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AFGHANISTAN: IDENTIFYING AND ADDRESS-
ING WASTEFUL U.S. GOVERNMENT SPEND-
ING

Thursday, April 3, 2014,

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON NATIONAL SECURITY,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:00 a.m. in room
2247, Rayburn House Office Building, the Honorable Jason
Chaffetz [chairman of the subcommittee], presiding.

Present: Representatives Chaffetz, Duncan, Mica, Woodall,
Tierney, Maloney, Welch, Kelly.

Staft Present: Andy Rezendes, Majority Counsel; Melissa Beau-
mont, Majority Staff Assistant; Will Boyington, Majority Deputy
Press Secretary; Adam P. Fromm, Majority Director of Member
Services and Committee Operations; Linda Good, Majority Chief
Clerk; Tyler Grimm, Majority Senior Professional Staff Member;
Mitchell S. Kominsky, Majority Counsel; Laura L. Rush, Majority
Deputy Chief Clerk; Sang H. Yi, Majority Professional Staff Mem-
ber; Jaron Bourke, Minority Director of Administration; Devon Hill,
Minority Research Assistant; Jennifer Hoffman, Minority Commu-
nications Director; Peter Kenny, Minority Counsel; Chris Knauer,
Minority Senior Investigator; Julia Krieger, Minority New Media
Press Secretary.

Mr. CHAFFETZ. This committee will come to order.

I would like to begin this hearing by stating the Oversight and
Government Reform Committee’s mission statement. We exist to
secure two fundamental principles. First, Americans have the right
to know the money Washington takes from them is well spent; and
second, Americans deserve an efficient and effective government
that works for them.

Our duty on the Oversight and Government Reform Committee
is to protect these rights. Our solemn responsibility is to hold gov-
ernment accountable to taxpayers because taxpayers have a right
to know what they get from their government.

We will work tirelessly in partnership with citizen watchdogs to
deliver the facts to the American people and bring genuine reform
to the Federal bureaucracy. This is the mission of the Oversight
and Government Reform Committee.

I want to welcome you all here. This is a very important topic.
We have entitled this hearing Afghanistan: Identifying and Ad-
dressing Wasteful U.S. Government Spending.
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I would also like to welcome Ranking Member Tierney of Massa-
chusetts and members of the audience and thank you for being
here today. I know Mr. Tierney in particular has a passion for
these issues and I appreciate working with him and his staff on
this topic.

Today’s proceedings continue the subcommittee’s series of hear-
ings designed to assess the U.S. reconstruction efforts in Afghani-
stan. Since 2002, the United States has directed over $102 billion
toward relief and reconstruction efforts in Afghanistan. Let me say
that again: $102 billion in the reconstruction effort. This does not
count the war effort. This is the reconstruction effort.

Afghanistan is by far the leading recipient of U.S. economic and
military assistance. Meanwhile, the president intends to withdraw
U.S. troops from Afghanistan, known as one of the most corrupt
countries on the face of the planet.

On the good side, I have recently read that there were no deaths
in Afghanistan for a one-month period, and for that, we are very
grateful. I think it is also appropriate that at this time we pause
for a moment and thank the men and women who serve in our
military, who serve in USAID and other agencies who have put
their lives on the line overseas. And certainly our hearts are strick-
en and our prayers are with those at Fort Hood as they deal with
a domestic issue here. I can’t even imagine what the families are
going through, but I know our hearts and prayers are with them.
God bless them and Godspeed.

That said, while the level of U.S. reconstruction funding has es-
calated every year since 2007, the areas in Afghanistan that U.S.
oversight agencies are able to access in order to conduct oversight
continue to shrink to small enclaves. As a result, we need to care-
fully examine whether the United States Government will be
spending billions of dollars on this effort effectively, equipped with
sufficient oversight mechanisms.

Of the overall reconstruction effort, USAID has appropriated
roughly $17 billion. Today I would like to hear from USAID how,
$17 billion later, the agency’s efforts have improved the environ-
ment in Afghanistan. I have visited Afghanistan several times and
have serious concerns about the region.

For example, USAID will likely spend $345 million on the
Kandahar-Helmand Power Program, designed to improve the
Kajaki Dam. The program was supposed to be completed in 2005,
yet a decade later and hundreds of millions of dollars dedicated to
the program, USAID’s work on the enhanced Kajaki Dam is still
plagued by sufficient problems. Even now there appear to be more
challenges than there are results. This represents the epitome of
the issue we face in Afghanistan reconstruction efforts and should
not be acceptable to the Administration.

Given these challenges, this subcommittee has been, in bipar-
tisan fashion, working diligently to monitor the progress, chal-
lenges and successes of our reconstruction efforts. Specifically, the
subcommittee has been looking at how the government is over-
seeing billions of dollars being given to Afghanistan. We have ex-
amined many cases where lack of transparency and accountability
exist for U.S. taxpayer money.
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The subcommittee has investigated petroleum oil lubricants pro-
vided to the Afghan National Army by the United States, totaling
nearly half a billion dollars. Meanwhile, the Defense Department
failed to properly maintain receipts for these transactions. We have
also investigated Dawood Hospital, where the United States pro-
vided more than $150 million in medical supplies in just an 18-
month period. Unfortunately, theft, mismanagement and human
suffering became rampant at Dawood.

Oversight efforts are more important than ever as the United
States has promised to give even more direct assistance to Afghani-
stan. Based on this, I would like to hear how the U.S. Government
maintains visibility and control over taxpayer funding once the
money goes to Afghanistan and when it is distributed through the
Afghan government.

This all leads to a greater need for improved accountability. The
United States and other international donors have funded about 92
percent of Afghanistan’s total public expenditures. Of that 92 per-
cent, the United States has contributed roughly 62 percent. This
means that the United States has made a substantial investment
in Afghanistan and we need to make sure the investment has prop-
ier oversight and that this is a wise expenditures of taxpayer dol-
ars.

I commend USAID for working diligently on the Afghan recon-
struction efforts and SIGAR, the Special Inspector General for Af-
ghan Reconstruction, for working to increase accountability for that
funding. I very much appreciate both of your hard work on this
issue. We all recognize it is a very difficult problem.

Today I would like to discuss some of SIGAR’s recommendations
to mitigate risks to U.S. funding and learn the status of whether
those suggestions are being implemented and best practices are
being implemented to enhance overall oversight in Afghanistan.

Additionally, I also have some concerns about the current rela-
tionship between USAID and the Special Inspector General’s office.
It has been brought to my attention there are serious policy dis-
agreements concerning the examination of documents and release
of documents, prompted by FOIA requests, which is a subject mat-
ter over which the committee holds jurisdiction.

To the extent of the law, taking account of certain sensitivities
on a case by case basis, I support the need for maximum trans-
parency and accountability required in order to provide oversight.

I particularly want to thank Mr. Sampler and Mr. Sopko for
being here today. These great patriots who care deeply about their
Nation work hard in their respective fields. I have great personal
respect for each of these gentlemen, and I appreciate them joining
us here today.

Now I would like to recognize the ranking member, the gen-
tleman from Massachusetts, Mr. Tierney.

Mr. TIERNEY. Thank you, Mr. Chairman. I want to thank both
our witnesses for appearing here today. This is our third sub-
committee hearing in this Congress on foreign assistance in Af-
ghanistan. I want to applaud the chairman for his persistence and
diligence of attention to the topic.

This subcommittee has a long history of focusing on waste, fraud
and abuse of taxpayer funds in Iraq and Afghanistan, including my
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tenure as chairman of the subcommittee when we had the inves-
tigation into the host nation trucking contract, finding the vast pro-
tection networks supported by insurgents and warlords, investiga-
tions into fuel contracts and then investigations started and contin-
ued with respect to the food contracts and much more.

Today’s hearing will focus on oversight and management of the
U.S. Agency for International Development’s projects and programs
in Afghanistan. At a full committee hearing on direct assistance
nearly one year, I asked Special Inspector General, Mr. Sopko, who
is here today, about a set of documents that he indicated raise sig-
nificant concerns about the ability of the Afghan government to
manage and account for funds that the United States planned to
provide directly to it.

The documents at issue were USAID assessments of 13 Afghan
ministries, public financial management systems performed by out-
side auditors. I asked whether Inspector General Sopko would be
willing to provide these assessments to the committee and he told
us that he had been instructed by USAID not to provide them to
Congress due to their markings as sensitive but unclassified. In-
spector General Sopko testified that when he asked for an expla-
nation for why these documents were marked sensitive but unclas-
sified, he was told by USAID officials that the materials were
“mainly embarrassing.”

Mr. Chairman, based on my concerns at that time, I asked for
the committee to follow up on this matter. And consequently, we
supported your request for the agency’s inspector general to pro-
vide us with a set of unredacted documents. Shortly after that,
USAID in coordination with the State Department did provide the
13 external assessments of Afghan ministries to the committee. In
providing those documents in a redacted form, USAID indicated in
an April 30th, 2013 letter that the “public disclosure of personally
identifiable information could threaten the lives and livelihoods of
people named in those asesssments or their associates.” It also
cited foreign government information such as “information that
could be misused to exploit, currently or otherwise, Federal abili-
ties identified in these assessments.”

USAID also claimed that the release of the information in total-
ity would have a damaging effect on the United States government
relations with the Afghan government. USAID also offered to pro-
vide the committee staff with the opportunity to review full, com-
plete, unredacted copies of the 13 ministerial assessments at
USAID'’s offices, as the agency had previously provided to the com-
mittee for other types of assessments.

This January, SIGAR released a report reviewing USAID’s exter-
nal as well as USAID’s internal assessments of the Aghan min-
istries’ capacity to manage U.S. funds planned for direct assistance.
This report found that none of the 16 Afghan ministries examined
by outside auditors were able to manage U.S. funds and that the
auditors issued nearly 700 recommendations for corrective action.
According to the report, USAID then conducted its own risk re-
views of 7 of the 13 Afghan ministries and made 333 recommenda-
tions on how to mitigate the risks to USAID funds. Yet the report
goes on to state that USAID approved direct assistance at all seven
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Afghan ministries, while only requiring 24 of the 333 recommenda-
tions to be implemented.

While the report acknowledges that it did not examine the effec-
tiveness of the USAID safe guides that are already in place, nor
did it determine whether any fraud had occurred, I look forward
to a thorough discussion today of these decisions, given the identi-
fied risks.

Just this week the committee received copies of the internal risk
reviews of the seven Afghan ministries, documents critical to the
USAID’s decision to approve direct assistance. As a preliminary
matter, although SIGAR appears to have redacted some informa-
tion in these reviews, I have asked the chairman that before these
documents are made part of any public record, a proper review by
this committee can be conducted to ensure that we are not endan-
gering the lives of anyone. And since SIGAR offered USAID the op-
portunity to comment on proposed redactions or other agency docu-
ments, it only seems fair to do so in this case as well.

Those documents lay bare the substantial, if not seemingly insur-
mountable risks in providing U.S. funds directly to the Afghan gov-
ernment. For instance, USAID’s internal risk review of the Afghan
Ministry of Public Health found that the risk of diverting govern-
ment resources for unintended purposes exists. Waste, fraud and
abuse may go undetected as critical, the worst designation based
on the likelihood and impact of the risks. Also listed as critical was
manipulation of accounting information after approval and posting
to hide illegal actions.

It appears that USAID’s risk reviews and decision memos ap-
proving direct assistance also include a number of risk mitigation
recommendations. I look forward to learning more about not only
the true extent of the risks to taxpayer funding, but whether and
how USAID can maintain current policy and manage to oversee
these programs. I think that is the crux, how are we going to man-
age and oversee these programs, what is the risk to taxpayer fund-
ing, and whether or not the risks outweigh any good that we per-
ceive might come from those programs.

Thank you.

Mr. CHAFFETZ. I thank the gentleman.

By mutual agreement, we are going to hold back inserting into
the record some of those documents that the gentleman from Mas-
sachusetts mentioned. It is our intention of the committee to make
those public and to insert those into the record. But we want to
give ample time for parties on both sides of the aisle to review
those documents and make sure that there is no sensitive informa-
tion that would be released that would put somebody’s individual
life in jeopardy. Once we have completed that, again, it is the in-
tention of the subcommittee to release those documents.

Now I would like to recognize the gentleman from Florida, Mr.
Mica.

Mr. MicA. Thank you again, Mr. Chairman, thank you to our
ranking member, for holding this important oversight sub-
committee meeting. This is one of the most important responsibil-
ities of Congress, is, in fact, going after waste, fraud and abuse. I
am going to ask, and I just want to give a heads-up to Mr. Sampler
and maybe Mr. Sopko, during the last hearing I had requested, and
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I guess it was March 13th, if you were aware of any Afghanis who
had been prosecuted for missing AID funds. To my knowledge, I
have not received it. My key staffer has not received it. Maybe we
have gotten information with that list. But I would like that list.
If you have people working with you today, I want you to find the
list, get us that information.

I am interested in who we have gone after and who we have
prosecuted or those folks that need to be held accountable, are held
accountable. I think that is an important thing that when I go back
to the district, when they find that our Afghani partners are rip-
ping us off, and this appears to be a bottomless pit for the tax-
payers, and pouring money into waste, fraud and abuse on various
Afghan projects, and those who have abused their responsibility,
and again are not held accountable, that is the wrong thing.

So I will be asking that and I want that information. Hopefully
some of that information that we could submit in the record here
today. And again, I thank you, Mr. Chairman, Mr. Chaffetz, for
holding this hearing. We need to continue to do that and hold peo-
ple accountable to go after the waste, fraud and abuse in this im-
portant area. Thank you.

Mr. CHAFFETZ. I thank the gentleman.

I remind members that they have seven days to submit opening
statements for the record.

I would now like to recognize our panel. Mr. Donald Sampler is
the assistant to the Administrator of the Office of Afghan and Paki-
stan Affairs at the U.S. Agency for International Development. Mr.
John Sopko is the Special Inspector General for Afghan Reconstruc-
tion.

Pursuant to committee rules, all witnesses are sworn before they
testify. If you would both please rise and raise your right hand.

Do you solemnly swear or affirm that the testimony you are
about to give will be the truth, the whole truth and nothing but
the truth?

[Witnesses respond in the affirmative.]

Mr. CHAFFETZ. Thank you. Let the record reflect that both the
witnesses answered in the affirmative.

Again, we appreciate both of you gentlemen being here. Your full
statements will be inserted into the record. But we will allow you
time now to give your verbal statements. We will be fairly generous
on the time.

Mr. Sampler, we will start with you.

WITNESS STATEMENTS

STATEMENT OF DONALD L. SAMPLER

Mr. SAMPLER. Thank you, Chairman Chaffetz, Ranking Member
Tierney, members of the subcommittee. I appreciate the oppor-
tunity to testify before you today and to talk about the work of
USAID in Afghanistan, and specifically the oversight measures we
implement to safeguard taxpayer funds while we support U.S. na-
tional security interests in that country.

I am honored to represent the 183 American citizens as well as
third country and Afghan employees of USAID in Afghanistan.
They implement our programs there under often very difficult and
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personally trying conditions, apart from their families and their
homes.

On Saturday, the people of Afghanistan will go to the polls to
elect a new president. A successful election will be a landmark
event in Afghanistan. It will be the first transition from one demo-
cratically-elected president to another. The men and women serv-
ing the U.S. government in Afghanistan, including those of USAID,
are working harder than ever and often at significant personal
risk, to support their Afghan colleagues in ensuring the elections
are inclusive, fair and transparent.

I appeared before this subcommittee just under a month ago to
discuss USAID’s foreign assistance program in the context of the
troop withdrawal. So I will keep my opening remarks very short
and focus on the subcommittee’s primary topic today: oversight and
accountability for U.S. taxpayer funds.

USAID takes our responsibility in this regard very seriously. We
work with our auditors to design very rigorous oversight and ac-
countability measures for our programs in Afghanistan. Afghani-
stan is constantly changing and is constantly challenging. We have
learned and implemented hard lessons from the 12 years that we
have spent in that country. I welcome the opportunity to talk about
that during today’s hearing.

In that regard, though, I feel like I need to correct the record
with respect to a USA Today story that came out overnight. The
story reports that USAID deliberately withheld audits from Con-
gress showing that the Afghan government has failed to monitor
the potential risks of contracting with suppliers who may have ties
with terrorist organizations. That report is false.

The story also reports that correspondence from the Special In-
spector General’s general counsel suggests that we covered up in-
formation showing some Afghan ministries lack controls for cash
and can’t track what they own. The allegation that we covered up
information coming to Congress is false. And I find it somewhat of-
fensive.

As you know, Mr. Chairman, USAID provided to you and your
staff copies of these assessments almost a year ago. This was after
the request was made at a hearing. And as per the agreement,
with these types of documents we offered you and your staff full
access to unredacted versions of the document while providing cop-
ies in hard copy that had been lightly redacted. As you noted, these
redactions blacked out the names of people whose lives could be
put at risk by their exposure.

Unfortunately, the USA Today story has now made public secu-
rity vulnerabilities about one of the ministries, in fact, that we
were concerned about. It is a ministry we chose not to work with
ultimately.

I have also been very direct in addressing publicly the fact that
USAID does face challenges in programming direct assistance with
Afghan ministries. This is hard, this is challenging for us. It has
been and it will be.

But we also employ rigorous risk reduction and risk mitigation
measures. Again, I look froward to a chance to have a discussion
about how those work. I have addressed this in writing prior to the
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hearings, in December 2013, before both House and Senate commit-
tees. And those statements are available for the record.

In conclusion, my written testimony includes details of the re-
markable progress made in Afghanistan. I will say here only that
the United Nations has identified Afghanistan as among the coun-
tries participating in the human development index of having made
the most progress in the past decade of any country in the world
on that index.

Mr. Chairman, USAID is always mindful of the enormous sac-
rifices made by Americans, by our allies and by our Afghan part-
ners, to build and secure Afghanistan. We fully understand the
need for constant vigilance, particularly during this delicate period
of transition. Since my first visit to Afghanistan, and as recently
as my visit there last week, I have served with the military in Af-
ghanistan, the Department of State, the United Nations, a private
international NGO and now USAID. And I personally lost friends
and colleagues to this war. So I know first-hand the risk that we
are talking about.

And some of you or some in the audience may remember that it
was a year ago this weekend when Foreign Service Officer Ann
Smedinghoff was killed delivering USAID-funded textbooks to a
school in Zabul Province. So we do understand first-hand the con-
sequences and challenges we face. Problems of limited capacity in
the government of Afghanistan, corruption, will certainly exist in
Afghanistan for as long as we are engaged there.

There are also problems in many of the other places where
USAID operates. And they will continue to challenge us. However,
these problems are not something that should cause us to walk
way from the national security interests we are pursuing. They
should be however, cause, for a careful and deliberate redoubling
of our efforts to prevent the fraud, waste and abuse.

Thank you.

[Prepared statement of Mr. Sampler follows:]
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Statement for the Record
United States Agency for International Development
Donald L. Sampler

Assistant to the Administrator and Director
of the Office of Afghanistan and Pakistan Affairs

Before the House Oversight and Government Reform
Subcommittee on National Security

“Afghanistan: Identifying and Addressing Wasteful U.S. Government Spending”

Thursday, April 3, 2014, 10:00 a.m.

Chairman Chaffetz, Ranking Member Tiemey, and Members of the Subcommittee, thank you for
allowing me the opportunity to testify before you today to discuss the role of the U.S. Agency for
International Development (USAID) in support of U.S. civilian development efforts in
Afghanistan. Our work in Afghanistan is emblematic of our agency’s overall mission: USAID
partners to end extreme poverty and promote resilient, democratic societies while advancing our
security and prosperity. USAID’s role in Afghanistan is to promote a stable, inclusive and
increasingly prosperous country. During the past decade, Afghanistan has made remarkable
devclopment gains across multiple sectors, thanks to the whole-of-government efforts of the

United States, along with our international partners and the Afghan people.

2014 is a pivotal year for Afghanistan as the country navigates a series of three transitions: the
presidential election two days from now and the first democratic transfer of power to a new
president in Afghanistan’s history; the continued withdrawal of non-Afghan troops with the
completion of the transfer of security responsibility to the Afghans; and the continuing reduction
of International Security Assistance Force (ISAF)-related economic activity in Afghanistan.
This is a critical moment in Afghanistan’s history, and USAID is working with the Afghan
people and our international partners to do what we can to ensure these transitions go as

smoothly as possible.
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1 have been working on and in Afghanistan since 2002, in both civilian and military capacities,
and just returned from my latest visit to Kabul a few days ago. In addition to having worked
with the Afghan Constitutional Loya Jirga and the Afghan Emergency Loya Jirga in 2003 and
2004, respectively, I served as a representative of an international non-governmental
organization, and as chief of staff of the UN Assistance Mission to Afghanistan. 1bring these
perspectives to USAID’s work today, and I know from personal experience that the dramatic
progress Afghans have made is remarkable, yet still fragile. That is why, USAID has been
planning and adjusting our programming in anticipation of the transitions in 2014, to maximize
sustainability and ensure oversight and accountability of the resources the American people have
provided in support of Afghanistan. USAID is committed to safeguarding taxpayer funds and
ensuring that the development progress that has been made over the last twelve years is

maintained and durable.

USAID Impact and Results

USAID’s development assistance, which represents approximately three percent of the total
military and civilian financial cost of the war in Afghanistan, has helped Afghans achieve gains
ranging from a ten-fold increasc in the number of children enrolled in school, to a dramatic
increase in life expectancy, as well as five-fold increase in per capita GDP. These are
extraordinary development gains for a country that in 2002 had virtually no access to reliable
electricity, roads or modern telecommunications, and disadvantaged almost half of its population
- women and girls, prohibiting them from contributing fully to Afghan society and the economy.
USAID has supported meaningful gains in Afghanistan that have contributed to extraordinary
results:

e Health: Life expectancy has increased from 42 years to over 62 since 2002; the maternal
mortality rate has declined by 80 percent from 1,600 to 327 deaths per 100,000 births;
and child mortality decreased by 44% from 172 to 97 deaths per 1,000 live births.

e Education: In 2002, there were approximately 900,000 Afghan children in school, and
virtually none were girls. Today, approximately 8 million children are registered to

attend school and more than one-third of them are girls.
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e Energy: In 2002, only 6 percent of Afghans had access to reliable electricity. Today 42
percent do. In addition, USAID assistance has helped put the Afghan national power
company (DABS) on a path to become fully self-sustaining. DABS collected $229

million from the sale of electricity in 2012, an increase of 68 percent from 2010.

More importantly, the Afghan people recognize the progress made and are increasingly hopeful
about their future. For the past nine years, The Asia Foundation, with support from USAID, has
conducted a nationwide survey of Afghan attitudes and opinions, tracking trends among the
population. The results of the 2013 survey show the impact these gains are making. Fifty-seven
percent of all Afghans said they believe their country is moving in the right direction. This
number has increased steadily since 2008, when it stood at 38 percent. Not surprisingly, the vast
majority — 88 percent — said they were better off economically than they were under the Taliban.
Three quarters gave their national government a positive assessment although they remained
critical of subnational government and Parliament and concerned about corruption at all levels.
Five in six Afghans — men and women — believe that women should have an education. Seventy-
five percent believe it is acceptable to criticize the government in public—a sign of an active
democracy with an independent media, which is the civilian institution in which Afghans have

the most confidence.

USAID Moving Forward

USAID understands the challenges facing Afghanistan. In anticipation of this transitional year,
USAID has regularly reviewed and adjusted its programs to ensure that they advance the
strategic objectives of the United States and are achievable and sustainable. USAID’s strategy in
Afghanistan is threefold:
e Maintaining and making durable the gains made in health, education, and the
empowerment of women;
* Supporting continued economic growth and employment through the agriculture sector,
private sector development, operations and maintenance of infrastructure investments,
and responsibly developing the extractives industry, which will help to mitigate the effect

of the military drawdown; and,
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Fostering legitimate and effective Afghan governance, including support for the 2014

presidential and 2015 parliamentary elections, the rule of law, and a robust civil society.

Operationally, USAID has adjusted its implementation model to improve sustainability and meet

the challenges presented by the transition through:

Focusing assistance in Regional Economic Zones (REZs) that cover major population
centers and promote regional trade and economic opportunities, especially with regional
markets in Central and South Asia;

Developing a multi-tiered monitoring strategy to address reduced mobility and decreased
field staff that, along with other monitoring and evaluation efforts, will continue to ensur¢
appropriate oversight of projects;

Transforming USAID’s approach in Afghanistan to one of mutual accountability that
incentivizes Afghan reforms by conditioning an increasing percentage of our assistance
to the government on progress on reforms and that continues to increase government
involvement and ownership of development needs; and

Focusing on long-term sustainability through implementing USAID policies on
sustainability, including the principles of: (1) increasing Afghan ownership and capacity;
(2) contributing to community stability and public confidence in the Government of

Afghanistan; and (3) implementing effective and cost-efficient programming.

Based on this strategy and these objectives, USAID is constantly reviewing and evaluating our

portfolio in coordination with the U.S Government interagency and the Afghan Government,

including through a biannual portfolio review process. We take these reviews very seriously and

are confident that they are helping ensure that USAID’s assistance in Afghanistan is having the

maximum impact possible. To cite one example, as a result of internal USAID reviews and in

consultation with the Government of Afghanistan, USAID determined that a program supporting

access to credit for agriculture in southern Afghanistan was not delivering the desired results.

While access to credit helped farmers in some ways, it did not provide the desired increase in

access to markets. USAID de-scoped that activity and reprogrammed the funds to other

elements of the program that continue to deliver results. The lessons learned from that
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agriculture activity have helped inform the design of new USAID agriculture programs that

focusing on strengthening value chains across Afghanistan.

Oversight and Accountability

USAID is well aware that Afghanistan is a difficult environment in which to work. But we have
learned important lessons over our twelve year engagement there, and have also drawn on
experiences of operating in other challenging environments, including Iraq, Pakistan, Yemen,

Sudan and Colombia, to ensure strong oversight of U.S. assistance funds.

In addition to standard USAID oversight measures implemented worldwide, USAID has
implemented the Accountable Assistance for Afghanistan (A3) initiative, designed to prevent
funds from being diverted from the development purpose to malign actors. Some of the
approaches we use under A3 include:

1. Limiting the number of sub-contracting tiers;

2. Implementing a robust vetting system of non-U.S. companies and key individuals, at both
the prime and sub-contractor level, and establishment of the Vetting Support Unit;

3. Enhancing financial controls on project funds, such as using electronic funds transfers in
lieu of cash payments, using independent audit firms to verify appropriate usage of
funds, reviewing of recipients’ claims prior to payment, and performing 100% audits of
locally incurred costs; and

4. Implementing robust oversight of all USAID projects in Afghanistan through a five-
tiered monitoring approach, encompassing monitoring information gathered from USAID
and other U.S. Government staff, USAID implementing partners, other donors, Afghan

civil society and beneficiaries, as well as independent monitoring contractors.

USAID’s multi-tiered monitoring approach focuses on gathering and analyzing multiple sources
of data across these tiers in order to compare inforination and ensure confidence in reporting
data, allowing USAID to use the results to make further programmatic decisions. Supporting
this approach is the new Implementation Support Team (IST) headquartered at the USAID

Mission in Kabul, The IST is charged with providing an additional layer of critical review and
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analysis for the streams of monitoring information and for providing USAID leadership with

alternative courses of action for addressing challenges with project implementation.

Providing independent data inputs to this team is the new Monitoring Support Project, for which
USAID just issued a request for proposals. This request for proposals was issued following
extensive consultations with international donors, Congress, implementing partners, and a
comprehensive analysis of USAID remote monitoring efforts around the world. This project wil
utilize a variety of monitoring methods to verify project data, including site visits, GPS and
time/date stamped photos, interviews, and crowd sowrcing. USAID does not rely solely on
remote monitoring to provide key monitoring data, nor will independent monitoring take the
place of the USAID staff as project managers. It is one tool that USAID can use to validate
reporting data from other sources. USAID will not hesitate to terminate projects or specific

activity sites if USAID determines that adequate oversight is not possible.

Audits provide useful oversight and discipline, and complement and reinforce USAID’s own
efforts to ensure U.S. tax dollars are used effectively and efficiently. There are currently over
100 on-going audits of USAID programs in Afghanistan. In fiscal year 2013, the U.S.
Government Accountability Office, USAID Office of Inspector General, and the Special
Inspector General for Afghanistan Reconstruction completed over 65 financial and program

audits in Afghanistan.

Oversight is a process that requires continual re-examination and the ability to adjust to new
circumstances as they arise. Although there are inherent risks in doing business in a country like
Afghanistan, our first priority is to ensure taxpayer dollars are adequately protected even as we

carry out a vital component of the U.S. Government’s national security policy.

Direct Assistance in Afghanistan

Direct assistance to the Afghan government is used when appropriate to accomplish certain
development outcomes, and to build the Afghan government’s ability to sustain the investments
and gains that have been made and reduce its dependence on donors over time. This is in

keeping with commitments under both the previous and current Administrations to increase our
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work through local governments and organizations, not just in Afghanistan, but in numerous
countries around the world. Such work is critically important to the ultimate goal of assistance —

helping countries stand on their own two feet.

In Afghanistan, our work through the government is based on commitments made by the United
States and the international community in return for commitments made by the Afghan
government to meet certain benchmarks. These agreements were reflected in the Tokyo Mutual
Accountability Framework, in 2012. In return, the U.S. reaffirmed support expressed at the
London and Kabul conferences in 2010 to provide up to 50 percent of its aid as on-budget

assistance, in order to help strengthen the Afghan government’s capacity.

USAID implements on-budget assistance in Afghanistan through two mechanisms: multilateral
trust funds, such as the Afghanistan Reconstruction Trust Fund (ARTF) managed by the World
Bank, and through bilateral direct assistance agreements with the Afghan government. Of the
approximately $17.5 billion in obligated USAID funds for Afghanistan since 2001, $770 million
is allocated for direct assistance with the Government of Afghanistan, of which USAID has
disbursed $283 million, with a little more than half of that disbursement for health sector

programming.

USAID recognizes that working directly through local governments, especially in unstable and
challenging environments, carries an element of risk. USAID has a rigorous system of oversight
for its direct assistance programming with the Afghan government. This means that USAID
conducts assessments to identify the strengths and weaknesses of each ministry for which a
direct assistance project is being contemplated. To date, USAID has contracted for accounting
firms to conduct sixteen ministry assessments. USAID has decided at this time to limit its direct
assistance to seven ministries, subject to stringent safeguards. The process begins with a review
of a ministry’s basic procurement, financial and human resource systems followed by an internal
assessment of the risks inherent in the ministry. We then build our mitigating measures and
safeguards accordingly. At the same time, through technical assistance, we also seek to build

Afghan systems that will be able to prevent fraud, waste, or abuse on their own.
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For direct assistance, USAID utilizes multiple levels of protection to mitigate risks to taxpayer
funds.  These measures may include, but are not limited to:
e requiring the establishment of a non-commingled, separate bank account for each project
with USAID;
o disbursement of funds only after USAID has verified that the ministry has achieved a
performance milestone or USAID has verified incurred costs;
e an annua} audit by a USAID OIG-approved firm;
* substantial involvement and oversight by USAID staff in procurement processes;
* independent management, monitoring and evaluation of services; and
» technical assistance through other projects to increase the capacity of ministries while

addressing any vulnerabilities or weaknesses identified in the assessments.

All direct assistance requires compliance with USAID accountability and oversight procedures,
including site visits. Ministries are required to fully comply with the conditions precedent prior
to and throughout the disbursement process. If Afghan ministries fail to adhere to these
conditions, the agreements are subject to immediate suspension or termination. In the cases
where USAID uses cost reimbursement for our direct assistance projects, in accordance with
USAID risk mitigation measures, USAID disburses funds to a separate, non-comingled bank
account at the Central Bank of Afghanistan once we have been assured ourselves of the cost
incurred. From that account, those funds are transferred to partners contracted on behalf of the

Afghan government for the work performed on behalf of the Afghan Government.

For example, USAID has worked closely with Afghanistan’s energy utility, Da Afghanistan
Breshna Sherkat (DABS) to assess its financial management systems; and audit its progress and
monitor results. USAID negotiated a serics of preconditions and financial controls pursuant to
the launch of a $75 million program to install a turbine at Kajaki dam. In addition to the tight
financial controls implemented with DABS, USAID has been involved in every step of the
procurement and implementation process to ensure that results are being delivered as planned.
$1.6 million in payments have been made by DABS to the implementing contractors only after
being verified financially and technically as appropriate for the delivery of the goods or services

in question. This project also includes a phased approach, with increasingly more significant

8
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parts of the project being undertaken only after a thorough review of the previous phase to ensure

both financial and technical aspects of the project proceed properly.

Conclusion

Afghanistan has changed dramatically in the last twelve years, but we are under no illusions
about the challenges we face. USAID always keeps in mind the enormous sacrifices made by
Americans to build a secure and stable Afghanistan, and we fully understand the need for
constant vigilance, particularly during this delicate transition period. Whether in a military
capacity, as a government civilian, or as an implementing partner, | understand the risks and the
sacrifices these individuals and their families have taken and sincerely thank them for their
service. Every day our staff and our partners are under threat. Since 2001, 434 people working

for USAID partner organizations in Afghanistan have been killed and another 768 wounded.

Throughout our efforts, we are applying important lessons from the past twelve years in
Afghanistan, as well as from other high-risk environments in which USAID has worked.
Weaning Afghanistan from unsustainable levels of assistance is necessary for us, and essential
for them, and we are making tough decisions and prioritizing investments that have the greatest
potential for long term sustainability. As USAID navigates through the 2014 transition period,
we are committed to expending every effort to safeguard taxpayer funds and ensure that the
remarkable development progress in Afghanistan is maintained and made durable, in order to
secure our overall national security objectives. It is an honor to be able to share with you today a
small glimpse of what USAID is doing in that regard. Ilook forward to answering any questions

that you may have.
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Mr. CHAFFETZ. Thank you.
Mr. Sopko?

STATEMENT OF JOHN F. SOPKO

Mr. Sopko. Chairman Chaffetz, Ranking Member Tierney, and
other members of the subcommittee, it is a pleasure to be here
today to discuss lessons learned from the work of SIGAR and the
other oversight agencies as we enter this critical year for recon-
struction of Afghanistan.

At the end of this year, America’s longest war will come to an
end. Most troops will leave by December. Perhaps only a few thou-
sand will remain for training and quick response actions.

The reconstruction mission, however, is far from over. Afghani-
stan will require significant international assistance for years to
come. With over $20 billion of the over $100 billion appropriated
by Congress still in the pipeline and billions more promised over
the next decade, we must learn from the growing body of oversight
work and apply our very best practices to protect the taxpayer.

As you know, I could not attend our last hearing because I was
in Afghanistan, where there are high hopes for a successful elec-
tion, bolstered by a stronger than expected showing of the Afghan
military over the last several months. Yet this optimism is tem-
pered with depressing evidence of persistent corruption, continued
wasteful spending and increased violence.

I was particularly troubled with the increased violence that
placed significant restraints on my ability to travel, as well as the
revelation that the European Union and many of our allies no
longer trust the UNDP Law and Order Trust Fund’s internal con-
trols which were designed to protect billions of dollars provided to
the Afghan policemen’s salaries.

Added to this, I learned of industrial parks developed by USAID
without affordable and sustainable power, a poorly planned and ex-
ecuted soybean project, an Afghan governor alleging that USAID’s
Kandahar food zone contractor is wasting money, a proposed new
bridging solution to the current bridging solution for electricity in
Kandahar, based on yet another hydroelectric plant and solar
power generation, and the Afghan financial sector’s recent down-
grading that may eventually result in the international banking
community blacklisting it in June.

As in all my trips to Afghanistan, I spent as much time as I
could away from the embassy and outside of Kabul. Despite the
best efforts of General Dunford and Ambassador Cunningham, for
security reasons I could not visit various sites, including a proposed
USAID power plant in Sheberghan, a TFBSO pipeline project con-
necting that plant to Mazar Sharif, and the actual customs facility
at Torkham Gate, which is not only our troops’ main lifeline for
supplies but also the most important customs post for Afghanistan.
By this fall, I learned no American official will be able to inspect
that important facility.

Now, not only are the security bubbles collapsing, but they now
look more like Swiss cheese, with numerous no-travel holes due to
security threats from insurgents. The extent of insurgent control is
so substantial they even tax the electricity coming from the Kajaki
Dam, USAID’s signature power project in Afghanistan.
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What I saw and heard further reinforced the lessons learned dis-
cussed in my written statement and ironically, in a 1988 USAID
lessons learned report. Namely, the need to consider sustainability,
risk mitigation, oversight and sound planning before embarking
upon a massive reconstruction project in a country as poor as Af-
ghanistan.

Let me say, I share the committee’s concerns expressed at your
last hearing with USAID’s current plans to manage and oversee
more money with fewer people in a far more dangerous environ-
ment. Recent history warns us that too much money spent too
quickly with too few safeguards is a recipe for reconstruction dis-
aster. Now, as many of you know, in my prior life as a prosecutor,
I gave many closing arguments to juries where I reminded them
not to forget their prior experience and common sense before enter-
ing the jury room for deliberation. That is probably why I remained
skeptical when USAID claimed at the last hearing that no U.S.
funds go to the Afghan ministries when it gives direct assistance.
How can this be so0?

Call it what you like, direct assistance in Afghanistan is risky,
especially after considering USAID’s own assessment of the min-
istries, USAID’s waiver of its own internal policies and USAID’s
decision to not mandate 92 percent of its critical protections before
providing the funds. It should be noted that USAID admitted to
SIGAR auditors that Afghanistan is the only country in the world
where it waived its own strict internal policies before providing
such direct assistance.

Now, this is in stark contrast to actions taken by our allies in
Afghanistan. In discussions I had recently in Kabul with represent-
atives of other donor countries, I learned that they were withhold
direct assistance or redirecting it to off-budget programs because of
concerns with internal controls and the Afghan government’s com-
mitment to the Tokyo Accords.

Let me state very clearly, SIGAR does not oppose direct assist-
ance. However, as we testified before this committee almost exactly
a year ago, SIGAR believes that direct assistance must be condi-
tioned on the Afghan government taking serious steps to reduce
corruption and ensure vigorous oversight of these funds. It should
be conditioned on the Afghan ministries not only meeting measur-
able outcomes but also providing unfettered and timely access to
thefi‘flg books and records as well as the project offices, sites and
staff.

More than lip service must be given to accountability, oversight
and conditionality by the U.S. Government and its allies. A system
of sticks and carrots in administering direct assistance can only be
effective if it is credible in the eyes of the Afghan government. We
and the other donors must speak publicly and we must speak with
one voice to convince the new president of Afghanistan that we
mean business. We cannot say we are going to impose conditions
on only a small fraction of our assistance while we continue to pro-
vide unfettered billions elsewhere.

In summation, if the Afghan government fails to live up to its
commitments, then we need to have the courage to say no. Any-
thing less will fail to protect our costly investment and the hard-
earned successes of this, our Country’s longest war.
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Thank you very much, and I look forward to your questions.
[Prepared statement of Mr. Sopko follows:]
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Mr. Chairman, Ranking Member Tierney, and Members of the Subcommittee,

| am pleased to be here today to discuss oversight of the U.S. Agency for internationat
Development’s (USAID) reconstruction efforts in Afghanistan. Since 2002, USAID has
obligated over $18 billion to help rebuild Afghanistan through a wide range of projects and
programs in areas such as healthcare, education, and agriculture, among others. This effort
has been unprecedented in its cost and scope. it has also provided a unique opportunity to
examine the challenges of undertaking a large-scale reconstruction initiative in an

environment like Afghanistan.

Since the Office of the Special Inspector General for Afghanistan Reconstruction (SIGAR)
was established in 2008, it has developed a large body of work focused on USAID’s efforts
in Afghanistan. This work has involved every facet of SIGAR's organization and has been
communicated through almost 50 audit and inspection reports, 22 quarterly reports to
Congress, and other special publications. Taken individually, these reports provide specific
examples of how various USAID projects were planned, implemented, and overseen. They
also highlight concrete instances of waste, fraud, and abuse, where it has occurred. Taken
as a whole, however, these reports reveal broader lessons about what has worked and what
has not-—lessons that can be used to inform future contingency operations and, to the extent
possible, to strengthen and improve the U.S. government's continued efforts in Afghanistan
throughout the “Transformation Decade” and beyond. in my testimony today, | discuss four

of those lessons.

