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FOR:

FROM:

Director,

 David M. Conner

SUBJECT: Audit of USAID/Guatemala’s Review and Certification of
Unliquidated Obligations for Project and Non-project
Assistance, Report No. 9-000-98-00 1-F

This memorandum is our report on the subject audit. In preparing this
report, we considered your written comments on our draft report and
included them as Appendix II.

This report contains four recommendations. We concur with your plans
with respect to Recommendation Nos.  and 4. As for Recommendation
No. 1, we do not concur with your decision not to deobligate 
related to grant agreement no. 520-0398-G-00-2280. We did, however,
revise the report to reflect the fact that one of the obligations originally
covered by this recommendation has been deobligated. Please provide us
written notice within 30 days of any additional information related to
actions planned or taken to carry out this recommendation.

The representation letter you provided in connection with this audit was
acceptable. As a result, this report does not contain qualifying language on
the positive aspects of the Mission�s performance.

I appreciate the cooperation extended to my staff during the audit.

Background

This audit is part of the  of the Inspector General�s  worldwide
review of the Agency�s obligations for project and non-project assistance.
The  Division of Performance Audits  is leading this
worldwide effort, helped by auditors from all OIG offices of Regional
Inspectors General.
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The worldwide audit is limited to obligations for project and non-project
assistance that had unliquidated balances on September 30, 1996. It does
not cover obligations funded with U.S.-owned local currency, obligations for
disaster relief, or obligations maintained by  for the Trade and
Development Agency.

The statistical sampling method known as Probability Proportionate to Size
was used to select  sites for detailed audit work. 
was one of 19 sites selected in this manner. The sampling methodology
also determined the number of unliquidated obligations to be selected and
reviewed at each site. The obligations reviewed, including those at

were randomly selected from the unliquidated
obligations which were outstanding at each site as of September 30, 1996.

Mission records show that, as of September 30, 1996, 
had unliquidated obligations for project and non-project assistance with
balances totaling $52.9 million. See Appendix IV.

Audit Objective

The worldwide audit was designed to answer the following question:

Did USAID/Guatemala review and certify its unliquidated obligations
for project and non-project assistance in accordance with U.S. laws
and regulations and Agency policies and procedures?

To test the effectiveness of  internal control systems related to this
objective, we, among other steps, reviewed randomly selected obligations at
randomly selected missions, including  to decide
whether the obligations were valid when recorded and whether their
unliquidated balances complied with Agency funding guidelines.

Appendix I contains a discussion of the scope and methodology for audit
work conducted at 

Au t

Did  review and certify its unliquidated
obligations for project and non-project assistance in
accordance with U.S. laws and regulations and Agency
policies and procedures?

For the 15 obligations tested,  generally reviewed and
certified its unliquidated obligations for project and non-project assistance



in accordance with U.S. laws and regulations. We found no invalid
obligations or commitments among the items tested, but 3 of the 15
obligations tested appeared to have balances that were no longer needed.
While the Mission generally complied with Agency policies and procedures
for conducting periodic Section 13 11 reviews, we did note that reviewers did
not examine obligated funds which had not been committed (subobligated),
nor did they always adequately annotate their review sheets. In addition,
the Mission did not consistently comply with Agency forward funding
guidelines.

, Audit Found No Invalid 

Section 150 l(a) of Title 3 1 of the U.S. Code states that amounts shall be
recorded as obligations only when supported by documentary evidence.
The U.S. General Accounting Office asserted that the nine criteria in this
section taken together may be said to comprise the �definition� of a valid
obligation. We found no invalid obligations or commitments among the
obligations and commitments selected for detailed review.

Some  Balances
Were No Longer Needed

Three of the 15 unliquidated obligations reviewed during this audit had
balances that were no longer needed for the purposes for which they had
been obligated: in one case, there is no expectation that planned activities
will be completed; in the two other cases, the total amounts expended were
less than the amounts obligated, and the remaining balances were no
longer needed. Based on our draft report, the Mission deobligated the
excess obligation of grant GA-520-0374 and has agreed to deobligate the
balance related to grant 520-0357.

