduded that mogt missons hed implemented the generd requirements of the finanad
audit management program and edablished audit inventory databeses However, complete coverage
was impaired as a result of obdades arigng from hogt government redtrictions and locd audit firm

cgpabilities.

In Mach 1998, the OIG issued Axit Report No. 3- 000- 98- 002- F on USAID missas rdes in
obtaining audits of their contracts, grants, and cooperdive agreements.  The report conduded thet
11 of the 14 USAID missons Heded Agency- wide generdly obtained audits of ther contracts
grants, and cooperdive agreements as required by ADS chepter 591 However, a Sgnificant number
of required audits were not completed & 10 of the audited 14 USAID missos

In My 1999, OIG manegamant dedded to veify the acouracy of USAID missons redpiet audit
universe worldwide over a period of three years because lack of audit coverage was percaved as a
highrisk area.  Awardngly, RIG/ Pretoria induded this audit in its fiscal year 2000 audit plan.

Audit Objective

RG Pretaria paformed this audit to venify the accuracy of the recipient contracted audit universe
a sHetted USAID Africa Buesu Mssons  The audit objective follows

Is USAIDY Malawi’s audit universe accurate and were required audits conducted in a
timdy manner?

The audit scope and methodology are desoribed in Appandix I

Audit Findings

The audit showed that USAD Miawi devdoped an accurate audit universe However, required audits
were nat dways conducted in a timdy manne.



A of Feboruay 29, 2000, USAD Milawi disoursed gpproximatdy $925 million to 57 US
organizaions, 10 non- U.S. organizations and 2 Internaiond private voluntary organizations. The
teble bdow provides a breskdown of these disoursaments by type of agreement and by number ad
type of redpients

us Non US Interndtiond PVO Totd
Dishursaments and No. | Dishursements and | Dishursaments and | Disoursements and No.
Type d Of Redpiets No. Of Redpets | No. Of Redpets Of Reopiats
Agreamant

Contract $42955489| 28 - - - - $42955489| 28

Gant 27104878| 14 $2402,106| 8 $7371581| 2 36,878565| 24

Coopadive 12,709,325| 15 2 - - 12,709,325| 17
Agreamant 0

TOTAL $82,769,692 | 57 $2,402,106| 10 | $7,371,581 | 2 $92,543,379 |69

Fom the above table, we determined (as of February 29, 2000) that of the 10 non U.S. grant and
agreament recipients liged only 4 with totd disbursements of $2,287,722 were subject to audit
coverage for the years 1997, 1998 and 1999. The other 6 non U.S redpients consgted of newly
avaded grants or agreaments which were not yet subject to an audit or awvads tha fdl bdow the
audit threshold of $100,000.

V¢ asoartaned tha dl 10 redpients were induded in the Mission's audit databese inventory, and thet
the Msson took severd actions to implement an audit management program in accordance with the
reguirements of ADS Chgater 59Iwhich indudedt

edablishing a Minegament Contrd Review Committee to monitor the datus of the Msson's audit
program and to assure that its audit responghilities were carried out;

desgnating an audit management officer to coordinete and monitor the Msson's finendd audit
program and fallow up on implementation of redipient- contracted audit recommendations,
induding required audit dauses in its grants and contracts and budgeting funds for audits, and

mantaining an automated inventory of contracts grants, and cooperdive agreements requiring
audits and to track such audits.

Audit Coverage
Needs | mpr ovement




Chapter 591 of USAID’s Automeated Diredtives Sysam requires ovarsees missons to edablish an audit
management sysem and obtain audits of its non- U.S. grantees and contractors.  Anong  ather
things, Mssons should establish operationd guidance, assgn audit manegement responghbilities,
develop an annud audit plan, and maintain gopropriate audit inventory and tracking sysems to
fadlitate audits of awards to non- U.S. redpients in accordance with U.S. government auditing
dandards In addition, USAIDs ‘Quidelines for Financial Audits Contracted by Fordgn Recipients” Sates
thet reports resuiting from these audits are to be submitted to the cognizant OIG audit office within
9 months (previoudy within 13 months) ater the redipient’s fiscd year- end for review and rdesse

Wiile the Mssion maintained an automated audit inventory sysem, monitoring and report handling
were nat adequate to ensure that required audits were completed in a timdy manner. The Misson's
fineandid records showed that 4 non+ U.S. redpients received a totd of $2,287,722 in cumuldive
disbursements from October 1, 1996 through February 29, 2000 thet triggered thresholds requiring
audits for the years 1997, 1998 and 1999. For these four redpients we found that:

Under one grant (No. 612- G 00- 95- 00346), the Msson had two current audit reports on file
for the periods ending September 30, 1997 and 1998, neither of which had been forwarded to
the Regiond Ingoector Genad In Pretoria (RIG/ Pretoria) for review. These audit reports were
Ubsuently fowarded to RIG/ Pretaria a the condusion of this audit's fiddwork.