SIGAR 14-46-TY Page 2
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Lesson 1: Reconstruction Programs Must Take into Account the Recipient Country’s Ability
to Afford the Costs of Operating and Sustaining Them

In 1988, USAID released a review of U.S. Assistance to Afghanistan between the years 1950
and 1979.1 This report, conducted by a private firm with which USAID had contracted,
identified a number of lessons learned, based on the U.S. government’s experience in
Afghanistan. Chief among them was that U.S. assistance to Afghanistan had been “over-
ambitious, both as to scale and timing” and that, “in many ways, the program was larger
than could be effectively administered by either the US or Afghan governments.” This
conclusion, although retrospective in its orientation, was prescient. As the work of SIGAR
and others has shown, the size of the U.S. government'’s current reconstruction effort in
Afghanistan has placed both a financial and operational burden on the Afghan government

that it simply cannot manage.

As SIGAR has noted on several occasions, the U.S. government has committed more money
to rebuild Afghanistan than it has any other single nation in its history—over $100 billion.
While this figure is noteworthy when compared to other foreign aid investments that the U.S.
has made in its history, it is staggering when considered in the context of Afghanistan’s

economy.

By most estimates, Afghanistan’s domestic annual revenue is only about $2 billion, while its
overall budget is $7.5 billion. This means that, without donor contributions, the Afghan
government will not be able to meet most of its operating expenditures. For example, NATO
has estimated that the cost of sustaining an Afghan National Security Force (ANSF) of
228,500 would be $4.1 billion annually. Therefore, if the Afghan government were to
dedicate all of its domestic revenue toward sustaining the ANSF at its projected levels, it still
could only pay for half of the associated costs. Moreover, all other costs—those required to
operate and maintain infrastructure and programs in the non-military sectors—would have to

come from international donors.

1 “Retrospective Review of US Assistance to Afghanistan: 1950-1979,” Submitted to USAID by Devres, Inc.,
October 31, 1988.

SIGAR 14-46-TY Page 3
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While security is a significant driver of costs and one that often receives the most attention,
development in Afghanistan is also a major contributor to that country’s growing fiscal gap.
Each new development project that the U.S. and other international donors fund increases
overall operation and maintenance costs, adding pressure to Afghanistan’s operating
budget. Indeed, Afghanistan’s fiscal sustainability ratio—domestic revenues versus operating
expenses--remains one of the lowest in the world. Recent World Bank calculations show that
Afghanistan’s fiscal sustainability ratio has declined, from 66.5 percent in fiscal year 2011
to 60.1 percent in fiscal year 2012. And this ratio is projected to drop even lower in coming
years.2 As a result, Afghanistan’s ability to pay for discretionary services will become

increasingly limited, and its progression toward self reliance will be further delayed.

USAID has acknowledged this reality. For example, a 2011 report on Afghanistan’s fiscal
sustainability, prepared for USAID by Chemonics International, Inc., found that, even under
conservative assumptions, the size of operation and maintenance expenditures associated
with all external development spending is aimost equal to Afghanistan’s current operating
budget.3 USAID officials have also told SIGAR they are concerned that the United States and
the Afghan government could be left with “stranded assets” if project implementation and
foliow-up are not handied correctly. SIGAR has found, however, that USAID has not
consistently translated this understanding into a realistic approach for designing and

implementing projects.

Limited Sustainability of Energy Sector Programs

The probiem of planning and implementing programs without considering the cost and
feasibility of sustaining them is, perhaps, no more strikingly evident than in the U.S.
government's efforts to develop Afghanistan’s energy sector. As highlighted in the
Afghanistan Nationat Development Strategy and other key planning documents, the United
States, other international donors, and the Afghan government agree that improving the

energy sector is essential to Afghanistan’s economic progress and long-term viabhility.

2 World Bank, Afghanistan Economic Update, October 2013.

3 Afghanistan Fiscal Sustainability Mode! Summary Report, produced for USAID by Chemonics International,
Inc., September 2011.

SIGAR 14-46-TY Page 4
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However, the energy sector remains largely undeveloped. According to the World Bank,
Afghanistan has one of the lowest rates of electric-service connection in the world, with only
28 percent of its population connected to the power grid. Of those who are connected, an

estimated 77 percent live in urban areas.*

In January 2010, SIGAR issued an audit report on USAID's efforts to build the Kabul Power

Plant, a 105 megawatt power plant on the outskirts of Kabul city.5 The decision to build the
plant had been made jointly by the U.S. and Afghan governments and, in 2007, the Afghan

government had committed to, among other things, paying for the fuel required to operate

the plant and commercializing the operations of Afghanistan’s electricity revenues to cover
fuel costs and operation and maintenance expenses of the plant within one year of its

creation.

in June 2008, the USAID Mission Director in Afghanistan certified to Congress that USAID
had concluded the Afghan government was capable of meeting these commitments.s
However, it soon became apparent that this conclusion was highly unrealistic. One key basis
for USAID’s certification was the expectation that the Afghan government would be able to
commercialize its utility sector. By 2010, though, the utility sector for the Kabu! area was
projected to suffer an annual operating loss of $250 million. Similarly, afthough the Afghan
government had committed to paying fuel costs for the plant, the Afghan Minister of the
Economy requested in 2009 that USAID reserve $28 million in funds originally set aside for
its contribution to the Afghanistan Reconstruction Trust Fund, in part to cover fuel costs at

the Kabul Power Piant and other power plants in southern Afghanistan.

One contributing factor behind the high costs associated with operating and maintaining the
Kabul Power Plant was the Afghan and U.S. governments' joint decision to build a dual fuet

plant—one capable of operating on diesel or heavy fuel. According to staff of the contractor

4 World Bank, “Afghanistan Partnership: Country Program Snapshot,” 8/29/2013.

5 SIGAR Audit 10-6, Contract Delays Led to Cost Overruns for the Kabul Power Plant and Sustainability
Remains a Key Challenge, January 2010.

6 This certification was submitted in compliance with Section 611(e) of the Foreign Assistance Act of 1961,
which provides that whenever certain types of funds are proposed to be used for a capitai assistance project
exceeding $1 miliion, the USAID Mission Director must certify that the country has the capability to effectively
maintain and utilize the project.

SIGAR 14-46-TY Page 5
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hired by USAID to buiid the plant, a senior Afghan government official had advocated for a
dual fuel plant since heavy fuel oil is considerably cheaper than diesel fuel and would
increase the chances that the Afghan government could operate the plant with its own
resources. The USAID contractor’s staff noted, however, that the full costs of using heavy
fuet oil include additional infrastructure investments, handling costs, and operation and
maintenance expenses associated with greater wear and tear placed on the generators.
Moreover, heavy fuel oil is not available in Afghanistan and would require the creation of a
heavy fuel import and distribution network solely for the Kabul Power Plant. The contractor
estimated that up to $4 million could be saved if the plant were converted to a diesel-only
plant, but USAID officials declined to pursue this option due to political sensitivities

surrounding the issue and prior commitments they had made to the Afghan government.

Last year, SIGAR reexamined USAID’s efforts to strengthen the electricity sector in Kabul. in
an audit report focused on USAID assistance to support commercialization of the Kabul
regional department of Da Afghanistan Breshna Sherkat (DABS), Afghanistan’s national
power utility, SIGAR found that USAID’s assistance had helped DABS-Kabul reduce its losses
and increase revenues, a positive development.” However, SIGAR also found that DABS-
Kabul—the same power utility that USAID had expected in 2008 to produce enough revenue
to cover operation and maintenance costs of the Kabul Power Plant—was not seif-sufficient
and, without an Afghan government subsidy, scheduled to expire in March 2014, would

operate at a loss unless it significantly improved its revenue generation capability.

Troublingly, DABS-Kabul is well ahead of other DABS regional departments, inciuding that in
Kandahar, which the U.S. government expects to cover the costs of a number of critical
energy sector projects funded by the U.S. and other internationatl donors in that region. In
July 2012, SIGAR issued a report on the Afghanistan Infrastructure Fund, which provides
funding for large-scaie infrastructure projects jointly managed and implemented by USAID
and the U.S. Forces-Afghanistan (USFOR-A).& Many of these projects are in the energy sector

7 SIGAR Audit 13-7, Afghanistan’'s National Power Utility: Commercialization Efforts Challenged by Expiring
Subsidy and Poor USFOR-A and USAID Project Management, April 2013,

8 SIGAR Audit 12-12, Fiscal Year 2011 Afghanistan Infrastructure Fund Projects Are behind Schedule and Lack
Adequate Sustainment Pians, July 2012,
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and include such significant initiatives as the Kandahar Bridging Solution, which provides
fuel, operation, and maintenance for all Department of Defense and USAID-procured
generators in Kandahar, and improvements to the Northeast and Southeast Power Systems,
two high voitage transmission networks. SIGAR found that, although USAID and USFOR-A
prepared sustainment plans for these projects, as required, the plans did not include any
analysis of the costs of sustaining them. Moreover, the likelihood that the Afghan entities
charged with financing these projects can afford them is questionable. For instance, DABS-
Kandahar, which is responsible for sustainment of the Southeast Power System and,
ultimately, the operation of U.S. government-procured generators in Kandahar, has limited
capability to bill customers, collect revenues, and maintain its infrastructure. As SIGAR noted
in this July 2012 report, estimates at the time called for the U.S. government to support the
Kandahar Bridging Solution through calendar year 2012, when either DABS would take over
fuel procurement or other power sources would come online. Not surprisingly, those
estimates were overly optimistic, and U.S. funding for the Kandahar Bridging Solution has

continued.

During my most recent trip to Afghanistan, a senior U.S. military official told me the fuel
provided through the Kandahar Bridging Solution will start declining this year and end by
December. Afghan officials also told me that if the U.S. military stops providing the fuel,
DABS will probably not have the financial resources necessary to purchase the fuel needed
to maintain the power provided by the generators funded through the Afghanistan
Infrastructure Fund. In other words, unless the U.S. government or another international
donor provides more fuel to DABS, thousands of homes and businesses in Kandahar will no
longer have access to power beginning in early 2015, even assuming the most optimistic
estimates for the time needed to complete the Kajaki Dam and other key electrical grid

projects designed to connect Kandahar to the country’s larger electrical grid.

USAID and DABS officials in Kandahar are well aware of this potential probliem. To help
offset the gap in power generation, they have developed a “bridging solution to the bridging
solution.” Under their draft proposal, DABS will obtain power through a new solar power
plant in eastern Kandahar and a hydro-electric turbine at Dahla Dam. Although | commend

USAID and DABS for trying to develop a solution to this serious challenge, | have concerns

SIGAR 14-46-TY Page 7
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about the ability of USAID and the Afghan government to jointly develop, undertake, and

complete two new large-scale infrastructure projects before the end of this year.
Limited Sustainability of Health Sector Programs

Over-ambitious expectations of the Afghan government’s ability to afford development
projects have not been limited to the energy sector. in April of last year, SIGAR reported that
USAID buiit two hospitals for the Afghan Ministry of Public Health (MOPH) that the ministry
would likely not be able to afford.® Specifically, SIGAR found that the estimated annual
operation and maintenance costs of the two new hospitals could be over five times more
than the annual operating costs for the hospitals they were replacing. For example, while the
old Gardez provincial hospital had operating costs of approximately $611,000, including
costs for operation and maintenance, salaries, and supplies, the International Organization
for Migration, which received a USAID cooperative agreement to build the hospital,
estimated that operation and maintenance costs alone for the new Gardez hospital would
exceed $1.1 million annually. A USAID-contracted engineering firm, which conducted a study
of projected operating costs for the new facilities, estimated that annual operation and
maintenance costs for Gardez hospital would be even higher—as much as $2.1 million. And
USAID estimated higher fuei costs for the new hospital, ranging from $1.6 million to $3.2
miltion annually. Similarly, the old hospital in Khair Khot district had total operating costs of
about $98,000, including costs for operation and maintenance, salaries, and benefits, but

USAID estimated annual operating costs for the new facility of more than $587,000.

Despite these projections, neither USAID nor the Afghan government allocated funds to
cover these additional costs. And, although the USAID Mission Director in Kabul had certified
in 2007 that the Afghan government would be capable of effectively maintaining and using
the hospitals, USAID could not provide SIGAR any documentation to indicate that its review
and approval of the design plans for the two hospitals took into account the higher operating
costs estimated for the new facilities or the Afghan government'’s financial capability to

maintain them once completed. The probiems with these two hospitals are indicative of

9 SIGAR Audit 13-9, Health Services in Afghanistan: Two New USAID Funded Hospitals May Not Be Sustainable
and Existing Hospitals Are Facing Shortages in Some Key Medical Positions, Aprit 2013.
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larger problems with USAID’s efforts to build a sustainable health sector. In a September
2011 report on USAID's health services program,1° the USAID Office of inspector General
(OIG) reported that sustainability has emerged as a risk to USAID investments in
Afghanistan's health sector and that about 94 percent of the Afghan Government's

expenditures on health care programs are donor supported.

Other Examples of Sustainability Concerns in Reconstruction Programs

USAID 0IG has identified other instances in which USAID has implemented projects or buiit
infrastructure without articulating a clear plan for ensuring that the Afghan government can
sustain them. In a June 2007 report on Afghanistan’s urban water and sanitation program,11
for instance, USAID OIG reported that USAID/Afghanistan’s overall objective underlying this
program was to develop sustainable supplies of suitable quality water for certain areas of
Afghanistan. However, during project implementation USAID/Afghanistan did not take
appropriate measures to ensure financial and operational sustainability of the constructed
water systems beyond the project completion date. As a result, USAID OIG concluded that
the constructed water distribution systems could have significant short and long-term
financial and operational problems, ultimately impacting the supply of water to the intended

populations of Afghanistan.12

In a December 2008 report on Afghanistan’s higher education project,12 USAID OIG reported
that, although sustainability was a core element of USAID program design, professionai
development centers constructed under the program would not be self-sustaining because
the program design did not inctude an exit strategy that identified ways to keep the centers

operating after the project ended.

10 USAID OIG, Audit of USAID/Afghanistan’s On-Budget Funding Assistance to the MOPH in Support of the
Partnership Contracts for Health Services Program, Audit Report No. F-306-11-004.

11 USAID OIG, Audit of USAID/Afghanistan’s Urban Water and Sanitation Program, Audit Report No. 5-306-07-
006-P, June 2007.

12 Next month, SIGAR will release an audit report broadly assessing USAID's efforts to help Afghanistan
develop a sustainable water sector.

13 USAID OIG Audit of USAID/Afghanistan’s Higher Education Project, Audit Report No. 5-306-09-002-P,
December 2008.
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Failure to consistently and adequately plan for the Afghans to sustain reconstruction
projects has not been USAID’s alone. In January 2011, SIGAR released an audit report on
the Department of Defense’s Commander’s Emergency Response Program (CERP) in
Laghman Province. 14 SIGAR found that nine asphalt roads, which accounted for the vast
majority of CERP funds spent in that province, were at risk for waste because they were
approved without adequate assurance that the Afghan government had the resources to
maintain them. According to officials on Laghman Province’s Provincial Reconstruction
Team, the Afghan Directors of Public Works and Rural Rehabilitation and Development did
not have the resources to maintain roads, particularly asphalt roads, which require more

resources and equipment to maintain than dirt roads.

Whether it be the energy sector or the health sector or any other, the pitfalls of placing
unreasonable expectations on the Afghan government regarding its ability to afford the costs
of operating and maintaining development projects are clear. Among them are cost
overruns, delays, and waste of reconstruction funds, to name a few. Perhaps most
significant, though, is the possibility that the Afghan public and the Afghan government will
lose confidence that their key partner in the reconstruction effort, the U.S. government, has

their best interest at heart.

Lesson Two: Reconstruction of a Conflict-Ridden State Is inherently Risky and That Risk
Must Be Properly Mitigated

As one of the world’s most impoverished, insecure, and corrupt countries, Afghanistan
presents remarkable challenges to those committed to helping it address its very serious
problems. USAID and other donors must not only worry about the safety of all those who
work in Afghanistan on their behalf; they must also take every possible step to safeguard the
funds their governments have entrusted them with spending in Afghanistan from waste,

fraud, and abuse.

14 SIGAR Audit 11-07, Commander's Emergency Response Program in Laghman Province Provided Some
Benefits, but Oversight Weaknesses and Sustainment Concerns Led to Questionabie Qutcomes and Potential
Waste, January 2011,
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Corruption poses the most severe threat to the integrity of U.S. government reconstruction
aid to Afghanistan. And, as the U.S. military noted in a recent study it published, “corruption
directly threatens the viability and legitimacy of the Afghan state.”:5 Afghans themselves
agree. In a number of internationally recognized surveys, Afghans identify corruption as one
of the most serious challenges facing their country. In a 2013 survey conducted by the
International Security Assistance Force, for instance, 80 percent of Afghans described
corruption as a major problem, and 65 percent said it was worse than a year before.
Integrity Watch Afghanistan, a nongovernmental organization committed to improving
governance, has reported that about one in every seven Afghans, or 15 percent, paid at
least one bribe in 2012.16

One of SIGAR's earliest reports related to safeguarding reconstruction funds was an audit of
USAID's efforts to safeguard funds provided for salary support to Afghan government
empioyees and technical advisors.1” SIGAR found that, although USAID had provided salary
support to Afghanistan since at least 2005, it did not begin collecting information on that
support until 2008. Moreover, it was only through the process of compiling an inventory of
salary support it had funded that it discovered it had been violating its own policy.
Specifically, USAID had supplemented the salaries of Afghan ministers and senior
presidential advisors, even though its policy prohibited supplementing policy-making
officials’ salaries under any circumstances.18 SIGAR also found that, although USAID had
conducted an assessment of the Afghan government’s financial management capabilities, it
had not conducted similar assessments of the human resources and payroli systems used
to implement U.S. salary support to determine if necessary internal controls were in place to
protect salary payments from mismanagement, waste, or misuse. SIGAR's own analysis of

these systems found they had a number of significant weaknesses, such as incomplete

15 Joint Coalition Operational Analysis (JCOA), a division of Joint Staff J-7, Operationalizing Counter/Anti-
corruption Study, 2/28/2014.

16 integrity Watch, “National Corruption Surveys,” www.iwaweb.org.

17 SIGAR Audit 11-05, Actions Needed to Mitigate Inconsistencies in and Lack of Safeguard over U.S. Salary
Support to Afghan Government Emplioyees and Technical Advisors, October 2010.

18 See USAID Automated Directives System 201.3.11.10, “Policy Guidance on Criteria for Payment of Salary
Supplements for Host Government Employees” [Cable 88 State 119780, April 1988]. After discovering these
violations, successive USAID Administrators twice waived the policy to allow for continued satary support to the
Office of the President.
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implementation of an electronic payroll system and an inability to detect multiple

supplements paid to single recipients.

In SIGAR’s opinion, failing to adequately assess the internal controls within Afghan ministries
responsible for handling U.S. salary support payments assumed an unacceptable level of
risk. And this problem was not isolated to the issue of salary support. In July 2008, USAID
and the MOPH signed an implementation letter establishing the Partnership Contracts for
Heaith (PCH) program—a five-year program to provide funding to the ministry for the delivery
of health services throughout Afghanistan. USAID had conducted two assessments of the
ministry prior to establishment of the PCH program. The first concluded that the ministry’s
operations were adequate for the purposes of accounting for and managing USAID funds
provided directly to the ministry. The second found that the ministry had adequate
experience and procurement capabilities to handle procurements funded under USAID host-
country procurement procedures. However, in November 2010, USAID OIG reported that
these pre-award assessments—which USAID used to certify the ministry’s ability to manage
the $236 million PCH program—were inadequate and did not provide reasonable assurance
of detecting significant vulnerabilities.1® Indeed, SIGAR's own review of these assessments
found that they consisted primarily of observations, walk throughs, and documentation

reviews and that USAID conducted little testing of internal controls.20

When SIGAR examined USAID’s management of this program in 2013, it found that, despite
USAID O1G's 2010 findings, USAID had not reassessed operations within the ministry to
determine whether funds provided under the PCH program were at risk. Moreover, aithough
a later, more thorough assessment of the ministry was conducted through a USAID contract
with Ernst & Young, and that assessment found significant internal control weaknesses at
the ministry, USAID officials told SIGAR they had no obligation to address the deficiencies

19 USAID 0IG, Review of USAID/Afghanistan’s Ministerial Assessment Process: F-306-11-001-s, November 6,
2010.

20 SIGAR Audit 13-17, Heaith Services in Afghanistan: USAID Continues Providing Miltions of Dollars to the
Ministry of Public Health despite the Risk of Misuse of Funds, September 2013.
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identified or to verify any corrective actions that the ministry may have implemented for the

ongoing PCH program.2t

USAID cited two main arguments for this position. First, the PCH program was executed
through what USAID calis a host-country contract. And, according to certain USAID officials,
that type of contracting did not constitute “direct government-to-government assistance,”
thereby negating any need to address the findings of the Ernst & Young assessment, which
was conducted solely as part of a different program that fell explicitly under the rubric of
direct bilateral assistance. Second, USAID stated that the weaknesses identified through the
Ernst & Young assessment did not matter because USAID had established a separate unit,
the Grants Contracts and Management Unit (GCMU), through which ali PCH funds would
flow—separate from the rest of the ministry and better able to protect USAID’s funds. In its
comments on SIGAR’s draft audit report, USAID stated plainly, “it is in part because of the
GCMU that the [ministry] and USAID have had such a strong success with the PCH program
over the past several years and confidence in the management of the funds for the PCH

program.”

These arguments were troubling for a number of reasons but, particutarly, because SIGAR's
own investigative work has found that the GCMU has done little to protect USAID’s funds
from waste and mismanagement. While details of SIGAR’s ongoing criminal investigation
cannot be shared at this point, it is safe to say that, based on information SIGAR’s auditors
and investigators have collected and corroborated, the GCMU constitutes, in many ways, a

single point of failure when it comes to the protection of USAID funds for the PCH program.

To provide direct assistance funds to MOPH for the PCH program, USAID depends heavily on
cooperation and information from MOPH's GCMU. As shown in figure 1, MOPH-GCMU
submits an advance payment request to USAID every 45 days to cover the estimated cost of
the PCH program. This estimate is based on requests and supporting information provided
to MOPH-GCMU by the nongovernmental organizations providing goods and services under
the program. USAID reviews MOPH-GCMU’s payment request, approves disbursement, and
initiates payment through the U.S. Disbursement Office. The U.S. Disbursement Office then

21 See SIGAR Audit 13-17, p.4, for a more complete discussion of this matter.
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sends funds to an account at Afghanistan’s central bank, Da Afghanistan Bank, jointly held
by the Ministry of Finance and MOPH for the PCH program. Using information provided by
MOPH-GCMU, the Ministry of Finance disburses funds to individual nongovernmental

organizations to cover their anticipated expenses for goods and services.

Figure 1 - MOPH-PCH Payment Process

PCH Funding Levels
2008-2004: 3236 miition
2014-2013: §435 million {estimate}
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Source: SIGAR analysis of interviews and documentation.

This system presents a number of vuinerabilities.

e First, although the nongovernmental organizations impliementing PCH submit
invoices and other supporting documentation to MOPH-GCMU, MOPH-GCMU does
not, as Ernst &Young found in its assessment of MOPH, have strong monitoring

capabilities. Notably, Ernst & Young found that internal audit was a critical area
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within MOPH that needed improvement. Moreover, there is a risk that
nongovernmental organizations and individuals within MOPH-GCMU could collude to
inflate the estimated costs of the program.

s Second, MOPH-GCMU does not have to provide any supporting documentation to
USAID. Therefore, there is nothing to prevent MOPH-GCMU from submitting payment
requests to USAID for more than is actually needed for the program.

¢ Third, the Ministry of Finance releases funds to the nongovernmental organizations
based on information provided to it by MOPH-GCMU. Again, there is no control
preventing MOPH-GCMU from falsifying the information it provides to the Ministry of
Finance regarding the amount of funding that each nongovernmental organization

should receive.

USAID has, however, made substantial progress since the days of its salary support program
and, even, since the PCH program. Most notably, USAID has strengthened its efforts to
assess the capacity of a number of Afghan ministries to manage U.S. direct assistance
funds. As SIGAR reported earlier this year, USAID contracted with both Ernst & Young and
KPMG to conduct thorough public financial management assessments of 16 Afghan
ministries,22 These assessments were a significant improvement over the earlier, more
limited assessments that USAID had conducted and that USAID OIG had criticized in its
2010 report. For example, SIGAR found that the contracted firms not only identified the
internal controls in place at each of the ministries, but tested these internal controis, as
well. Moreover, USAID conducted an additional internal risk review of seven Afghan
ministries in an effort to better understand the risks associated with using their systems to

manage USAID’s direct assistance funds.

Unfortunately, USAID’s progress in assessing the risks associated with awarding funds
directly to the Afghan ministries has not been matched by an equally robust strategy to
ensure the Afghan government mitigates those risks. As noted in SIGAR's recent report on
the ministerial assessments, Ernst & Young and KPMG concluded that all of the 16

ministries assessed were unable to manage and account for funds unless they implemented

22 SIGAR 14-32-AR, Direct Assistance: USAID Has Taken Positive Action to Assess Afghan Ministries' Ability to
Manage Donor Funds, but Concerns Remain, January 2014.

SIGAR 14-46TY Page 15



36

specific recommendations outlined in the assessments. Simitarly, USAID found, in each of
its seven internal risk reviews, that the ministry was unable to manage direct assistance
funds without a risk mitigation strategy and that the mission would not award direct
assistance to the ministry “under normai circumstances.” Issues uncovered through the risk
reviews include such serious problems as internal control environments inadequate to
safeguard assets against theft and unauthorized use; faifure to fully comply with Afghan
procurement laws and regulations; and limited capacity to encourage and enforce code of

government ethics.

Some of USAID/Afghanistan’s risk reviews also discussed each ministry’s ability and
willingness to combat corruption. Specifically, USAID/Afghanistan found that DABS and the
Ministries of Agriculture, Irrigation, and Livestock; Communication and Information
Technology; Education; Mines and Petroleum; and Public Health had control environments
that were “not adequate to mitigate risk of corruption.” Of those ministries,
USAID/Afghanistan only identified DABS as demonstrating, “to a certain degree, the will to
address concerns that could lead to corrupt acts.” Although USAID formulated 333
mitigating measures in total to address the serious risks identified within the seven
ministries, it only required the ministries to implement 24 of them before they received

direct assistance funds.

In response to SIGAR’s report on the ministerial assessments, USAID noted that it has taken
a number of additional safeguards to protect direct assistance funds from waste, fraud, and
abuse. For example, unlike its arrangement with MOPH for the PCH program, it now provides
funds to ministries on a reimbursement basis for specific projects using separate, non-
interest bearing bank accounts to which it has viewing access to provide the funds—a
practice that USAID sometimes refers to as “projectizing” the money. These steps are
important and, in many ways, represent a best practice. Indeed, as SIGAR will report next
quarter, USAID has done a better job of protecting direct assistance funds than other U.S.

agencies, particularly the Department of Defense.23

23 SIGAR is currently conducting an audit of the processes USAID and the Departments of State and Defense
use to provide direct assistance funds to Afghanistan and the extent to which these agencies implement
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However, it is important to note that these safeguards are primarily external measures and,
as such, do not directly address the underlying problems within the ministries identified
through the risk reviews. In other words, they do little to build ministries’ organic capabilities
to manage donor funds—one of the primary purposes of providing direct assistance to the
Afghan government. To iliustrate, the risk mitigation measures included in USAID’s risk
review of the Ministry of Agriculture, Irrigation, and Livestock identified several concrete
actions that the ministry could take to address its internal problems. These actions included,
among others, “define and restrict systems access to staff according to their roles and
functions,” “develop a policy for accounting for revenue,” and “verify that adequate
reference checks have been made on every prospective employee and properly
documented.” None of USAID’s external measures—whether it be creation of separate bank
accounts or distribution of funds on a reimbursement basis—would require the ministry to

implement these basic and important steps.

Moreover, the effectiveness of USAID’s external risk mitigation measures may be limited by
ongoing problems within the ministries. For example, although USAID has developed a
written monitoring and evaluation plan specific to its direct assistance program with the
MOPH-as it has with a number of other ministries—USAID’s risk review of that ministry
found there was a serious risk of the ministry “concealing vital monitoring and evaluation
information.” In SIGAR'’s opinion, failing to address the underlying problems within the

ministries constitutes, once again, an unacceptable assumption of risk.
Lesson Three: Oversight Is a Critical Element of Reconstruction

Another lesson learned is that an essential element of mitigating risk is the implementation
of robust oversight. Last month, SIGAR hosted a symposium on managing and overseeing
programs in contingency environments. This event, attended by a host of nongovernmental,
think tank, and government officials, including USAID officials, highlighted the specific

challenges of remote monitoring—assessing how projects are proceeding in areas that U.S.

certain safeguards to protect those funds from waste, fraud, and abuse, A report on that audit is expected next
quarter.
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government officials typically cannot visit. SIGAR’s work has shown that USAID's adoption of

oversight techniques has been impressive in some cases and less so in others.

For example, in April 2012, SIGAR reported on one of USAID's flagship stabilization
programs, the Local Governance and Community Development Program, designed to
contribute to the creation of a stable environment for medium- and long-term political,
economic, and social development.24 SIGAR found that because USAID personnel were
limited in their ability to visit sites where the program was being implemented, even as early
as 2003, USAID had authorized the use of alternative methods to keep mission personne!
safe while satisfying the need to visit project sites and meet with project beneficiaries to
assess project implementation. These methods inciuded the collection of photographic
evidence; the use of local and/or third-party monitoring; engagement with other U.S.
government agencies, such as regional security officers or the U.S. military; the use of other

technology for consultation or oversight; and cooperation with other donors.

SIGAR found that USAID’s contracting personnel did a good job of employing these
alternative oversight methods. However, SIGAR aiso found that USAID contracting personnel
were hampered in their oversight because neither the contractors’ task orders for the
program nor the overall contract under which the task orders were issued required the

contractor to submit documentation in support of invoices.

Moreover, SIGAR found that USAID delayed arranging a financial audit of the Local
Governance and Community Development Program. This type of audit is intended to be a
key control to help ensure that prices paid by the government for needed goods and
services are fair and reasonable and that contractors are charging the government in
accordance with applicable laws, the Federal Acquisition Regulation, Cost Accounting
Standards, and contract terms. Indeed, in a larger audit of USAID’s compliance with

requirements for financial audits, SIGAR found a significant backiog of incurred cost audits

24 SIGAR Audit 12-08, USAID Spent Aimost $400 Million on an Afghan Stabilization Project despite Uncertain
Results, but Has Taken Steps to Better Assess Similar Efforts, Aprit 2012,
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of USAID projects.25 Specifically, SIGAR identified nearly $1.1 billion disbursed by USAID
since 2003 for reconstruction projects in Afghanistan that had not been audited. SIGAR aiso
found that, although as much as half of the funds that USAID provided for contracts, grants,
and cooperative agreements may flow down to sub-recipients, USAID lacked transparency

with regard to whether financial audits of sub-awards were being conducted, as required.

USAID 0OIG has also had mixed reviews of USAID’s oversight of its programs in Afghanistan
and elsewhere. For example, in September 2012, USAID OIG released a report on USAID’s
monitoring and evaluation system in Afghanistan.2¢ This review found that USAID's
Afghanistan mission had impiemented several elements of an effective monitoring and
evaluation system. At the same time, however, USAID OIG reported that the mission did not
have a current mission order addressing monitoring either generally or for on-site
monitoring, in particular. Further, no mission order detailed the roles and responsibilities of

mission staff members in monitoring on-budget assistance.

Lessons can also be learned from USAID’s experience in a similar environment—Pakistan.
There, USAID OIG found that USAID had not taken full advantage of a five-year, $71 miltion
program on independent monitoring and evaluation.2” Although the mission implemented
some recommendations from five of eight monitoring and evaluation reports produced as
part of the program, USAID OIG also found that the majority of the mission’s project activities
had not made use of information learned through the program. in addition, neither the
contractor implementing the program nor USAID had established a monitoring and
evaluation plan to ensure that ongoing development programs were aligned with relevant
project objectives of the mission.

In one of the broadest looks at USAID’s oversight of its Afghanistan programs, the

Government Accountability Office (GAO) reported that there were systematic weaknesses in

25 SIGAR Audit 12-09, USAID Has Disbursed $9.5 Billion for Reconstruction and Funded Some Financial Audits
as Required, but Many Audits Face Significant Delays, Accountability Limitations, and Lack of Resources, Aprit
2012 (reissued on May 2, 2012).

26 {JSAID O1G, Review of USAID/Afghanistan’s Monitoring and Evaluation System (Report No. F-306-12-00 2-5)
September 26, 2012,

27 USAID OIG, Audit of USAID/Pakistan's Independent Monitoring and Evatuation Program [Revised] (G-391-13-
003-P) October 28, 2013.
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USAID’s oversight and monitoring of project and program performance.28 For example,
USAID did not consistently follow its established performance management and evaluation
procedures for Afghanistan agriculture and water sector projects. Moreover, GAO found that

the USAID mission in Kabui was operating without a required performance plan.

In sum, while USAID has exercised due diligence in some cases to ensure proper oversight,
it has not done so in others. SIGAR is, however, sensitive to the fact that oversight in an
environment like Afghanistan is uniquely challenging. Without a doubt, one of the greatest
impediments to strong oversight is the problem of limited mobility due to insurgent violence.
As SIGAR has reported, it is likely that no more than 21 percent of Afghanistan will be
accessible to U.S. civilian oversight personnel by the end of the transition—a 47 percent
decrease since 2009.2¢ Recent examinations of Department of Defense projects

constructed in these inaccessible areas illuminate how significant this challenge is.

Last month, for example, SIGAR issued an inspection report on an Afghan National Army
base in Jawzjan province—Camp Monitor, built under contract with USFOR-A.3°¢ When SIGAR
inspectors visited the site, they found that the facility had, for the most part, been
constructed in accordance with contract requirements, with one notable exception. The
contractor had run out of funds and, therefore, stopped work before building a dining facility
at the site. As a result, the camp was unusable. in March 2013, USFOR-A told SIGAR
inspectors that action was underway to find a new contractor to build the dining facility, but
its efforts were hampered because the camp was in a location that would soon be
inaccessible to U.S. government contracting personnel. As a resuit, in November 2013, the
Combined Security Transition Command-Afghanistan (CSTC-A), the USFOR-A organization
responsible for managing construction of ANSF facilities, gave $1.2 miliion directly to the
Afghan Ministry of Defense to complete construction of Camp Monitor. At this point, CSTC-
A’s oversight of the project essentially ceased. Although CSTC-A documents indicated that
the NATO Training Mission-Afghanistan (NTM-A) would track the expenditure of this direct

28 GAO, Afghanistan: USAID Oversight of Assistance Funds and Programs (GAO-12-802T) June 6, 2012,

29 SIGAR 14-4-SP, Oversight Access inquiry Letter to Department of Defense, Department of State and U.S.
Agency for International Development, October 2013.

30 SIGAR 14-41-IP, Camp Monitor: Most Construction Appears to Have Met Contract Requirements, but It Is
Unclear if Facility Is Being Used as Intended, March 2014.
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assistance and the project’s progress, CSTC-A/NTM-A officials were unable to tell SIGAR the
status of the dining facility, when and if Afghan National Army personnel began occupying
the camp, or the number of personne! currently occupying it. A draft of SIGAR's inspection
report contained a recommendation to the Commander, USFOR-A, to direct the Commanding
General, CSTC-A, to determine and report on the status of U.S. funds provided to the Afghan
government for construction of the dining facility at Camp Monitor and that such reporting
shouid continue until the facility is completed. In response, CSTC-A stated that once funds
are “donated” to the Afghan government, it may use those funds without further

coordination with the U.S. Department of Defense.31

SIGAR strongly disagrees with the notion that once funds have been committed as direct
assistance to the Afghan government, the U.S. government’s stewardship over those funds
ends. While USAID has not done all it could to address significant weaknesses within the
ministries slated to receive direct USAID assistance, to its credit, it has also not espoused
this view that the Afghan government can use U.S. government funds freely and without
oversight. As SIGAR continues its examination of U.S. direct assistance to Afghanistan, it will

look to ensure that this perspective is shared more widely within the U.S. government.

Lesson Four: A Reconstruction Effort Must Have Clearly Articulated Goals and a Sound Way
to Measure Progress toward Those Goals

Taking a strategic approach to program implementation promotes transparency and heips
ensure that a program is based on a sound plan that can achieve resuits and reduce
potential risks to U.S. investments. Yet, while it is widely acknowledged that strategic
planning is a must, SIGAR has repeatediy found that it has often been ignored throughout
the Afghanistan reconstruction effort. For example, SIGAR has noted that the U.S.
government has never articulated a clear anti-corruption strategy in Afghanistan. In August
2010, for exampie, SIGAR reported that, even though U.S. agencies had been heavily

involved in Afghan reconstruction since 2002, the U.S. government did not begin developing

31 Although CSTC-A did not concur with SIGAR’s recommendation, USFOR-A committed, in its response to
SIGAR's draft inspection report, to track the status of construction at Camp Monitor and provide updates to
SIGAR. As a result, SIGAR deleted the recommendation from its final inspection report.
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an anti-corruption strategy for Afghanistan untit 2009.32 And, although a draft strategy was
substantially completed by the end of 2009, it had still not been approved by the State
Department by July 2010. As a resuit, as SIGAR reported, more than $50 billion in U.S.
assistance had been provided for reconstruction in Afghanistan without the benefit of a

comprehensive anti-corruption strategy.

SIGAR recommended in that 2010 report that the U.S. government approve and implement
the draft comprehensive anti-corruption strategy. However, last year, when SIGAR’s Office of
Special Projects followed up on the status of this recommendation, it found that the U.S.
anti-corruption activities in Afghanistan were still not guided by a comprehensive U.S.
strategy or related guidance that defines clear goals and objectives for U.S efforts to
strengthen the Afghan government’s capability to combat corruption and increase
accountability.?3 The Department of State had never finalized the draft 2010 U.S. anti-
corruption strategy for Afghanistan and, according to agency officials, the draft strategy and

its related implementation plan were no longer in effect.

SIGAR has also found that, even when nominal strategic plans exist, U.S. government
implementing agencies, including USAID, do not consistently articulate the goals they hope
to achieve with each reconstruction program or project and the metrics they intend to use to

assess whether those goals have been achieved.

For example, in July 2010, SIGAR reported that, while the United States had a stated policy
to support women'’s rights and gender integration, it did not clarify how U.S.funded activities
supported these goals.34 Nor did the policy provide linkages between U.S.-funded activities
and Afghan goals and benchmarks detailed in its National Action Plan for Women of
Afghanistan, the Afghan government’s primary vehicle for promoting women’s rights and

participation in building Afghanistan.

32 SIGAR Audit 10-15, U.S. Reconstruction Efforts in Afghanistan Would Benefit from a Finalized
Comprehensive U.S. Anti-Corruption Strategy, August 2010.

33 SIGAR SP-13-9, U.S. Anti-Corruption Efforts: A Strategic Plan and Mechanisms to Track Progress Are Needed
in Fighting Corruption in Afghanistan, October 2013.

34 SIGAR Audit 10-13, Greater Coordination Needed in Meeting Congressional Directives to Address and Report
on the Needs of Afghan Women and Girls, July 2010.
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Similarly, in March 2011, SIGAR reported that, aithough the National Solidarity Program,
designed to build local governance by setting up community development councils and
training them to manage small-scale projects funded by biock grants, had met or exceeded
most of its quantitative goals, it had not effectively measured progress toward its qualitative
objective of improving local governance in Afghanistan.3s Metrics tracked, for instance,
outputs such as the number of communities mobilized and the number of projects funded.
But, it was not until more than seven years into the program that more gualitative and
meaningful metrics tied to the program’s core purpose were established, such as the
percentage of communities that recognize community development councils as legitimate
bodies; the percentage of women representatives on community development councils
invoived in decision making; and the number of community development councils that

attempt to form linkages with government and non-government actors.