Recommendation No. 1: We recommend that 
  in excess obligation balances as described in

Appendix III of this report.

Our review uncovered three obligations with balances that were no longer
needed. One of the obligations was a minor amount remaining from grant
GA-520-0374 which the Mission deobligated subsequent to our draft report.
Circumstances related to the remaining two balances are discussed below.

Grant Agreement No. 520-0398-G-00-2280
l

At the end of fiscal year 1992,  awarded and  funded
a three-year grant to  DIG for Centro Estna in the amount of



$596,217.  May 1995, the Mission suspended  grant when the
grantee proved unresponsive to the recommendations of an external
evaluation. Although several Mission officials recommended that the grant
be terminated and its unspent funds deobligated, the still suspended grant
was extended to August 1997 on instructions from the U.S. Ambassador.
In May 1997, at the time of our review, the grant was still suspended, and
there was expectation that the grantee would or should complete the scope
of work covered by the grant agreement. Although the Mission reported,
both during our audit and in its comments to our draft report, that it has
spent a great deal of time and effort working with the grantee to develop a
new scope of work for the grant�s unliquidated balance of  no
new plan has been developed.

As we advised the Mission in our draft report, GAO has held that a grant
amendment which changes the scope of a grant to such an extent that it
amounts to a substitute grant extinguishes the old obligation and creates
a new one. It was our opinion that the new activities contemplated by the
Mission for the grant amendment would amount to a substitute grant and
a new obligation. As a new obligation, the amendment would require new
funds. In other words, the unspent funds associated with the original
agreement could not be used to fund the significantly different activities
proposed for the amendment. Because there are no plans to complete the
activities covered by the original obligation, the unspent funds associated
with this obligation should be deobligated.

Grant Agreement 

The unliquidated balance included an uncommitted balance of 
for which  project officials expressed no future need. The
Mission did not identify this uncommitted balance as excess during its
Section 13 11 review for Fiscal Year 1996 because the Mission did not
review the uncommitted balances of unexpired projects. In its comments
to our draft report the Mission agreed that these funds should be
deobligated. We will advise  that we and the Mission concur upon
a plan of action.

The Mission Did Not Comply With
Agency Forward Funding Guidelines

Each year,  issues instructions for annual budget
submissions to be prepared by its various operating units.  these
instructions include guidelines for estimating the amount of funds which
should be obligated for various categories of activities. Our review of
randomly selected obligations showed that  has not



always complied with these guidelines when obligating funds for new and
continuing activities. This appeared to have been caused, in large part, by
the fact that those Mission staff members who have  responsibility
for preparing project-level and activity-level funding actions were not aware
or were only vaguely aware of the guidelines.

Recommendation No. 2: We recommend that  inform
project and activity managers of Agency forward  guidelines
and institute procedures to ensure that the guidelines are considered
when project and activity budgets are prepared and contracts and
grant agreements are funded.

 instructions for calculating the amount of funds which should be
obligated at certain times for various types of activities are referred to as
�forward funding guidelines.� They state that, generally, obligations should
be sufficient to fund anticipated expenses for no more than 12 months
beyond the end of the fiscal year in which the obligation takes place.
Obligations for participant training, construction activities, 
conditioned non-project assistance and new projects were subject to
somewhat different standards. For example, obligations for new projects
or activities should provide funding for at least 18 months, but not more
than 24 months.

For this audit, we randomly selected and reviewed 15 obligations which had
unliquidated balances on September 30, 1996, to determine whether the
balances were still needed and whether the obligations had been funded in
accordance with the Agency�s forward funding guidelines.

We applied the guidelines as follows:

Obligations for new  In general, we considered obligation or
commitment balances to be reasonable as of September 30, 1996, if they
provided funds for anticipated expenses for a period of 24 months following
the date of obligation or commitment, or through September 30, 1997,
whichever was later.

Obligations for continuing   In general, we considered obligation or
commitment balances to be reasonable as of September 30, 1996, if they
provided funds for anticipated expenses (1) for the  period ending
September 30, 1997; (2) through the expiration date of the obligating or
commitment document: or (3) through the project assistance completion
date, whichever was earlier. In making these assessments, we considered
whether balances of other funding increments  the continuing need
for part or all of the unliquidated balance being audited.