Under another grant (No. 612- O 00- 99- 00173), the firg audit for the period My 29, 1992
through June 30, 1997 was baing completed a the time of this audit’s fiddwork.

Unde two limited soope grant agreamants with the Govarmant of Miani (Nos LSGA- %5 G612-
024301 and LSGA 97- G 612- 0243.03), the Msson had an dterndtive procedure in place in
lieu of the audit to ensure proper accountability of USAID funds (The Msson chose to review dl
payment vouchers until such time that the Auditor Gengd of Milawi is cgoabdle of auditing
USAD funded programs with government entities).

The above conditions occurred primarily because the Msson's audit inventory deta base sysem did
not indude two important data dements which would be ussful to identify and expedite audits (1)
dates when audits are to be scheduled; and (2) dates when audit reports are due from each
redpient. Aso, dthough there was a Nisson Order in place deding with audit pdlicy and procedures
it was not explict as to therequirementsfor audit monitoring and.report handling and digpostion
procedures.  For example the Msson Order was dlent on the requirement that al redpient-
contracted audit reports are to be submitted to the cognizant OIG office within a prescribed time
peiad for review.

Vithout complete redipient-contracted audit coverage, USAD Milawi did not have adequate assurance
that audits for two of its four non- US redpiets were conducted in accordence with USAD
requirements or that USAID disoursaments of $1.6 million were supported and digible under the
terms of the agreements.  Therefore, the Mssion neads to take more aggressive action to fadlitate
timdy and complete audit coverage of its non- U.S redpients
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Recommendation No. 1: Werecommend that USAID/M alawi:

1.1 includein itsaudit inventory database a schedule of when required audits
are to commence, and dates when the audit reports are due from the
recipients;

1.2 revieitsMisson Order on Audit Policy and Proceduresto include explicit
r ecipient-contracted audit monitoring and report handling and disposition
procedures,

1.3 implement aplan of action to obtain a current audit of its non-U.S. recipient

under Grant Number 612-0-00-99-00173 that wasrequired to be audited;
and

1.4 submit the audit reports for Grant Number 612-G-00-95-00346 for the
periods ending September 30, 1997 and 1998 to the Regional |nspector

General in Pretoriafor review.

Management Comments and Our Evaluation

In its response to our draft audit report, the Msson agread with the finding and recommendations
contained in the report.  In addition, the Msson dated that it had dready ether initited or
completed action on the recommendations  Based on this action, a management decison was
reeched on Recommendation Nos 1.1, 1.2, 1.3 & 1.4 upon issuance of this report. USAID's Office
of Mnegement Flaning and Innovation [M MP] should be advisad for find action on the
recommendations

The Msson's comments are induded in ther entirety in Agpendx 1.




APPENDIX |

SCOPE AND
METHODOLOGY

Scope

The audit was paformed in accordance with generdly acoepted government auditing sandards and
asessad whether (1) USAD Milawi’s audit universe was complete and accurate, and (2) required
audits were done in a timey manner.

The OG coduded a “Vidddwide At of Sdeted Msdons Rdle in Obtaining Audits of Therr Contracts
Gants and Cooperdive Agreaments (Report No. 9- 000- 98- 002- K

March 20,1998). That report consdered recipient finandd audits which had been completed as of
October 31, 1996. For the purposss of this audit, we obtained informaion on audits completed from
October 1, 1996 through February 29, 2000.