Finally, in October 2011, SIGAR reported that the U.S. Embassy in Kabul was not able to
determine how much progress had been made to date in building the capacity of the
Ministry of Agriculture, Irrigation, and Livestock because it did not have sufficient or
complete data for doing so.38 Aithough some meaningful, outcome-oriented measures had
been defined, no effort had been made to collect the data needed to assess progress
against them. Moreover, SIGAR found that USAID’s evaluation efforts had not been
coordinated with other U.S. government agencies involved in strengthening the ministry,
most notably the U.S. Department of Agriculture. For exampie, while USAID’s program on
agricultural research and extension was the only program designated to provide
performance data on improving Afghan government agricultural and extension services, the
U.S. Department of Agriculture also had a program focused on the same goal. Failure to
consider all agencies’ efforts in this area ran counter to USAID's guidance on performance
management, which recognizes that, while individual projects and activities produce specific

outcomes, it takes the combined effect of several projects to produce a sustainable impact.

35 SIGAR Audit 11-08, Afghanistan’s National Solidarity Program Has Reached Thousands of Afghan
Communities, but Faces Challenges that Could Limit Outcomes, March 2011,

38 SIGAR Audit 12-01, Actions Needed to Better Assess and Coordinate Capacity-Building Efforts at the Ministry
of Agriculture, irrigation, and Livestock, October 2011.
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USAID is certainly not alone in its tendency to emphasize outputs over outcomes. Outputs
are easier to measure and, therefore, present an expedient way to justify program
expenditures. But, they offer littile meaningful information about whether a program is

working and worth the investment to begin with.

The importance of performance measurement was underscored most notably in
correspondence between SIGAR and USAID and the Departments of State and Defense last
year. In March 2013, SIGAR asked each of these three agencies to provide SIGAR with
information on what each considered to be the 10 most and 10 least successful of its
projects or programs for the reconstruction of Afghanistan, supplemented with explanations
of selection and evaluation criteria for the choices.3? Unfortunately, while each agency
provided anecdotes of what it deemed successful programs and cited general
improvements within Afghanistan related to heaith, education, and other important areas,
none could show how any of its programs had directly contributed to these positive

outcomes.

For example, in its joint response letter to SIGAR, USAID and the Department of State noted
that the proportion of the Afghan population within an hour’s walk of a heaith care facility
has risen from 9 percent in 2001 to more than 60 percent today. This statistic is, indeed,
impressive. However, it is not clear to what extent, if any, USAID and the State Department's
efforts contributed to this improvement. Afghanistan has been siowly urbanizing for
decades, with estimates of 4.7 percent annual growth in urban populations in the 2010-
2015 period. So some part of the observed increase in the one hour’s walk parameter
simply refiects a demographic trend. Moreover, the indicator may also reflect the presence
of more direct or better-surfaced roads and paths, rather than programs to build health care
facilities. It simply is not clear and never will be without more robust performance

measurement,

37 See “SIGAR Asks State Department, Defense Department, and USAID to Identify 10 Best and 10 Worst
Projects in Afghanistan; Request Will improve Evaiuation of Afghan Reconstruction Efforts,” April 1, 2013;
“SIGAR Receives State Department-USAID and Department of Defense Response to inquiry Requesting Lists of
10 Best and 10 Worst Reconstruction Projects in Afghanistan,” June 24, 2013; and “SIGAR Response to State
Department-USAID and Department of Defense List of 10 Best and 10 Worst Reconstruction Projects in
Afghanistan,” July 5, 2013. SiGAR News Releases, www.sigar.mil.
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Conclusion

Implementing, managing, and overseeing reconstruction programs in Afghanistan is
uniquely challenging. No government and no agency will do it perfectly. in many ways, USAID
has made substantiat progress since it began its efforts following the U.S. military’s invasion
in 2001. However, there are additional steps that USAID can take to strengthen its
reconstruction programs. It can incorporate more realistic expectations of the Afghan
government’s ability to afford the costs of operating and sustaining projects into individual
project plans. it can be bolder in holding Afghan ministries accountable for addressing
severe problems as a condition for receiving direct assistance.38 It can engage in more
robust financial oversight of its reconstruction regime. it can experiment with more
meaningful outcome measures. And it can be more forthright in providing complete
information to both Congress and the American people about its reconstruction activities in

Afghanistan. s

But, it is not up to USAID, alone, to bring greater integrity to the U.S. government’s
reconstruction effort in Afghanistan. Congress, too, has a role to play. It can continue to ask
the tough questions that this committee is asking today, and it can help articulate for USAID
and other agencies charged with rebuilding Afghanistan what it is that the U.S. government

hopes to achieve in Afghanistan in the years to come.

38Although USAID has withheld some funding due to the Afghan government’s faijlure to meet certain
conditions, such as withholding $30 million from the Afghan Reconstruction Trust Fund (ARTF) due to
inadequate progress on meeting certain Tokyo Mutua!l Accountability Framework benchmarks, these amounts
are small, compared to the $16.7 biltion in Economic Support Fund monies committed for Afghanistan
reconstruction.

39 SIGAR has reported that USAID and the State Department did not fully disclose to Congress the risks
associated with providing direct assistance to the Afghan ministries. For example, while USAID notified
Congress in November 2012 that, with the “successful implementation” of risk mitigation strategies, the
Afghan ministries were qualified to manage direct assistance funds, it did not disciose the full extent of the
risks identified at each of the ministries or that over 90 percent of the mitigating measures identified in the
risk reviews had not been implemented. See SIGAR 14-32-AR, pp. 14-16 for further discussion.
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Finally, SIGAR can continue to provide strong oversight and, most importantly, constructive
recommendations for protecting U.S. taxpayer funds and improving the effectiveness and

efficiency of the reconstruction effort.

Thank you for the opportunity to testify today. | look forward to answering your questions.
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Appendix | - SIGAR, GAO, and USAID OIG Reports on USAID’s Reconstruction
Efforts in Afghanistan

SIGAR

Performance Audits

1. “Direct Assistance: USAID Has Taken Positive Action to Assess Afghan Ministries’
Ability to Manage Donor Funds, but Concerns Remain,” Audit Report 14-32, January
2014.

2. “Afghanistan's Banking Sector: The Central Bank's Capacity to Regulate Commercial
Banks Remains Weak,” Audit Report 14-16, January 2014.

3. “Health Services in Afghanistan: USAID Continues Providing Miilions of Dollars to the
Ministry of Public Heaith despite the Risk of Misuse of Funds,” Audit Report 13-17,
September 2013.

4, “Stability in Key Areas (SIKA) Programs: After 16 Months and $47 Million Spent,
USAID Had Not Met Essential Program Objectives,” Audit Report 13-16, July 2013.

5. “Afghanistan Public Protection Force: Concerns Remain about Force's Capabilities
and Costs,” Audit Report 13-15, July 2013

6. *“Contracting with the Enemy: State and USAID Need Stronger Authority to Terminate
Contracts When Enemy Affiliations Are Identified,” Audit Report 13-14, July 2013.

7. “Health Services in Afghanistan: Two New USAID Funded Hospitals May Not Be
Sustainable and Existing Hospitals Are Facing Shortages in Some Key Medical
Positions,” Audit Report 13-9, April 2013.

8. “Taxes: Afghan Government Has Levied Nearly a Billion Dollars in Business Taxes on
Contractors Supporting U.S. Government Efforts in Afghanistan,” Audit Report 13-8,
May 2013.

9. “Afghanistan’s National Power Utility: Commercialization Efforts Challenged by
Expiring Subsidy and Poor USFOR-A and USAID Project Management,” Audit Report
13-7, Aprit 2013.

10. “Afghanistan’s National Power Utility: $12.8 Million in DoD-Purchased Equipment Sits
Unused, and USAID Paid a Contractor for Work Not Done,” Audit Report 13-2, December
2012,

11.“Fiscal Year 2011 Afghanistan Infrastructure Fund Projects Are behind Schedule and
Lack Adequate Sustainment Plans,” Audit Report 12-12, July 2012.
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12.“Progress Made Toward Increased Stability under USAID's Afghanistan Stabilization
Initiative-East Program but Transition to Long Term Development Efforts Not Yet
Achieved,” Audit Report 12-11, June 2012.

13.“Increases in Security Costs Are Likely under the Afghan Public Protection Force;
USAID Needs to Monitor Costs and Ensure Unlicensed Security Providers Are Not
Used,” Audit Report 12-10, June 2012.

14.“USAID Has Disbursed $9.5 Biilion for Reconstruction and Funded Some Financial
Audits as Required, But Many Audits Face Significant Delays, Accountability
Limitations, and Lack of Resources,” Audit Report 12-09, April 2012.

15. “USAID Spent Aimost $400 Million on an Afghan Stabilization Project despite
Uncertain Results, but Has Taken Steps to Better Assess Similar Efforts,” Audit
Report 12-08, April 2012.

16. “Afghan First Initiative Has Placed Work with Afghan Companies, but Is Affected by
Inconsistent Contract Solicitation and Vetting, and Employment Data Is Limited,”
Audit Report 12-06, January 2012.

17.“Actions Needed to Better Assess and Coordinate Capacity-Building Efforts at the
Ministry of Agriculture, Irrigation, and Livestock,” Audit Report 12-01, October 2011.

18.“The World Bank and the Afghan Government Have Established Mechanisms to
Monitor and Account for Funds Contributed to the Afghanistan Reconstruction Trust
Fund, but Some Limitations and Challenges Should Be Addressed,” Audit Report 11-
14, July 2011.

19.“Limited Interagency Coordination and Insufficient Controls over U.S. Funds in
Afghanistan Hamper U.S. Efforts to Develop the Afghan Financiat Sector and
Safeguard U.S. Cash,” Audit Report 11-13, July 2011.

20.“USAID's Kabul Community Development Program Largely Met the Agreement's
Terms, but Progress Toward Long-Term Goals Needs to be Better Tracked,” Audit
Report 11-11, June 2011.

21.“Afghanistan’s National Solidarity Program Has Reached Thousands of Afghan
Communities, but Faces Chalienges that Could Limit Outcomes,” Audit Report 11-08,
March 2011.

22.“Actions Needed to Mitigate Inconsistencies in and Lack of Safeguards over U.S.
Salary Support to Afghan Government Employees and Technical Advisors,” Audit
Report 11-05, October 2010.

23.“Weakness in Reporting and Coordination of Development Assistance and Lack of
Provincial Capacity Pose Risks to U.S. Strategy in Nangarhar Province,” Audit Report
11-01, October 2010.
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24.“Greater Coordination Needed in Meeting Congressional Directives To Address and
Report on the Needs of Afghan Women and Girls,” Audit Report 10-13, July 2010.

25.“Afghanistan's Control and Audit Office Requires Operational and Budgetary independence,
Enhanced Authority, and Focused International Assistance to Effectively Prevent and Detect
Corruption,” Audit Report 10-08

26.“Contract Delays Led to Cost Overruns for the Kabui Power Piant and Sustainability
Remains a Key Challenge,” Audit Report 10-06, January 2010.

27.“Afghanistan Energy Supply has increased but an Updated Master Plan is Needed
and Delays and Sustainability Concerns Remain,” Audit Report 10-04, January 2010.

28.“Afghanistan's High Office of Oversight Needs Significantly Strengthened Authority,
Independence, and Donor Support to Become an Effective Anti-Corruption
Institution,” Audit Report 10-02, December 2009.

29."“Strategy and Resources Needed to Sustain Afghan Electoral Capacity,” Audit Report
09-06, September 2009.

30.“A Better Management Information System Is Needed to Promote Information
Sharing, Effective Planning, and Coordination of Afghanistan Reconstruction
Activities,” Audit Report 09-03, July 2009.

Inspections
1. “Balkh Education Facility: Building Remains Unfinished and Unsafe to Occupy after
Nearly 5 Years,” Inspection Report 14-24, January 2014.

2. “Gardez Hospital: After almost 2 Years, Construction Not Yet Completed because of
Poor Contractor Performance, and Overpayments to the Contractor Need to Be
Addressed by USAID,” Inspection Report 14-6, October 2013.

Financial Audits
1. “USAID’s Strategic Provincial Roads Program: Audit of Costs Incurred by International
Relief and Development, Inc.,” Financial Audit Report 14-39, February 2014.

2. “USAID’s Health Service Support Project: Audit of Costs Incurred by Jhpiego
Corporation,” Financial Audit Report 14-34, February 2014.

3. “USAID’s Food Insecurity Response for Urban Populations Program: Audit of Costs
Incurred by CARE international,” Financial Audit Report 14-29, January 2014,

4. “USAID’s Food Insecurity Response for Urban Populations Program: Audit of Costs
Incurred by World Vision, Inc.,” Financial Audit Report 14-23, January 2014.

5. “USAID’s Community Development Program: Audit of Costs Incurred by Central Asia
Development Group, Inc.,” Financial Audit Report 14-20, January 2014.
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6. “USAID’s Community Development Program: Audit of Costs Incurred by Mercy Corps
,” Financial Audit Report 14-19, January 2014.

7. “USAID’s Initiative to Promote Afghan Civil Society Project: Audit of Costs incurred by
Counterpart International, Inc.,” Financial Audit Report 14-15, January 2014.

8. “USAID's Rural Finance and Cooperative Development Project: Audit of Costs
Incurred by World Council of Credit Unions, iInc.,” Financial Audit Report 14-14,
December 2013.

9. “USAID’s Alternative Livelihoods Program~Eastern Region: Audit of Costs Incurred by
Development Alternatives, inc.,” Financial Audit Report 13-10, July 2013.

10.“USAID’s Alternative Development Project South/West: Audit of Costs Incurred by
Tetra Tech ARD SIGAR Financial,” Financial Audit Report 13-9, July 2013.

11.“USAID's Human Resources and Logistical Support Program: Audit of Costs Incurred
by International Relief and Development, Inc.,” Financial Audit Report 13-8, July
2013.

12.“USAID’s Program to Support the Loya Jirga and Election Process in Afghanistan:
Audit of Costs Incurred by The Asia Foundation,” Financial Audit Report 13-5, June
2013.

13.“USAID’s Technical Support to the Central and Provincial Ministry of Public Health
Project: Audit of Costs Incurred by Management Sciences for Health,” Financial Audit
Report 13-4, June 2013.

14.“Audit of Costs Incurred by Futures Group International, LLC in Support of USAID's
Project for Expanding Access to Private Sector Health Products and Services in
Afghanistan ,” Financial Audit Report 13-3, June 2013.

15.“Audit of Costs incurred by Cardno Emerging Markets Group, LTD. in Support of
USAID’s Afghanistan State- Owned Enterprises Privatization, Excess Land
Privatization, and Land Titling Project ,” Financial Audit Report 13-2, June 2013.

16."Audit of Costs Incurred by Chemonics International, Inc. in Support of USAID's
Alternative Livelihoods Program - Southern Region,” Financial Audit Report 13-1,
June 2013.
Special Projects
1. “Inquiry Letter: Kajaki Unit 2 Project,” Special Project 14-40, March 2014,

2. “Geospatial Fact Sheet: Oversight Access for Selected U.S. Army Corps of Engineers
Projects and the Kajaki Dam Project,” Special Project 14-28, January 2014,

3. “USAID Assistance to Afghanistan Reconstruction: $13.3 Biltion Obligated Between
2002 and 2013,” Special Project 14-27, January 2014.
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“Kajaki Dam Direct Assistance-Qversight Provisions,” Special Project Alert Letter,
December 2013.

“Oversight Access Inquiry Letter to Department of Defense, Department of State and
U.S. Agency for International Development,” Special Project 14-4, October 2013.

“U.S. Anti-Corruption Efforts: A Strategic Plan and Mechanisms To Track Progress Are
Needed In Fighting Corruption in Afghanistan,” Special Project 13-9, September
2013.

“SIGAR Alert Letter warns of serious problems caused by failure of prime contractors
to pay Afghan subcontractors,” Special Project 13-4, June 2013.

USAID 0iG

Audits

. “Audit of USAID/Afghanistan's Financial Access for Investing in the Development

of Afghanistan Project ,” Audit Report F-306-14-002-P, March 2014.

. “Audit of USAID/Afghanistan's Management Controis Over Overtime

Compensation,” Audit Report F-306-14-001-P, March 2014.

. “Audit of USAID/Afghanistan's Kandahar Helmand Power Project,” Audit Report F-

306-13-001-P, September 2013.

. “Audit of USAID/Afghanistan's Use of Third-Country National Employees,” Audit

Report F-306-13-002-P, August 2013.

. “Audit of USAID/Afghanistan's Incentives Driving Economic Alternatives for the

North, East, and West Program,” Audit Report F-306-12-004-P, June 2012.

. “Audit of USAID/Afghanistan’s Internal Controls in the Administration of the

involuntary Separate Maintenance Allowance,” Audit Report F-306-12-003-P,
June 2012.

. “Audit of USAID/Afghanistan's Skills Training For Afghan Youth Project,” Audit

Report F-306-12-002-P, February 2012.

. “Audit of USAID/Afghanistan's Afghanistan Stabilization Initiative For the Southern

Region,” Audit Report F-306-12-001-P, November 2011.

. “Audit of USAID/Afghanistan's On-budget Funding Assistance to the Ministry of

Public Health in Support of the Partnership Contracts for Health Services
Program,” Audit Report F-306-11-004-P, September 2011.
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10.“Audit of USAID/Afghanistan's Support to The Electoral Process (STEP) and
Support for increased Electoral Participation In Afghanistan (IEP) Programs,” Audit
Report F-306-11-003-P, June 2011.

11.“Audit of USAID/Afghanistan's Construction of Health and Education Facilities
Program,” Audit Report F-306-11-002-P, March 2011.

12.“Audit of USAID/Afghanistan’s Agricuiture, Water, and Technology Transfer
{AWATT) Program,” Audit Report F-306-11-001-P, February 2011.

13.“Audit of USAID/Afghanistan's Support to the American University of Afghanistan,”
Audit Report 5-306-11-002-P, November 2010.

14.“Audit of USAID/Afghanistan's Partnership for Advancing Community-Based
Education in Afghanistan (PACE-A) Program,” Audit Report 5-306-11-001-P,
October 2010.

15.“Audit of USAID/Afghanistan’s Alternative Development Program Expansion-South
West,” Audit Report 5-306-10-011-P, July 2010.

16.“Audit of USAID/Afghanistan's Oversight of Private Security Contractors in
Afghanistan,” Audit Report 5-306-10-009-P, May 2010.

17.“Audit of USAID/Afghanistan's Afghanistan Vouchers for increased Productive
Agriculture {AVIPA) Program,” Audit Report 5-306-10-008-P, April 2010.

18.“Audit of USAID/Afghanistan's Human Resources and Logistical Support
Program,” Audit Report 5-306-10-007-P, March 2010.

19.“Audit of USAID/Afghanistan's Building Education Support Systems for Teachers
Project,” Audit Report 5-306-10-006-P, January 2010.

20."Audit of USAID/Afghanistan's Afghan Civilian Assistance Program,” Audit Report
5-306-10-004-P, December 2009.

21.“Audit of USAID/Afghanistan's Power Sector Activities Under Its Afghanistan
Infrastructure Rehabilitation Program,” Audit Report 5-306-10-002-P, November
20089.

22.“Audit of USAID/Afghanistan's Land Titling and Economic Restructuring in
Afghanistan Project,” Audit Report 5-306-09-004-P, June 2009.

23.“Audit of USAID/Afghanistan's Local Governance and Community Development
Project in Southern and Eastern Regions of Afghanistan,” Audit Report 5-306-09-
003-P, May 2009.

24.“Audit of USAID/Afghanistan's Higher Education Project,” Audit Report 5-306-09-
002-p, December 2008.

SIGAR 14-46-TY Page 32



53

25.“Audit of USAID/Afghanistan's Capacity Development Program,” Audit Report 5-
306-08-012-P, September 2008.

26.“Audit of USAID/Afghanistan's Accelerating Sustainable Agriculture Program,”
Audit Report 5-306-08-009-P, August 2008.

27.“Audit of USAID/Afghanistan's Small and Medium Enterprise Development
Activity,” Audit Report 5-306-08-006-P, June 2008.

28.“Audit of USAID/Afghanistan's Alternative Development Program Southern,” Audit
Report 5-306-08-003-P, March 2008.

29.“Audit of USAID/Afghanistan's Agriculture, Rural investment and Enterprise
Strengthening Program,” Audit Report 5-306-08-001-P, January 2008.

30."Audit of Selected Follow-On Activities Under USAID/Afghanistan's Economic
Program,” Audit Report 5-306-07-009-P, August 2007.

31.“Audit of USAID/Afghanistan's Urban Water and Sanitation Program,” Audit
Report 5-306-07-006-P, June 2007.

32. “Audit of Critical Power Sector Activities Under USAID/Afghanistan’s Rehabilitatior
of Economic Facilities and Services (REFS) Program,” Audit Report 5-306-07-004-
P, May 2007.

33.“Audit of USAID/Afghanistan’s Alternative Livelihoods Program-Eastern Region,”
Audit Report 5-306-07-002-P, February 2007.

34."Audit of USAID/Afghanistan's School and Heaith Clinic Reconstruction Activities,”
Audit Report 5-306-06-008-P, August 2006.

35.“Audit of USAID/Afghanistan’s Rural Expansion of Afghanistan's Community-
Based Healthcare (REACH) Program,” Audit Report 5-306-06-007-P, August
2006.

36.“Audit of USAID/Afghanistan's Reconstruction of the Kandahar-Herat Highway
Under the Rehabilitation of Economic Facilities and Services Program,” Audit
Report 5-306-06-005-P, May 2006.

37.“Audit of USAID/Afghanistan's Rebuilding Agricultural Markets Program,” Audit
Report 5-306-06-002-P, March 2006.

38.“Audit of USAID/Afghanistan's Cashiering Operations,” Audit Report 5-306-06-
001-P, January 20086.

39.“Audit of Funds Earmarked by Congress to Provide Assistance for Displaced
Persons in Afghanistan,” Audit Report 9-306-06-004-P, December 2005.
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40.“Audit of USAID/Afghanistan's Primary Education Program,” Audit Report 5-306-
05-005-P, April 2005.

41.“Audit of USAID/Afghanistan's School and Clinic Reconstruction Program,” Audit
Report 5-306-05-003-P, March 2005.

42.“Audit of the Kabul to Kandahar Highway Reconstruction Activities Financed by
USAID/Afghanistan's Rehabilitation of Economic Facilities and Services Program,”
Audit Report 5-306-04-006-P, September 2004.

43.“Audit of the Sustainable Economic Policy and Institutional Reform Support
Program at USAID/Afghanistan,” Audit Report 5-306-04-005-P, August 2004.

“Review of USAID/Afghanistan's Electoral Assistance Program,” Review F-306-14-
001-S, February 2014,

. “USAID/Afghanistan’s Performance Based Governors’ Fund,” Review F-306-13-001-

S, October 2012.

. “Review of USAID/Afghanistan’s Monitoring and Evaluation System,” Review F-306-

12-002-S, September 2012.

. “Review of Responses to Internal Audit Findings on the Local Governance and

Community Development Project,” Review F-306-12-001-S, December 2011.

. “Review of USAID/Afghanistan’s Afghan Civilian Assistance Program,” Review F-306-

11-005-S, August 2011.

“Review of USAID/Afghanistan's Portion of the Embassy Air Program,” Review F-306-
11-004-S, June 2011.

. “Review of USAID/Afghanistan's Bank Supervision Assistance Activities and the Kabul

Bank Crisis,” Review F-306-11-003-S, March 2011.

“Review of Cash Disbursement Practices Employed by Selected USAID/Afghanistan
Contractors and Grantees,” Review F-306-11-002-S, March 2011.

“Review of USAID/Afghanistan’s Ministerial Assessment Process,” Review F-306-11-
001-S, November 2010.

10.“Review of Security Costs Charged to USAID Projects in Afghanistan,” Review 5-306-

10-002-S, September 2010.

11.“Review of School and Heaith Clinic Buildings Completed Under the Schools and

Clinics Construction and Refurbishment Program,” Review 5-306-10-002-0, june
2010.
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. “Afghanistan: Key Oversight Issues for USAID Development Efforts,” GAO-14-448T,

March 2014.

. “Contingency Contracting: State and USAID Made Progress Assessing and

Implementing Changes, but Further Actions Needed,” GAO-14-229, February 2014.

. “Contingency Contracting: State and USAID Made Progress Assessing and

Implementing Changes, but Further Actions Needed,” GAO-14-229, February 2014.

. “Afghanistan Development: Agencies Could Benefit from a Shared and More

Comprehensive Database on U.S. Efforts,” GAO-13-34, December 2012.

. “Iraq and Afghanistan: Agencies Are Taking Steps to improve Data on Contracting but

Need to Standardize Reporting,” GAO-12-977R, September 2012.

. “Contingency Contracting: Agency Actions to Address Recommendations by the

Commission on Wartime Contracting in Iraq and Afghanistan,” GAO-12-854R, August
2012.

. “Afghanistan: USAID Oversight of Assistance Funds and Programs,” GAO-12-802T,

June 2012.

. “Afghanistan Governance: Performance-Data Gaps Hinder Overall Assessment of U.S.

Efforts to Build Financial Management Capacity,” GAO-11-907, September 2011.

. “lraq and Afghanistan: DOD, State, and USAID Cannot Fully Account for Contracts,

Assistance instruments, and Associated Personnel,” GAQ-11-886, September 2011.

10.“Afghanistan: Actions Needed to Improve Accountability of U.S. Assistance to

Afghanistan Government,” GAO-11-7 10, July 2011.

11. “Afghanistan: U.S. Efforts to Vet Non-U.S. Vendors Need Improvement,” GAO-11-355,

June 2011.

12.*Operational Contract Support: Actions Needed to Address Contract Oversight and

Vetting of Non-U.S. Vendors in Afghanistan,” GAC-11-771T, June 2011.

13.“Contingency Contracting: Observations on Actions Needed to Address Systemic

Challenges,” GAO-11-580, April 2011.

14.“Afghanistan Development: U.S. Efforts to Support Afghan Water Sector Increasing,

but Improvements Needed in Planning and Coordination,” GAO-11-138, November
2010.
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15.“lrag and Afghanistan: DOD, State, and USAID Face Continued Challenges in
Tracking Contracts, Assistance instruments, and Associated Personnel,” GAO-11-1,
October 2010.

16.“Afghanistan Development: USAID Continues to Face Chailenges in Managing and
Overseeing U.S. Development Assistance Programs,” GAO-10-932T, July 2010.

17.“Afghanistan Development: Enhancements to Performance Management and
Evaluation Efforts Could Improve USAID's Agricultural Programs,” GAO-10-368, July
2010.

18.“Contingency Contracting: Improvements Needed in Management of Contractors
Supporting Contract and Grant Administration in Irag and Afghanistan,” GAO-10-357,
April 2010.

19.“Iraq and Afghanistan: Agencies Face Challenges in Tracking Contracts, Grants,
Cooperative Agreements, and Associated Personnel,” GAO-10-509T, March 2010.

20.“Contingency Contracting: Further improvements Needed in Agency Tracking of
Contractor Personnel and Contracts in Irag and Afghanistan,” GAO-10-187,
November 2009.

21.“Contingency Contracting: DOD, State, and USAID Continue to Face Challenges in
Tracking Contractor Personnel and Contracts in iraq and Afghanistan,” GAO-10-1,
October 2009.

22.“Military Operations: Actions Needed to Improve Oversight and Interagency
Coordination for the Commander's Emergency Response Program in Afghanistan,”
GAO-09-615, May 2009.

23.“Contingency Contracting: DOD, State, and USAID Are Taking Actions to Track
Contracts and Contractor Personnel in iraq and Afghanistan,” GAQ-09-538T, April
2009.

24 . “Afghanistan: U.S.- and Internationally-Funded Roads (GAO-09-626SP), an E-
supplement to GAO-09-473SP,” GAO-09-626SP, April 2009.

25.“International Affairs: Provincial Reconstruction Teams in Afghanistan and iraq,” GAO-
09-86R, October 2008.

26.“Afghanistan Reconstruction: Progress Made in Constructing Roads, but
Assessments for Determining Impact and a Sustainable Maintenance Program Are
Needed,” GAO-08-689, July 2008.

27.“Securing, Stabilizing, and Reconstructing Afghanistan: Key Issues for Congressional
Oversight,” GAO-07-801SP, May 2007.

28.“Afghanistan Drug Control: Despite improved Efforts, Deteriorating Security
Threatens Success of U.S. Goals,” GAO-07-78, November 2006.
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29.“Afghanistan Reconstruction: Despite Some Progress, Deteriorating Security and
Other Obstacles Continue to Threaten Achievement of U.S. Goals,” GAQ-05-742, July
2005.

30."Afghanistan Reconstruction: Deteriorating Security and Limited Resources Have
Impeded Progress; Improvements in U.S. Strategy Needed,” GA0-04-403, June 2004.
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John F. Sopko was sworn in as Special
Inspector General for Afghanistan
Reconstruction on July 2, 2012. Mr.
Sopko, appointed to the post by
President Obama, has more than 30
years of experience in oversight and
investigations as a prosecutor, con-
gressional counsel and senior federal
government advisor.

Mr. Sopko came to SIGAR from Akin
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Mr. CHAFFETZ. Thank you.

I will now recognize myself for five minutes.

Mr. Sampler, on November 2nd, 2012, USAID Administrator
Shaw approved a memo which waived USAID’s requirements for
Afghanistan to meet USAID’s internal risk measures before it
could be eligible for direct assistance. Why the need to waive the
requirements?

Mr. SAMPLER. Thank you for the question, Mr. Chairman, and al-
lowing me to clear this up. Our internal mechanisms are indeed
rigorous. I appreciate the recognition of that fact.

The regulations we are referring to here are ADS 220. It was
written as a single unified package of regulations. It consists of two
stages. Stage one is a rapid assessment that is done and includes
a number of very high level indicators.

Mr. CHAFFETZ. Well, I know what it is and our time is short. I
want to know why it was waived.

Mr. SAMPLER. Because the government-to-government engage-
ment in Afghanistan predated the creation of ADS 220. And ADS
220 was created in part based on lessons learned in Afghanistan.

Mr. CHAFFETZ. So let me ask you, well, it seems like the over-
sight requirements got less, not more rigorous. So Mr. Sopko, what
do you see in this situation?

Mr. SopPko. We are concerned that they did waive those internal
controls. But we thought they were very good internal controls.

We actually are concerned for two reasons. Number one, as you
said, Mr. Chairman, rather than them being more stringent, we are
now less stringent. Number two, this was a tremendous oppor-
tunity that we wasted, or I should say AID did. This was a tremen-
dous opportunity to really follow through with conditionality before
we started the direct assistance. We could have required them to
comply with those internal controls. We could have required the Af-
ghans to comply with those 333 recommendations by AID to fix in-
ternal problems. It didn’t.

Mr. CHAFFETZ. Your office, Mr. Sopko, issued a report on this as-
sessment. There were 333 recommended risk mitigation measures.
USAID only required the implementation of 24 of those. And when
I asked Mr. Sampler at our last hearing about this, and Mr. Sam-
pler, your response was that the finding was “true but inaccurate”
and I gave you an opportunity to respond. I would like to give Mr.
Sopko an opportunity to provide his perspective on this.

Mr. SopPKo. I believe our statement is not only true, it was accu-
rate. I think Mr. Sampler seems to think that because the funds
are what he calls projectized, USAID only needs to address specific
problems that it deems to be directly related to each project.
USAID has got this wrong. The types of problems uncovered in the
risk assessments will likely affect every project.

Let me describe for you some of the findings from USAID’s risk
assessments. And I know you have some of them here. If you look
at the one for the Ministry of Mines, funds being used for unin-
tended purposes, that risk is being ignored. Paying higher prices
for commodities and services to finance kickbacks and bribes, that
is being ignored. Collusion to skirt liquid assets, such as cash, that
is being ignored in the Ministry of Mines and Petroleum.
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The Ministry of Public Health, of which none of the recommenda-
tions were implemented by Mr. Sampler and USAID, the first one
is diverting government resources for unintended purposes. That
was ignored. Waste, fraud and system abuse may go undetected,
that was ignored. Losing vital data and information, that was ig-
nored. Manipulation of accounting information after approval and
posting to hide illegal actions, that was ignored. Misappropriation
of cash arising from payment of salaries in cash, that was ignored.

Mr. Chairman, I could go through ministry after ministry. These
also were the documents as far as I know were not provided to this
committee in any form until we provided it to them this week.
These we believe were very significant.

The problem is, the reforms they have set up, the plan for re-
forms they have set up deal with external issues. They don’t really
deal with these basic, inherent problems in each of the ministries.
I am happy to walk through what we have found in the Ministry
of Public Health when the time allows.

Mr. CHAFFETZ. Mr. Sampler?

Mr. SAMPLER. Thank you. Where to begin. Nothing was ignored.
Again, as the Special Inspector General has pointed out, these were
our risk assessments that were done by our mission at our request
and for our use.

Mr. CHAFFETZ. This idea that you only had to implement 24 of
the 333, is that accurate or inaccurate?

Mr. SAMPLER. Over time, they will all be addressed. But to begin
a project, we only addressed the ones that were necessary to safe-
guard taxpayer resources on that project.

Mr. CHAFFETZ. So there were more than 300 that you didn’t
think were important here? The problem is, you give a waiver on
the front side of it, then we go back and do an assessment, you ig-
nore more than 300 of them. The Special Inspector General comes
in to look at it, an independent third party having a look at it and
says, this is a huge fundamental problem. We have billions of dol-
lars going out the door. And you say, well, we will address it down
the road. Meanwhile, we have spent over $100 billion there and
don’t see the results we should probably get for that money.

Mr. SAMPLER. And Congressman, we haven’t spent $100 billion
going out the door on these programs.

Mr. CHAFFETZ. We have between what USAID and the Depart-
ment of Defense has done, yes, we have, and other agencies as
well.

Mr. SAMPLER. The programs that the Special Inspector General
has cited are very specific programs with very specific ministries.
And not a dollar flows to any of those accounts until safeguards are
in place that are adequate to that.

Mr. CHAFFETZ. Let’s just take that statement. Mr. Sopko, what
is your assessment of that?

Mr. Sopko. Unfortunately I have to disagree. And I know my
time is short. But I would like to talk about how the money flows
to the Ministry of Public Health.

Mr. CHAFFETZ. Please. In agreement here with Mr. Tierney, go
ahead and let’s walk through this and then I will turn the time to
Mr. Tierney.
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Mr. Sopko. I think we have given you smaller charts, and I
apologize, that is kind of small, it is hard to read. Comparing the
different.

Mr. CHAFFETZ. The graphics on those maybe that are watching
on television, which one are you going to go to first?

Mr. SopPko. I am looking at the PCH payment chart.

Mr. CHAFFETZ. That is what is up on the screen.

Mr. SoPkO. The one to the right. That is the smaller one. We
couldn’t afford the big chart.

[Laughter.]

Mr. SoPKO. That shows how the money flows. And part of it is
the explanation given that no money actually goes to the Afghan
ministries. Well, this is how the money flows. This is based upon
our audits of the Ministry of Public Health and our criminal inves-
tigation that is ongoing right now.

So let’s not quibble over whether funds don’t go or do go to the
government. The important question is the risk here. As you can
see from the chart, the Ministry of Public Health, up at the top,
GCMU requests money from USAID. The Ministry of Public Health
and the GCMU unit, that is their internal control unit that they
are very proud of, submits a payment request to USAID every 45
days.

Now, the problem is, there is no support for those advances.
MOPH and GCMU does not provide any supporting documentation
to USAID when it requests the advance in money. And again, just
looking at that chart, we are talking about big sums of money.
From 2008 to 2014, that is $236 million. And they are planning to
spend $435 million. That is the estimate from 2014 and beyond.

Then we go to MOPH and GCMU invoices, and what we found
in our criminal investigation could well be bogus. Although the
NGOs submit invoices and other supporting documentation to
MOPH and GCMU, Ernst and Young, the accounting firm that AID
hired, said that the MOPH does not have a strong monitoring capa-
bility. Ernst and Young also found that the Ministry of Public
Health’s internal audits are a critical area that needs improve-
ment.

Now, to show how bad things are, USAID has implemented a
process for reconciling expenditures, not only in MOPH, but all of
the ministries are giving direct assistance. The results of that in-
ternal investigation, that internal review, that they are holding you
out, as protecting the U.S. taxpayer dollar. They uncovered a total
of $77 in unexplained funds.

Now, I don’t know if Afghanistan is the most honest country in
the world. But I know we do our own financial audits on U.S. firms
working in there. And we have identified millions of dollars in
funds that are suspicious. So I just throw that out in consideration
for how adequate those reviews are done.

The money then flows from USAID to a U.S. disbursing office,
which sends funds to Afghanistan Central Bank. There we are, an
Afghan ministry, that is the Afghan Central Bank. The account is
jointly held by the Ministry of Finance, another Afghan ministry,
and the Ministry of Public Health. And then the Afghan govern-
ment pays the NGO.
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The Afghan Ministry of Finance uses the special account to pay
the NGOs based on information provided by the Afghan Ministry
of Public Health. Now, admittedly, USAID has the ability to mon-
itor that. That is great. The problem is you are dealing with min-
istries that their own internal auditors said manipulate documents.

So on the one hand, the lower part of the chart, that is the
money going from AID, the U.S. disbursement office, to the Afghan-
istan bank, that is probably pretty safe. Our problem is the upper
part of the chart and what eventually happens with the money
once we give it to the ministries.

Now, we have been doing a criminal investigation that we can’t
really discuss in great detail. But we have witnesses who have
worked in their internal unit who indicate that fraudulent invoices
are being used for closed health facilities, fraud is centered around
rental vehicles that aren’t being used properly, that GCMU officials
are soliciting bribes from NGOs and they are purchasing goods
from Iran with U.S. funding.

The witnesses we are talking to have first-hand knowledge. They
were inside the ministry. And a key witness who has met with my
head of investigations, a career FBI man I met almost 30 years
ago, and my deputy IG, who had 38 years of experience, all believe
the allegations are credible.

But what they show are weak points if we don’t really fix the
problem. Thank you.

Mr. CHAFFETZ. Thank you. I now recognize the gentleman from
Massachusetts, Mr. Tierney.

Mr. TiERNEY. Thank you.

Mr. Sampler, I want to start back at the very basic part of this.
Can you articulate for us here, the committee, the United States
nati(‘)?nal security interest in the amount of aid going to Afghani-
stan?

Mr. SAMPLER. Certainly. I can speak specifically to USAID’s
amount of aid going to Afghanistan.

Mr. TIERNEY. I want you to speak to the national interest. What
is our national security interest in that aid going to Afghanistan?

Mr. SAMPLER. We have invested 12 years in blood and treasure
to make sure that there will never be another attack on U.S. soil
from Afghanistan. Rather than perpetually police a foreign state,
it is in our best interest to make sure that Afghanistan has both
the wherewithal, the political will and the capacity to police itself.

Mr. TIERNEY. Back that up. So one rationale, you are saying, is
we have invested 12 years, and that is one of our national security
interests to protect with that investment?

Mr. SAMPLER. Correct.

Mr. TIERNEY. And then you went on to say, what was the rest
of that?

Mr. SAMPLER. Rather than continue to have to police the terri-
tory of Afghanistan, it would be better if we stood up a government
that could do that itself.

Mr. TIERNEY. So what would we be policing the territory of Af-
ghanistan for?

Mr. SAMPLER. We won’t.

Mr. TIERNEY. But if we didn’t do this, what would be being forced
to police them for?
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Mr. SAMPLER. Congressman, Afghanistan is a place where it is
incredibly difficult to detect and prevent organizations from setting
up training camps.

Mr. TiERNEY. Would that be similar to Yemen and Somalia and
Sudan, Djibouti?

Mr. SAMPLER. I have been to Yemen. The others I have not. The
difference in Yemen, in my experience, is that the population of
Yemen is spread out so much that no, there are not the same num-
bers of ungoverned spaces, desolate places where people just don’t
go. And you can get away with setting up base camps and training
camps.

But certainly in principle, it would be similar to those locations.

Mr. TiErRNEY. All right, I think that is the first base question we
have to ask here, is why do we continue spending money. What is
the proportion of total aid from foreign countries to Afghanistan,
what proportion is being spent by the United States versus other
nations or other international organizations?

Mr. SAMPLER. Congressman, I don’t know the answer to that.