During our review, we found that obligations and commitments had not
been funded in compliance with Agency guidelines. Illustrative examples
are described below.

Excessive commitment  A PASA (Participating Agency Service
Agreement) was amended to provide $190,000 for in-country costs
for an additional 43 months from September 1996 to March 2000.
If forward funding guidelines for a continuing activity had been
followed, only those expenses anticipated through September 1997
would have been funded. However, the full period, a total of 43
months, was funded. We estimated that $126,665� of the
commitment exceeded the Agency�s forward funding guidelines and
should be decommitted. We are not making a recommendation
related to these funds because the Chief of the Environmental and
Natural Resources Division agreed that the contract should not have
been fully funded and agreed to decommit the excess funds.

Excessive or premature obligations  Example 1: An obligation of
about $525,000 was executed on March 29, 1990, but no
commitments against the funds were executed until March 17, 1992,
suggesting that the funds were not needed within a reasonable period
following the date of the obligation. Example 2: A 1989 grant was
increased by $1.1 million on September 24, 1992. However, no
commitments were executed against these funds for almost two
years. Even then, only $383,535 was committed.

Mission staff attributed these practices to several factors, some of which are
now moot.

In past years, a generous budget for activities in Guatemala allowed
for multi-year funding actions and large pipelines. More recently,
however, smaller budget allocations for activities in Guatemala led to
more careful scrutiny of funding plans and shorter pipelines.

Even when the Mission funded obligations and commitments in
accordance with the Agency�s  funding guidelines, unexpected
delays in project implementation caused obligated/committed funds
to be disbursed over longer periods than originally expected.

Mission  said that the Agency�s requirement that deobligated
funds be returned to USAID/Washington for reallocation, possibly to

�The amount was calculated by subtracting one years projected average bum rate
from the unliquidated balance at September 30, 1996.



other missions, gave missions an incentive to delay deobligations so
that funds would be available for unplanned needs.

Although Mission  participated in the annual budget process
were aware of forward funding guidelines, project and contracting
officers who actually execute individual project funding actions were
not aware or only vaguely aware of the guidelines.

Backlog of Contract Close-outs Delayed
Deobligation of Unneeded Balances

Action by the regional contracting officer is required before the mission�s
financial management staff can deobligate the unneeded balances of most
contracts or grants. These actions include negotiating final payments or
calculating final overhead payments. At the time of our audit, according
to the Regional Contracting Officer, the close-out process was backlogged
with 900 obligations or commitments with outstanding balances 
$550.45 I.. Three of the 15 unliquidated obligations selected for this review
had sub-obligations among those backlogged in the close-out process.
These items had unliquidated balances totalling $18,578.

We found that the contracting officer and controller�s staff were working
together to address this problem, but lack of  in the contracting 
precluded any immediate resolution. The contracting  said the
Mission was hiring a personal services contractor to work on reducing the
backlog. With this help, she expected the backlog would be eliminated
before the Mission�s next Section 13 11 review.

Recommendation No. 3 We recommend that  take
action to reduce the backlog of contracts, grants, and cooperative
agreements awaiting close-out action.

Financial Reviews Could be Improved

In accordance with Agency guidance,  Controllers must establish
processes for continuous reviews of obligations and at least one annual
review of unliquidated balances. Project and procurement officials must
join financial   these reviews, the results of which must be adequately
documented. While conducting our fieldwork at  we
observed that certain Agency procedures related to the review and
certification of obligations for project and non-project assistance were not
consistent with Agency policies.



Recommendation No. 4 We recommend that  take
steps to ensure that its internal instructions and review processes
comply with Agency instructions for periodic reviews of unliquidated
obligations.