Feddwok wes pafomed a& USAD Mdam in Lilongwe Mdani from March 6 through March 9, 2000
and covered gpproximatdy $2.4 million of USAID didoursaments to non- U.S. based organizations.
The audit scope indudedt:

(1) reviewing the Msson's audit management program and rdated documents;,

(2 interviewing cognizant Mssion officids and

(3 reviening the Msson's automated database universe of contracts, grants, and cooperaive
agreements and identifying those that reguire audits

In addition, we obtained information on (1) totd dishursements for dl grants, contracts and
cooperaive agreements (U. S and non- U.S) as of February 29, 2000 and, (2) the number and
amount of grants contracts and cooperdive agreements fdling bdow the audit threshold of
$300,000 to obtain a complete picture of the Msson's partfalio.

The audit aitaia was prindpdly comprised of Chepter 591 of USAID's Autometed Diredives Sygem
(ADS) ad the OIG's “Guiddines for Fnendd Audits Contracted by Foreign Redpiats’ (Guiddines),
revised in July 1998,



M ethodology

The mathodology induded (1) reviewing the Msson's audit inventory database sysem to determine
if it contains the information needed to monitor and track required audits, and (2) examining
documentation and (3) conducting interviews with cognizant offidds to determine whether the IVssion
has met its responghilities esablished by ADS Chaater 591 and the Guiddines

To aswver our audit ojedtive we adbtained the universe of USAD Miawi’s grants, contracts and
cooperdive agreameants and determined the number and dollar amounts of dl agreaments with non-
U.S organiztions subject to audit coverage @ February 29, 2000.  The above information was
obtained from the Msson's contract files and the Msson Accounting and Contrd Sysem (MACS
database. V¢ then ascartaned whether: (1) such agreaments were induded in the Mssion's audit
database inventory, (2) required audits were completed on a timdy bags, (3) audit reports were
prepared in accordance with USAID's guiddines and sat to RIG/ Pretoria for desk review, and the (4)
agreaments contained the required audit dauses.

V¢ did not audit the Nisson's MACS databese sysem because of time condraints and because it was
not directly rdevant to our audit objective Ao, because of the amdl dze of the audit universg,
we did nat ue a mateidity threshold and congdered even one exoeption as Sgnificant for reporting

pUrposes.
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USAID United States Agency for International Development

MEMORANDUM

g’
To: Joseph Farinella, Regional Inspector General, Pretoria
From: Kiertisak Toh, Mission Director, USAID/Malawi MLA'\'
Date: May 30, 2000

Subject:  Audit of USAID/Malawi Recipient Audit Universe
Report Number 4-612-00-0xx-P

We have received the subject draft report and agree with the recommendations. In order to close
the recommendations, the mission has taken the following actions:

RECOMMENDATION 1.1

We recommend that USAID/Malawi include in its audit inventory database a schedule of when
required audits are to commence, and dates when the audit reports are due from recipients.

MISSION ACTION

Mission audit inventory database was modified on March 09, 2000 to reflect dates when the audits
are required and due from recipients.

RECOMMENDATION 1.2

We recommend that USAID/Malawi revise its Mission Order on Audit Policy and Procedures to
include explicit recipient-contracted audit monitoring and report handling and disposition
procedures.

MISSION ACTION

The current Mission Order on Audit Management Resolution Program has been updated and
includes explicit procedures on monitoring, report handling and disposition for recipient-
contracted audits.

RECOMMENDATION 1.3

We recommend that USAID/Malawi implement a plan of action to obtain a current audit of its
non-U.S. recipient under Grant Number 612-0-00-99-00173 that was required to be audited.
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MISSION ACTION

The audit report covering the period April 1994 through March 1997 for subject grant was
finalized and submitted to mission. Mission will forward the report to RIG/Pretoria for review by
June 01, 2000. Audit work covering the period April 1997 through September 30, 1998 is
currently in progress (entrance conference was held on May 26, 2000).

RECOMMENDATION 1.4

We recommend that USAID/Malawi submit the audit reports for Grant Number 612-G-00-95-
00346 for the periods ending September 30, 1997 and 1998 to the Regional Inspector General in
Pretoria for review.

MISSION ACTION

Audit reports for the subject grant number for the years ending September 30, 1997 and 1998 were
submitted to the Regional Inspector General in Pretoria in early 1998 and on March 08, 2000
respectively. The audit report for September 30, 1998 was resubmitted on May 18, 2000 with
mission comments after Pretoria had advised of their observations.

Based on the above Mission Actions, RIG/Pretoria is requested to make a determination at the

time of issuing the final audit report that the management decision has been reached on the audit
recommendations.

AL L Ll N At TNfaeaao P PO