Mr. TIERNEY. Arguably there are some others who have a higher
national security interest in Afghanistan than the United States.
I would be interested to know whether or not they are paying their
proportional share relative to everybody’s risk and their own risk.

Mr. SAMPLER. And I can say, we are certainly the largest donor.
But I don’t know the exact proportion.

Mr. TIERNEY. Mr. Sopko, if we were to wake up one morning and
USAID would decide to implement all of the recommendations that
their own assessments have put forth and the Inspector General’s
Ofﬁ((:f‘? put forth, what additional resources would the USAID offices
need?

Mr. Sopko. We haven’t done an assessment on what type of re-
sources.

Mr. TIERNEY. Would they need more?

Mr. SopPkO. They probably would need more. But a lot of this is
requiring the Afghan government to implement these changes. So
we think that is money well spent.

Mr. TIERNEY. Do you think the Afghan government in its current
situation is capable and willing to implement those changes?

Mr. SopPKO. Those are two questions. The willingness and the ca-
pability. We are hopeful the new government will.

Mr. TiERNEY. What makes you hopeful of that? Do you know the
characters or individuals that are involved there? What gives you
hope?

Mr. Sopko. My hope is always eternal. This is a chance for an
election, a new government, we are hoping for the best. I can’t com-
ment on any individual running for office. I don’t think it would be
proper for me. But we are very hopeful. It gives us an opportunity
to do that conditionality. It gives us that opportunity which we
don’t have, I believe, with the current government.

Mr. TIERNEY. And now the capability?

Mr. Sopko. The capability is something we are going to have to
work on. But the important thing is, we have training missions,
AID has done some good work. As a matter of fact, we highlighted
one of the ministries as being done the right way. So obviously they
know how to do it. They came up with a plan. We are not certain
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it has been implemented, but at least they came up with a plan
with DABS. So they know how to do it. And we can do it. What
we are saying is they should have done it for the rest of the min-
istries before we gave them money.

Mr. TIERNEY. Mr. Sampler, is there any going back and putting
the types of conditionalities that Mr. Sopko speaks to on the
issuance of aid?

Mr. SAMPLER. Congressman, there are two levels of condition-
ality. One is a political level that USAID doesn’t have. That is a
State Department decision about conditionality of the assistance to
Afghanistan. But I would like to set the record straight with re-
spect to the chart.

Mr. TiERNEY. I will let you do that in a second. But I want to
go back to the full answer of my question if I could. So you have
your own internal process used here, the conditionalities that you
would generally put on something you say were waived on that
basis.

Mr. SAMPLER. They were not waived.

Mr. TIERNEY. They were not waived. All right. So the second set,
you have your political considerations.

Mr. SAMPLER. Yes.

Mr. TIERNEY. And then you have your own processes that set
aside political considerations you would normally put on there?

Mr. SAMPLER. Yes.

Mr. TIERNEY. So what about those?

Mr. SAMPLER. Congressman, we do have a set of safeguards.
When I say they weren’t waived, ADS 220 was waived, but despite
the waiver, we have implemented safeguards that replicate both
the letter and intent of what ADS 220 would require.

Mr. TIERNEY. Why didn’t you just implement ADS 220?

Mr. SAMPLER. ADS 220 has two components. The first component
we couldn’t implement. We had already begun the engagement and
we had moved past that chronologically.

Mr. TIERNEY. I'm sorry, let’s break it down step by step. What
is it that you have moved past that you couldn’t go back and do
better?

Mr. SAMPLER. An initial comprehensive assessment of things like
the status of democracy and governance, the status of human
rights. It is, I call it, well, we will run over the world perspective
of is this a government where we wish to do GDG asesssments.

Mr. TIERNEY. Why couldn’t you stop at whatever point you were
at and do that?

Mr. SAMPLER. That was a policy decision that was made in 2001
when we went to Afghanistan. We were already there. This is a de-
cision of do we go there or do we go to Yemen or Somalia or to
some other deserving country to do this work. We made the deci-
sion that we are in Afghanistan and we made the decision that we
have to proceed.

Mr. TIERNEY. Okay, so you are saying, we have, are you saying
political actors have?

Mr. SAMPLER. The U.S. Government has made the decision that
we will be there. And USAID is part of that engagement in Afghan-
istan. The second stage is where we do have rigorous mechanisms
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to provide checks and balances. I wouldn’t call it conditionality, I
would just say, we won’t do it until these things are met.

Mr. TIERNEY. That would be pretty conditional.

Mr. SAMPLER. And that is a very focused approach to individual
projects. The risks that we identified when we did the initial as-
sessments to these ministries are all credible and very important
risks, I don’t deny that.

Mr. TIERNEY. So why not condition every dime that goes out on
the satisfaction of all those points?

Mr. SAMPLER. We prioritize the risks that directly affect the
projects we are trying to accomplish. If we waited to have perfect
ministries before we began working on things like health care and
education, we would not be working on health care and education.

Mr. TIERNEY. Because you don’t think the government would re-
spond to do those things, it was not important enough for them?

Mr. SAMPLER. Congressman, in 2002 when I was in Afghani-
stan——

Mr. TIERNEY. Well, it is not 2002 any more, right? It is 2014. So
today, you think putting conditionalities on that that the Afghan
government isn’t interested enough in having those things done
with our assistance that it would rabidly comply with whatever
conditionalities we are putting?

Mr. SAMPLER. They are and will rapidly comply with the things
they are capable of doing and the things that they have the will
to do. So absolutely, they will. But the capacity isn’t there. These
ministries are being built from the ground up.

Mr. TIERNEY. So it is your assessment, I guess, that despite the
fact that they don’t have the capacity and they may not have the
will to implement all the things that are necessary to be risk-free,
you think the risks are worth it? You have made that assessment?
Somebody in your entity has made the assessment that risk is
worth just doing these things without all assurances in place?

Mr. SAMPLER. Congressman, I don’t want to accept the way that
is stated.

Mr. TIERNEY. Well, restate it if you want. But you know what I
am getting at.

Mr. SAMPLER. I do. And I will accept that we recognize there are
risks that we are not mitigating at this point in time. Those are
risks that must be mitigated before these ministries are fully func-
tioning.

But in the interim, we are projectizing our assistance, on very
specific things. And the risk associated with that project will and
must be mitigated before we move any money to that ministry.

Mr. TIERNEY. But you are not totally mitigating, you understand
that, and you know that some money is going out the door?

Mr. SAMPLER. I don’t know that you can totally mitigate a risk
in Afghanistan. We are mitigating the risks specific to a project to
a level that satisfies us that we can control the funds going to that
project.

Mr. TiERNEY. Mr. Chairman, I know I am over my time and I
thank you for that. I would like to go back hopefully to some sort
of question as to how much is that risk, how much is going out
there, and make an assessment on that.

Mr. CHAFFETZ. I concur, thank you very much.
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I now recognize the gentleman from Florida, Mr. Mica.

Mr. MicA. Thank you, Mr. Chairman. Mr. Inspector General, as
I recall when you came before us before, you testified that we had
approximately, I believe the amount was $20 billion that, in Af-
ghanistan money that was backed up, that they had neither the
ability nor capacity to spend or steal, I think it was, was that an
accurate statement?

Mr. Sopko. I think you are correct. It is about, actually it is more
than $20 billion right now, that has been appropriated, authorized
but not yet spent.

Mr. MicA. And I think you had said that, then I asked you again,
was that correct. In fact, later on I called your office to make sure
I wasn’t misquoting you. Because I was just stunned by that.

We spent over $100 billion, the chairman said, $100 billion in 10
years, 1s that about right, Mr. Sampler, in U.S. money in AID? I
am not talking about military aid, I am talking about economic aid.

Mr. SAMPLER. That is not correct, Congressman.

Mr. MicA. How much is it?

Mr. SAMPLER. USAID’s number is $14.2 billion.

Mr. MicA. In how many years?

Mr. SAMPLER. Since 2001.

Mr. Sopko. Mr. Mica, if I could just correct. That was the
amount of money for reconstruction. Now, reconstruction isn’t just
USAID. The bulk of that money is actually DOD.

Mr. Mica. Okay, but we are approaching $100 billion in recon-
struction. An that is not military money, is that right?

Mr. SoPkO. We draw the distinction between reconstruction and
money actually for the war fighting. So reconstruction can also be
paying the salaries, we are paying the salaries of all the soldiers.

Mr. MicA. So since there is not much infrastructure and not
much in the way of sophisticated communities that we are spend-
ing an awful lot of money in a country whose annual budget, the
federal budget is at $5.7 billion, in that range? Anybody know?

Mr. Soprko. They collect revenue of about $2.2 billion, that is how
much they collect. They spend a lot more.

Mr. Mica. All right. Well, they have great models in spending
more than they take in.

But my point is again, first of all, I would like to cut off all eco-
nomic aid, reconstruction aid, AID aid, any reconstruction money
to Afghanistan, period. I would also like to know, Mr. Sampler,
what have we done, schools? I was over there and saw some
schools, I saw some roads, I saw some bridges, infrastructure. Is
that some of what we are doing in infrastructure and aid?

Mr. SAMPLER. Yes, sir, it is.

Mr. MicA. Yes. Well, I can tell you, I come from communities
that could use all of that. In fact, I may have an amendment in
Appropriations that we open that $20 billion that is backed up to
my communities. I might get a few votes on that. Because we have
those same needs in our communities.

And again, when I have someone charged with oversight who tell
us they have neither the capacity to spend or steal, that gives me
great heartburn. I think of people getting up early in the morning,
going to work and trying to feed their family, pay their mortgage
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and just get by week to week. And we are sending that money over
there, that drives me bananas.

I was there, I saw the schools. A school pointed out, I went
through the school. And it was the community joke. Everyone was
telling us, the troops were telling us, the locals were telling us, we
paid five times what we should pay for construction of that par-
ticular facility. We are getting ripped off.

My question earlier was, have the Afghans held any accountable
of either violating Afghan law or has the U.S. gone after anybody
and held them accountable? Do we have that list yet?

Mr. Sopko. Congressman, I don’t have the list. We can provide
that list from what we have done.

Mr. MicA. That was promised before. That was March 13th. And
we haven’t gotten that I know of.

Mr. Sopko. I didn’t testify then, sir.

Mr. MicA. Okay, well, whoever came. But I have been promised
a list, we don’t have the list. I want to know, do you know if many
have been prosecuted within Afghanistan?

Mr. Sopko. I don’t know how to define many. We brought a num-
ber of investigations, we prosecuted individuals, Afghan individ-
uals. The difficulty is, we have to have a nexus to the United
States, since we can’t extradite. But we have turned some informa-
tion over to the Afghan Ministry of Justice and they have actually
prosecuted some individuals, not many. They are the small fry, the
prosecutors and police readily admit that they can’t get us the big
fry, the big players. So they have done some of that work.

Mr. MicA. Mr. Sampler wanted to respond.

Mr. SAMPLER. If I could just add, we received actually just yes-
terday a press release from our inspector general that an Afghan,
Abdul Kulial Kaderi, was arrested and charged with embezzlement
by the Afghan National Security Police for attempting to embezzle
$539,000 from a partner. Now, I admit this with some reservation.

Mr. MicA. I was told that the theft goes from the lowest official
to the president’s office, the president’s family and others. And it
is widely known that people are ripping off the United States
through our various aid and assistance programs. People have to
be held accountable. I think we have to stop pouring money into
this black hole.

I yield back. Thank you.

Mr. CHAFFETZ. I now recognize the gentlewoman from Illinois,
Ms. Kelly, for five minutes.

Ms. KELLY. Thank you, Mr. Chair.

Mr. Sampler, I would like to draw your attention to a February
11th, 2014 Associated Press article that discusses the effects of the
planned U.S. troop drawdown on the continuing U.S. presence in
Afghanistan. While the article raises some concerns over the draw-
down, it does not indicate how much USAID programs and projects
will be affected.

The article quotes your thoughts on this transition, and accord-
ing to the article you say as international military forces leave, Af-
ghanistan will more closely begin resembling a normal operating
environment for USAID. Can you explain what you mean by a nor-
mal operating environment?
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Mr. SAMPLER. Yes, ma’am. The USAID operating environments
around the world range from highly permissive to highly non-per-
missive environments. I have some experience with Colombia
where in one country there are places where we can work in open,
soft-skinned vehicles and in other places where we can’t go without
armed guards.

So it will resemble a normal operating environment, however, in
that development decisions will be based on development principles
and priorities and less focused on stabilization priorities. That is
the challenge in Afghanistan, has been balancing good, sound de-
velopment principles with the requirement to provide stabilization
support at the same time. That is how it becomes a bit more nor-
mal for us.

Ms. KeELLY. Okay. And I know USAID operates in many chal-
lenging environments, such as Iraq and Pakistan without direct
military security support, is that correct?

Mr. SAMPLER. Yes, ma’am, it is.

Ms. KELLY. And in these high risk environments, how do you en-
sure the safety of your staff and implementing partner staff?

Mr. SAMPLER. It is different in each situation. We have the tre-
mendous support of the regional security officers that the State De-
partment provides at the embassy. And they assist us, in fact they
guide us on where we can and can’t go. But we do a lot of our work
in support of local communities and then we are able to rely on the
local community to assist us in dissuading malign actors from in-
terrupting the work. That is one of the fundamentals of develop-
ment.

But it is different in each case. In parts of Pakistan we don’t
send U.S. citizens there because it is not safe. We again rely on
third party monitors to observe the work there. In other parts of
Pakistan, we do engage with U.S. direct hire citizens.

Ms. KeLLY. The article also stated that U.S. officials have pre-
dicted that as a result of the troops drawing down by the end of
2014, USAID workers, investigators and auditors will only be able
to travel to just 21 percent of Afghanistan, down from nearly 50
percent of the country in 2009. Is it reasonable to assume that as
the U.S. military completely withdraws by the end of the year, as
is now being considered, that areas accessible to U.S. personnel, in-
cluding your workers, will be reduced even further? This raises se-
rious concern about continued oversight and monitoring and eval-
uation.

So how are you going to ensure continued oversight of the
projects and programs that you have in the field? Can you give us
a few examples?

Mr. SAMPLER. Yes, ma’am. The military drawdown actually
began for us about 18 months ago. And the military transition oc-
curred last June. So we are living now in a situation where the
U.S. military doesn’t provide direct logistical support to get us out
to any of these sites.

In terms of the prognosis going forward, it is hard for me to pre-
dict. I actually hope that five years from now, when we visit Af-
ghanistan, it will be a much more permissive place and that the
new government will have taken the steps necessary to make the
government one that is respected in all 34 provinces. But whether
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that is true or not, in each of our programs, we work with the con-
trol or contract officer, who runs that program, to find ways for
them to get the information they need to decide, does this program
continue or does it not. That is the first point of responsibility. And
that individual, a young American man or woman, has to decided,
do I have enough information coming in.

Part of my job is to create systems that will allow them to collect
that information. They may collect some of it from the local com-
munity, they may collect some of it from other partners working in
the area to say, we drive across that bridge every day. We may still
collect some of it from the international military, where they have
flights that overfly or they have experience with our projects, they
can report back to us as well.

But the question of sufficiency is one that the contract or the
agreement officer has to make. When she or he feels like they don’t
have enough information, they raise their hand and say, we have
to stop.

Ms. KELLY. Are the Afghan nationals who travel to the more
challenging locations, what about their safety and security?

Mr. SAMPLER. There are a couple of different mechanisms for
moving Afghans around to support these programs. Some do it as
contractors. And they make a decision, it is their corporate entity,
whether or not they wish to go to a particular place. Some do it
as U.S. government foreign service nationals, they are employees
of our embassy. And the decision is being made at this point in
time that when an Afghan working for our embassy travels, she or
he has the same security requirements as I have.

Ms. KELLY. I am out of time. Thank you, I yield back.

Mr. CHAFFETZ. I thank the gentlewoman.

We now recognize the gentleman from Tennessee, Mr. Duncan,
for five minutes.

Mr. DUNCAN. Thank you, Mr. Chairman, and thank you for your
efforts to stay on top of all this.

This whole thing is so ridiculous that it is just very, very sad.
I have read so many examples of just horrendous waste over the
years in Afghanistan, and a $34 million military headquarters built
that stands empty because nobody is going to use it, totally wasted.
NBC News just reported about an Afghan prison built with $11
million, an American-funded prison that is falling down before it
opens.

Five days ago, Farah Stockman, a reporter for the Boston Globe,
who served over there with the Massachusetts National Guard,
wrote this. She said “Corruption in Afghanistan is now considered
as great a threat to the country as the Taliban.” Now, this is a re-
port from five days ago. “But as the U.S. military is starting to ac-
knowledge, it was baked into the system from the start. We toppled
the Taliban in 2001, not with massive American firepower, but
with proxy warriors, local warlords who received cash and weapons
in return.”

And she goes on and says, “But as the years went by, those mili-
tia leaders we worked with kept expecting more money, more fa-
vors, more sweetheart deals. Even Karzai himself is reported to
have accepted suitcases full of cash. Is it any wonder that the coun-
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try has turned into a place where loyalty is sold to the highest bid-
der?”

I am wondering, I heard one time about, in one of our hearings
a few years ago, about plane loads of cash being flown over to Af-
ghanistan. Mr. Sopko, are we still dealing a lot in cash over in Af-
ghanistan, to your knowledge?

Mr. Sopko. To my knowledge, there is still some cash being used.
That causes some concerns. As a matter of fact, the ministerial
asesssments that we have alluded to in the past have highlighted
problems of cash in the individual ministries.

We have tried to get away from cash in some of our programs,
but it still does exist and it is a problem.

Mr. DUNCAN. This $100 billion figure that Mr. Mica referred to,
I remember seeing that in an article I think last July. And of
course, we have spent another billion or two or more since then.
So we keep adding to it.

But I saw in an interview you gave a few days ago, there was
some coverage in the Washington Post, to talk about a very large
trust fund being used to pay the salaries of the Afghan national po-
lice. And you say in this interview that we just uncovered some al-
legations about the Afghan national police and there are certain
funds or monies taken out of the police salaries every month that
we don’t know where the money went, nor do our allies.

How large is this trust fund and how much are we spending on
the Afghan national police and are we still not able to account for
is it a small percentage, large percentage of it? What is the story
on that?

Mr. SopPkO. Just so you understand, the trust fund reference
there is the Law and Order Trust Fund for Afghanistan. It is man-
aged by the United Nations on behalf of the donors. We contribute
a significant amount of money of that, but so does the European
Union and all of our other allies. They actually contribute more.
We basically pay all the salaries of all the police and all the sol-
diers and all their support staff. So we are talking about billions
of dollars.

What I was alluding to is information we uncovered that the Eu-
ropean Union was so concerned about the internal controls based
upon audits that they had done that they were concerned that the
money, particularly, was going to ghost workers. So we are fol-
lowing up on that. We brought that information to the attention of
DOD on my last trip back in July, or I should say November. They
weren’t aware of it, but they followed up and they have been very
aggressive. They are concerned, too.

In the course of my latest trip there and meetings with the Euro-
pean Union and other of our allies, a number of other issues arose,
including a 2.5 percent, so this is 2.5 percent of all the salaries,
money was taken out to pay for something, we don’t even know ex-
actly what it is. But they can’t find that amount of money. So we
are talking about millions of dollars if you multiply that by the
number of police.

And there is a 5 percent fund taken out, a 5 percent deduction
taken out going toward retirements. Apparently the UN can’t find
where that money ended up.
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Then there is also the question of approximately 1,000 generals
who are not supposed to be paid who are getting salaries. So a
number of issues, ghost workers, the 2.5 percent, the 5 percent
pension fund and the unauthorized generals, to cite Senator Dirk-
sen, after a while, we are talking real money. And the problem is
the internal controls are so bad that there may be some serious
money lost. To not only us, but also our allies.

Mr. DUNCAN. My time is up, but let me just say this. There was
a column in the Politico a few weeks ago by Roger Simon in which
he says the Administration has a plan to keep anywhere from
10,000 to 16,000 troops in Afghanistan until at least 2024 at a cost
of mega, mega billions. I think that is very, very sad. I yield back.
Thank you, Mr. Chairman.

Mr. CHAFFETZ. I thank the gentleman, and I appreciate your con-
cern about this issue and our persistence on it.

I now recognize the gentlewoman from New York, Mrs. Maloney,
for five minutes.

Mrs. MALONEY. I thank the chairman and the ranking member
for calling this important hearing on tracking taxpayer money. But
on my visit to Afghanistan, right outside of the headquarters there
was a memorial to 9/11 and all those that died. That is the district
I am privileged to represent.

So we are there to combat terrorism. And I want to mention
something very positive that USAID has done. I strongly believe
the best way to fight terrorism is an educated population, particu-
larly a female population. And when you went there, no women
were going to school. Six hundred schools have been built, teachers
have been trained. And of the 8 million students now in USAID-
supported schools, a third of them are women. I would say that
that is a very positive contribution to combating terrorism. And I
want to thank you for that.

But corruption should not be tolerated. One of these reports I
was reading, the transparency international corruption perception
index ranked Afghanistan as the most corrupt country in the world
alongside North Korea and Somalia. That is certainly not good
company and a terrible, terrible tab or brand on them.

So I would like to first ask Mr. Sopko and Mr. Sampler, do you
agree with this assessment? Is it the most corrupt country in the
world, along with North Korea and Somalia?

Mr. SAMPLER. Ma’am, thank you for your comments about
USAID and our role supporting women. I will update your informa-
tion.

Mrs. MALONEY. And education in general.

Mr. SAMPLER. And education in general. One of the things that
I find encouraging in Afghanistan is that now, after 12 years of
supporting education, we are seeing the students who have been
educated in Afghanistan moving to vocational training and univer-
sities. We now have about 40,000 women attending either voca-
tional training or universities, which represents about 20 percent
of the total.

So it shows that with persistence and with strategic patience,
these things do actually make progress.

Mrs. MALONEY. I would just like to say, I think that is wonder-
ful. T have constituents who had relatives who were shot and killed
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because they went to school, women. And I really do think there
is a correlation between an educated population, particularly
women, in countries where women are educated, the degree of ter-
rorism is not there, because the population combats it with their
government. So I think that is an important aspect.

In fact, I would like to see, Mr. Chairman, a hearing on the cor-
relation between an educated population and educated women,
where women are treated like people and allowed to be educated,
and the ability of that country to combat terrorism. I think it is an
important aspect that hasn’t been looked at.

But that is not the purpose of this hearing. So I would like to
hear your assessment of the corruption and what you have put in
place to combat it.

Mr. SAMPLER. Yes, ma’am. To the comparison with North Korea
and Somalia, I can’t comment. There is no question that Afghani-
stan is the most corrupt place that I have ever worked. The chal-
lenge for USAID is helping Afghanistan build institutions that can
fight corruption and can withstand corruption when the political
will is there, so that they will be able, on their own, to eliminate
corruption within their government.

The challenge for me and for USAID specifically is making sure
that our programs are able to operate in Afghanistan without being
subject to the corruption that is endemic in the government and in
society.

Mrs. MALONEY. I would like to add to that. I share the concerns
of my friends on the other side of the aisle that we need to combat
it, and that no American aid should be used in any corrupt area.

But the Administration and the international community pledged
roughly 50 percent of a development aid to Afghanistan as direct
assistance. And it conditioned this assistance on progress toward
combating corruption. So I would like, Mr. Sampler, for you to
build on one of the comments that you made at the last sub-
committee hearing on this topic. You said that USAID released $30
million out of $75 million available to the World Bank’s Afghan Re-
construction Trust because the Afghan government had achieved
certain benchmarks.

Can you tell us what reform goals were put in place and what
reform goals were met? And certainly, Mr. Sopko, if you could help
clarify that, too. But first, Mr. Sampler, then Mr. Sopko.

Mr. SAMPLER. Yes, ma’am. At the senior officials’ meeting in
Kabul last year, I announced that there would be $75 million that
would be an incentive fund to encourage the Afghans to make some
politically difficult decisions with respect to progress within the
construct of their government institutions. There were five general
categories for those funds. And it has been our determination last
month that the Afghans had met the goals we set in two of those
particular categories.

So of five different funds, of about $15 million each, and we have
awarded them $30 million of the incentive fund. This is important
to the government, because the funds are sent in such a way that
they can be used not specifically for a general, these are not
projectized funds in the same way. They are overseen and they are
controlled, but it is an area, it is a type of funding that the min-
ister of finance is very attracted to.
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The first and most specific and most time sensitive of those up-
grades and improvements in Afghan government had to do with
the elections. There were some very difficult decisions with respect
to the independent election commission and the appointment of
commissioners. There were some very difficult challenges with re-
spect to who will oversee the election complaints commission and
who gets to adjudicate disputes after the elections happen on Sat-
urday. We wanted those decisions to be made in a particular way,
in a way that was transparent. And they were. The governor of Af-
ghanistan, after some wrangling, made those decisions. And I be-
lieve the incentive fund was part of that.

Separate from that, at the other end of the spectrum, with re-
spect to the Ministry of Mines and Petroleum, we have asked that
a minerals law or a mining law be passed in Afghanistan that
would keep Afghanistan from falling down the mineral wealth trap
some other countries have had, or problem that some other coun-
tries have had.

That has not yet been done. But the mining law has been pro-
posed two or three times by parliament, President Karzai at sev-
eral different points said that he would do this by fiat. It hasn’t
been done. So those funds have been taken off the table.

Our greatest hope with respect to the challenges and the changes
that you are alluding to with respect to corruption and building in-
stitutions in the government of Afghanistan have to do with the
election. In some period of weeks, there will be a new president of
Afghanistan. We hope and expect that he will appoint an attorney
general who will end the endemic corruption in Afghanistan or at
least begin to end the endemic corruption. And we hope that he
will appoint ministers and deputy ministers who share that vision.

Mrs. MALONEY. My time is expired. Thank you for the goals you
have reached.

Mr. CHAFFETZ. Thank you. We will now recognize the gentleman
from Vermont, Mr. Welch, for five minutes.

Mr. WELCH. Thank you very much. I again want to thank our
chairman and ranking member for pursuing this together for sev-
eral years now.

The turning point for me on this came when I was at a meeting
in Kabul with attorneys that had been sent over to Afghanistan to
help train Afghanis how to detect and stop corruption. I asked
them, how is the program going. And they told me they had to end
it. The reason they ended it is because in training people how to
detect corruption, they used the information to do corruption. And
that is literally the frustration that we are having.

Now, Congress cooked up this policy in Afghanistan and sup-
ported the nation-building. And you guys are trying to deal with
it, AID, I so admire the work you do, and we have made a very
tough job, you do it. In a way you are like our soldiers, we give you
the mission and you do your best to do it.

Your office has been fantastic, just giving us the lay of the land
and what the facts are. But I think a lot of us are just wondering
whether there is any confidence that we can have, on behalf of
being custodians of the taxpayer money, that it won’t go south.
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Just a couple of things I will ask about. The bridge, I guess, Mr.
Sopko, you were talking about $300 million or so that has been
spent on the bridge. What is the status of that?

Mr. SoPKO. Are you talking about the bridging solution?

Mr. WELCH. Yes.

Mr. Sopko. Well, the bottom line is because we are not getting
electric power out of Kajaki like we want, we of course created
these diesel generators at Kandahar. And I was told by DABS,
which is the electric utility company, as well as USAID officials, as
well as the general who is paying the checks for the fuel, that they
are going to stop soon. And we don’t have a real solution for it.

So they came up with a new solution, which I am encouraged by,
except it is talking about another hydroelectric plant and it is talk-
ing about solar power as the answer to the first bridging solution,
which they can’t afford any more.

Mr. WELCH. So we will have gone from spending hundreds of
millions of dollars at the Kajaki Dam that failed to hundreds of
millions of dollars in this bridging project that looks like it is going
to fail to yet another new way to spend more money without any
confidence that it will work.

Mr. SopkO. The problem here with the Kajaki Dam is that we
are still working on it, and starting back in the 1950s. I think
building the pyramids in Giza was faster. There is no likelihood,
and with all due respect to my colleague, that their new solution
is going to end up with the third turbine finally in.

And even if the third turbine is put in, that still doesn’t guar-
antee that you are going to have enough power in Kandahar, which
is significant.

Mr. WELCH. I get it. This is amazing. I think what I am hearing
from my colleagues is whether we just have to call the question at
a certain point. It is realistic for the Congress to appropriate
money, and then ask AID or the military related reconstruction, to
do the impossible when the structural foundations of Afghanistan
are based on the benefits of corruption.

And let me just ask you a question. Because whatever oversight
we have, I don’t have confidence that it can work. They will find
ways around it. Would it make sense for us as a condition of releas-
ing any money to require Afghanistan to put its own money into
the project, 10 percent, 15 percent, or 20 or 25 percent? On the the-
ory that the only way we can have any confidence that there will
be an incentive on the part of the Afghan government to not steal
the money is to require them to have some skin in the game them-
selves?

I will start with you, Mr. Sampler.

Mr. SAMPLER. Congressman, thank you. With respect to energy,
which is one of the areas that actually is the least corrupt and is
actually making the most progress, DABS, the public utility, is
working to install the turbine in Kajaki. Mr. Samadi told me on my
trip last week that what he intends to do with the diesel program
in Kandahar is to do what he says he has done in 12 other prov-
inces where they use standalone diesel generators, and that is to
set up a cost system where it will be paid for. The community that
gets the electricity will pay for the electricity.
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He has some track record for being able to do that. He went from
receiving subsidies of over $60 million a year to this year receiving
no subsidies. And in fact, he has collected from the users of elec-
tricity enough money to now buy electricity from other countries
rather than generate it, because they don’t yet have the generation.

Your notion of having Afghan skin in the game is exactly the
right thing to do. And I think what Mr. Samadi is proposing is to
even take it a step lower, so that local communities have skin in
the game. It will be their money that pays for these diesel genera-
tors and pays for the power that they actually consume. So yes.

Mr. Sopko. Can I respond? If it is okay, Mr. Chairman. The
problem with that is, I was down in Kandahar and got a briefing
from the DABS officials down there. And there is no way, they told
us, they can pay for the diesel. So there is a reality, you have to
get out of the embassy and get down there. They are saying, we
can’t charge the fees because the law is set so low that we cant col-
lect the fees.

Their other concern is that the power will go out. They are say-
ing they will be able to do another hydroelectric plant and come up
with solar power generation within the year. Because within the
year, we stop subsidizing them. And that is the whole problem
with, and I think it is an excellent point, Mr. Welch, and we are
happy to introduce the briefing slides from them explaining why
they need this solution because they can’t afford the diesel fuel.

The whole problem with putting skin in the game, Mr. Welch, is
they only have $2 billion they collect. The game is billions more.
We overbuilt for Afghanistan.

Mr. WELCH. We overbuilt and they don’t have a tax system.

Mr. SOoPKO. And they don’t have the sustainability, the capability
to sustain what we gave them. In my statement itself, USAID even
admits that there are going to structures, things that we are just
going to have to abandon because the Afghans can’t afford to main-
tain them.

So that is the problem from poor planning up front and putting
too much money too fast in a country that is too poor to handle it.

Mr. WELCH. Thank you. Thank you, Mr. Chairman.

Mr. CHAFFETZ. I thank the gentleman.

Mr. Sampler, do you care to expand on that? That is the concern,
we are out there spending billions of dollars for things they can’t
maintain.

Mr. SAMPLER. It is easy at this point in the process to armchair
quarterback decisions that were made eight or ten years ago. So I
don’t accept the notion that this was poor planning. It was wartime
contracting and war planning.

Mr. CHAFFETZ. But wait a second. We have spent $102 billion,
and now we are going to spend more money then ever, we are ac-
celerating the spending as we are drawing down the troops.

Mr. SAMPLER. Congressman, I don’t know that I accept the no-
tion that we are accelerating spending. USAID is not accelerating
our spending.

Mr. CHAFFETZ. The overall spending, which includes USAID, Mr.
Sopko, what is the number we have that you said has been appro-
priated?
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Mr. SopPko. It is $22 billion, although Congress did cut some of
the money, the end result is the amount of money sitting there that
has been authorized and appropriated but not spent has actually
increased.

Mr. SAMPLER. Your point, though, your question, Congressman,
is what are we doing to make sure that the Afghans can maintain
the work that has been done. The environment from 2003 or 2004
or 2005 up through 2008, 2009 and even last year has been one fo-
cused on stabilization.

Mr. CHAFFETZ. Well, we are talking about moving forward here.
You say it is easy to be that quarterback on the armchair. But you
have to look back, you have to understand what we have done and
the mistakes that we have made.

One of the key concerns, one of my biggest concerns is that we
have U.S. money flowing to the very terrorists that wish to do us
harm. I believe that everybody in USAID and the U.S. government
wants to do good and help the basic Afghan person who is probably
a good and decent person. But the reality is the terrorists know
how to get this money from us. And they have been getting that
money. That was highlighted in the report that my colleague here,
Mr. Tierney, Mr. Flake, others had done through the host nation
trucking. It was a great report.

But we have to learn from that. You take issue with this USA
Today article that came out. You said it was false. Mr. Sopko is
quoted in there as saying USAID kept this information from Con-
gress and the American people.

Mr. SAMPLER. That is correct, Congressman. We have not with-
held any information from your committee or any other committee
in Congress.

Mr. CHAFFETZ. Mr. Sopko, do you care to comment on this USA
Today article?

Mr. SopPko. I would start with, Mr. Chairman, did you get copies
of the stage two assessments a year ago when you wanted all this
information on reconstruction, or did you have to wait until I pro-
vided it to you?

Mr. CHAFFETZ. We had to have a hearing and we had to insist
that we get the information. We had to instruct and hope and push
the Inspector General to be able to get that information.

There is a difference in camera review and giving this informa-
tion to Congress. As is pointed out in this article, a KPMG audit
of the Ministry of Rural Rehabilitation and Development says “A
mechanism has not been developed for screening of beneficiaries for
the possible links with terrorist organizations before signing con-
tracts or providing funds to the suppliers.”

This is an independent KPMG assessment. But the next sentence
in this article, a copy of USAID’s version of the same document
shows that mentions to links of terrorism were blocked out.

Now, that is just projecting against something that is embar-
rassing. It is not protecting some individual from life and limb. And
that is the concern.

Mr. Sopko?

Mr. SoPKO. Mr. Chairman, can I add a little bit, and I am happy
to put a chronology in, the reason we were concerned is, back in
May, if you recall, you originally asked for these documents you
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had problems getting. We had problems getting them. And I don’t
want to spend too much time on chronology, we originally were
told, when I first found out about these documents, these assess-
ments, that they were an embarrassment and we couldn’t get
them. We had to give them, AID had to give them to the Afghan
ministry, and this is what I was told by AID officials in Kabul, so
they could review them, excise any of the embarrassing material.
Nobody raised any concern about people getting hurt. It was em-
barrassment.

Eventually you asked the AID IG to get them. Eventually he
couldn’t. We were contacted back in April of 2013 by the USAID
Inspector General’s general counsel, the USAID general counsel, a
State Department legal advisor, requesting that SIGAR not provide
copies of the ministerial assessments to any Congressional com-
mittee or member of Congress. SIGAR’s general counsel informed
USAID and SIGAR that we had not received the Congressional re-
quest but we would, and we intended, to provide them.

On May 1st, SIGAR was told that USAID provided redacted cop-
ies of the ministerial assessments to the House Oversight Com-
mittee. OGR staff then requested the unredacted versions from us.
At that time, we received from USAID copies of the redacted copies
that you got, and that is how we were able to do the comparison
when later we got a FOIA.

Now, what is of great concern to me is, not only were these
things about terrorism excised. Now remember, the allegation was,
this was to protect individuals. We were going to delete individuals’
names all the time. But also what was deleted was the fact that
some of the ministries lacked controls on management of cash, I
don’t know how that implicates any security issue. And that they
could not keep track of fixed assets and were using pirated copies
of Microsoft software. And we are happy to give you, and it is listed
in the letter my general counsel sent, about the other things that
were redacted.

The thing is, these are the redacted copies that we got from the
AID general counsel’s office. These were the documents they gave
to you. And I would add, my understanding, and only you can an-
swer, Mr. Chairman, is did you get these? Which are far more
damning and far more important to your work.

The further question I would ask is, did the appropriating com-
mittees get these? Did the other authorizing committees that are
interested? Remember, the language requiring these assessments
was put into multiple appropriations bills because the appropri-
ators and the authorizers were concerned about the loss of direct
assistance money in Afghanistan.

Now, we were told during our audit by USAID headquarters offi-
cials they had never even seen the stage two assessments. So we
doubt seriously that they gave them to the Hill.

Mr. CHAFFETZ. And this is the concern, that we are having to pry
this information out, that it is not being forthright in giving us that
information.

Mr. Sopko, you mentioned that you believe that you have come
across some funds that are actually being used or going to Iran.
Can you expand on that?
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Mr. Sopko. We have an ongoing criminal investigation, as I told
you, on the Ministry of Public Health. And specifically, the crimi-
nality is focused in the system that AID praises as the great pro-
tection of our assets. Allegations we have received, and I can’t real-
ly go into too much detail, is that money is being diverted to go
to purchase items from Iran.

Mr. CHAFFETZ. Do you have a sense, can we get a sense of the
dollar amount that we are talking about here?

Mr. SOPKO. At this point I couldn’t tell you. I would have to talk
to my investigators.

Mr. CHAFFETZ. Have you come across any other allegations that
money is being diverted to Iran? I am specifically concerned about
the PLO, the petroleum oil lubricants.

Mr. SopkoO. We haven’t gotten any new information on that, but
as I told you the last time I testified, we have not, and by we I
mean the U.S. government, has not instituted the real corrections
they need to ensure that we are not buying fuel from Iran. And
that is because of expense. So yes, we could be buying Iranian fuel
to support our troops in Afghanistan.

Mr. CHAFFETZ. I am well over the time. I am going to turn the
time to my colleague, the ranking member, Mr. Tierney.

Mr. TIERNEY. Thank you. First of all, let me just start by saying,
Mr. Chairman, I assume that we should tell Mr. Sampler now that
as we review the stage two assessments and other assessments
with regard to the redactions on that or whatever, does the chair-
man agree that Mr. Sampler has an opportunity between now and
then to submit a blow by blow description of why each redaction
was made. That would help you answer the issues that Mr. Sopko
raised. And we will consider those. But it is concerning to listen to
those considerations. And if you think of some reason why the com-
ments or the statements that Mr. Sopko said were redacted, then
tell us.

Mr. CHAFFETZ. Oh, absolutely. If the gentleman would yield, the
spirit here is to get to your full and complete perspective on this.
But the allegations are pretty serious. It has been going on for
close to a year. We are just trying to get the clean, unfettered infor-
mation and of course, we will work in a bipartisan way and allow
you to comment on those as well.

Mr. TIERNEY. Exactly. Now, to both of the witnesses, has any-
body ever assessed whether or not the country of Afghanistan is
going to have a revenue trajectory other than foreign aid that is
going to enable it to cover its general operating costs and when?

Mr. SopkOo. The World Bank has done that assessment. I believe
we reference it in our statement. And it is not a pretty picture. I
think we are talking about 30, 40, 50 years out. And so the discus-
sion about minerals, we are talking 50 years out, 70 years out, as-
suming the best. So in all likelihood they will be a client state for
years to come.

Mr. TIERNEY. So the more infrastructure that aid from any
source helps to build, the more operating and maintenance costs
accrue to a country that doesn’t have revenue to cover its existing
operation and maintenance costs, never mind additional ones, is
that correct?
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Mr. Sopko. That is very correct, and we reference that with, un-
fortunately, gory detail with all the audits, and we are happy to
provide others about roads that have no sustainability, buses that
have no sustainability, you name it. They can’t sustain it.

Mr. TIERNEY. Can either of you identify for me any other nations
in the world that are substantially operated only by virtue of for-
eign assistance and that would not be able to be liquid in and of
themselves?

. Mr. SoPKoO. I only cover Afghanistan. I will turn to my colleague,
ere.

Mr. SAMPLER. Congressman, most of my work has been in failed
states, that for a number of years after emerging from failed state
status are client state and continue to be for some period of time.

Mr. TIERNEY. Has that period ever been 40, 50 years out?

Mr. SAMPLER. Congressman, I don’t accept the notion of 40 or 50.
I don’t have an alternative to it. It is predicting the future. Cer-
tainly more than a decade there will be some form of client state.