Agency guidance states that Section 13 11 reviews should be adequately
documented to show the decisions made with regard to an obligation�s
validity and the need to retain its unliquidated balance. Mission controllers
must assure that documentation is sufficient so that any auditor would
conclude that (1) a careful review of each unliquidated obligation and
commitment document was conducted, (2) the review was properly
documented, and (3) the findings and conclusions were supported by the
analyses and documentation.

 issued a mission order to implement this guidance at
the mission level, but the order did not require adequate documentation of
all reviews. Mission staff were asked to document whether the obligations
and commitments they reviewed were active, expired, or other status.
However, these reviewers were not required to document their decisions
about retaining or deobligating  unless the obligation or commitment.
had expired. In addition, the Mission did not ensure that unexpired,
unearmarked obligations were reviewed. Although the Mission conducted
a quality control assessment of its fiscal year 1996 review, this shortcoming
was not discovered because the reviewer only examined completed work
papers and did not validate the review universe (which did not include
unearmarked funds).

Management Comments and Our Evaluation

Management essentially agreed with all but two aspects of the findings and
recommendations in our draft report. However, management would like to
retain and use a portion of the funds that we recommended should be
deobligated.

Management argues that it should be allowed to retain  in FY
1992 funds which remained unspent when activities under the original
grant agreement were suspended. The Mission reports that it has been
working hard to put the activity �back on track.� We  appreciate the
Mission�s desire to work with the grantee: however, discussions with
Mission staff during our audit, suggested that the proposed activities will
be so different from those in the original grant agreement that (according
to GAO interpretations of appropriation laws) they would constitute a new
obligation. As a new obligation, they would require new  In other
words, the unspent funds associated with the original agreement could not

8



be used to fund significantly different activities added  an amendment to
the agreement. It is our opinion that, because there  no plans to
complete the activities covered by the original obligation, the unspent funds
associated with the original obligation should be deobligated. We,
therefore, did not agree with the Mission�s request that we rephrase our
recommendation to allow the Mission the option of immediately deobligating
the remaining funds or using them for new activities to be completed in
1998.



APPENDIX I

SCOPE AND
METHODOLOGY

This audit is part of the Office of the Inspector General�s (OIG) worldwide
review of the Agency�s obligations for project and non-project assistance.
The worldwide audit is limited to obligations for project and non-project
assistance which had unliquidated balances on September 30, 1996. It
does not cover obligations funded with U.S.-owned local currency,
obligations for disaster relief, or obligations maintained by  for the
Trade and Development Agency.

The audit was conducted at USAID/Guatemala by staff from  and
the Office of the Regional Inspector General/San Salvador in early May�
1997 and was performed in accordance with generally accepted government
auditing standards.

At our request, USAID/Guatemala prepared a list of its obligations which
had balances on September 30, 1996. The Mission�s list had 230 entries
with balances totalling $52.9 million. However, rather than computing and
listing one balance for every obligation, the Mission�s list included separate
entries and balances for any unliquidated commitments (sub-obligations).
As a result, the Mission�s list had more entries than it had obligations.
After randomly selecting 15 entries from the list of 230 entries provided by
the Mission (Appendix  we determined whether each of the selected
entries was a complete or a partial obligation. If a partial obligation, we
analyzed supporting documents and interviewed relevant Mission staff to
identify all other entries on the Mission�s list which, when combined with
the selected entry, constituted the complete obligation. Through this
process, we added 21 entries to our review. In summary, we reviewed 36
entries from the Mission�s list. These entries formed 15 complete
obligations which had unliquidated balances totalling $14.6 million

We interviewed appropriate Mission  about their methodology in
preparing the list of unliquidated obligations and subobligations and
reconciled the total unliquidated balance of the 230 entries to other Mission
reports to ensure the accuracy and completeness of the balances on the
Mission�s list. Because the audit sample was designed as part of the
worldwide audit, a materiality threshold was not
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established for our work at  and our testing was not
designed to provide reasonable assurance at the mission level. While
conducting our fieldwork at  we also performed limited
tests of compliance with Agency and Mission procedures related to Section
13 11 reviews and pipelines reviews of obligations for project and 
project assistance.