But the notion that infrastructure should be subsequent to being
able to be self-sustaining is, I think, flawed.

Mr. TIERNEY. I am not sure that anybody made that case. They
are just making the case that as it happens, it increases the cost
of maintenance and operation.

Mr. SAMPLER. It also increases economic opportunity and growth,
which pays for that.

Mr. TiERNEY. That would depend on whether or not it was well-
constructed and actually worked.

Mr. SAMPLER. And it does work, Mr. Congressman.

Mr. TiERNEY. Well, let’s see whether or not the Kabul power
plant actually works and has the fuel necessary to do that. Is the
government subsidy from Afghanistan, I understand it was sup-
posed to expire this month, last month, actually. What happened
with that, Mr. Sopko?

1 Mr. Sopko. I don’t have the answer to that. Maybe Mr. Sampler
oes.

Mr. TIERNEY. Did the Afghan subsidy to the power plant expire
last month?

Mr. SAMPLER. They have stopped subsidizing DABS, yes.

Mr. TIERNEY. So who is paying for the fuel now?

Mr. SAMPLER. In Kabul, the fuel that the Tarakhil power plant
generates is paid for from electrical subscribers in Kabul.

Mr. TIERNEY. And how about the rest of the patrons that are
supposed to be served by it?

Mr. SAMPLER. I am sorry, the rest?

Mr. TIERNEY. More than just Kabul is supposed to be served by
that power plant, correct?

Mr. SAMPLER. The 105 some odd megawatts that it generates is
generated to what they call an island of distribution. And that is-
land of distribution pays for that power. And Mr. Samadi tells me
that they have done that in 12 other provinces, smaller places,
where they have diesel generators providing power.

But it is important to note that Tarakhil is not meant to provide
regular, routine power. As Samadi acknowledges, it is more expen-
sive than importing electricity. He calls it a peaking plant. I would
call it reserve power. Just last week, the power line coming from
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the north into Kabul, snowfall shorted out the power line and they
lost it. But rather than have brownouts and blackouts in Kabul,
Tarakhil fired up and they run this expensive diesel.

But Mr. Samadi, who is the CEO of DABS, assures me that they
pay for it out of the revenues they collect.

Mr. TIERNEY. Have you been able to verify that?

Mr. SAMPLER. I have been out to Tarakhil a number of times and
in fact, stood by a generator when it fired up without me knowing
it was happening. They do turn it on and they do turn it off.

Mr. TIERNEY. An awareness issue, right?

Mr. SAMPLER. Right. But I can’t confirm that the payments they
]I;lall({e cover the cost of diesel. I can take that as a QFR and come

ack.

Mr. TIERNEY. Thank you. Thank you, Mr. Chairman.

Mr. CHAFFETZ. The gentleman from Vermont, Mr. Welch.

Mr. WELCH. I would like to get back to what are some practical
steps we can do that will work. As a precondition of having aid,
number one, shouldn’t there be some confidence there will be a sus-
tainable revenue system? And my understanding is Afghanistan is
taking steps toward doing that.

And then number two, should we condition aid on Afghanistan
putting their own money in a project? Both of those would go hand
in hand because if they are going to put money in a project, they
have a way to raise money and they do have an economy.

So I would really appreciate your opinion as to whether those
might be simple ways to try to get greater accountability. A, do we
want it as a condition that they establish a revenue system and B,
do they have to put money in any project? I will start with you,
Mr. Sampler.

Mr. SAMPLER. Certainly. The World Bank actually has incentive
programs that are driven to encourage the Afghans to generate rev-
enue streams. USAID has programs in place, the Afghan Trade
and Revenue program is an example. It specifically focuses on al-
lowing the Afghans to collect tariffs at customs stations and makes
sure that the money goes into the coffers at Afghan banks.

Mr. WELCH. My question is, is it being done? In other words, we
can conceive of these things, but there are so many impediments
on a practical level in a country such as Afghanistan to do things
that haven’t been part of their tradition.

Mr. SAMPLER. Right.

Mr. WELCH. What I understood from Mr. Sopko is that on the
other hand, if we come in and put in these huge projects that have
as an unstated but necessary assumption a local capacity for rais-
ing revenue to sustain it, for having engineering expertise to fix it,
all of these things that actually don’t exist, then we are just ships
passing in the night. And a lot of this is, from my perspective,
guaranteed failure even before you get to the corruption.

So my view is that there has to be something really simple that
takes into account the practical limitations of the Afghani revenue
stream, the practical limitations of their skill test, and then have
a right size approach which would be intended to actually have a
chance at working.

Mr. Sopko. Mr. Welch, I think you have hit on it. And they key
thing is conditionality. It is great that Mr. Sampler is talking
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about, we are going to help raise revenue at the border. I just
noted in my speech, I just came back from Torkham Gate, which
is the largest customs post. And we can’t get to it any more. No
American will be able to get to Torkham Gate to check and see if
they are stealing half of the revenue. And that is the problem of
corruption.

We know it is endemic. We have to build programs that deal
with it. And that is why conditionality. And I applaud Mr. Sampler
and USAID for their conditioning, I believe it was, $30 million held
back. Unfortunately, it was on a $17 billion program. So the condi-
tionality has to be not just on an incentive program, it has to be
with one voice, with our allies, to condition putting the internal
controls in, putting the asesssments in, fighting the corruption.

On the corruption issue, we still have a dysfunctional judiciary
over there. We have never conditioned on that. We have a dysfunc-
tional financial system, and I know the chairman is very interested
in the Kabul bank issue.

Well, FATF, the Financial Action Task Force, just came in and
downgraded, downgraded Afghanistan and if they continue to
downgrade it because they don’t have a money-laundering statute,
just like Mr. Sampler said, they still don’t have that statute deal-
ing with minerals.

What will happen in June is, they will be blacklisted, which
could have tremendous implications to any corresponding bank. If
you don’t have a banking system, you are not going to have finan-
cial investment. So the thing is, you have to prioritize, our U.S.
government, not just AID, it is everyone, prioritize the condition-
ality and fixing these issues. We still, and I will end by this, Mr.
Welch, we still don’t have a coordinated anti-corruption strategy for
the U.S. government. We have highlighted that in two audits. If we
are really serious about corruption, why don’t we have a strategy?

Mr. WELCH. Here would be what I would find some comfort in.
If the two of you had an agreement that could be stated on one
piece of paper that said what the conditions were, or the pre-
conditions really, is it a revenue stream, is it putting money into
the account at the same time we put money in an account? But
things that are up front that are very simple to measure and don’t
depend on trust, they really just depend on checking the bank ac-
count.

Mr. Sopko. We do that in every audit we have. We have rec-
ommendations. The problem is, I have to be independent. So I can’t
design a program, as much as I would like to, with Mr. Sampler.
Because then I can’t come back in and audit it. So by definition I
can’t design programs.

But we have many recommendations, and if you look at my
statement, Congressman, there are like 40 or 50 audits done by us,
the AID IG, the State IG, the DOD IG, and the GAO with tremen-
dous recommendations that USAID and the rest of the government
should follow.

Mr. WELCH. I just want to say one last thing. Mr. Sampler, I
really appreciate the work that you guys do, USAID. You are just
dealing with an incredibly difficult situation. And you are on the
receiving end of a lot of the frustration we have. But a lot of us
are responsible for some of the policies that got us to where we are.
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So I just want to say a sincere thank you for your service and
to you as well. We are not beating up on you as much, not today.

[Laughter.]

Mr. CHAFFETZ. The gentleman yields back.

I do have a few more questions and I appreciate the indulgence
of my colleagues here, to go through some of these. It have looked
at maps, and it is hard not to do it with the maps, but one of the
biggest concerns is the diminished security situation and our abil-
ity to get out, review these projects, see these projects. Remind me
again what percentage of the areas, do we have percentages or
some sort of metrics to try to quantify, we are investing, spending
money on all these projects in various parts of the country, we can’t
get out and see them.

Mr. SoPkO. Mr. Chairman, it is hard to do that. Because we don’t
know the number of troops we are going to have. We also don’t
know the number of enduring bases. So we are guessing. But at
our guesstimate, I think we are saying less than 20 percent of the
country.

Now, what I also mentioned is, that is assuming the very best.
That is assuming good weather, we can get out there. The problem
with those circles, as I indicated, is they are now turning into
Swiss cheese. I have auditors and inspectors who can no longer
travel to certain sites, even inside the bubbles, because they have
to go down a road where there is an Afghan security base and
booth and they check them out. The next kilometer down, there is
an insurgency toll booth and base. So we can’t go there.

That is the problem. Bottom line is it is getting harder.

Mr. CHAFFETZ. Is there any other update? I appreciate your
bringing up the information on the Kabul bank. Do you have any-
thing else you can share with us regarding the Kabul bank situa-
tion?

Mr. Sopko. I think the important thing is not focusing on the
exact money inside the bank. But it had to be recapitalized, and
that money had to come out of the central bank, and that is over
$500 million. When you are dealing with a country like Afghani-
stan where they have very little money of their own, we know that
donor money had to be used for that instead of better purposes. I
think that is the thing to consider. And also the problem with the
whole financial sector.

It hasn’t gotten any better. That is what people are telling me
on the last trip, with their financial sector and their ability to over-
see the financial sector.

Mr. CHAFFETZ. Mr. Sampler, there are these news reports about
USAID and Cuba, relating to Twitter accounts and that sort of
thing. Do you have any insight into that?

Mr. SAMPLER. I don’t. Those are in my pile of things to read after
this hearing, Congressman. I haven’t had a chance to look at that.

[Laughter.]

Mr. CHAFFETZ. Put that at the top of your pile, if you would. I
would appreciate it.

I want to go back to this what you called the mineral wealth
trap. What are the concerns there? What are the things that you
are suggesting they need to do or not do?
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Mr. SAMPLER. Congressman, the Task Force for Business and
Stability Operations that the Defense Department ran started
early on working with the Ministry of Mine and Petroleum to build
their capacity to manage contracts. And to manage contracts for
what may be up to $3 trillion worth of wealth that is buried in the
soil of Afghanistan.

They recognize that if the government gets ahead of the contrac-
tors and of the vast multinational corporations who want to exploit
that wealth, the government can benefit directly and in significant
ways. The resource trap is one, however, where the government
never builds that capacity. The institutions don’t reach maturity
before the external bidders can take control of the resources.

So the notion is, Afghanistan owns these resources. The people
of Afghanistan should benefit from them. How can we get laws on
the books and transparency into those laws so that as the resources
are exploited, the benefits accrue to the government and to the peo-
ple of Afghanistan?

Mr. CHAFFETZ. That is interesting. In the long term, I really
would appreciate being kept up to date on that. I would appreciate
it.

One other thing I want to talk about are these incentive funds.
I believe the number you used was $75 million?

Mr. SAMPLER. That is correct. In last year’s budget, we used $75
million. In this year, we incentivize $100 million.

Mr. CHAFFETZ. Are these bonuses?

Mr. SAMPLER. They are not. This is money that comes out of ex-
isting programs that we incentivize.

Mr. CHAFFETZ. But where does that money go? Does it go to indi-
viduals?

Mr. SAMPLER. No, it doesn’t, Congressman. It goes to the Min-
istry of Finance for something that we will negotiate with the Min-
istry of Finance.

Mr. CHAFFETZ. Give me an example.

Mr. SAMPLER. The $50 million they receive for having succeeded
in getting the election laws on the books in a timely manner and
appointing the different chairmen and the different commissioners,
that money went to the Minister of Finance for a particular pro-
gram that the Minister of Finance wanted to fund but that we had
not funded heretofore.

The money that we don’t award can be awarded by USAID for
programs that the government of Afghanistan has no interest in
seeing. So in other words, he gets to choose programs that are of
more interest to him if they meet the objectives. If they don’t meet
the objectives, and we choose programs that are of interest to us,
then we put the money somewhere else.

Mr. CHAFFETZ. I just fundamentally don’t understand. Again, it
is above and beyond just USAID. But here we are spending $102
billion and we have to provide these guys incentive bonuses to
achieve their metrics and their goals? It sounds like a bonus to me.
You may say, oh, it was appropriated. But we wouldn’t have spent
it otherwise. It is not as if we saw some critical individual need.
And you are going to up that from $75 million to $100 million?
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Mr. SAMPLER. What is useful about the incentive, Congressman,
it is not incentivizing individuals, it is incentivizing the parliament,
for example, to make difficult decisions.

Mr. CHAFFETZ. But isn’t it incentive enough to say, you are not
going to get any of our U.S. money unless you do the right thing
and set up the metrics and the oversight that you need, we are not
going to give you that money?

Mr. SAMPLER. Some of these are more institutional. The elimi-
nation of Violence Against Women law was something that was not
politically palatable to the parliament in Afghanistan but is abso-
lutely essential to us that that be done. So we have incentivized
the passage of that law and the implementation of quarterly re-
ports about violence against women in the provinces. Without some
sort of incentive, the president and the minister of finance and the
cabinet would not have had the horsepower to turn Afghan parlia-
mentarians in the direction of doing this thing.

Mr. CHAFFETZ. Wait a second. Lobbying money?

Mr. SAMPLER. No, I wouldn’t describe it as lobbying money. It is
an incentive to get the parliament to do the things that we need
them to do.

Mr. CHAFFETZ. So the parliamentarians get this money? Who
gets the money?

Mr. SAMPLER. No, that is not correct. The Minister of Finance,
the money that is received

Mr. CHAFFETZ. Going back to the specific example of the women’s
violence issue, where does that money go?

Mr. SAMPLER. Again, it goes to the Minster of Finance, it does
not go to members of parliament or even to the parliament, but it
goes to the Minister of Finance for programs that he has identified
that he would like us to fund that we heretofore have not. And
then the same project oversight measures kick in.

Mr. CHAFFETZ. So we go through all these assessments, we have
all these things, we have these objectives. It doesn’t even show up
on our top 200 list. But he has his own pet project over here, which
we will fund if he passes legislation that—I mean, we have a lot
of laws here in the United States of America that prohibit that
type of thing happening here in the United States, and we are up-
ping the amount of money that we are going to use for this pro-
gram?

If we incentivize the Secretary of Education to get some laws
passed here in the United States Congress, and by the way, we are
going to go ahead and take your pet project over here and fund it,
we weren’t going to do it otherwise, but we will fund that, are you
kidding me? That is the very essence of corruption. And we are
funding that?

Mr. SAMPLER. Congressman, it is not his pet project. These are
programs that

Mr. CHAFFETZ. It is a project that he gets to pick. It didn’t show
up on our list.

Mr. SAMPLER. The government of Afghanistan, I should not char-
acterize it as the Minister of Finance. It is a project of importance
to the government that we have not yet chosen to fund. We still,
it isn’t a matter of we are obligated to do certain things. It is a
sense that if the government can make these certain milestones
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that are a part of the Tokyo mutual accountability framework then
we will incentivize their compliance and their achievement of those
milestones.

Mr. CHAFFETZ. I don’t want to get caught up on semantics, but
I am just telling you, you have an incentive fund, it sounds like a
bonus, it sounds like a slush fund, it sounds like a lot of very nega-
tive things. I guess my question to you is, would we do that here
in the United States. Would we do that with our own government?
Would we do that? And I don’t expect them to mirror everything
we do in the United States. But you are going to have to help ex-
plain why we have $100 million sitting over here that we have this

reat discretion from, we are going to take it from $75 million to
100 million, and if they do things that they want to do then—I
just don’t understand.

Mr. SAMPLER. Congressman, one of the challenges in Afghanistan
is that their government is chronologically where we were when we
disbanded the Articles of Confederation and started over.

Mr. CHAFFETZ. Oh, it is more like the Stone Age. Fred Flintstone
is more progressive than a lot of places in Afghanistan. And that
is the problem. We are $100 plus billion dollars later, and they
don’t have the infrastructure to do the basics. I feel for those peo-
ple.

But the Special Inspector General asked for a list of the ten most
impressive, most successful programs in USAID and the ten least.
There are going to be some failures, we all understand and appre-
ciate that. When are you going to provide him, and I would like to
have a copy of this as well, a list of the projects, the most success-
ful and the least successful?

Mr. SAMPLER. Congressman, we don’t rack and stack our projects
by most and least successful.

Mr. CHAFFETZ. But you go back and assess them, right?

Mr. SAMPLER. We do. But they are not compared one against an-
other. It is like asking me which of my sons do I love the most.

Mr. CHAFFETZ. No, but you are going to tell me whether or not
they were successful in doing something or not. These are very tan-
gible items. If we are building a power plant or we are building a
school, we are trying to build a water well, you have to know.

Mr. SAMPLER. Congressman, we can share on any given project
what they succeeded at doing and what they haven’t yet succeeded
in doing.

Mr. CHAFFETZ. So you are not going to comply with the request
from the SIGAR?

Mr. SAMPLER. We have provided a list of our top ten accomplish-
ments in Afghanistan.

Mr. CHAFFETZ. Has USAID satisfied your request, Mr. Sopko?

Mr. SoPKO. Absolutely not. They have given us just some gener-
alities. We have increased health, we have increased education, we
have increased the lives of women and children, which is great, we
all support it. But we are in the game of what particular program
or programs or policies led to this tremendous doubling of the age
or the increase. Because you are required by OMB regulation to
have that information and they are not providing it.

So no, they have been totally non-responsive.
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Mr. SAMPLER. To my knowledge, we are not required to rack and
stack one contract or one program against another. I am more than
happy to share any information about the successes of specific pro-
grams. But I do not rack and stack one program against another
and say, this one was better than that one.

Mr. CHAFFETZ. You can understand the concern when we get the
report from the Special Inspector General for Afghan Reconstruc-
tion, Congress set this up so we can have some third party
verification of what is happening and not happening. And he un-
covers lists of things that don’t happen. It is a tough place. We
have good people in the most difficult circumstances I can think of
on the face of the planet. The people out there, USAID, are doing
yeoman’s work. We understand that things are going to fail.

But the concern is, when we are $102 billion into it, and most
of that is DOD, it is not USAID, we continue to pour money into
this thing and we haven’t tackled the most basic problem which I
think is corruption. If I had to list my top three or top four con-
cerns, corruption is right near the top of that list.

Mr. SAMPLER. It is at the top of everyone’s. And Congressman,
it is not correct that we haven’t addressed it, we just haven’t licked
it.

Mr. CHAFFETZ. But when you have 333 different recommenda-
tions and you only insist that they implement 24, I have a problem
with that. We have an example of the SIGAR coming in and seeing
an agency or ministry that is doing it the right way. Why don’t we
insist that everybody do it the right way? They don’t get the money
unless they do it the right way. More than a decade later, and you
think we would have learned this lesson.

Mr. SAMPLER. The DABS report that I think you are referring to
as having a ministry that does it the right way actually is the
model that is used in other ministries. What we are not doing at
this point in time is disbursing our resources across all 700 risks
that have been identified. We are focusing our resources on the
risks that surround U.S. taxpayer dollars. In other words, we are
huddling around money

Mr. CHAFFETZ. NBC News just had this report out today or yes-
terday, Afghan prison built with U.S. money falling down before it
opens.

Mr. SAMPLER. I wish I could comment on that, but that is not
something we built, Congressman. I saw the story and expected to
hear about it, but I just don’t know what it is.

Mr. CHAFFETZ. It says if falls within U.S. State Department. This
is the first paragraph, an $11 million American-funded prison in
Afghanistan is falling apart before it even opens. And the U.S.
State Department plans to rebuild it, call for shoddy construction,
a government watchdog said Wednesday.

I have gone way past my time. I will yield to the gentleman from
Vermont, if he has questions.

Mr. WELCH. I actually don’t have any more questions. But I am
hoping that we can do is find a way, Mr. Chairman, to perhaps leg-
islate some conditions and bring that to the full House for consider-
ation. We just can’t keep asking taxpayers to blow this money.

And it is not just about blowing money, if we have a model there
that simply doesn’t work, where this is a total mismatch between
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their resources, their governmental structure and their ability to
sustain projects in hindsight may have been grandiose or mis-
aligned. Let’s just not keep pouring good money after bad.

The dilemma, of course, is that it is in our interests as well as
the Afghans’ interest that they don’t have a failed state. So the
goal here is one I share, I think that is a very important goal, both
for strategic and security reasons and humanitarian reasons.

But the fact that we share a goal doesn’t necessarily mean we
have the means of achieving it. That is the dilemma. And I just
think that the responsibility that we have in Congress and often-
times have not accepted is to call the question. And I think that
if we are asking our soldiers or we are asking our State Depart-
ment people to do something that is trying to fit a square peg into
a round hole, when we ask you to do it, you will do it. Then we
will go to you to say, why is it not working and we forget that we
are the ones who started the whole thing in the beginning.

So there is a certain amount of looking in the mirror that I think
Congress has to do on these policies. But Mr. Chairman, I do think
it is time, we are asking the question here, but I would like to see
our committee make that statement to the Congress as to what the
findings are that your work and Mr. Tierney’s work has provided,
and then maybe as a committee come to some conclusions about
next steps that we can take that will not have us keep digging in
the same hole.

So I thank you and Mr. Tierney for your leadership on this.

Mr. CHAFFETZ. Thank you. This is truly an effort that I believe
is bipartisan in its nature. I do think it is important for Congress
to understand and look back on what has worked well and what
hasn’t worked well. We are honest about the fact that there are
good things and there are bad things. If you are refusing to rack
and stack, as you said, I would appreciate it if the Special Inspec-
tor General would go through that exercise. You highlighted a lot
of concerns. But we will do it that way, if USAID doesn’t want to
participate.

Mr. Sopko. We will do that, sir, it is part of our mandate. But
as I tried to explain and maybe it wasn’t artfully enough, I can
draw lessons learned upon failures or successes. I am required by
statute to do lessons learned reports. I would prefer to do them on
a mix of information. But I can’t get generalities that health care
has been improved. Well of course, it improved. If you throw a hun-
dred billion dollars at it, obviously it is going to improve. If you
stop the shooting war, of course it is going to improve.

And then I hear education has improved, and at the same time,
there were no buildings. Well, they start comparing education right
during the war or right after the war. Of course there was no edu-
cation. Everybody was scurrying from the Taliban and the bullets.

So I need something specific because you are demanding from
me, look at the programs. And if the information isn’t provided to
you, what are you left to do? Across the board cuts. And that is not
the way to do it. Because that cuts the good programs as well as
the bad programs.

So that is what we need to know. Thank you, sir, we will try to
do that.
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Mr. CHAFFETZ. Thank you. Thank you both. I appreciate this
hearing and the good work that the men and women do on the
front lines.

This committee stands adjourned.

[Whereupon, at 12:01 p.m., the committee was adjourned.]
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'USAID L

FROM THE AMERICAN PEQPLE

April 16, 2014

The Honorable Jason Chaffetz, Chairman

The Honorable John Tierney, Ranking Member
Subcommittee on National Security

Committee on Oversight & Government Reform
U.S. House of Representatives

Washington, DC 20515

Dear Chairman Chaffetz and Ranking Member Tietney:

Thank you for your continued interest in and oversight of the work of the United
States Agency for International Development (USAID) in Afghanistan. Pursuant
to USAID’s ongoing discussions with you and your staff regarding our programs
in Afghanistan, I am writing to provide the Committee with copies of USAID’s
Approval of Use of Partner Country Systems (AUPCS) memoranda and Stage 2
Risk Assessment reports prepared by Agency staff on seven Afghan ministries.

These documents represent an essential component of USAID’s approach to
minimizing risk and developing stringent safeguards in the implementation of
direct government assistance programs in Afghanistan, Direct government
assistance is an important part of USAID’s bilateral assistance program in
Afghanistan in support of U.S. national security objectives and is crucial to
building the Afghan government’s ability to sustain the investments and gains that
have been made and reduce its dependence on donors over time.

The AUPCS memoranda and Stage 2 Risk Assessment reports are being provided
pursuant to the agreement between the Chairman and Ranking Member of the
Subcommittee as reflected in a colloquy at the hearing held by the Subcommittee
on April 3, 2014. These documents are mutually supporting and should be read
together rather than as distinctly separate documents.

The documents are being provided in addition to the information on USAID’s
direct assistance program in Afghanistan that USAID has already provided to
Congress through Congressional Notifications (CNs), briefings on CNs and on
direct government assistance, independent risk assessments, and written and oral

U.S. Agency for Intemational Development
1300 Pennsylvania Avenue, NW
Washington, DC 20523

www.usaid.gov
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testimony., As you know, USAID has also worked closely with the Special
Inspector General for Afghanistan Reconstruction (SIGAR) and USAID’s Office
of Inspector General (OIG) to provide information about the Agency’s programs in
Afghanistan.

Based on the colloquy at the hearing on April 3, we understand these documents
may be entered into the official hearing record. For privacy and security purposes,
the documents include redactions of the names of Afghan individuals, other than
the names of Afghan Ministers that are publicly available, and the Agency’s non-
Afghan employees below the level of Deputy Mission Director.

USAID will continue to make available to Congressional committees upon request
full access to unredacted versions of its assessments, including these AUPCS
memoranda and Stage 2 assessments, either in the Committee’s or USAID’s
offices. As a result, the Subcommittee will be able to review the information that
has been redacted for privacy and security purposes.

We would also be pleased to meet with you or your staff to provide a briefing and
answer any questions you may have regarding USAID’s assistance to Afghanistan.

Cordially,

/A .
T. Charles Cooper
Assistant Administrator

Bureau for Legislative and Public Affairs

Enclosures
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AFGHANISTAN

W USAID

% mﬁé"’ FRESMTHE AMERICAN FEOPLE

fannary 10, 2013

ACTION MEMORANDUM FOR THE MISSION DIRECTOR

T 8. Ken Yamashis, Misston Diveetor
: SR . e

, )
FROM:

SUBJECT: Approvalol Use of Parmer Country Systems (AUPCS) — The
Ministry of Public Health (MaPH) under ADS Chapter 220

ACTION REQUESTED:

In accprdence with Automared Directive System (ADS) Chaprer 220, you are
requested tw approve e use of partner country svstems in connection with
LSATD s assistance to the Government of the Tstamie Rc.puh*m ot Afghanistan
LG‘ROA; thr ough the Ministoy 5T Pubiic Health (MoPH), This ap‘nuva.
determination will remain in force for approximatély a three-vear period
rhmuﬂh bxsca} Year End (i YE) 2013, This approvs!l authoritywi H include ail
current and future proposed (Jm ernment ta Government {G2G) assistance
activities betwveen USATD and the MoPH tirough TYE 2015.

The initial proposed G2G direct assistance. activities include:

& I sgraied Healthi Services Sysiems 51 rngthening Program (IHSSSP) ~
ISAID total contribution estimared av:$430 million (of which'$326.8
“mlhqn is on-budget).

BACKGROUND:

The MoePH is the steward of the Afghan health sector-and ensures aecess 10
guality heahtheate for ail Afghans as pusranteed in the Constitution of
Afdhanistan, ‘The Ministry is led by H.E. Minister Sefaya Dalll and three

Depury Ministers for Adiministration, Policy and Planning, and Service
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amplement he*zlth sm vices. Th
ﬂh Baqc Pac&age af H eﬁﬂh sg

nmﬁ Pad\ ‘gg oi
E 0}5 ganizations (NGOs),
L b&t‘\’l\:d‘i bl Gu’id bn, Liab lzin

GiRUA xmp emx:erimm,n (3fhu— 13“}18 ‘md Li 1i% Bozh the B?HS "mu Lht,

EPHS are dvnctzv m anaged bx the. Mﬁi’{i \Hih ilmdmv commitments prox ided
European Union (3L
ces Among the thrcc mg

EPHS w 1tam the

inﬂ ﬂ.,a p‘-fn mces»a szz umon that continugs 1o _tr;;s d:r\

USATD will provide off-budget technical assistance to systematically acoelerate
t’ne connnued transier nf 1ec§3mmi capacity and iiprove prograim managermnent
/ y Lhau eadr.rsinp m rl"e pub’ pm;aic angd non-

services and m_am : pmgza’ns ina ;:‘m_:p rmt m*wnaj

Comiplving with USAID Policy

'C-o‘um’ : for T
~Rtabhshes th ‘Pub{u._ :
(TI‘MR%F) asthe Aﬁan’# accmlrmb;ht} mudmmsm e prota,t U‘S m\p ayer
furds frowm unre 'tmab ¢ rxsk andt §is 1ze dle\duu L_i development

r shrould be done

initiated for LSMD? Agi:‘]‘.ams[au in Auauqi V(JD Ir'z; *.&;mmr was app"m Ld by
the USAID Administrator on November 20, 2012, The waiver.{ocuses
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primarily on compliance with guidance on Stape 1 PFMRAT Rapid Appraisals
and Erhanced Democracy, Human Rights, aad Governance (DRG) review. The
Siage 1 Appraisal and the DRG review are macro-fovel assessments, which

st with understanding the risk environment in tergeted Countries Lo inform
decisions whetherto consider the use of a pariper couniry”™s systems,
USAIDYAfghanistan has never conducted the mecre-level enhanced DRG

U S

eview and the Stage 1 assessments upon GIRoA, as required undercurre
issued ADS Chaprer 220. -Given the history of G20 assistance in Afehanisian,
this siuation is undersiandable. The macro-level assessmentsareto glidethe
decision process about whether G24G assistance should beconsidered as.a
bilateral assistance objective. In A I”gé:sanist*q that decision was made several
vears ago gt the highest levels of the ULS. Government. The Chama
administration’s.fore ign policy decision in January 2010 committed the LiSGo
direct G226 assistence to GIRoA. This commitment was not made subject to the
review ofmacro-level risk in Afghanisian,

Fven with the walver i place, the Mission s
properiy safeguarded and fido uaﬁ nsrs e *\pp ;1 xd ’n& I€d c.rd
mitigated. To thet end, the Mis public
financial management risk as

ssRRlUpon :}u, ’WQPH \s‘a Hu il is comparebieiin
all material respects to those PFMRAF SL e 1] Risk Assessments completad by
other missions and deserthed in ADS 220, and no due diligence is
compromised. The Mission’s risk assessment, 1ike the ADS 220 PFMRAF
Stage Il Risk Assessment forinstitutions, examines the capacity, contral
systems, and day-to-day practices used in the. PFM systems in the ministries,
departments or agencies that.may be respousible for making and carrying out
decisions and actions related 1o pwnoscd G126 assistance which USAID will
provide, The purpose of this visk assessment is o identify and;cl;,gn»ac!c;rfze the
fiduciary risks of the instmution within the partner gevernment o inform
USATD in determining whetheruse of pariner couniry systems is suiteble with
theinstitution.

ID, with the participation of GIRoA, comracted o third-parts to-carry out
Stage 1T equivalent Risk Assessment of the MoPH. The report was
April 20732,

DISCUSEION:

Fidugiary Risk

The mission L'a:-c:ﬂgnizes that Afghenistan is o high-risk environment, but is berh
: ’ " conoern and & “natonal security interest”
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within the'meaning o ADS 220. (26 activities may exhibit risk factors
beyond thoqe mccumr_rcd in other development envisouments,  In any case.
G2G activities are expccu,d o show positive: dweiopnwm ﬁutwme% evenifa
manageable risk of loss exists and risk mitigatic At
ZSSUMES NO accep_.tablc tevel of fraud. »A}l_idem

1o or concurrert with: th" dxsbur%rm.m Qf US EO\C““m‘* 201 mnd& {_{; aswzc
maxisum protection of 1S, taxpayer dollars. Other risk mitigation will
correspond 1o the level of risk identified,

Tjhe 'M,Es‘séon ‘n'(.E'Oh ates c'mdz{xom pi recedent, based upon risk umsgﬂzﬁrs plans
g ri} xn A.)S 220 inall

ks and where 8
;(mdmsn prccedem is’ LHL appro; rigle niitigation uuu,mm t Ph, conditions.
precedent will. mmgau risks and contribute 1o #n appropriate i crrml contral
irpnment: Other tisk treatmen!s 'li continue throughout the h*e of the (32G
¢ or until sufficient capaeity is d‘—.momrrated by the partper government.

Programmatic visk is. managed through the application of the ADS 3
ather guidance to-project design. "This AL PCS, therefore, focuses on fid
rigk issues. The project.design documents should be consulied. for Information
regarding programmatic risk.

Managing Risk

On November 27, 2012, the Mission Partner Country System {PCS) team
documented a Staﬂre H Risk Assessment Report, The Stage [l assessment report
was paew.red to determine whether USATD could refy upon the MoPH systems

operations aud inernal comrals 10 manage doners” funds, The assessment
basically determined they USATD cannot rely upon the MoPH cuwrent sysiems
operation and internal controls to-manage donors” funds svithour substantive
mitigation measures being incorporated imo G2G agreements asgotiated with
the McPH. The complete Stage 11 Risk Assessment Repert, including the Risk
Schedule with identified risks and sugzested mitigation measures, is attached in
Appendiy-Number 1.

MSAIDs mitial activity 1o be implamented through direct oncbudsget assistance
with the MoPH 1s:the Integrared Health Serviges tems -Strengthening
Program (THSS5P). The programmatic objectives arg described below,
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Integrated Health Services Systems Strengthening Program (1HSSSP)

The pbiective of THESSP s 1o continge to impreve access 19, and availabilivy of,
quality BPHS and EPHS, particularly for svomen and children. JHSSSPwill
place special emphasis on srengthening comaunity participation in order to
ensure improved povernanse and accountability, and increasing sustainability
through health care financing schemes ard public-private partnerships. In
addition, the proaram will incréase demand for quality services and promote
healthy behaviors. Inéreased MoPH stewardship at borh the central und
provincial levels is 4 high priority thar will result 1 increased sustainabiiny and.
msj'mmnuhzauon of the huith progrdm. Finally, the program will further
streénathen the private sector’s ability to provide quality services and products at
affordable prices.

Although THSSSP invielves certain risks, the Mission is structuring the program
16 include a numbier.of measures that will mitigate the dzmm,rs and ensure the
suceessful implementation of the program. Most-significanly, USAID 18
supporiing on- dnd ()ﬂlbudgm;’[ chnical assistance to MoPH 1o:

2 Strengthen MoPH funciions in key areas, inchuiding servies
delivery; administration; financing and pracuregment; strategic
pi.mnum monitoring; and coordination among directorates and
provinces, ministries and donors:

. Foster provineial and distrier leve | MoPH aitd comrmunity w orkmc
mlmmnshxps it identifying and addressing focal
eonstraints/problems, and i holding the MoPH aceountable for
resulis and high-quality service dal ivery thar addresses ecommunity
needs;

o Build the capacity of the MoPH to become self-sustyining through
h0>pimi autonomy, socisl and community health insurance, public-
private parmc.r'if‘tps and the development ol'innovative ilc:ahh
financing options; and

o Assistthe MoPH arall levels to identify inpovative and cost-
effective approaches 1o addressing specific challenges to health
CAre apcess.

LSAID will utilize an Implementation Letter (113 as the basic activity
agresment.  The IL specifically will include USAID prior-consent privileges
throughput the procuiément cycle, conditions precedent prier to disbursentent,
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and other conditionalities required throughout the activity period.. The
conditionglities alsowill require MoPH to plan and beginto address some.of the
general weaknesses identified in the April 2012 contracted PFM assessment
report. In panicular, the eff-budget assistance will explicitly wark with MoPH
) devdc;p comtrols:and procedures 1o mitigate identified riska. Dictalls
reflecting interve

fions to address the findings of the Stage H Risk Assessment
Report will be included in designs under THSSSP. The method of disbursement
will be on a reimbursable basts for costs incurred or spea
achieved,

The IL agreement will require.an £
LISAID-specitic financed aciivi
Management will partiner with dw Tmternal Audi 4C
Munslr} of Finance under a separale Capacity Development initiative-and
initiate iniemal control and: fm‘muai reviews of the MoPH-managed gorivities,

The Office of Sucial Sectér Development {OSSD) techaical office and the full
PCS team are responsible for monitoring risk mitigation: steps, including
whether conditions precedent are met prior tw funds disburseinerit and whether
other ongolng covenants continue to bemet, Déterminations o what measures
should be talcen if mitigating steps arenat implemented or effecetive will be
mage'hy the PCS tean.

All planned USAHD direct assistance to the GHRoA will be provided through
existing legdlly binding bilateral assistance ngreements, which include USAID
andif, iInvestigation. and Cvahx‘*tkon rights on behs 11*‘3}‘«1’1;»‘311‘ :mdmher 7.8,
Govcrmncm ﬁgutcus* rc:fuan tsrmmcmcm and

s of services :0 b;_ tfnamced
mzd::r ;hcsr. hda;cr;ﬂ }.5.;_;5’13;‘;: agre mqmm ;ncim_zd;ng documentation telating to

the prequalification and selection of contractors and the seliciiation of hids and
preposals

Responsibilities

The Mission’s Partner Country System (PCS) team is composed of the
following Individuals:
(b))
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(b))

The ]\/TlSﬂO]’x Techmical Gifiee Team, Office of Social Sector Development

{O5SD) staff members are expanded PCS team members- for G2G activities
relaied to the Mol Those core expanded PCS teum members include:

(0)(5)

The full uz.p'mdcd PCH1eam reviewed {rn, resuits of e December 15, 2612
assessyment and is responsible for developing-and approving the risk mitigation
mzasures negotiated inlo each respective G2G activity agresment.

The risk mitisation assessment and sirategy was reviewed by the Glebal Partner
Country Systems Risk Management Team (GPCSRMT] in the Office of the
CFOto-ensure quality control inthe PFMRAF process.

AUTHORITY

Agcording to ADS 224.3.2.2, spplicaiion ol the PFMRAF gives authority 1o the
Mission Directorto approve the use of partner courtry systems, ;Lnoxx nas the
Approval of Use of Partuer Countgy Svstems (AUPCS).

RECOMMENDATION

That you approve this written Approvaliof Ude of Paitrier Comntry Systems far
the Ministry of Public Iealth.

Approved: %w( , Dat ‘_l& Wh

NA
Disapproved: Date:,
Attachment: Stage [ Risk- Assessment Report

ey w N2 iy s a ¢
EEU =My Nor e Soped - Disrthated
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Appendiy Na, 1

Siage I Hish Assessment Report
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Public Financigl Management Risk Assessment Framework

GOVERNMENT OF THE ISLAMIC
REPUBLIC OF AFGHANISTAN
MINISTRY OF PUBLIC HEALTH

STAGE Il RISK ASSESSMENT
REPORT
December 15, 2012
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Background

Founded in 1747, Afghamszan has had a tumultugus existence. Rich wih natural
resources. such as: natural gas, petrofeum, coal, app" zing, and iron, the country has
all the necessary elsments to jump statt its economy. However, the Afghanistan
economy has been plagued with instzbility, but is mow recovering from décades of
conflict.  Aceording to: Public Expernditure Financial Accountability ;Dtrﬂ} reports, the
ecanomy has improved signifi cantly since the fall of the Talban regxma in 2004 iargely
becausé of tha infusion .of - ernatsonal assistance, the recovery of the agriculturs)
and service sector growth. VWhile the internatibnal community remains committed
*o Af gnansctan s deve r‘pment and has pledged significant. resources, the Sovemmeant of
he [slamic ‘Repubfic of ; Aighanistan {GiRoAY will need to overcoms a number of
unaﬂenges including fow revenue collection, dnemic job creation, and high levels of
rruption, weak government capacity, and poor public infrastructure.

Actording ta a 2008 PEFA report, Afghanistan’s public financial maragement (PFM)
system achieved significant :mprovements between June 2005 and December 2007,
Howaver, capaclty development in the line ministries needs sxremthcnm Compared
with {he progress in the Ministry of Finance (hoF), developments in most fjﬂe ministties
lag behind. For examiple, cash managemert and paymeni stheduiing grotedures in: fine
minisiries have not improved. The internal audit function in line ministries doss not mest
rgcognized professional standards While technical expentise in tha line ministries haa
significantly improved in-seversl areas, {ong-term fiscal planning remains uncertain,

in 2008, USal D’Argr‘amsxan snigfed into an agreement with the Minisiry of Puslic Heaith
{MoPH) 10 manage U.S Government funds for implemanting health servites through
nengovernmental crgan:zahons {NGOs) under host eountry contracting m:chamsm= and
signed-an implamentation letter to provide the MoPH with up to $236 million over tva
years to support the delivery of stahdardizeg health sarvices in 13 target grovinces in
support of the Partnership Coniracis: for Health Services. (PCH) Frogram, Ths program
was expected to improve acecess, guailly, and use of services 1o improve health status
and centribute 1o meeting Afghanistar’s nationa! healih obigctives. Ovarthe Iifs of the
program, activiliss contributed o

= Increasing Basic Package of Health Services {BPHS) coverage 12 more thal
80 percent

¢ Redueing the maternal mortality ratio 01,362 deaths per 100,000 live births
par year

¢ Reduring the mortality rate for children under 6 10 168 daaths.per1.000 five
births per vear

' Reducing the infarlt monality rats io 104 deaths per 1,000 five binhs peryear

in 2010, the Cbama adninistration mads a public s;rategf‘a forgign-assistance decision
announced at the January 20710 London canference and reaffiirmed by Secrelary of State
Clinton and USAID Admm‘siratc, Shah at the July 9010 Kabui confersnce, which
committed the U.S. Covernment to provide at least 50 percent of U.8. Government
assistancs dirscly to G’DOA 1o be chapneled through -GIRp&'s core: budgst systems
within two ysars (4u12} In Jupe 20;1 USAlDVAfghanistan negolisted a scope of work

“Londan Gonferente, Jatuary 2010:nd the Kabul nizmationsl Conferénce of Afghanistan, July 2010
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with GIRoA to underizke entity evej dsk assessmems of GIRpA ling Ministies,
Confracts utiizing the negotiated scope of weork were issued o Cerified Pubf c
Accountant {CPA} firms to undef‘ake the Ministerial erfigagsments. The CPA fmh
finalized assessmert.report of the Msn*stry of Public Heailth. (MoPHl was issued in Apr,u
2012,

The United States is. commitisd-fo improving the guality of its aid In orger to maximize
-development in Afghanistap, U:S. miltary action in Afghanistan including USAID's
support of the: U.8.G. Counterinsurgeney. sirategy is expected to come 16 an end srot nd
December 2044, USAID anficipates thal FY 2015 will be ‘the beginning of
rangformations! decade to 2 normal USAID longer-term developmerit strategy. \ML,,
that tranéition to 2 morg mhust ffaditional ‘developrment strategy will likaly resudt ‘in
substantive changss in Govermnment to Gavernment (32G) assistance.

The G2G commitmant comas with the responsibility ic ensure sffective use of funds
vprcwded by U. 8, texpayecs and appropriated hy Cofigress, and the need to address
fiduciary risk ‘in the Partner Country FFM aystem being -considered for dirmct

Government o Goverpmient assistancs. For that reason the Agency devel oped tHa
Public Financial Management. Risk_Assessment Framawork {PFMRAF) Stage | Rapid
Appraisal -Assessmenf, the Demucrac Human Rights and -Governance enhanced
(ORG) . rewew and the PFMRAF Srage It Risk Asssssmeni to enatie it to meet that
objective®.

The PEMRAF is a multi-stage risk-based methodology whergby USAID seeks fo
understand the fiduciary risk envircnment in targeted countigs ‘o inform decisions
‘whether to use or o increase the use of pariner country public: financial managemsm
sysﬁems in deliveting. aid. eszsvtemce Thi enhanced DRG raview, led by a USAID/W
feam, is underaken prior 1o or n ‘conjumction With the Missiod-led Stage | Repid
Appraisal, and sseks. io -determine whether & G2G nvestmant could empower 2
gavemmam at the expense of its people. Unless the macro-lzvel Stage 1 Rapid
Apprajsal and enhanced DRG review dstermiing that thers s unzccepfabile or
unmitigatad couritry level fid Juciary risk, -political constrainis, or other nsurmouniabie
barriers to the use of parner couniry systems, an in-depih PFMRAF Stage 1l fisk
assessment — which Js an entity lével assessment — may be compi ted by ine Mission.
This Stage Il aasessment will sstablish the baseline level of Ministeriai emky level risk
corresponding to contemplated funding levels, and i demsfy vulnerabiliies of the partner
country implementing entity. If the assessment reveals clsar evidence of vulnerabilifies
to-corruption and othar high levels of conirel risks, and the partner country government
fails to respond or-agree 1o approprigte risk mitigatien remedy measures; then'the use of
partner couniry syslems niust nat be sutherized.”

USaiD/Afghanistan has never conducied the macra-ievel enhanced DRG review and the
PRMRAF Q!acn | assessments upon GIRoA as raguired under cuently {ssued Aganuy
Polic-ADS Chapter 220 issued in draft in Augist 2014 and substantielly updated in

$n August 2071, the #&genc; issied a new dralt pelicy ~ ADS Chapler 220 - ganaining ic the use of rafiabie
partney couniry systems for dired! G20 assisianca, That pelcy chagiter was subislartially updated
2012 and. continues o undetg& modificalions Jatest in July 2012, where risk s5sessment q;.e:*mmta
guidetnies Ware modified. This ADS chagter wit latast modfications now retuires a thiee-giage zpproach in

the process lesding 10, & desision of whether USAID sheuld o onsiger uss of a-parings counify's Eystems 1o
xmpiemena diregt assisiance programs.

Accardmg 1o U niD/Afgha’ns'an s Oifing Social Sealor Development MOPH has given & sviderice of effart
o respond &D ‘he 4denimed nshs a:\d began }c 'v*dn:ss ﬁxe {denisf ed weakr\essas T ne outcomes ofthat
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March 20712, Given the history of :G2G assisiance in Afghanisian, this situation is
undarstandable. The macro-leve! assessments are io guide the decision’ process: about
whether G2G-assistance should be considerad as a bilateral zssistance sbiective. In
Afghanisian, that decision was made several years ago at the highest levels ntthe U5
Government, The Obama administration’s forgign pclicy decision in Janpuary 207 0

wh;cn was re*ffrmed by Qecmiafy Cimtcn and Admmxstralor Shan at- th~ Kabl

nsk . A‘fghamstan Essmt aﬂy, the ;ore;gn po:;cy damsxcn én;,égé inWGZG éséisténé;
in Afghanistan has-replaced the first two stéps unger the Ag=ncy ADS 220 palicy-4
enhanced BDREG mview and the PFMRAF Stage | assessment

USAID ma; m,t have campixed wsth Ewefy a#mem of zhe deta;ted PRMRA;— 'itaae il
guiidanes-as.curreptly revisad in-Jul y 2012, however the Mission belisves it has_c_omp*s=d
with the spirlt and purpose of that g ce. N August 2012, UBAID/Afghanisizn
addressed an unofficial Stage | review by internally summarizing responses fo
assessment guidslines using colleciive information gatherad from pubhu expenditurs and
financial accountapility (PEFA) reparts, assessmenis undertaksn Ly ne CPA firms to
date, and sther informsal “information avadub)e 10 Mission staff. Using that ipformal
Process and the MoPH independent CPA firm assessment report issued in Apri 2042,
the Mission Is documenting through this framework 2 Siage || eguivalant repont haged
unon tHe most rex:eméy undated ADS Chapler 220 glidance.

Objectives
The overall obiscive of this Stage Ul assessment is o deterning whether the UQ.
gpvemment c:an rely on the Ministry of Public Healths (MoPH] systems operation ang
internal contrals o manage donars” funds: Spe“rf alty the assessment will

= ‘Datermine whether MoPH's financial managementaccounting systery iz
-edegusts to preperly manage and goocouniior dohors’ funds,

= Determine whether MoPH's Inlemnal controls zre adequate to manega donors’
funds.

s Destermine whather MoPH's procuremant management units have sufficisst
-systems and managemeni cspacily to implement activities  and manage dcnors
funds.

¢ Deisrmine-whether MoPH complied in alil materal respecis with arplicable faws
and reguiations,
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Executive Summary

The United States comunitied to improving the- quahty of #s 3id in order ‘to. maximize
devslopmen! benefils in Afghanistan pledged to ¢hannel at lsast 50 pemer\t of ils
devaloprient assistance through the national budget of the Afghan Government. This
commiiment comes with the: feapansmmzy to ensiire efective use of funds provided by
U, 8 taxpayers and appropriated by Gongmss and address fiduciary risk inthe Pariner
Country Fublic Finangial Managément (PFM) systems bzing considersd for dirsct
*np!emen;at;cm of USAIDunded assistance. Fcf that reason USAID developed the
Public Financial Management Risk Assessment Stage Il io znable #t to meet that
ahjective: The Public Fingnicial Management Risk Assessment Framnwork (PFMRAF ) is
2 muiti-siage. risk-based meihodcucgy whereby USAID seeks o unuarsiand the fidaziary
fiskcenvirsnment in targeted couniiies toinform decisions whether 1o us2 oriincrease e
uge of partner gountry public finencial managemernt systems in delivering aid tssgtacg
if the.assessment reveals clear evidence of vulnerabilities to corruption. 'and the pariner
country: government fails to respond, the-uge of partner country syslems . Must not be
authorized.

This assessment was perfarmed 1o determine whether USAID can saly on the finistry of
Public Hezlth's (;MoPh) systems operation ang internzal controls to manage-daners’ funds.
Thé assessment Tound that USAID. carinat rely on the Miristry of Public Heallivs {MoPH)
current systems eperation and internal-contrals 10 manage donor funds withcutsubstantive
msdgaﬁu' measuras being incarporated o G206 agreeﬂewts nagoliated with MoPH. The
assessment found significant internal conirol wesknasses in'the PFM systems. Exam,,,es
of weaknesses detested include, lack of refiable pavrol systems. lack cf access conirot and
mznagement review over finantial S systems- and transactions, and the hiring: of unqu"isﬁﬂc
financiai management staff. The pervasive nature of the Internal conirol weaknesses
impliss that the MoPH cannat adegquars! ly manage and safeguard donprs’ funds -agai inst
logs ang er misappropriation.

MoPH saricr managemant -offich have made some staleyic decdisicns and have
prow:!ed 1o seme extent structure -witkin ihe ministry. in spite -of the notatle effors,
considerable govermance chalienges remain unaddressed, aspacially it the area of
personnel pelicies and procedires whers the MoPH HR directorste has an oppcm_m’ty
ie improve current practices. As an example, emplovess’ annually required code of
cendust. and sonfiict of interest forme are no! documented, snd empioysss® job
descrplions. are not acknowledged and documented, in agdition 1o the governs ance
chaﬂanges the MoPH faces difficuities in many other arsas as well. Forinstance, the
protursmeant demam“eqt does not have specific mechanisms 16 prevent colidsion
bty X :suppimrs and'prc uremﬁnt agents, Ottier exampies of these difficuliles are,
management does not consistently use feedback and ohservations trom its monitaring
professionals to manage for resuits, and-there ars potential conffict interest issuss
Eebwesn the, previngial’ o‘ﬁcec and: the monitoring dnd evalustion dSVFSxSY’]

lll

Under normal circumsiances; the resudlis of this assessment would jead’ USAID notio
engage in Government to Government (G23) assistance with the Ministy. Since the
detefrmination has akready been made o engage in G2G activity with the Ministry,
approsching assistance with precaution and condilions, USAID, \working closely with
GI{RoA and the MePH, can réasansbly mitigate the identifisd. risks. Appendix 4 deta&s the
igentified risks.and proposes possible mmgafrg mieasures 1o maf‘aga those risks;

* 1 andon Conferemes on Afghamstan, Janyary 2010 andihe Kzbui international Conference on
Afghanxstan‘ July 2010
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Assessment Conclusion & Results

The assessment found that the U.8 government cannot rely an the Ministry of Public
Health's (MoPH) systen*s operatian and intarna] cantrols to manage’ doners’ funds.

MoPH's financial management/accounting systam is not-adequate to propery manage and
account for donors’funds. Sse page 8

tMoPH s internal contrels are netadeguate 1 manags doners’ funds. See peges 8 and 8

MoPH's procurement management units do not have sufficiert systems and - management
capacity fo implement activiies and manage danors” funds. See pags 10

MoPH did not fully somply with GiRoA prosurement laws and regulations. See page 10

In additien the internal control environment'is notadeguate to mitigate fisk of corruption as
saveral key contrals are-not implemented, and itis unclear ¥ GIRoA, including the Ministry,
has e capacify to combat corrupt;on effectively. Notetheless, vmh 1gchnical assistance
and other suppert and clear commiiment 1o change on the part of GIRaA and tha MoPH,
USAID beliaves the identified risks can nonetheless reasonably be mitigated. ‘See pages &-
11 and Appendix 1.

Managementand govemance structure

Govarmance ks a prociess by which decisions ‘are made znd impismeanted. Managsment, be
it corporate: managsers or governmert cofficials, sets the tone regarding the importance of
standards ‘of conduct, -and management controls -and business practices. Management
provides, structure, discipline and a sense of purpese, and commurnicates these actions by
their attitude loward imternal confrols. The assessment found that MoPH senior
management officials ‘have made some strategic decisions and concerted efiorts to bperate
within GIRpA's guideiings, and has provided to some extent-structure Fnd discipline within
the Ministry. For example, management has developed a Tive years strategic plan and has
demonstrated a certain degree of leadership by updating the plan for another five yzars
{2011 to 2015), In addition, seiiior mianagement committess meet regularty, and he
minutes of these mestings are documentad, and aztion clans are often prepared ztthe enc
ciihe mestings.

In spite of these notable efforts, considerable governance challenges remain unaddressed.
The Minisiry has devoted considerzble resources 1o devslep and update its sirategic plan,
but thers is no mechanism in place to monitor the sffeciivenass of ‘the: plan. Furthermore,
the Minisiry created an internal Audit Division (1AD}, but did not invest in the deval looment
of the division. The 1AD does not have a charter, there is no audi commiftes, and e sl
waorking In the division lgcks the professional gualifications to :be audifers. The iriternat

audifora perform mainly transacticn based audits instead of "bks based audits.dug toths
iack of grofessional axpertise. Although the MoPH is operating in-a volatie enviranment,
management has not prioritized the deveiopment of business . continuity ‘and disaster
recovery plans, in addition. the lack of physical and seccess controls over-the information
technclogy- apparatus is a common threat however 1t Goes nct get the required-atiention
from senior manc.ge"rem Managament has made same visible effort 1o demonstrate 'a
commitmant o goad governance: Rowever, because of fis fallure 1o implement suliciant

internal controls. # is unclesr to what degree has maragameant communicated that

Page 7
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commitment {o staff. Acéording to other public financial manage'rer* reports” MoPH
employess are not adequately or consistenty aware of their interrial control responsibiliies.
Currertily, individual slements of internal control prosedurss are understood by staff
miembers who execute them, bul there is litle -awaraness across the Minisiry of risks and
_controls for the whoie internai contral system. The same repont noted a lack of internal code
of -ethics to “help foster a dear internal .control phﬁoeophy across the Ministry. The
inconsistericies in.management behaviar raise concefns regarding the Ministry's long tem
commitment to standards of conduct and discipline toward intemal onfrol activities. These
eoncerns highlight significant risk implications and raise doubt as 1o whether the Ministry
tias the capacity 1o manage donors’ funds without donors’ continued involvement fo assist
the Ministry in mitigating risks.

Financial Management and Accounting Systems
To achieve success in program implemantation & veliable public financial managsmeant
system is viial. The implementation of internal controf activities reduces the kkalihood of
waste and improvas program success. In most cases good internal conirol activifies help
ientify weaknesses in a sysiem, and prompt early corective actions. Admitted that
some organizations may not zlways have the necessary resources 1o implement
sffactive internal controls, nonetheless. key controls parformed by management
parsonnet can overcome the lack of segresaxam of dutiss and oiher control activities, At
& minimum, management should review accounting :ys*ems reports, inspact’ supporting
documents for selected Iransactions, and overses periodic counts of inveniories znd
reviaw bank statements and other reconciiiations.

The assessment found no documented evidence of thaese intemal ceontral functions.
With only basic controls like comparing expenses to aifohzd budget, the MoPH public
financial managemmt system is weak and is nighly vulnerable to errors and misconduct.
According-to the auditors, the financial managemant system is not integrated and lacks
access controls, For example, thers is na machanism in place to prevent the alteration of
payment request documentation after they have been approved by Ministry of Finance.
These are significant internal controls ‘weaknesses with chbwious cppommres for
wrongdoing. Mare importantly. the assessment discovered that several employess
including some of the highest paid officials. on the super salary scale recaived iheir
salarizs in cash, To sccemmedate this practice, the MoPH payroll officer goss to Da
Afghanistan Bank svery pay period and withdraws encugh cash to pay these offici

and staff in eash. #'is unclear how and if this nsk; disbursement and receipt of cash mi
wark practics is dosumnenied. This practice ralses concerns considering that the payroll
office does not perfarm reconciliations of payrdll discrepancias. Also, the payroil systerm
is vulnerabie to unauthorizéd changes as thers is no mechamsm to record, generate and
review payroll exceptions. Addxt;onnz!y, ‘there is a systemic lack of intsrnal conirot
practices including accountability. For example, cash collected from blood banks are nct
regularly and promptly depesited in the bank. Furthermore, fixed asssts are not
registered, tagged and iracked, and periodic physical verification of fixed assets is not
sonducied. Lnsty, the authorization and approval functions are concentrated with upper
managemant and is not delegated, causmg excessive delays and inefficiencies in the
system, Because of the pewas:ve nature of the internal control weaknessses, the MoPH
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is unazble lo sdequately manage and safeguard donors' funds against loss and or
misappropriation.

Personnel Policies and Procedures

Human Ressurce funciions are essential ic organizational. success, as they snsure
empféyees are freatad faidy and equitably, These functions also ensure that gqualified
employees are recruited and retained. The recruitment pracess at the MoPH s
viilngrable to manipulation and unfair practices as the recruitment commitiee does not
fave documented recrutiment gu;deimcs and recruitment proceedirigs are nol
documented. %nvaddxtmn, ‘there is no evidence that HR conducts refarence chacks on
nen Ta~hkeex emplayeas (e.g., consultants, advisors), and staff development including
continuing prorﬁss;anai education for medical doclors are not pricritized. Angther critical
HR function is o enswre the integrity of payroll data, and safeguard of employse
personal data. The assessment noted among other things that the payroll daiabase is
vuinerable to unauthorized scoess and modification, as the HR doas not perform
monihly payrolt recenciliations 1o dotument variances and distrapandiss. In addition to
this vulnerability, the MoPH runs the risk of paying ghest employees and makzmJ
improper payments to employess, bacausa the HR system doss not maintain and track

emplayess’ leave, and employees’ aftendance records are not reviewed and approved,
Similarly, personnei records including files -with bank account information are not
profected and are éasily accessad by unauthorized personnel. Finally, the MsPH HR
directorate facks the basic understanding of HR funciions. As ap sxample, employess
annual code of conduct and conflict of interest forms are not documenied, and
employess’ job descriptions afe not acknoWwiedged and documenisd. We recognized the
MoPH is operating in a chalienging environmant; nonetheless, the lack of attention 1o
basic employment documentation ang praclices exposes the enlity's and donors’ funds
1o risks,

Procurement and Purchasing system
According to CiRoA’s Procurement Law, the procurement regulation was enacted io
ansure transparancy in the procuremant processes and to ensure sfective sonirdt of
finansial affairs and public expenditures. Review of the MoPH's procuremant processas
revaaled that the current process is not transparsnt and is susceptible to manipulations.
mSS ssors found that the procurement depariment maintains a iist of areas where
vertain fterns may be purchasad, but dose not have an approved fist of supgliers-for
1hesa areas. When the Ministry reeds to acquire goods and services, procurement
agenis 0o 1o these pradetermined areas and di istribuie requasts for quotation. Then bids
are-submitted with sugpliers’ susiness information. However, there is no cantral in place
to prevent collusion between su;:pixers and procuremient agents, or ha use of specific
‘suppliers. Furthermore, there is no mechanism in place to analyze which suppfiers are
most commonly used by the Mindstry. The lack of transparency within the syslem creates
an opponune anvironment for fraud, waste and abuse (n fact the praviaus procurement
director left the minisiry on allsged issies of misapprepristion of oublic. funds .ang
oacmtonai mismanagement. Contrary 1o the proguremant law, there is no effective
sntrel over pilblic expenditures. The law requires that supporting dacumsntation shoud
be submitted. to the Conh’oi Office, where costs are recalculated, the legality of the
rocurement process verfied. and the com pleteness and aceuracy of the documentation

¥ Tashkeel 5 the organizational structurs (Staffing eststlishment ar List of sanctioned posts or Staffing
strucidre or Orga izational .chart or Organ . gram) in chdf service syslem of Afghanistan including
departmients, pasmor\s level nf po itions and number of positions in @ach department,
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confirmed, Howeaver, there is no daosumantad indication that these controls are being
implamentad by the MaPH.

in =ddition to an environment conducive 1o misuse of public funds, the procurement
division is fragmented and ineffective. There are several independsnt procurement
departments within -the procuremant dmsssn as ezch donor supporis separate
procurement Linits within the division. This duplicalion of efforis and lack of shordination
among the prccurement mansgement units leads to misallecation of resources. in
addition, tnhe donors’ supporied procurement units operate independently fram the
Ministry's oivil servanis and there is no indication of capadily buiiding or knowledge
transfer to Minisiry progurement staff. In fact accsrding io reviewers, civil servants within
the construction procurement division are paid much less than their consuitan?
Vcounterpa"ts sappcrtﬂd by the donors, This prastice of separate salary standards |
resulting in low steff morais -and afecting overall procursment efficiency. There axe
however, discussions underway by GiRoA and doners, to move toward a common
salary scale for tashkee], while rataining the option of hiring and paying consultants.

The procurement directorate has taken some steps o improve the process and has
racently deveioped procurement plans. In spite of the notabls efforts, the procurament
directorate is still susceptible to -problems. Examples of ihess problems are; the
directorate does not verify vendors' ability to parfarm unilt services has been rendered
and goods received; while opan tendering isthe defaull procurement mathod, alternative
-‘methods used are not documented and justified in the files; communication batween
procurement and the technical assessment of the goods received is inconsisient; and
sensitive pracurement informiation is not protected from unauthorized acosss,

Finally, the assessment ralses cohperns regarding consultants’ willingnass to truly build
the Ministry's civil senvants capacity. As an example, a consultant at the Minisiry
developed. 2 procuremsnt fracking databass but has limited the Minisiry's involvement
end access 10 the database under the pretext of the Minisiry's tack of 1T capacity. #is
auident that the MoPH has scme signfiicant challenges; howaver, it is unclear Fithess
problemg are dus 1o the lack of capaciy, management weakness or deliberste acts to
expioil the system’s shoricomings. Whatever the casg, procurement is a ofifical
organizational function, as vast amounis of money ars spent every year procuring gonds
and services. Congequently, donors must be :v\are of the risks, 25 there has been
allegation of misappraopriation of funds by a former senior procurement official.

Frogram Management and Monitoring

honitoring and evaluation is the process of collecting and analyzing information about a
project 1o determine ‘whether the project is on track o teaching its obieciives, and
whether or not the project achieved or confributed to the desived ;mpam in order to
know whether or nat a project is on track to achieving intended objectives, management
must monitor the project periodically and systematically from implementation throuah
cornpletion. Manitoring the progress of projects allows GiReA and donors to, adapt the
project as needed to shsure that objactives are attained. Furthermore, parformance
management is a2 comimitment fo managing for résults in order to achieve the hest
possible oulcomes.

The MoPH performance mansgemsnt lacks the appearent commitment nesded o
manage for Tesuils. The assessment revealed that thare is no fink betwaen ope’a\iar‘ai
plan and the annuzl budgst and thers iz ajso no mechanism fo compars operational plan
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and annual budget with the strategic plan. The Ministry does not use a systematic
approach in ithe development of its monitoring plans, as several iocations/faciiities are
not included the universe used to deveiop the plans. In addition, monitoring personnai at
the district and provincial level repont to the provincial directorate rather than the
Monitoring and Evaluation directorate in Kabul, reducing lransparency and resulting in
- potential conflict of interests, as the provincial directorate is the direct implementer of the
project. Finally, there couid be a lack of commitment on the part of management, as
management is not consistently using feedback and observations from ifs menitoring
and evaluations professionais 1o manage projects in order o ensure thal objectives are
afiained and desired resuits achieved. The auditors reviewed follow-up monitoring
reports from three provinces containing eighteen recommendations, and found that
management has addressed only three of the eighteen recommeandations in the foliow-
up monitoring reports. Managemen('s lack of consistent commitment (o program
aufcome could impact program results and put donors’ funds at risk.

o o T S Page 1}
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Risk Assessment Mezsuremeni

USAID guitance states. once a risk haes beenideniified. the impact and probab' ity of
max :isk mus* e determined, The impact measures tne severity of an advarse ¢ evam
the r;Sr: and -is measured as, sgligible, Marginal, ‘-em :
Cn‘asxrc "uc Commrs . probabifity measures ﬁ, ﬁw ood of the gcourrence .of the
adverse event assocl at: aith the risk and & expressed as, Remote, Qccasional,
Probable, ‘and Frequent Cﬁ"r!:u ma impact and praaammv »‘aztors categorize. fisks in
ciusters of Cr fical, High, Medium and Low categories. Adthough subjective, i s
nonethelsss'ihe basls for the _Résk P\A?‘M«uoﬁ plan in USAID

__USAID's PFM Risk Matrix

1 Catastrophic |- ‘

Serious

 Tmpact

Murgina? Medium Medium

Medium Medium

Negligible

Remwle Oceasional | Probable Freguent
e Paehabflify o e
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Scope and Methodology

The in-depenf‘enﬂy cantraciad auditors conducied the zssessment under a scope which
focused on five main areas of 1) Corporate Governance Structure and Control
Environment, 2) Financial managsment and actouiting system, 3} Fersmnel policies
ang procedures, 4) Procurement. and 5) Monidioring and Evaldatam While the auditars
conducied an in-dapth-assessmant on the five areas mentioned above, they. id not use
the Agency's approved Public Fingncial Management Risk Assessment Framswerk
{PFRARAFY checkiist, and did not conform In many ways 10 the Agency's PFMRAF

guidance on-risk treatment and risk -assessment measwements, Howaver o ensure
WMission compliance with the Agericy's guidancs on required due diligence, we revizwed
the assessment repartand met with- ;hg suditors whe conductad the assessment o gain
a genaral undarstanding of the nature of their work. We zlso metand discussed with our
internal financial anaiysts who had an gndersianding of the Ministry's systems. Further,
we conducted limited research on othar work performed by PKF an the MoPH. Basad on
the autlitors' wark, our revies ws, meetings and research, we comp»ted the PENRAF
checkiist and the risk mitigatien plan and we summarizad our findings and understanding
inihis :e_port.

At the time of the asssssment it was not clear f the auditors undarstood that thay were
Y

reqd red o defing their findings in terms af risks a5 prescribed by the Agency in ofder 1o

mitigate the identified ricks. Because our Teview was conducied after the compigtion of
the assessment, and could not g back to-detérmine the impact and probability of the
dentified risks, we rstied on our uriderstanding gaitied Gver the vears of oolfaboration
with GIRoA. Based on that undersianding we defires the potential risks and tock a
conservative approash and considered mast risks tc be sericus and probabie unless the
cohlrary was cleary evident, '

Page 13
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Tl
(b}(s)

FHOM:

THROUGH:

DATE: Decanber 16, 20172

BUBJECT: Seage I equivaieny nsk sssessmént repart apd, prioritization of Fsk miGpatic
mezswres and recbmvpendad beénéhmarks for he Ministy of Pueblic Health

(MaPHy '

REFERENCE: USA{DVAfphanisan’s Stage 1 eqaivaiens risk assessment report oo the {MoPHD)

This memorandun commanicates fhe rosultl of our Siage 11 equivalent risk agsessment repert aud our
recomimended risk z.wma‘ ion measures. and benchmarks for the MoPH.

The resudt o this Stdpe Heguivalem 1
fim's finahized #ss
publ

k sssesrmert mprms based:¢n oar exaiination of the C W«
cssment report of the MoPH &sued in April 2012 and our ‘re¥iew of ot}
ed assessments on the Govermmen of the Tiamic Repablic of Af‘gh;mrbmn {GHROA).

The overal] objrctive of this Stage H squivilent risk assessment was 10 dieterming whether the LL&
‘government can rely ou-the MoBEH's systems, operation atd interndl controls 1o manags donors
funds. Specificatly the assessimient was designed 10 delermine whethen

«  MoPH's financia maEnagementaceounting systom is asdoquate o properly manage and
account for domors” funds,

«  MoPHs itermal comrols are adequate 16 ¢

age-deners” fiamds,

MoPH's procurement. mang
Smplemont activities and m

ment units have suffictent-sysiems and management cap
vage doners® funds,

o MoPH comptied, inall materisl respects, withapphicable laws and regutations..

nent thund sigsificant risks in the MoPH's sysiems, operation and internal centrols. The
isks ;ma suggested tisk miligation mL‘;L-.ur(_. d, b:.n, marks arz documenied iy the
sussmen- cepott. To help-the Mission address fs Edugiany
1 Govermment: G \u‘*\mmi foahat) ith the MpPH responsibly, welve
?n‘orxi;.{ﬂd 1he 1 ing w-thelr porential Impact on the Miséion™s invEstment i
w’c buo;cn Qur rc*:;:s;;‘mcndw risk ma,, &on mmswf.s are basedl 0n primritization of Bak levels 4

igm sehedole — Appendin'g pfiie ra ferenced r;purx‘

3 ammv prcse.cx iecxme are comeml,{ateé apd c}:i(:
4%

ideratdon ;

agrdemcn_is, m_rc ncgozi,x
impact on the MaPH
can have a negalive

it “"n:sus are ﬁ%
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Recommended Conditions Precedents

Manggement and governance structure

1. Develop a policy which requires the Ministry to annually cempare and report actual resuits to
strategic plan by comparing the results achieved against the operational plan and the targets
set at the beginning of each year

2. Establish an Audit Committee withan aversight responsibility over the Internal Audit
Department and submit an approved risk based internal audit plan to USAID

3. Submit a plan approved by Senior Management to improve information and communication
technelogy (ICT) management practices including plans to develop ICT policies and
procedures and a disaster recovery plan

Procurement

1. Develop and submit an annual procurement plan which also demonstrates MePH’s
procurement capacity to implement the plan
2. Develop procurement policies and procedures in compliance with the requirements of
Afghanistan Procurement Law and obtain signed conflict of interest forms from personnel
involved in procurement processes
3. Provide written certification to USAID that:
a. no USAID funds will be used to purchase ineligible commodities
b. no USAID funds will be used to finance restricted commodities
¢. ne USAID funds will be used, directly or indirectly, to produce, acquire, use,
transport, store, sell, or otherwise deal with ammonium nitrate (AN) for
agricultural applications or calcium ammonium nitrate (CAN) for agricuttural or
construction/demolition applications
d. MoPH will include this prohibition in all contracts awarded for the Integrated
Health Services Systems Strengthening Program and require the inclusion of this
prohibition in any subcontracts awarded

Monitoring and Evaluation

1. Develop written policies and procedures for moniioring, evaluation and reparting plan on key
indicators including responsible individuals or offices and their authorities and further,
provide an annual Monitering and Evaluation (M&E) plan to USAID

Financial Management

. Submir 2 pian approved by the MoPH Senior Management to implement improved [inancial
management practices to strengthen intemnal controls, including documentation of policies and
procedures for the Finance and Administration Direclorate

2. Submit a plan epproved by the MoPH Senior Management to implement an asset repister and
improve asset management practices, including development of policies and procedures

3. Provide the program specific bank account and routing number and user name and account
password

4. Develop policy and procedures for revenuc accruals to ensure that afl revenues are accounted
for, monitored, and deposited property

5. Develop policies and procedures to ensure salaries are only paid using the banking system

6. Develop a plan to modify the payroll system 1o facilitate the review and reconciliation of
discrepancies and enhance access controls

7. Provide plans to improve the financial management system with built-in controls and
integrated with MoF's AFMIS

N —— S eistes o -
Page 2
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Human Resources

1, Provide a plan approved by Senior Management to ensure improved human resource
management practices including development of clear organizational policies, mission and
vision statements, and procedures including the requirement to reconeile HR and payroll
databases

2. Develop a plan to improve and to strengthen access controls ever the HR database of
personne! records

3. Develop an annual training plan for capacity building of staff’

Recommended Ongoing Covenants, Conditionalities, and Monitoring

Management and governance structure

1. Submit annual report comparing actual results o the strategic plan by comparing the
resuits achieved against the operational plan and the targets set at the beginning of each
year

2. Submit annually approved risk based internal audit plan and summary of completed prior
year audits

3. Submit approved ICT policies and procedures and a disaster recovery plan

Procurement

1. Submit quarterly progress reports on status of planning, procurements, contracting,
execution of works and services and achievement to date
2. Submil copy of the annual procurement plan

Monitoring aod Evalustion

1. Provide copy of the annual M&E plan to USAID

Financial Management

1. Submit annual financial statement reports audited by CPA firms approved by USAID
Office of Inspector General

2. Submit on a quarterly basis, a full accounting of al} transactions and activities of the
special U.S. Dollar Account, including a complete copy of each monthly bank statement

3. Develop policies and procedures related 1o the establishment of an asset register and asset
managemnent practices

4. Provide a copy of the asset register and actual inventory taken

5. Submit quarterly updates on plans to improve the financial management system with
built-in controls and integrated with MoF's AFMIS

5. Frovide evidence that planned improvement to the financial management system has been
implemented

Human Respources:

I, Submit documents prepared by the MoPH reporiing on progress toward achievement of
human resources management practices, document including but not limited to the following
perticular areas: (Then provide evidence of implementation)

a A full staffing plan, including job descriptions for all positions
b. A training plan for each department/ division linked 1o the job description needs of
staff encumbering pesitions and including annual ethics training

Page 3
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¢. Docimented procadures for hiring and deperture, including individual employee
documentation of conflict of interest forms

2. Subemit quanerly updates on plans tor

B reconcije HR and peyroll databases
b. strengthen sccess controls over the HR datsbase of personnel records

Page 4
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AFGHANISTAN

”%ﬁg FADHS THE AMERICAN PIOPLE |

dagpary 14, 23

ACTION MEMORANDUM FOR THE MISSION DIRECTOR

T 5 Ken Yamashils, Mission Direcior (b)(5)
)]

FROM:

SURIECT: Approval of Use of Parrner Country Systems (AUPCS) « The
Ministry of Communication pad Informaiion Technology {MoCIT)
under AR Chopter 220

ACTION REQUESTED:

huacenrdsnoe with Autemsted Direeiive
resfrested to approvethe gsé of patiaer o 1 emis in canacelian with
USAID s assistancs 10 the Governnrent of the Islamic Republic of Afghanistun
{GiRoA) through the Ministry of Comimunication sad Information Technodogy
[MoCIT). This appravel deiermination will remaln in force Tor approsimaisly 2
three-yi hori
will inclode all cursent and fun
assistance activities between |

stem {ADS) Chapter 220, yor are

we proposed Government 1o Govermnent (G2
ALY andd the MoCIT theough FYE 2015,

The inival proposed G20 direct assistance activises include:

¥ ECrovernance Resources Center (EGROY - USATD o2l contribution
estimmted at 54 milton.

BACKGROUND:

The mandate of MoCHT i 1 casure the provision of guality and affordable
communication, mfarmasion teehnolagy (1T, and posal services to the citizens
of Afghanisias. The current vision of MoCIT is 1o wanslorm Afghanistan jnfo
an information society throtgh the delivery of telecom and [T services ta rural
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areas. Incrense access 1o high speed intemer, extend {iber oplic netw! orks, .
expand utilization of tefeconmunication sateltites, canven analogue television
w diesital television, mnd the infroduee e-government services throughout the
Ministries and agencies of GIReA. MoCIT is the key Minisiry tasked with
implementing GIRpA s National Priority Program “E-Afghanistan”, which
outlines GIRoA's approach and prierites related 1o promoling access
information and communications systems for Alihan citizens and introducing e-
governanee within public instimutions;

ot government 1o government (G2G) assistance 1o MeCIT will »{rmﬂihm
« jriternial capacily o procure essential services In an efficient an
transparent manngr and {0 comperenily manage goverantent-wide stwﬁ‘ :mining
programs. Throogh the implementdtion of G286 actlvities with MoCIT, USAID
q:“LL‘m:‘s B number of principles artiealated in the Tolyo Murusl

sitity Framework, such as: improving GIRoA instiutional enpacities,
::harm}: international assistance with national priority programs, and
encouraping GIROA s ownership of fie devel lopment process. USAI had a
prévious dssistanee e«governance proaject with MoCIT that ended in 2011 and
focused ann lmpm**x g govermment websites and Inter-ministerial
communicaions sysiems,

the Mgt

Since 2002, USATD sup;m 1 to MeCIT has dropped significansly as other
donars bave stepped in 1o provide suppert, Currently, key denors include the
International Teleconumanicatinns Union (ITU), the Uniged Nations
Development Program (LINDFY, the Asian Dew Einpmu{{ Bank {ADBE) and the
Government of Indid, The World Bank is the prime donor building the capacity
o MaCIT amd suppoding the Ministey 1o falfiHl ts mandate. U SAID was
instrummental early on in standing up ATghanistan™s Disuder Communieation
Network and providing technical assistance on poliey and regulatory refbrm and.

governance issues, butin terms of new MaCIT progranis, the Wirld Bank Tungs
upwards of 00 % of the activities,

Comslyving with USAID Poliey

Automared Direciives System (ADS) Chapter 220, “Use of Reliable Phrmer
Country Systems for Direct planagement and Imp}cmcrmum of Assistance.”
establishes the “Public Financial Management Risk Assessment Framework™
(PFMRAF) as the Agency's accountability mechunism 1o pratect LS, axpayer
funds from unreasonsble risk and fo maximize the value of 526G development
mvestments. Approval of the AUPCS by the Mission Direeror should be done
on the basis of idenfifiad, assessed. allocated and svaluated risks and may
caniain risk-mirigation messures. Approval taies place aftar the conpletion of

oy




125

a series of macro-lavel and entity-level risk assexsments, and at 2 time when the

v . - > alatieon s I Toes
Mission Direcior determines the sppropriate Odusinry relationship with the
Tstittion can exist,

Due o the farmal date of Issuance of ADS 220 (Ovarch 2012) and previous pn-

hudget commitments by the US Government e the G Roa, areguest for a

ﬁiﬁ{}_'i Administralor waiver ¢f apphication al ADS 220 requirements was
initiated for USATIYA Fghanistan in Augusy 2012, The waiver was approved by
the USATR Adminisitator an Movember 28, 3012, The waiver tocuses

primarity en compliance with suidance on Stage 1 PFMRAF Rapid Appraisals

fm: Enbanced Demeorney, Human Rights, and Governance {DRG} review. The
i@nc 1A pra.:ﬂi and the DRG review are macre-tovel gssessiients, which

: %a (mv’r tanding the risk environinent in tarpeted countries w nform

eiher to cop iderhe use of 4 partoer comntry’s systems.

ever conducted the macro-devel enhanced DRG

ssments upon GIReA, 48 required under currently

20, Lriven the sy of G205 axsistance A*Lhamszam

wmd shile, The mas w-lcv i aﬁaa:ssn’u”

o pmwss baut whabcx GZ{} ax&“

i f]r. LL um 55 638 'm.rL The Obama
‘eﬂi ionin Jmoary 2010 commitied the USG o
i‘f* i¥ gommiteent was not matle subjdet fo the

wen with the waiver in place, the Mission st noust ensure that USG funds are
sperly safegnavded and Tidueinry dele are approprimiely idemiified and
mitigated. To that.end, the Mission has condueted an eatity-level public
financial manngement risk astessment tpon 11}(, MoUIT which is comparable in
all material respects To-thase PEMRAT Stage 11 Risk Assessments eompleed hy
ather misstons and deserdbed in ADS 220, and mo dus dxhamu’_ is
ci)mprer}" ied. The Missien's risk assessment, iike the ADS 220 PFMRATF
Stege U Risk Assessment Tor instinsions, ¢ EXamnes the capacity, control
systems, and day-lo-duy praciices used in the P ¥5tems in the ministries,
departments or sgencies thal may be :cspwmzb} formaking and carrying out
decisions and actions relaied to proposed G2G assistance which USAID will
j"i‘t‘)\‘ldx. e purpose af (his risk assessment s to idemtify and charscterize the
uciary risks of the institinion within the poriner governmen 10 inform
UBAID in determining whether use of partner courtry sysiems is suitshle with
the instittion,
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LISAID, with the parricipm;m of GiRoeA, conracted a thizd-party to cary oy
the Siage 11 equivalen Risk Assessiment of the MoCIT, The report was issued
in July 2012

DISCUSSION:

Fiductdry Risk

',[*'hg mission recognizes thet Afghonistan is o high-risk environment, hut s botly

“aierarching foreign -mh“::vﬁ"‘ concern and & “national seeurfiy interest”™

I8 nixm thr. mEiop af M"'S . G20 retivides may exhibil risk factars

beyvond those encountered in m}m devejopent eovirormers.  in ony case,

32 nelivilies are e\px_ucd 1 show positive deve 1(‘:pmcm oulesmes, even if 2

manageabie rsk af loss exisis and risk miigotion is sub-optimal. The Mission

assimmes no ucegptuble level of (Faud, Al identified risks will be- mitgated.
hrcrf mi.s are dmmgd f:u..i‘l by USAID, mmgmqm w 1!1 br. xmp un»ntui BT

cc.nr&spnnd tes the iev et af Fisk §d::h hcd

The Mf&smﬂ negotiates conditians precedent, based upon risk mitigation plens
developed in ascordance with the provess set forth in ADS 220, i i)
agreements where povemimert enlities have identified risksand where a
candition pscc:‘ﬁem i the appropriate witigaton treatmient. The conditions
precedent % Al miftigale rigks and contribyie 1o sn approprigte imternsl comral

: sk treatrocms will continue (hroughout the ife of the (326

vigonment. Qther 1y
activity or until sufficient sapacity is demonstrated by the pariner government,

The Mission will apply the ADDS 220 process (o inanagement af fduciary rigk.
Proprammatie sk s managed through the apphuumn of the ADS 201 and
otfer guidance to pmy,uduf.n This ALPCS, therefore, facuses an Tiduciary
risk issugs, The praject design docoments should be consulied for information
reégarding programinatic risk.