We reviewed each obligation to determine whether it was valid when
recorded, in accordance with the provisions of 3 1 U.S.C. 1501(a) and
decisions of the U.S. General Accounting Office. We also reviewed each
selected obligation to determine whether its balance was still needed to
cover expenses anticipated during reasonable future periods and whether
it had been funded in accordance with Agency forward funding guidelines.
In making these decisions,
guidelines,

we considered Agency forward funding
activity-specific budgets and spending plans, actual

disbursements, progress reports, and accruals. When amounts were
questioned, we interviewed relevant activity managers and contracting or
grant officers. The results of field work at  will be
consolidated with the results of field work conducted at 
and other missions and used to make Agency-wide projections.

In addition to capturing information and making calculations as of
September 30, 1996, we also determined whether any unliquidated
balances should be deobligated or decommitted. If so, we recommended
that the excess funds be deobligated or decommitted, as appropriate.



APPENDIX 

UNITED STATES GOVERNMENT

MEMORANDUM

DATE: January 13, 1998

TO: DAVID M. CONNER, 

FROM: WILLIAM STACY RHO
DIR. 

SUBJECT:  Comments on Draft Audit Report of
 Review and Certification of

Unliquidated Obligations for Project and Non-project

We are pleased to note that the audit disclosed that  does a good job,
generally, in reviewing and certifying its unliquidated obligations. We note,
specifically, that, per the report, the l .  no invalid obligations or
commitments among the obligations and commitments selected for detailed review.”

Following are specific comments on various parts of the draft report:

1) Page  “Our  uncovered  obligations with balances that are no longer
needed.”

We consider this comment  because one of the obligations relates to an
unliquidated balance of $1.73 of a total obligation of over  amounts not
disclosed in the body of  report but, rather, only in appendixes  and IV. We did
not deobligate this minor sum because it was obligated under a Project Agreement
and, as such, would have required a Project Implementation Letter to deobligate.
Naturally, for materiality purposes, the Mission  to wait  after December

 1007, the PACD, to unilaterally  by  Journal Voucher. This we
did in January, 1908. We believe the entire finding and  concerning the
$1.73  be dropped from   and the report should read,  review
uncovered two obligation8 with balances that are no  needed.”



APPENDIX II

Memo to  M. Conner, 
January 13.1998
Pago No. 2

2) Page 3,   This recommendation refers to three separate
obligations which total 

Regarding the obligation for $1.73, see above.

Regarding the obligation for  we believe that the recommendation should
be changed to read, The Mission should either immediately  or
immediately take actions to ensure that by no later than Dec.  1998, all activities

 funded by this obligation are completed and  residual balances are 
The US Mission in Guatemala, including  has spent a great deal of time and
effort to move the activity related to this obligation “back on track.’ In recent months,
an external evaluation team has advised us and high level meetings have been held
with our partners concerning the activities. We agree that the FY 92 funds Involved,
are becoming old. We agree that immediate action   and we  taking it.

Regarding the obligation for  (FY 92 funds), we agree with the
recommendation that these funds should be 

3)  4,  2.

We agree with the recommendation as written.

4) Page 7,  3.

We agree with the recommendation as written.

 Pago8   4.

We agree with the recommendation as written. We note that the new SOAG format
contains a clause al&wing USAJD to unilaterally  excess funds. This was
not the case until recently. Therefore, we believe  is more important than ever to

   funds.

Attached is our representation letter as negotiated around the time of the audit field
work in May, 1997.

Attachment: Representation Letter



APPENDIX III

Funds Recommended for Deobligation
and Deobligations Made

Obligation Number

GA 5 2 0 - 0 3 9 8 - G - 0 0 -
2280

GA 520-0357

GA 520-0374

Recommended
for Deobligation

Deobligated
After Draft

Report

$1.73

$1.73 

Reason for Audit Opinion

Grant was suspended in
 Although the

expiration date had been
extended, there was no
expectation that the
grantee would complete
the work for which the

 had been obligated

Project was due to expire
in May 1997 and Mission

 had no plans for
using these uncommitted
funds.

Small residual balances
were no longer needed.



APPENDIX IV

Unliquidated Balances as of September 30, 1996
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