Manaping Risk

On Januery 8, 2013, the Mission Parner Conntry Svstem (BCS) team
docnmented @ Stage TT Risk Assessment Report. The Stage 11 sssessmen report
wias prepared to derermine whether USAID could rely upan the MoCIT svstems
aperatians and interaal conirols 10 manage denors” funds.  The assessment
tagically determined that USAID cannast rely upon the MoCIT curem systems
vperation and ntemal conrols (v manage daners’ Rmds without substantive

3

By CRDR N T R T
SOy ot o Copindor-Bistrds
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mitigation measures being Incorporated into G2G agreements negoliated with
the MoCIT, The complete Stage U Risk Asseysment Repor, inchuding the Risk
Sehedule with idensitied risks ;md suggested miigation megsires, s anached in
Appendix Number 1,

ALDYs inital activity to be implemented through direct on-budget assistanee
with the MeCIT is the E-Government Resource Cemter (EGRCY, The
prografutalic objectives are described below.

E-Govermment Resouree Center (EGRC)

The objective of EGRE 8 1 inlreduce stroamiined, modern, and effectve e-
governance platforms throughout GIRoA in arder to improve government
operations, increase wEnsparency and acepumiability of goversent
teansoetions, amd promat igiencies inthe provision of govemunent services.
This purpose will be realized duough the ¢ stablishiment of an }marmamn and
Communications Technolpey {ICT) conter cf excellence {E-govermment
Rescurce Center) within MoC1T to serve s the central sowrbe of technical
experiise, sk n%x. and guidae e ont the iurihu deve I{:pmws and depleyment of E-
goveminent programs thretelout !i ey and apencieys of GIRoA. BGRC
wili be implemiented as 9 G2 v in prder 1o maximize the capagity
buiiding epportunifties within MUC}T threnghout the various stages of ;u\uam
implementation ~ procarement of leehnical < mee, I'T plarform and palicy
gevilapmient, dwareness raising unnp;.}_“s uwaining of GiRaA officials, e,
The EGRC grafect fully aligns with GIReA s stated objective under the
Naotienal Prigeiy ?mam‘m LA febamistan™ and ensures the sustginahibity of
prajest resulls through the instiratonalization or the E-Governance Resource
Center with MoCIT.

Althouph EGRU involves terain risks, the Mis ,scm 18 abructaping the prosran
to inchide a number of measures that will i ipate the dangers and ensure the
successful implementation of the program.

USAID will utitize an Imglementation Lener (111 as the basic activiry
agreement.  The L may specifically mclade USAYD priot-consent privifene:
thraughout the procurement tyvele. conditions precedent prior 1o d*sbur;cmgxz
and other conditionalities reguired thraughout the aetivity period. The
conditionadities also will require MoCIT 10 plan and hiegin to address some of
the gencral weaknesses idenrified in the July 2012 contracted PFM assessment
report, Detatls refleering interventions 1o address the § fndings of the Siage 11
Risk Assessment Report will be ineluded m desipns under -

CGRC. The method

B S F A T e 2 Tk A7 ISk L 143 R
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of disbursernem will be on a reimbursable basis for costs incurred or specitic
milestones achieved.

The L agreement will requive an annual audit of the MoCT T, inclusive of al}
L;SAl[)wpcc.ﬁc fnanced sctivities. The USAID Office of Financial
Annagement will partner with the Internel Aodit Departmens of MoCIT and
ﬁm Minisiry of Finance under g separaie Capacity Development initfative and
initiate mtermal control and financial reviews of the MeCIT-managed naivities.

The Office of Econamic Urowth ard Infrmstruciore (QEGT technical office and
the full POS temn are responsible fod moniloriag risk mitigetion steps, including
whiether conditions precedent are met prior (o funds disbursement and whether
ﬂther mwmnz covenants continue 1o he met. Determinations of whart meastres

o vaken W mitigaling steps are nol impleménted or effeciive will he
mz-tdc by tbr: PCS teanm.

All plarined UBAID direct assistance 1o the GIRoA will be provided through
existing legally binding bilateral assistance agreements, which inelude USAID
audit, investigation aud evaluation rights on behalf of jtself and other 1.8,

Gow uumenri geneics; refond, tlermination and suspension provisions: and myight
include provisions requiring the sebmission lo USALD of plans, spu.{hcmwns
procurement or construction schedules, contracts, or other documentation
bewseen GIRoA and third parties relating (o poods or services (o be (inanced
under these bilateral assistance agreements, including decumentation relati

the prequalification and sefection of eontractars and the solicitation of bids and
proposals,

Eesponsihilites

The Mission™s Partner Country Systom (PO 87 team is compeosed of the
foltowing individuals:

(D)(6)
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The Mission’s OEGT Technical Office stalf are expanded PCS team members
For (G213 nctivities related to the MaCIT. Those core expanded PCS team
members melude:

()6}

The full :.\pem{.u POS weam reviewed the resuhé of the Janvary 2012
assesement andd Is responsible for developing and approving the risk mitigation

oLy

easures nepotiated into each respective G20 activity agreement.

The risk mitigation assessment and strategy was reviewed by the Global Panner
Country’ stlum Risk Management Team (GPCSRMTY in the Office of the
CIO to ensure quality canteol in the PEMRAF process.

AUTHORITY

Acvording to ADS 220.3,2.2, applicasion of the FIMRAT gives authority 1o the
Mission Disector o ¢ ﬂppmve the use of partner eonntiy systems, knawn as the
Approval of Use of Partner Country Svstems [AUPC ﬂ;
RECOMMENDATION

That yair approve this written Approval of Use of Partner Cournry Sysioms for
the Mimistry of Comymunicstion and Information Technology.

Approved: ;% Date: ] {i\:é% Vo

Disapproved:

Avtachment: Srage II Rick Assessment Report

-]
™ T T T TITTT TR T
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Appsndix No. |

Stage 1T Risk Assessment Report




MEMORANDUM

TO: earmnar Cawmry Systems” Team

FROM: (0I0)

DATE: January B, 2643

SEIIECT: Stape il cquivaknl risk swewment rpor and pricrainmion of rigk miliation

m..asumz antl recotunended covenants for Misistty of Comgmmiestion ond
{nformition Technotogy (MoCITY

REFEREKOE: USAID/AIbanistan’s Stape 1 aquivdlent risk arsessmcu] report oo the MCIT)

This memormndion communizmes e sl of our Stegs © mux\-almt risk assessrment repoft and our
recommenilad risk mitigsiton measurys sid hanclmaths Jor MoCIT.

The resali of tids Stage 1f eaufvatant risk wssessment raport Js biwsd op oy axamination of the TPR
Fei's Brakind nisssuncat. report of, MoCTT Bsued in Joly 3012, and our revlew of other published
asszssmiznts on die Gavesmmem of the télmnic Kepublic of Afgmbiaen (SIReA).

The cverdll shiscve ofithiz Stpe U euivalent tisk prsessineny was fo determrine whether the 1LS.
Eavarmam S oely on 840CHT s sysicais, ppecation mnd iernal costrods 1o mitrage donors’ funds.
Spesifically e avsessmant wis designed b delennine whiether:

s MoCIT's Buanpial mansgementnooounting systom §s aideguate 16 propecly manags snd
eeepn for donois’ fiurds.

a2 MeCTTs mernst cantrals are adequmic fo muriye dovars” funds.

e MoCIT's procoremont wmanagement whis have sufficion sysioms and imanagsment Capasity
w waplepem activitiss and msmge dinars’ fiinds,

»  MoUIT compiicd, i all materinl respects, with upplivable Inves wod regudafinns,

The asscrsmient found il risks In (e MoCIT's systems. operetion and intemnal cortrels, THe
Hentified rshs and sugg—sicd risk ruitigation pwasires oad benchomns ore documested dr fhe
seeompanied Sage ! muwnis—m sk sessmiend seport. T hedp the Mission addeexs vy fidiciary
respoasibifity and engage b Government Gﬂyemmmi netheity with the MoCTT rmapoasibly, we've
prioritized e risks aeparding fo thair potensiel impuel on (he Nisgion's investrent in the MoCIT s
cor? kuc‘g.&m Our récommanded sk mitipation mummures ane based s priovitization of tisk levels as
high and mediym (please s2e the Rigk Prdritization schedale — Appenoix | of ¥he refrencad repor)
for- Dee Oi-Budper Conintitiee’s sonsidesution & projeet smiisity desiguy am sontampinicd and G203
URYERRENTS BrT megotiwed,  The Bigh risks e those risks ﬁm can i‘tmc o severe and derkmental
impact on the MOCH s abiﬁt;r i a:’m‘«re i1s ponls mad nbjectives, Medivm risks nre these risks that
cary have » nogative bapact on the cificioncy of the MoeCiT's spemiion and peforamnce. OFM
recamsivis the fhllawing condhions precedert, covennits, coudinemiities, 208 monilaring auivities

b eomsitersd by e POS Temy as GI0G agrasaeads e dasignsd and acgovintod.
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Kecommmended Candiinng Procedents

1. Develyp terms of referance for e inter-minienial and profest stcering, comunittess and have

tdistribatd 10al menben )
‘2. Establish an Andit Commite wilh an ovorsight responsibiiuy over fhe intermd Audit
Deparinend

3. Pevelop s to conduct anmml sk nasammens with spesific sosponsibiiily assignzd over
Yooy ket 10 address idanitficd Tsmal conbrol wokkinesses

4. Dewlep sl ie nprove trensparcacy af variows tevels of the organizntion-ineluding the

weailability of (he annudt budpst, voliied Budpe! oxecuton raparts 20 the annoal regor o6 the

$4aCT1"s wehaiie

Pracerement

1. Devplop and subnits detalled anmual procuremant phas wht ich is afignad waih the approved
i sl w0 demonsinsss MoCTT s procureivient capicily to fmplement the plan
Desvilopy phities. fo fmplementing prosurcinent procedures in complizane with the
recjiirpinieats of Afgheh isian Prochrenent Law intloding Uk requiremant to eipient
procirEnetll eoinimitice meetings, ead 1o obaln sigaed confhed of iverest forms frum

I

B A

5. mo USAID Timds vl be used i prrchase ingfigitle cammprodities

b, noUSAID funds #ill b med ki Rronoe restricted covapldides

2. no USAID-fumds vill be msed; diestly or indirecaly, (o prodhice, acquine, use,
Iranspar, store. sel), or othondise deal with amunend em witrate (AN) for
syricikam] ipplications or crlchim animoRium aeraiz (CAN) for mricaltueal or
sonstictaiidamnofiion uppticalions

d. o USAID Rmds 42il] be iised fo Reasice goods or services from a prohiblied
soirss, Which i€ defined 1o mean any counlry 1 which mesistance ix profibied by
the sinial approprisiions ads of the United Blatcs Congress or ather ULS, sratocs,
arthase subjeot ta 1.8, Exceuive Branci veirintions, such s apphcabie songtions
administered Ly the ULS, Trooury Deparunent’s Offiee of Foreign Assets Comrol

e MaCIT will inclide these protifbations in all contracts auwmndad far the MolIT
progriis sad reguire the inclusion of these prahibitions i coy siboonizanis
aywarded

Montrerioe and Bvadoniion

1. flsvelop = plas to esiablish 5 Monilonng and Evafuation depariment with dealy defined
rales amd yosponsibiities

Fitnociat Menopemant

1. Submil a pfan approved by the AoC]T Sendar Mamigement W mplemeny improwsd firancial
mansgEiment practices ta steengehon intepm! contmls, including docamanation of key
gmcosies wivd piyiediies for the Fisance ind Admininrating Directnezre

2 Submitz plan approved by the MoCIT Senior Managernons ¢ jmplement an oot regisier amd
friprave Lssef reannpement pradticoi, iveluding devslnpinemt of policics and pracedures

3. Devilep pracedures for cash aperations o cnsisrs it o¥f revenues, experditures, and
advantes are aocoinded for, monliored, and properly roponed

4, Pravide Flons Weimprove The fnancial masagestond sysiem with bailt-in costrels and
integrated with Mal's ATMIS
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Tazvalop  plan 1o establish an internal bodpet compditee W coosdimue the bmg:taiy
formuintion AROCESSES ard make ifis proves more wolusive by including astive participution
by the provipgial @ifces

138 ? g

Disvelop a plan 1o automie the time and wtendanee sysieo, iptduding processtag uf overtime
and wiltpinating Sash payraents aod to strengiinn pocess comeols ever the IR dnddbuse of
p..xsomxe% mc:mi:s

De»crar Bri: munmi sreiping pb.m & bruid sini! mpnuw
Devafon plass {o improve documestdtion of pemunnel files Inctuding e dogwnentation of
refresive Chegks of nil sew hims

Recommended Onjolng Covenants, Ceuditionalies, vod Moaliering

Ko
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e e

3 nd: m',r appE wtyue

Pravige quar}crl_y do»umcwimn of Teaugsslip commities meetng sminuies Jo USAID
raunl- sk assesundts with dentified interyal canirols

wigkpesses nid dzmmextiﬂ; INAREMCrT Conedtive sasions te USAID
Froside evidenss o s fimctionsl fegal depaanen whish Sncludes an internat Togal counssl
swiththe sptely wrmesy the entity’s Bgal and conactal reguitaneis, or provide evidenes
mpgiens Jepad colinsed

Submiy :smua}h approncd gk hearid internal pudit pine forthe intzraal Audit Depanimend
and zusiiacy of comiplents] prior year dudits o USAID
rrovida cvidenve of reguiar aiadi commitias meetings and document mesting atinutes fo
LSALLY
Prwid. docamenfatisnio USAIL on anghing imising for the internal andit dt;i&rl.m:"i! szaf¥
culgence of propress wwars increased HeBSATIENCY, including the avallakifty ol the
anntad budpet; fetated budpst sxecusion sapbris vt the annval Topo o fhe MaCTT s website
eni sharing of spproved procorsen: Kuggat with resirivive depanments and directoies

Procurement

Submi o USAD gusnterly PIORISS TEROMS AN K23 of planming, procaremenis, conpaefing
excaitian of works and serviees and (schscu: e 1o-dae

Submit In USAES topw of the detdiied snnual precurtignt plas which Is ahgned with the
procuremiend hodged

Quaricrly thtenal eveluution seports of prosuremen] sagacily provided 1a LSAID

one. qusm:r W bnsis, provide evidience of digmneies] pracoremont copmnines moetings,
secript sl digno eaniliel of intsst forms Fow porsorivtl aveived in prasurement procases,
antd irpplemening iraining plun o improve proturement capicity

onitarins nnd Eediuaiion

ra

P 'rci:sfﬁ wriiten pativics aid procedures for mmﬂ‘(zimgi evaluation and reperiing on Loy
indizgars incliding rospansible individuals or offices snd their suthiordtes
Provide sapy of anisind MEE phnn
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Finsncial peropemenid repnriing

i:

b bad

%) ‘d‘u

Provids 1o USATY annval qudiied financial stiements by PSAE Qffice of inzpacter Doagal
ayiprovit TFA firms

On a quarctly bests subins 1o USAID & T scoounibsitily smtesent fully reconciled 1a the
specisf 115 Dolisr Asvount, aigluding 2 camplstecopy ol dach muniy bunk steocnd
{Farrant fo v fumd eaumabilly satement 1o be preided by LSAHYORM)Y

Peovide to Ut paarreely mingtey-of hedyo commitiee wigstings, denoonsirating
pasicipation by 1he pravinges and diseussions aver hudges anproval, bodget varfance wnd
oiter signifissm bidpelary iSwey ' '

Provide o USAID peradic Invensery ond Rxad sssets varification reparts

Subimil in USAHDY gimnady repons demongepiing progeess Yo Impwove nancial ransgeman
practitzs by strenglening imternal cantrell, Inclading datomenmtion of imermal risk
atseasinenis, Key processes and procedures

i.

by

Frovide quasteriy gvidencs of propress towerd mehicvement of irtpstved hUTORRA (25010
manapernent fractices inchndiag bur e Hinfted o
& sutanale thefime and attendaise sysiem, inchrling proccssing ol aventime aud
lininating cash payments and @ strengthor gcoess Sonwrols over the HR dopsbase
of trrsonned reoouds
b, dosstnent intemal polizies and prevedures far the HR direclorate
v develop # full snfiing plaw: nohiding job doscripiions fox off positans
d. develop n trsdning plan Tor eaih depadment/division finked 1 he jok destription,
needs of snlF encymbering positiens and inchuding prntal esfiics training
& develop procedures foe Riring and degariure, tncluding 4 ndividusl emplayee
doeummtntion of confiict of fnjorem foems
Sulandt tn USA L quartérly updases snplansio
a. recontfie HR ond pryolt datebases
b. improve ducuruentation of seatrally maintined pessnansl escends by develaping
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Background

Foundeg i 1747, Afghanisian has had a umultuouws existenca, Rich with natural
resouroes such. as natural gas, peboleui, ¢oal, copper, zing, end iron, the country has
sl the necassary elements I jurni starl s economy. Howaver, Afghanistan’s gconomy.
nas baen plagued. with instability, but i now rectvering from decades of conflict
ﬂm,srdmg o Public Expandiure Financial Accountability (PEFA} repoarts, the scanomy
hag improvet significantly since the fall of the Taliban: rr:—gime in 2001 targely hecauss of
the infusion of internationsl assisiance, the recovery of the agricultdral sector, and
sarvice sactor growth. While the international I communily remains commitied 1o
mghams;ans deveiopmient and has pletged significant resources, the Goverment of
the Islamic Republic. of Afghanistan (GIReA) will need 1o avercome & number of
chalienges, inzluding Jow revanue coliection, anemic job creation, and high jevais of
corrupfion, wesk govermment capadity, and peor puliiic infrastrusture. Ascording o a
EOCB PFrA ra:-on, Afghaﬂisian 5 pub ic financial management (PRM) system achsnved

devetopmem in zhe fne mwslr&e:s nand-s mrewcmenmg Com,narcd with the prcngas in
the Rinisiry of Finance (MoF), developments in most iine minksifdes lag behind. For
example, cash menagement and pa“meni scheduiing: procedures i fine miristries have
not ioiprovad and thelr infernad audit function doas not meet resognized prcxessnonat
standards. While techmical sxpemse in fhe fine minisittes has significamly imoroved in
seveTsl areas, langerm fiss %pianmntz remams uncertain,

in 2040, the Obame sdministration made & publis stralegic foreign-assistance detisicn
announced &t the Janudty 2610 Londan corfarence and reaffirmed by Seerstary of State
Clinton and USAID. Administrater Shah at the July 2010 Kabui conference, winich
commilied the U.S. Government e provide &l Jeast 50 percent of US. Governmert
asasistanze directly fo BiR2A, 1o be channeled through GiRoA's core. budget systems
Wil two yaars (2012 inJune 2071, USAIDIAfghanistan nagatiated 2 scope of work
wih GiRoA to ungeriake sntily leval Tisk assessments of GiRgA fine Minisirss.
Cantrasls ubifizing the nagotisted scops of work were iasusd to Certified Publiz
Secgantant tCPA; fums 1o sndenake 1ne Minisierisl ERQBgemEens. Tne LPA firm
fnalized =ssessinent repot of the Mins strg of Communication ang Information
Taahnoiogy (MoCIT) was sausd in July 2072

Thie United Btates is commiited o improving the quality of its aid in order 1o maximiize
-déweiapmeﬁ* in A{g?“anxsian W.E. militery aciion in Afghdaistan including USAID's
supped of the U.R.6G. C"umarmsurgency sirategy s expected {0 ceme to an end around
Datember 2014, USAID anticipates thal FY 2015 wil he the beginning of a
transfonmiaticnal decade i a nornal USAID fonger tenm development swrafégy. WA
that lransition to & more robusl tradiliona; development strategy will (kely resull in
substantive changes in Govammen (o Government {G2G) assistancs,

The G283 ccounitment comaes with the responsibilty fo ensure effective use of funds
provided by UL 8. laxpayers ang appropiiated hy Congress, and the nesd to address
fiduclary risk i1 thé Pacdnar Courtry PEM system being considerad for dirsct GG
aszistance. For that reason the Agency developad fhe Public Firancial Management

Lonﬁon Canfarénce, J2nuaiy 2010 and the Kanui is Frnﬂzmm Canferance of Alghanistan, July
2046,
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Risk Assassmeni Framewstk (PFMRAF) Stage ¢ Repid Appra{ | Asssssment, the
Demecracy, Human Rights and Governance enharced fDRG) revisw, am:i the PFMEAF
Stage # Risk AssEssment ta anable i 1o mest that ohiective®,

Tha PFMRAF s 2 mulli-slage risk-hased meinodalagy whereby USAID sesks io
undsrsiand the fdugisry rsk environment in largeted counties 1o inform dedisions
whether 16 use of fo increass tha use of partner couniry public fnansial management
systems i de o @id assistance. The enhanced DRE review, led by a USAIDAWV
team, 18 undartaken gfior to or in cohiunclion with the mission-fed Sizge | Rapid
Aopraisal, and secks Yo délerming whether a G2G invesyrant could empower a
governmant at the expensé -of ils people. Uniess the macredevs! Stege | Rapid
Appraissl apd enhanced DRG review defermine that ihere is Unacceplable or
sriligated country Tevel fidudiary cek. poilical constrainis, or oiher msurmourstabi

rarigre 1o the use of partner souniry gystems, an n-depth FFMRAF Stage If risk
psssssmenf-which 8 an entily leve! assessment-may be complelad by the Mission.
“Thic Siage if sssessment will establish lhe Haseline level of Ministerial entity level risk
cr}n'espn'.ldmg i comempiated f.lnmr-g fevels, and identify vutnerabilitias of the pariner
sounty implementing entity: If the assessoier _revesls clesr avidance of vulnerabilifas
fa ccrmp’ﬁon and pthar high levels af comral risks, and the parnner counity governmant
faﬁs 'lo respand ar agre= to appropnme nsk mﬂ gau:»n remedy measures, than the gse ¢of

Pl my~ADS Cﬁapter 220 zssued in x:tra{t in August 2011 and substanb&i%y upda:cd in
thareh 2012, Given ihe bisiory of GIG assistance 0 Arghamstan this skuation is
unﬁ‘a{staﬁﬁfqb a. The macredevel assessments are o guide te decision progess abioud
whather G2G. assistancs shc be considered a5 p bilalaral assigiance objeciive. n
Adgheristan, thal decision was miade sevaral yaars ago at'the highest levels of ha U5
Government; The Obdma administation’s Torgigh policy decision in January 2013,
wHich was reaffimed by Segrstery Clhnton and Adminisialor Shah ab fhe Kapul
soniersnce in Jhiy 201D, strongly relisrated the US, commiiment to direst G285
assistence io GiRcA. This sommitment was nel magde subject to review of macro-level
fisk th Afgharisten. Basentlally, the forsign peiicy degision 1o engage in 525 assistance
in Afghanisian has repiated the firal two steps under the Agency ADS 220 policy-the
enhanced DR review and the PFMRAF Siage | assessmant

Soopes of werk Tor the enlity tevel Minisierial sngagemenis undenakan by GiRoA ami
USAID may net have comphed with every element of e detailed PEMRAF Stage U
suidance as cacrently revised in July 2012, howsvar the Mission balieves it has samplied
with ihe spitll and purpase of that g.udance in Auglst 2012, USAIDIARS
addressedt an ungfficlal Slage | review by infernzly summan_mg responses )
assassmer" guidelines using cofiective infarmalion galhered fram pubilc sxpandiiure and

* In.,ﬁagugt 211, the Agancy issued 8 new dral poficy - ADS Chiagier 220 - penzihing 10-the use
of religble pather counlty sysiems for direct 32C assistance. Thal policy ¢ xapl,er was subsianiaty
ypdated i late March 2012 and continues 1o undego mad: Heations - b4 falesl in duly 2092, where
it aie gidelines wiye mogified, This ADYS chapter with s iatest

£ AT eqisres & theag-s1age appreach in ihe processlegding 1o 8 dedision of whether

miag

USAID shouls corisider vse of & painer country's Sysiems 16 imptement direst assisfonce
PrOgraims..
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fmancial accountabliity (PEFA) repons, assessments undeartaken by the CRPA firms to
date, and other informal information aveizbie to Mission staff. Using that informat
process and the MellT independent CPA firm assesamerd report issued in July 2042,
the Mission is dogumending through {his framewark 2 Biage i equivalent repart based
upon the most rscenily updatet ADS Chapler 220 guigance,

Objectives

The overall ohjective of Inis Siage Il risk assessmient ie to defermine whether the USS,
Govamnment can raly o B2 Ministy of Coemmunieation Information Tezhnolegy's {MoCIT)
systems aperafion and imemal condicds to manage donors’ funds. Specificaly he
assessment will

s Determing whether the MoCIT's financial managementiaccounting sestem s
sfagquats fe praperly fianage and accaurd for donars® funds,

«  Oeterming whether the MoGCiT's imternal conirdls are adequsie o manage
donors’ unds.

« Determine whather the MoliT's procuregment managament Units have sufficiant
systems and managemen! capacily o implgément activities and manags donors'
furils.

= Datarming whether the MolIT complied, in aff satertal respects, with applicable
faws znd taguiations.

Page &
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Executive Summary

The LUnited Stetes Government commilied to channeling at least 50 perpent of #is
development: assistance thraugh the nafional budget of the GiRoAY. This comenitment
cames. with the responsibilily 1o ensure eifective us2 of funds provided by U S,
{axpayers and soproprimed by Congress, and .address tiduciary nsk in the Panner
B y Public Finznciat Managemsni (PFM; systems at the enfity leval being
: e for direct implamentation of USADFunded sssistance. For iHal féason
USAILY developed the Stage il Public Financial Menagemerd Risk Assessment {0 enable
it mest that objective. T‘;e Public Finangial Managament Risk Assessment Framework
(FFMRAI') i g mitlistage risk-based methotoiogy wherehy USAID sesks &

ang the slary risk environment i largsled coanlies to nfdom decistons
whethzr 1 use of morease the use of padinar country public Tinantiat anagement
syslems in delvering aid sssisiance. Hf the absessment reveals clear avigence af
winsrabiifies 1o coruplion, and the pariner Couniry governmerit f2ils to respond, e use
of parlivet colintry systems must-not be-authorized.

This Stage # assessment was prepared & daferming whether USAID can rely on g
Nilrkstry of Communication & Inforraation Tachnology (MolIT) systems opgralien and
imemal contrgis o manage donors’ funds, The assessmant datermined that USAID cannot
el on the Mi inistry of Communication & nformation Techrology (MoCIT) current systems
operation &g itesnal conlrls 1 manage donors unds withiout substaniive miligation
measures Being inforpofated inke Government o Government {3203) acreemeants
negotzted with MoCIT.

Tha assessmen! revealed several manageral and operstional gaps including, weak
gavemaﬂca simciure, weak internat control envircnment, inadeguate financial marageme"ﬂ
#nd bud,,etmg and -accountiing systems, jack of personne; policies ang procedutes, and jhe
lack of =z distingt Maoniloring ang Evgiustion (W&EY {}e,aarimenl. for ‘programmgic
managemeEnt and monitoning. These gaps ae svidence of weak ascountabifty and
commitmant 1o ardarce best practices,

The assesSuvent alss indicatad that thers Is the nead to swrengthsn the capacily of the
indernal Audil Depariment and 1o dotumient the Temms of Reference (ToR) for sanior
management commitige mestings. Purthennare, e budgel faniilation prdcess &t e
Finiskny ladkes '!rahs'p'are’ri;:‘ 7 neither s tere sdecusis controls relled it Bxed zssdis
management, in.addilion, he: codes of conduct and slatemenis of confiist of interastformes
nesd (o b signed off by all empioyess, anc thele is no ool for conducting smployes
reference checks af the ime of fecruitiment. Under normal circumstanses, the results: of
this assessmant wauld izad USAID nel o engage in G206 assistance wilth the Minislry,
Singe the determnination has aleady been mads o engage in G258 acivity wilh tha
&hinisdry, approaching assistance with precaution and conditions, USAID can reascnably
mitigate the identified rAsks. Appendix 1 defzils the identified risks and proposes possible
mitigating measures to-manags those dsks.

¥ Landon conferance or-Aighanisian, Janeary 2090 and the Kabul Infemationsl confarerce on
Afghanzs{ar' July 2018
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Assessment Conclusion & Results

UEAID cannat rely on thé Minisiny of Commuinication & information Technology {MeCIT)
sysiemns opergtion and intemal conirels to manage donoss’ funds.

MoliT's finandial managementiaccounting sysiem is not adesuate 1o properdy manage and
aceaunt for donars’ funds.

MoCiTs indernal contfols gre nol adeqaste {6 menags dorars’ funds.

WMioTiT s pracurement managemant uriils do nof have sufficient systems and management
capacity o implament adfivitize and manage denars’ funds.,

BaCHT did not Tully comply with GiRoA procuremant fgws and regulations.

The infernal control envitaoment s no adequates (o ensure effsciive and efficient
speraliong and complance with anp! iwable faws and regulations, safegisrd assels
against theft and unsuthorized use, nor milgate the risk of coruption. Nonetheless, we
pelieve fhe identfied risks san be rsssanabl y mitigated. {See Appendix 1)

?Ianagemeni apd governance structure

Qre of mandgement's respensibilities 5 1o crégte & 5ol foundation 1kal will ensure aha
effective and sfficient develpprieni of an ofgapnization. Afse, accountable managament
needs 1o Insure appropriate policies are develaped and applied, lalents thal are needed
to. ethance organizational growth are demilied, and procurement integrily tbhserved.
Governance struchure should be designed 1o monitor operations of an antity to achieve
fang lerm siralegic goals aimad at satisfying slakeholdsrs and snsure complianoe with
the legal and raguistoly: requirements. The assessment found & wesk jefar mancp
stusture, as ters of refersnce for e Inter-ministerial and Projec] St ering Commitiee
ware nof establishad, and meeling minules ware nol maintained even though th=se
somimitiess form an inlegral part of the gversll governance struciure of the MoSIT, Inthe
absence of detailed ferms of reference, rights-and responsibiiies of these hodiss cannat
be éstablished. I egdition, the MoCIT has not condutted risk sssessments, and has noy
developed specific intamal contrel procsdures assighing responsibikty Tor s procnsws
W -address internal conirpl woaknesses on @ confinuous basis, Tae lack of speciiic
pmc;edures 1o address these infernal tonirol weaknesses san cregie potantial caonflints
of interest 0y inerease the risk of m‘xsapn's fatinn of sesourses. Accordmg to- the
zuditors, 'the (pesition of the iegal advisor is currarily vacant and legal services ars
obizined on & coniractuad basis Trorn -an external sonsulant, Mawever, the contract with
e dansultant wos noi available for ceview, The absedce of rélevant and Sipert fEgal
advice and 4 wsll Tunciigning legal dep::)"mcrl may not be in the best nizrest of the
Mgy, as &t may andermife the Minisiry's legal inferest and polentialiy exposes & &
undue legal and lifigalion fisks, Furlhar, the internal Audit department of the MolIT
Tasked an internal audi menusl & atong with a clear sk based methodcology for perdorming
audits. This Is miadnly due o stae low technical capacity and inadaqualz basic auditing
qualifis ahcns i addition, the process of follawing up on prior audit recommsndations
was found {0 be weak. An ineflective Intornal Audi Departmant diminishes deterrenca
and incremses the sk of freud, waste and sbuse going undetectsd Borsnvar,
gamsparency al various levels at Ihe MoCiT nesds ‘o be improved. Far example, tha

FPage 7
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anrual budget and reizted budget execulion reports slong wilh reparts of provingial
alizcation of develppmeny projects and annual reporis are not published on the MoCiT’s
website. Similarly, the approved mriget for goods and services are nof shared with the
respective and cencerned departments or dirsctoratas. The organizationat risks
identfisd above ralse concems regarding the Minisiry's long @rm comoimant to
staridards of gonduct and discipling towards internal contio! astivities, These concerms
iightight stardficant risk implications requifing canstant managament diligence and raise
doutst ag to whether the Ministry has the capadty to manage donors’ furids wilhout
danors’ nvolvement. o

Einancial Management and Accaunting Systems

To achiieve success in program implame pn; reliablz fnancial managemenl and
accounting syslems ase vited, and such sysems af the WoCIT are inadeguate. For
example, MeCIT did not have dosumshied internal financial procadures, and funds
mvaldbiity is not always verified phoe o inowrting expendiltrgs. In addili
budgetmg system s not transparerd, &s provingial offives are not inveives
oreparstion of fhe Miristry’s budgst. This i3 a significant weskness ip iha badgel
formolation process. asg it affects transbarancy. commitmeant and pwnership of the entire
bugget. in fac, suppartiog documentziion for hudoets and subsequant mudpetary
revigions were not avallaple Tor the audiiers’ review: Alsg, there. is weak intermnal contro!
v sash managemant. The cashior has the sofe fespongibiity over petly cash
aTe s, hut dess not maintain & tash recaip! and disbursement baok,: and thers: are
11depende'st pericdic surpriss cash counts. in addition, the Ministry parm:ts &i
'ses i tha form of cash 1o 'staff, however thers are no intérnal controls o nenitar
the cash advances and a separafe Jedger to racord the cash advances is not
mgintained. Also, fomal provedures {o ensure tisnely tiguidatien of the cash advances do
nost exisl. Thig lack of comhilment froin managemeant to monilor cashier opefations, and
awunt for the Mmtsvys asgets sxposes He Mivislry fo incréased sk of
misappropristion snd frawd, I fask,. MoCIT's insernal auditors jdeniifisd and reportaed
iswiies redgariing outstanding recoverable advanzes, bul i is not clear IF any actions were
{mken to addiess the kiantifed defiviency. There is also a lack of msnagement
accountabilit dtsmpkne and good biusiness praciices. For example, fixed asseistagistar
is net maintaingd and ggsels are adt coded fo reflect thalr localion and condition,
Arcording 1o management, tnast of the finangal s1aff does Aot have the reguired
aduealional backgreund spagific to finance and accounting. Bacause of the wesknessss
igentified in the financial managemen syslem, the MeCIT cannot ensure that doporg’
Trinds vl be Uliized sffscivaly or safeguarded against loss and missppropriation.

Persannet Palicies and Procedures
Human Resourses (HR) function should ensurg that qualifisd smployess are recruited,
yzired and réfzined. The dgssessment found (he tecreiiment process &l the MoQiT s
vuinerable te- manipulzlion and unfair praclicss, For example, job anncuricemsets,
amployment eontrgts. and promotion recards are nel decumeantad in tha parsonmnel filss
Thers is 2lgent evidence thal the SR comthusts refarence checks on new employess st
e point of recruitment. In addition. the payroll system fe nat interfaced with the
ghendance registers which are mamtgms\; manually by the Hurean Resource
Depaftmem ahendance uall. Furthermore, avarime is paid in cash instead’ of Deirng | paid
tirgugh Ihe banking syslem. i is a}sc- calcuiiated manuaily and is not verified for
siesuracy, thus increasing the risk of srrors, nilscateuiations and mtsappmp‘ ;
ftmds T‘Iﬁ assnssmer;t aiso noted amang od her mmgs that the payrof dalab _Sc iﬁ'

m
8=ty Nothe .k.‘ui,..shu.l:l. Hrsroutd ‘E":}geiﬂ
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‘menthly payrell reconciliations o decumsent vardances and discrepancies. In conglusion,
the overall tack of attention o basic smploymant documentation and practices ingreases
the; Ministry's aperafional and programmatic risk ahd eposes dongrs’ fund to polential
waste and abuse.

Procyrament and Purchasing system

Procurement i @ writical orgenjzational funclior, as the MoliT sperds significam
amourt of ‘money annually on procurement af goads and sendess. The assessment
revesled that the MolIT procurement syslem isweak and vuinerabls to significant risks,
as Hers is & fack of ¥ansparency o the proocess and controls o pravent procuremeant
staff from circumvanting poficiss-and. procesires. For examgle, physical assefs are noy
lagged, and staff are able disaggregate large procurement to bypsss {he Procurement
Law thrasholds, 1 addition, there is na evsdt—.-nc& that dedlaraiion of conflist of IMeres:
‘Gms are. sxgned by procurement statf prior ta commencing or approving procurament
aetivities, thus impading the fransparency of the precursment progess. Tha Ministry has
geveloped & procurement plan bul the auditors rinted that the ghan was not in fine with
the approved budgel. The lack of alignment belwsen the procurement budge? and the
plan-can-have an adverse affect on operalibnal and programivalic resuiis, One of the
other key deficiendids figed during the asiessment included (e tack of budget detals
for procuremant of godds and senvices. MoCIT does not maintain e procurament
database allowing analysis and moniloring of procurement methods and suppliizg g
gristre  iransparency, compﬁance, and c:nmpeutweness in. addiion, Procuremant
Cemﬁtdae meslings #r& not detumentad, and the curreni procurement staf doss. no
have protivement related educatisnal backgrounds to perferny progurarnent related
functions, L}fﬁmata?y, the dentified deficiencles result i increased operational and
programmalic-risk far GiRoA and the donadrs.

Program WManagementand Monttoring

Moniiering reveals whsther desiec resuiis are oczurrng and whethar oulcomss are on
wack: Performende management s a commiiment ta managing for resulis i order 1o
ackieve the best possible outcoms, Acaurdmg o the auditors, MaCIT doas not-have an
independant department responsibie for monitoring and evaluating aciviies and
projects, and doas nol have a documented MSE pian. Curently, MAE function is
perfoimed by the Project Manzgemeni Office which /s 2lsc responsibla far project
imglameritalion, inus creating a polsntial conflict interest and transparency goncems,
The inabillly of the Ministry to effectively develop and implement an M&E olan is a tisk
st couid lsad o srogrammnstic inefficiancies causing geals and chisctives pol 1o be
met: '

S8~ Hay- ot be-Coplerdde Biassibunisd Pagey
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Risk Assessment Measurement

USAID guigance stales, once a risk has been identified, the impact and probabiy of
that fsk must be delarmined. The impac! mieasuras e severiy of 4n atverse svan
agsogiaed with the risk and 15 messwed as, Neglighie, Marginal, Serous, and
Caimsitophic. Conversely, probabifity measures the fikelihoad of the dcourrence of the
agverse event associated with the risk and is expressed as. Remote. Tpresional
Prababiz, and Frequent, Combining Impact and probaBifity Jaclors celegornize risks in
chusters of Cdfical, High, Mediurn and Low calegoriss. Alhough sulblecive, 4 &
nonethelzss the basis Tor (he Risk Mitigation plan in USAID.

__USAID's PFM Risk Matrix

| Catastrophic |

Serious

Murgina? Medium Medium

Negligible Medium Medium

Remole Ocrasivnal | Probable Freguent
S Prohabllity

T,

3 £ S LRI & e
SEEF IRy Rt TR ee 6
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Scope and Methodology

The independently canwacted audiiers condusied the 2012 assessment under a stope
&f work whizh focusad onfour malh areas of 1) Procurement, 2} Accounting end intermai
contrals, 3} Audit afrangement, and 4) Human rescureas, While the auditers conduciad
an in-depth assessment on the four areas mentiongd above, they did fot use the
Agency's. approved Public Fingncial Management Risk Assessment Framework
(PFIIRAF) chegklish and did nof gonform in many ways 16 the Agency's PFMRAF
guidance on risk fealment and risk assessment measwremants as that guidanze {ADS
Chapler 220} was issued subsaquent to e negotiation of the scopes of work with
GiRsA, Howewar, o ensure the Mission compies wilh tha Aganey's guidance and
parforms requirad due diliganca, we reviewed the auditars’ repod and we met with the
suditors who sondusited Lhe sssessment iopain g generad undsrstanding of the nature of
{nsir work. We met ang dissussad with oor injernal financial anslysts wham had an
urxdarsiandmg of the ministiy's systems. Based on autilors” wodk, ouf reviews, meetings
and rzsearch, we compieled the PFMRAF checklist and risk mifigetion plan and we
summanzed our findings and undérslanding in this report.

Al the time of the assessment # was nol clear f the euditors grdersioed that tey nada
define thelr findings in-tetms of risks so appfopriate rsk miligation measures tould be
deveioped to address the idantified risks. Bacatse otr raview wes condusted afier the
auditors had completed the assessment, and sould not go back 1o delammine the impact
and probabﬁﬂy, we relied on the understanding we've gained over the yaars of
coliabaration with the govemmant, Basad on that undarsiandmg we defined the potenﬁai
risks and we tosk a conservaliva approach and const iared moest risks 1o be senous and
prababie unless the contrary was cleady evidenl.

Piicrat e st eess st Tr i cra g v gy Papge 11
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| AFGHANIST

FRCEY TNSAH B AR -PEOPLE

February 11,2413

ACTION MEMORANDUM FOR THE MISSION BIRECTOR

T $. Ken Yammshita, Mission Directar (b)(6)
bX6

prong: |0

SUBIECT: Approvai ef Lse of Partner Country Systenis (AUPCS )~ The
Ministey of BEduewtion (MoE Y under ADS Chapier 229

ACTYION REGUESTED:

I geeordanee with Autemared Dircetive Sysrem {ADS) Uwpur 22, vy are
reguesied fo approve the use of partner cosnivy systems i connestion with
I1>"s nssistance o the Government of (he Istamic Republic of A feftumistan
Thig approval

A throigh the Ministey of Edueation (M
nutely a three-venyr poriod

detprmination will vermuin in foge Fﬁ'; A
ihrangh Fisedl Yeur End (FVE) 2015, This spproval muhorfly will inelude ali
current and future proposed Governmen 1o Covernmen {G2G) assistance
activities betweon USATD and dhe Mok dirough FY1E 20135,

Thg intrid proposed G2G direc! assistarce seudvilies welode:

¢ ared Technieal Voostional Pdueation and

ATD toud congrtbution estimated o $138.5 mithon
> Doy cmpmq.ni Pragram (AWDPY - USALD o
Givity zhun(na cxfmuhe:ci W 74786 mitlion,

BACKGROUND:

The Mok is the sieward of the Afghan education seelor and in sollshoriion
weith the f’rc. vincial Eduoation Depastmons (PEIsY ang Disirict Fducition
Cifices {3R0g) nims 1o provide s edacoion throughout theentite country,
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varl poverty, Trustrale ditompis 10 give voiee (0 oxtiemim, and devely the
cz‘)‘z’miz‘}‘ 5 hinman capital, The MUL is ruap(xr.mi‘k for palicy form ulatian,
cutrictfumn and wacher development. and moniloring .smi evaluation of
education i Afghanistan, The Migisiry i led by Minister Ghulam Faroog
Wardak, whe has served in the sosition since Octoher 2088 and has overseen
stgnificant progress i the area e{' educntion. Minisier Wardak, wha reports
directy to the President, is supponied by 8 Leodership Commitiee consi s*mg nf‘
the Deputy Minister and Directors ol afl the Diredlorates, Under-ALIS 220, s
Kiofl, as a (GTRoA Ministry, consiitiies o paclper-govermment entity.

Under the current serviee délivery niodel, the MOE servos:as the primiry

managers of education sorvices, bul alsa engages varous oher aelors, such as
NCN-SOV mmem«ﬂ orgj umtmm { N(;Os}. the private seviar, and donars, Tn
ot i g community-based edacation
{tBE:} Icm:mr t;‘ammg zmd 1euhmcal :md vocwtioriteducation,

i,urmsiamr'mth the 2610 Kabul L;.mjui.m.m cmﬂm;nmm 1o move ‘x(}% of s}l

=y .. sritng in
and {sm-“‘ ;ce s hcr tmmmm lm ozmk pnnimg :rmi 'J':;Lribmia’ﬁ mmmtmi{}—
based educgtion o impros : 14k
develapmen o voull, The A.?&‘DP P ‘uamm s £ u‘eﬂd‘ihufc fo 4 gs.mmm i
growth by addressing kigh unemployment and the scarcity of lechnically sRilled
Afohan Inbor and traingd bosiness managers throbgh libor inarkes foeused
training programs. The AWDPwill improve the quality of technical and
husiness manggemen! imining pummsm arnd professional developryest througt
patinershipg with WGOs, private and public secwr bisiness unining instilutes
andd nrifversHies.

USATD, ibe Targest bilnieral donar incducadon, coordinges closely with ot
donurs which dre also detive in'the setior. Nations such 45 Canada, Australin,
Germany, Norway.and Sweden implement off-budget programs ranging from
teacher fraining 1o compunity-hosed educpiion Lmd veentionad {raining. USAID

% the Iatgest dondr 1o (hé Edocation Duality Iniprovement Progesm (BQUIP), &
5250 miftion prcgu.‘! it basie eduention financed by 32 doners and: ansged By
the World 13ank thrasgh funds secoived i the Afshanision Reconsteiction. .§-rz;s-§
Fund, GIRoeA considers the EGUIP projeet (o be an bugipel avsistance ag
fswding i8 incorporaied i the Mol? budget, and the gaff resronsible. for s
delfverbles work within MoR deparuments and repont (o respective department
heads.

AnEes S L P far o .
St Mot b Capler-ue-Sistrilue
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USALD will provide ofi-budget technical assiswsnet 10 systematically accelerate
the continued transfer of 1echnical capacity 1o, and improve program
managemenl by, the Mok promote grealer Afghan leadership in the public,
private and non-governmenial cducation scclors; ensure appropriate USAID
oversight of the on~-budget inltiatives: and further empower the MoE ta
cffectively deliver education services and manage programs in a transparee
manncr.

Comolyving with USAID Policy

Automated Directives System (ADS) Chapter 220, ~Use ol Relisbie Partner
Country Systemas for Dircet Manogement and Implementation of Assistance.”
esinbiishes the “Public Financial Management Risk Assessment Framework™
(PEMRAF) as the Agency's accountability mechanism o protect U.S. taxpayer
funds from unrcasonable risk and te maximize the velue of G2G development
mvestments, Approval of the AUPCS by the Mission Director should be done
on the basis of identified, assessed. aliocated and cvaluaied risks and mny
contain risk-mitigation measures. Approvai takes place afler the completion ol
a scries of macro-level and entity-level risk assessments, snd at a time when the
Mission Director determines the appropriaie fiduciacy relationship with the
institution can exist.

ue to the formal date of issuance of ADS 220 (March 2012) und presious on-
budpget commitments by the US Govenmnent 1o the GIRbA. a request for a
farmai Administrator waiver of application of AIDS 220 requirements was
initinted for USAID/Afghanisian in August 2012, The waiver was approved by
the USAID Administmaior on Novembuer 20, 2012, “the waiver focuses
primarily on compliance with guidence on Siage | BFMRAT Rapid Appraisals
and Iinhanced Democracy, Human Righls. and Governance (DRG) review. The
Stage I Appraisel and the DRG review are macro-leve! asscssments, which
assist with understanding the risk enviranment in targeted countries to inforns
decisions whether 10 consider the use of 8 prrtner country’s systems.

USATID/ Afghanistan has never conducted the macro-level enhanced DRG
revicw and the Stage I assessments upon GIRoA, as required under currenily:
issued ADS Chapter 220, Given the history of G26 assistance in Afghanistan,
this situation is understandable. The macro-level assessinents are 1o guide the
decision process about whether G2G assistance should be considered as o
hilpternl assisiance objective. in Aflghanisian, thal decision was made several
years ago at the highes: levels of the ULS. Govermment, The Uhama
administration’s foreign policy decision in January 2010 comunited the USG 1a
dircet G2G assistance o GIRoA. This conunitnei was pot made subiect wo the
review af macro-level risk in Alghanistan. '
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Fven weith the waiver s plave, the Mission still must ensore that USG ﬁmds are
properks ssfc{_uaréad araf fiductary risks are appropristely idenlified an
mitignied. Toibut end, the Mission hos conducted #n entity-level f;ui i
i‘i‘:aanéiaiimmwmzm risk agsessment upan the Mok which is comparabile i ail
material respects fo those PEMRAY Siape 11 Risk Assessmients completed by

;}se: nuwent; aud desi ‘r;he‘ in A’")S Z_IITL Aﬂd ne d[k ¢ shgeme i

compromised. The? K
Stage H .zi.tﬁh.A;-s%Sﬂkm !cm instifutions, examines Lhe. Cfd?ﬁt‘;!lyﬁ
mg, and day-to-dny proctices uséd in the PFM sestems -t the mindsiries,
arents oy agencies that may be rasponsible formaking and carmying out
ins: gid etions ralated 16 proposed G20 assistance which USAID wxl!
i iz jurpose of this rizk assessment 15 10 identify and characierise thy
ary rigks oof the instintion within itve patiner govermman o o
LJbA.D i dejermining whether use of partier counlry Systems is suitible with
e Justiibtic

USAID, with the participation of GIReA, contracted a thirdparty 1o carey ut
the Starge Hesguivalem Risk Assessmont of the Mol The report was issued in
Deeember 2011,

DISCUSSION:

activities may :..\Iulm rigk
f'&cmrz, '?wmtd Ihoxa u-:cmimcud in ather d«.\ Llapmf:m environments. In any
case, (3G actbvities are expected o show posi developmen! outcames, even
if & managedbic risk of loss exisis and tisk mitigation & sub-aptivmi. The
‘vi” mzm ASSUFASS 1O m.:.x;ﬂubh. Eu*d of 1mud »’a i m ms, d rx«.ks m}Ii

h"ﬁ?h‘lﬁcﬂiﬁd pr'it)r 00T CONTYITER Wi
funds 1o assure paxinam protectios of LS. m;s:p;x ér dl,zi.(m;. Oi.hg.-r ugk_
mitigation will correspond (o the kevel of risk identified,

The Mission z‘eegmmw esnditians precedent, based upon sisk mitigation glang
whaped inaceordance with Ui process set forth in ADS 220, in sl

SIS, ";&”"b:: governmet enbiies hive Jdentifted risks andwhere a
condilion p ‘U:iﬁﬁﬂl 18 the dppropriste mitisaiion restment, The conditians
pracd«.nl wilt mitigate risks and contribuis 1o an appropdate internul contral

Tty M-l Cpied e Lot bt
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environment. Other risk treatmciis will continue throughout the fife of the G2G
activily or until sufficient capacity is demanstraied by the pariner govermunent,

The Mission will apply the ADS 220 provess (o management of frduciary risk.
Programmiatic risk is manuged through the upplication of the ADS 201 and
other puidance Lo project design. This AUPCS, therefore, focuscs on fiduciary
risk issucs. The projeccl design documents should be cansulted [or information
regarding programmatic risk.

M ing Risk

On 3anuary 28, 2013, the Mission Paniner Country Systep: {PCS) leam
documented a Stage 1] Risk Asscssmeni Report. The Stage 11 Assessment
Report was prepared o determine whether USAID could rely upon the MoE
system's aperations and intcrnal controls (o masage donors® funds. The
assessment basically determined that USAID cannot rely upon the Mol! current
systems opcration and internal controls wo manage donors™ funds without
substantive mitigation measurces being incarporated into G243 agrecments
negotiated with the MoE., The complete Siage I Risk Assessment Report,
including the Risk Schedule with identificd risks and sugpested mitigation
measures, is attached in Appeadix Number 1.

USAID’s initial activities to be implemented irough direct on-budgey
assistance with the MoE are the Basic Educatjon. Literacy and Technicat
Vocational Education and Training (BULT) Program . and the Afghanistan
Work(orce Dovelopment Program (AWDP). The programmatic objcctives arc
described belowe.

Basic Education, Literacy and Technical-Vocoational Educntion and
Training (BELT)}

The overal] abjective of the BELT project is 1o improve nceess to quality basic
education, literacy. and technical-vocationa! educstion and iraining. with a
focus on girls and other marginalized popolations. Through mainly on-budget
funding, compiemented by targeted off-budget sssistonce, BELT sceks to
improve the Moll's ability to responsibly manage donor resources and direct the
growth of the education sceclor, improve educationnl sttainment. increase
tieracy and numeracy among Afphan youth. and increase the number of
Afghans with marketable, pruductive skills, To achicve these resulis, BELT
will:

o Sirengihen Moli's management copucity including its ability 1o

measuee student leaming outcomes;

SH e Net i Coyprivt v Brisrritbvrcted:
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o Impersee the skills and pe.r!a‘fnmm. i teachers and schood
administrators tirough in-serviee ond pre-serviee iraining:

o FExpand primary and lower secondary edueation through
sommuonity-based schaols;

o Enbace the school leaming environnres, (hrough printing of
additional textbooks and learning materials: and

o improve the empleyabiility ol vouth through Heraey snd technical
skitly development

queBity basgic: Ldﬁéa{mn &ms;&k:a{ W uh f\rnh'mman h tia:mi Nwdapmeru
Strss.cg? {ANDS), the ‘\E'mcmal Edugation S

A gi' nistan, and the P{esideﬂt s Afghanistan. d"ld }’iﬂ\xbim Ei::g:u'}a;
Stabiilization Strautegy.

Afphanicion Workforce Development Progeam (AWDHP)

The objcetive of the AWDF is 1o increase job placemenys and provide self-

ey mem;“! opprHiuRitics o ,‘—afg; an men and women by improving the skills of
workers and {inking theim o eredit ond business development apportunities.

“The AWDP will achieve this objective by improving the quality shd
sctestibility of budincss rathing programs at-{he non-degree level through

he 'ncrahtp; s¥ith the pmv:ﬂc and public scctor business fraining instiudes sad
iversities. Tz project is .mphmaimd i1 close essrdination with the
Ministry of Education, Ministey of Higher Education. and the Mi inistry of
Labor, Seetal Affairs: Maryrs and Disabled. AWDP key deliverables include:

*  Training and/or placement for 25,000 people, nuguarier of whom are
WOINS,
Impraved icaching siondards and skills of vocational wainers;

Enhanced weclmicol, voemionsl and business management eours
Estoblished linkages batween training providurs and aup Moyers,

Although T and AWDP involve certain risks, the Mission is structaring the
programs m mc, Jch, a nupher oF mensuras that will mi Tpate the danpers angd

P XTR - T I Y TR T 3
ER LA LR SR ¥ E iy et RS SR 25y y a e
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e successful Implem jon, Mast sign¥

nd off-budpst eohmics 1 asgisiance 1o the Mﬂi

bty

reanily, USAID i providing sne
R}?

8

hen MioE functians iy key arcas, neluding service delivery

sirstion; Nnuncing and procurement: sirategic planning;

hmmmrmg: and coordination among dieciortes and provisees,
inistries sad donors;

o Foster provingial- snd distriek-ievel Mold apd community weorking
retatinnghips i idemi] ing and addressing Joeal constraints and
prablems, and inhelding the Molf scesuniabic Tor resulis and high-
quality servive delivery thsx addresses comnmmily needs;

o Build the capacity of the Mols o monitor and sssess stadam

mproavenents irreadling and smumeracy.

BEAID wil atilize an Implementation Leter 113 as the bagiv oetivity
agreement. The [L; when sepotiaied, might Toelude USAID prior-consert
pm{;_}cg;.,s throughout the procuvement evele, conditions precedent prior w
disbursement, and other conditienatities required throughout the fctivite p ;
The conditionatities olse wild reqrd ' 1o plan and begin to adkdress sume
of thu general weaknesser ideatiled in ‘lhc. December 201 Footiiraeted PE
SSESSUICnL FEpoTL. b particular, the aff-budget assistance may wark explicitly
with the MoE 1o develop eontrots and pro ’ﬁiii'lf:f\ o miligate identified risks.
Dietgils refloctng intervenifons 1o address te fidings of he Stoge 11 Risk
Assessment Report will be included in desipns under BELT ond AWDP, The
mcthod of disburserpent will b on 8 veimbursable basis for cosis nearred or
speeific milestones achicyed,

© of ufl

ﬁ«i’:a'ixa’hmz mw?li parirer with the Interaal Agxdu I)np”nmr.ms of Mok aind the
Mintstry of Finanee wnder & seporote Co ;ﬂw\ Drevelopment injtiorive aad
ulitsi::iCl;‘i}L{t‘i seontzol and finencial reviews of the Mo

A% ﬂLLL asiivitics

: PCS fenm, are rexponsibic for
monitoring risk miigation slugzs fnc }ildx”ﬁ_ whether conditions ;ﬂ'cw‘ﬂ&ni are.
atel ;‘rﬂo!‘ . f&;}d‘q mﬁbhm srifent dmi uh\,ih{.r (3Ju.; €>§’&1<’:xng covenais o
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All planned USAID direct assistwsee w the GIRoA will be provided through
Usls’urg% gaily binding bilateral assistance agreements, which include USAT
audil, Investigation and evalustion rights on behalfof fisell and other U S,
Government agencies; refund. termingtion and suspension provisions; sad
provisions requiring the sutvission 10 UBAID of phans, specificatipns,
procuremest-or consiruction sehedides, con ragis, oF sther documientalion
between GIRoA and third parties relating to goads.ar services w be financed
underthese bilateral gssistance agreements. including documentiation relating 1o
e pregualification and selection of eommetors and (he solicitaion of bids gnd

proposals,

D

Responsibilities fies

The Mission™s Pariper Country System (U8} ream is compased of the
followding individuals:

(b))

The Mission’s Technical Offtees, OTice of Spcial Scetor Development (GSKTY
argl Gifice of Eermemic Growth and Infrasuuciic e LOBEGH staff memberg are
gxpargied POS team members for G20 activilies relaed 1o the Mof. Those
tove axpanded PUS team memberg include:

(bX(6)

The ful expanded PCS tenm roviewed tie reselis of e Jo mwary 28, 2013
assessment and 1S !upnmibic o dew w‘upmg and approving the risk mit oalinn
measures negotiated inta cach respective G206 Activily agreement.

The risk mitigation sssessment oad sirptegy was reviewed by the Global Poriner
Coundry Systems Risk Management Tewn (GPCSEMTS in the Gf Tice ot the
CFU 16 ensure qualily contral in the PPAMRAF process

PECHN SN, |
FZETIET I s A




160

AUTHORITY

Avcording e ADB 228.3.2.3, uf};‘,!i:f" ion of the PFMRAT gives ,uzinan rie the
Mission Director 1o approve the os porner country \‘JGEJ) 5,
Apnroval of Use of Partner {,:}unh Svatemy (AUPCS

RECOMMENDATION

Tlas you spprave is wrirten Approval of Lise of Parmes Coumiry Svgtens For
the Misistry of BEducation,

Disspproved: | o [Bate:

Adttachment

B Rl Moy g o
SN Sat-eSepivd
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Appendix No. |

Stage 1I Risk Assessment Report
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- AMERICAN PEOPLE

FINANCIAL MANAGENENT

Fublic Financial Management Risk Assessment Framework

GOVERNMENT OF THE ISLAMIC
REPUBLIC OF AFGHANISTAN
MINISTRY OF EDUCATION

STAGE Hi RISK ASSESSMENT
REPORT

January 28, 2013
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Background

Faunded in 1747, Alghanistan has had & tumufiuous existence. Rich with naturs!
resources such as: naturat gas petroteum, coal, coppat, 2ine, and ron, the country hag
all-the necesssry elaments to jump start 15 economy. Howsaver, Afghanistar's economy
s been plagued wilh instability, big i mow récovering fomi decades of contiict
Accarding lo Pablis. Ex;)enmture Financial AccoUntalilily {PEFA] reports, the economy
has impraved significanily sioce the fafi pf the Taliban régime 2007 argab,f pesavse of
the infission of imMamalional assistance, the recovery o!‘ thr: agrzcu iurai ] ¥
s@fvice secior growth. White the inlemnational
Alghanistan’s: daveldpment and has pladged significant ‘resaurcesk fhie- Goverriment. of
the [damic Republic: of Afghamstar (BIRAY will need to ovsroome 8 number of

aaiienges :ncludmg }ow fevEnLe. cnﬂec!;m angmic: ;ob creatso'r and hth !aveh [

the k%imairy of Fmance (Mﬂt‘ dave&apmems n msl me msmstnes iag bahmd For
exampia -cagh management aild payment sshedufing procedires in ling ministies Have
improved and ihe nlermal audit funclion does not meet recognized professional
si‘mdards Wiile techrical Sxperntise in the ing mifisizies has significanty impeoved in
several areas: iong-lerm fiscatl planning remaiss uncenain.

i 2010, the Obame adminisiration made & public stralegiv foreign-assistance detisioh
srnousesd at lhe January 2010 London conferance and reaffimed z:y Secitary of Sl
Cinton and USAID Adminisirator Shah al the Juty 2010 Kabul conference,
cummittad the LS. Gowrﬁmem il grm:de ot least 50 percem of LB, Governmen
asmsiance mre"ﬂy to BIRcA, to ba chamiekd through GiReAs core budget syslams

g : Y. in June 3011, USAID/ATgharisian niegotated 4 scope of
deftake entity §w&i risk assessments of GIReA Fne ministries.
Cenxracls u(;hzmg the negolialed scope of work were fssued io Ceriifizd Public
Accountany (CPA) finms fo underfake the Ministeral engagements. The P4 fim
finafized assessment report of the Minisity of Education IMSE] was jssued in
Cecember 2011

The Unitad States & commitled to. improving the qualily of its aid in order to maximize
development in Afghanisian. US military aulion in Afghanis an, including USAID'E
supparl af lhe USG coumgnnsurgancy skaieg,' xs expacted io some to an nnd zmund

That
‘ransﬁmn to & mare rabus% irad‘manai develapment ‘strategy, wiii hkniy rasusx iy
substantive changes in Gavernment te Bovsrnment (G2(3) assrs‘aﬂce

The GZG comnilmént gumes wilh the responsibitily 1o ensure glfestive usa of funds
provided by U, S. taxpayers ant approprited Yy Congrass, and Ihe need o address
ﬁ{it;mary rigk it the Partper Gounty PFM sysiem being considered for diskct GZG

¥ London Ccniere;:c& .]’muary ?Qm and ma Kamﬂ Itzmations Confarence of Alghanistarn,
Suly 20718

Pape 3
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assistance. For thal reason, the Agency davélapned the Public Financial Managemernd
Rigk Assessment Framewort (PFMRAF) Slags | Rapid Appraisal Assessmenl, lhe
Democracy, Human Rights 2nd Governance enhanced {ORG) review, and the PFMRAF
Siage It Risk Assessren] 1o snsble i to meet that objective® .

The PPMRAS is a mullli-siags, rsk-based methadology, thraugh which USAID sesks to
undarsiand e f;duc;ary sk environmertt in {argeted coundried to inform decisions
whether fo use of fo increase 1he 032 of parioer tounliy public Tinanda!l managemait
systems in delivering :ald- atsistance. The enhanced DRG review. led by & USAIDIW
team; is undertaken profr {0 or in conjunction wilh the Wissior-ed Stage | Rapid
Appraisal, end saeks Jo determing whether & GEG nvestment could emgowst a
goverimert a1 the expenge of is peop}e Undess the macro-evel Biage | Rapid
Appraisal and enhanced DRG review determine ihat thers s unaceeptabla or
wamitigated country jevel fiduciary risk, polthical consliginis, or olher nslirnolintalie
barders lo the use of patner cauntry systems, an intiepli PRABAF Stage #i tisk
agsessment —which is-an enfity-level asse.srnarﬁ ~ may be compieted by 1ha Mission:
This Stage !l assessment will eslabissh he bassling svel of Ministerial eniily leval risk
vorrespcndmg {5 contemplaied furiding levels, and ienlify vulnerablifies of the panner
wouniry mplementing enjity. ¥ the assessment reveals clear evidence of vuinesabilities
lo-carruption and other hsgh lavels of conlrol itsks, and the pariner country goverament
(ails Lo respond or agree {0 ap apriala risk miligation remedy measures; then the use: of
pertner cauntry systems rusi nol be authorized.

LUSAIDrAlshanistan has never condutted the macro-evel enhanced DRG review and ibhe
FRIERAF Stage | assessment upon GIRoA. a8 reguited under corrently issued Agency
Policy — ADS Chapler 220 issued in draft-iry August 20711 and subslantially upaaisd. in
fharch 2012, Given tha hz ory of G2G assisfanice in Afghanistan, Ihis sitialion is
undersandable The matro-levil assessmanls serve fo guide the decisioh jrocess
@bt whether G2G assistence should be considered as a biiateral assislance objective.
i1 Afghdnistan, that decision was made several vears ago &t tha K ;ghest izuels of e
U S, Goveinmen. The Ubama atministratin’s forsion- 00; oy decision i Januat‘y 2019,

whish was reaffirmcd by Secratary Clinton and “Administratos Shah al 1z Kabit
conference In y 2010, sirongly reiierated the U8, commimeni lo dirscd GG
assistance io G’ROA This cammitinent was not made subject 1o review of mgoro-evel
fisk in Afghanisten. Essentially, the Toreign policy decision o engage in G205 assistance
i1 Afghanistan has repdaced he first two sleps under the Agenty ADS 220 poliey — the
enhanced DRE raview and the PFMRAF Stage +-assessment,

Scopes of work Tor the solity level Minisisrial engagements underiaken by GiBob and
USAID may net have campfied with every element of the detailed PEMRAF Stage i
guidance es cufréntly revised i July 2012, however, the Mission bafieves it has
gcomplied with the spirit and purppse of that guidance. I August 2092,

in August 2071, e -Agency issued B new dralt poticy ~ AIDG Clmgz"vzﬁ 220 - pertaining 1o ihe use
of reliable pa;he: couniry syslems v dirgc! G2G assistancd. Thed policy chapler was
S‘fbstanfluﬁ,f updated in iate March 2012 and continues io asntargo modifieations - e Keasy s
July 202 when risk assessmént guestion guidelines weie madifiad, This ADS chaptes with

s faiest mudifizafans now raduires 2 hre g€ approach in the profess ading fo 2 derision
of ‘whather USAHD. should consider use of a Parner Lountry’s Bystemrs 1o anplesent direct
aesislance pragrams.

Page 4
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UsADIAIghanistan addressed an unofficial Stage | review by inlernally summarnizing
respontas 1 assessment guidelines using coliactive information gathered from pubiic
expenditure and finarnicial accountabiity (PEFA) reports, assessments undenaken by the
CPA firms to date, and diher informat nforsialion availabie to Mission siafl. Using that
iformal process. ard Hie independam CPA firm @ssessment fepott of ihe MoE issued In
December 2011, ihe Mission is -documsming theough This framewark a Slage
gquivatent report based upon the most recently updated. ADS Chapter 220 guidanse.

Objectives

Thie-averall ohjzctive of this assessment is to delemiine whether the U.8. Governmend can
rety on the Mgl of Education (MoE} systerns operation and internat controls to manage
denor funds, Spacifically, the assessment will

+  Determing whether the MoE's Tinancial managemeniaccournting syster is
adequste 16 properly managse and gosount far donars” funds:

« Determine whether the MeE has ihe financid! management capacily 10 manage
e proposed aclivity.

«  Determine whether the MoE's iterndi conlols ate adequate 1o manage donors’
{unding.

»  Datermiine whether the MoE's procurement management units have sufficient
systems and managemernd capacity to inplement activities and manage donoes’
funds.

+  Detoermiine whether the Mok compligs, i 8l matedal réspeds, ith applicable
faws and raguiations.
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Executive Summary

The Urnited Slales commitied e improving the quality of its aid in order lo maxmize
devélopinent bensfils in Alghanistan and pledged to charme! al ieast 50 percent of its
devsippment assistance m'ough the ratibnal budget of the GiRea®. This sommiment
comes with the responsibility to ensure eflective uss of funds pmwded by Y. 5
taxpayars. and: appropriated by Congress, and address fiduciary fisk in the Padner
Cruntry Putlic Financiél Management (PEM; sysiems being considered o direct
implementatias of USAIDunder assislance. For thal reason, USAID deveioped the
Pubiic Finat Managemeni Risk Asssssiiant Stage Il risk asesssmen to epabie it i
meet thet ohjecive. Tha Publis Finarcial Management Risk Assessment Framework
[PEMRAF) 18 a moliti-slage, visk-based me:hndamgm Wirough which USAID saeks 1o
undeérstand tie u:iuuary fisk grvitonment in targeted counfriss to infgnm decisions
whelligr o use or incfegise the use of panner counity puliie financial managsmient
systems i deliveding aid assistancs. W the assessmenl revesls claar evidence of
yinerabiliies 16 corruplisn, and’ ihe parinet country govarnment fallsta respond, tha Usa
of pariner country sysiams must riot be aulhorized.

Tris Shage i agsessment was conducted 1o delamnine whether USAID can rely on the
Mzmsiry of Educaticn {(MoE) sysism’s operation and intemal cenifols 1o manage donors’
Untds, Theassessment basmaiy detemined that USAID -cannot rely on the Ministry of
seation (MQE} cufrent syslen’s dperation and interal contrads o manage donars’ finds
without substantive mitigation measwes being  hcorgorated infe’ G20 agresmenis
riegotisted with Meg:

Tha assessmerit reveaizd several man aganal and operational gaps wohaing 1) weak
gczvemmcﬁ structure, mamty cheiz o the lack of a comprehensive nisk shatagy reguiring
key processes and: internal conirols fo be ideniifiad and documetiad, 2) inadétuste
Brrangial mansgemant prar,'f:ges resulling  frowm  budgetary epd  finangat Sysiem
weaknesses, 31 defidencies i perspnne! policies and procedures die te lack of
procedures and inadequale payroll sysiemn, and 4% weskness i the procurgment: ar
asing syslém dug ma:niy io-ack of format :ro.,adures The sshEsshis
fval the MoE Tecked an effeclive mechanisn: for monitoring and svaluaion, ViR resruani i
{he governanca strueture, 1he assessment identified the nesd o sirengthen the capacity
&f the thternal Audit Department, ahd 1o documernt the Tems of Reference (ToRY Jor
sermr management committess. These weaknesses are indicalion of weak accountaks Hity
gnd corimilngnt 1o enforcs besl praciises.

Campdaring with nofmal circumstances. the resulls of this asaessment would Isad LISAID
nalto-engege in Govarnmient 1o Goverament H32G) assistancs with the Minisiry. Bince
ihe-getgrmination has alreasy been made to sngage in BaS achvily with the bainisiny
approaciing assistance wilh precaution and condiions, USAID can reasonably miligate
the idsatified riske. Appenciz 1 detalls the identified risks and proposes possible mitigating
ragasures 1o manage those risks,

* Lndon Conferenca an Afgmmrﬁm J‘avzum ¥ z.)m ‘mr! me Habul inlermstionat Conlaencs on
Afghamste*s duly 2914,

e —————— . Page 6
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Assessment Conclusion & Results

Tha assessmsnt found that fre U.S. government capnal rely on the tinisiry of Educalion's
iioE) sysiems of operation and intsrmal controis to mansge donors’ hnds,

MoE’s financial maragement/accounting system is nol adequate fo prapedy manage and
accourd;for donars’ fands.

MoE does not have e financial managemen] capacity to-manags proposed acifiities,
WsE's intermal contrals ars o adeqguald 1o manage donors” funiding,

t0E$ procurenient management unifs do nol have sufficient sysiems and manejerient
capadity to implemient activilies and manage donors' funds

WAGE didd not fully camply: with GiRa& procurement faws and regulations.

in addition. the internal cantral environment is hol adetuales i mitigate risk of fraud, waste,
and abuse, as several key conlrols are not implemented and it 8 undear i BiRok,
mz;iudzng the Mm‘slry. bas the capacily to combat corruption effeclively. Nonetheless, wxd
clear. commitmen! och o the parl: of GiRoA and the MOE, we believe ihe identified
fiske canreasonably be niligates, (Sae Anpendiz 1)

Manapement and Sovernance Structure

One. of management’s respansibiilizs is 1 hcorporate policles and procedures in
mechanisms for implamentation 10 enswre ihe effective and efficient developmient of the
srgamization, and the achievemen! of srganizalional sirategic gogls.  Actouniable
masagement erigurés hat appropeiale policies sre developed and appliet, code of
govermmant ethics are-wiiorced, procurement iniegrity observed, and robust fnancis
confrols afs in place. The assessmient found 3 lack of management ageountability as
thare was ne formal theckanism. in place to manitor the strajegic plan formulated by
senior managemant, and {here was a lack of comprehensive fisk stralsgy requéiing key
piocesses and contrais 14 be idenfified and dosumentsd, WMshagenien?s mabiify
fogus st effsclively guide the ofganization, may kead o the MoE not acmevmg ils long
teri gpersfignal ob;eczwes Furhermore, without formalfized mapping of all key
processes and associaléd controls, an sffective nisk profle cannol be established and
therefore malierng is-nici readily feasible or efiective. Also, tiof governance struclure
is wesk, gs the leadership commities. tasked with the eespongiility of imipfementing the
strategie plan did ol have documented lenns of referance defining iis-specific tlas ang
mesponsibiilies. Simdlacly, the niernal audit department doss ot have a documisnted
internad audit charler ardd conducts fransaclion and compliance-bassd audis withot
utilizing a rsk-based audit plan. Weak governance structure sipacts the organizalion’s
eﬂac‘f\-eneas to-deter coruplion end properly account for donors' kunds. In addition, the
assessment reveaied that the internal audd stalf did rol systematically nionftor and
foliow-up oh recommendations, and lacked capadiy and the required gualifications i
perierm their function effeciively. The audit department was alss funclioning withaut a
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formatized annual aud? plan. Overall, the absencs of basic internal audil prectices
rerdas the internal gudit depanment merfecuva

farsover, the MoE doss not heve the capacity to encowrage and enforce code of
governyment. ethics, andfor to discodrage. potehtial comupl asls, As an example, ihe
hinistry. does not have access lo format and refiable legat representation, it itas instead
a designated stalf asting as o legsl sdvisor, The sijsence of A format legal r.éepamem
and inadenusis legal capadity may nof Be in the best interest of the Minisiry: since i
coulg undempine limaly comiplince wilh the Zpplicable laws and regulations and
potentially axpose {he Mok 1o undue legal and Rligation risk. There s alse adack of
effeclive leadership- at (be Ministry, zs dttention & not gien o basic managemant
cantrols, White ‘e Ministey has a newly esiablishad Infarmation and Communication
Technology t‘ECT} depanment the depanmem is: curr&ﬁﬁy respcnsxb!e forpmwdmg baS!»

The systems adm%ms atian- rights ar tha ammy ‘to 'md':fy aied override storﬂd data are
witts the management of rach dYepailmenl Udresiticled sccess {o the fhinistty's diia
wnd fire ‘mangger’s sbilily 16 override system's information is a sarious imtemal-canlrols
weaimess w%&zcﬁ quesxmns the reifabststy and mlegrsty of ihe Msms.xy & data In fact

1 nperai:bnai and programmatac nsks as walt as possible. k(zgai;on Tre identifisd
‘wedknesses raise concerns regarding the Miristiy's jong (&rm commitment.to-effective

‘of sorgluel and disdiplite. ‘fowards. nlertal zoitrol aclvilies.
g i Ht significant risk sxn;JMahons :md raise doubt as to whether the.
pinistry ‘has the capagity to manage donar's funds wilhiout substantial involvement by
{he doners.

Finppcial Management and Accounting Systems-

To:achieve success i piogram or projedt implementation, reliahie Tinandial management
and mccounting: systems dre vital, Whille the MeE has a finaneial managemeni and
acepunliing sysiem, ihe systermns need improvement The Ministly has developed &
Budget Program and Expandilure Tragking dalebase {BPET) 16 record ang track bicih
operational and pregrammiatic iwdgets bul the system is not being fully ulfized. For
examgie revenue transaclions remain @ manual process and iransactions from the
pmvmves are fol updated in .a tntely manner pecause the provinces submit their
mforraalion late. resulling iy unreliable BDET repotls. Furher, data maintained in the
BPET databass does nol mateh 1ha dala i the Afghamstan Management Informalion
System [AFMIS) which i¢ updated segquiarly and s utiized by ihe Mintstry of Firance
WMo} for the national budget formulation. The assessment ndicates otber fnanciat
management weaknesses as well Far instance, M-3 reqdksman request forms used for
small prorurenerﬁ Paymenis ars not sequentially numbered o ensurs completeness of
records, and 1o prevent duplicate payments. Thase itemal control wesknesses
ine the relisbily of fmaneial infarmalion and diminish the effeclivensss of
exisling poficies antt precedwrss, resulling in increased opsrational and programnratic
ik g5 well d@¢ sk ossodinied with mx;apprapnzman of fesources.  Alsg, thess
waakriessas inhibit the Kok from adeguately managin g and safeguarding dongrs’ funds
against poterilial liss andinr misappropriation.
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Fersoanel Polidies and Procsdures

Reoruiting, iraining and retaining qualifed staff is a vilad pant of any organization’s going
concern. Manngement’s aftifude toward recrulment, buman resources {HR) policy
development, and investrhent in siaff affects ail lovel of an organization. The auditor’s
aszessment faund the HR funiction at MeE is susceplible to manigliation. and ‘unfair
practices. For example, there 15 nd formal employrient agresimon documented in the
employees’ ftes, and job descriptions are nol ackrowiedged by MoE and the
smployses. Tha fack of a formal work agreement Wil specific’ erfnis of employment can
et tperatitrat vulnarabilily and increase the Witisiry fegal fisk. Also, personnel e
are inpinfained i diffarent departmente within the HR Wireclorate and are nol
centralized. There is no stendard checklist for mainiainng {he personiel files nar is there
a iog maintained for tracf:mg the movement of emp%ovees documaerils, Thess

weeskiiesses cary ead to:acoess. control issues as wel #s operational’ tneﬁ‘zcrenc:&a‘ and :
uilimataly fesull in vnauthorzed changss t¢ persdrmiel resords, payrol irregl A1
orerais. In aagitan, managsment's athitude. toward recruiiment and Humarn restuies
‘pulicy development reeds 1. be improved. The WioE HR has -no method for récording
and montaring of saff altendances, code of ‘tonduct Snd conflict of inlerest forms are
notresd and sighed by il MoE employees . and there:are no procediines in place to héfp
Improve: staf pacxiy iﬁudcimg arid s1aif retention. Alse, the assessment found g lack of
nsta?:s%e x@a‘i‘ ent staff ¢ svelniment. For exa'npie empia e peﬁarmance :s nct.
¥ i %

4R daparime

weaknesses, r,du::e operaucznal \.‘u!nerabﬂitias and the risks of nepot:sm and o1 .

The smpiementations of fundamemal changes will lessen the wek of Hifing unquaiaffnd'
siafl redute 1he nsk conficls of interest coourrences, and improve managemant

acmuntaﬁzi v, in copelusion, the overal Jack of allention 1o Hasic employment

documerntation and practicss undermines operational and progranmnatic geals and puls

donors’ fund at risk.

Procurement-and Farchasity System

Pracurement is-a crifical organizational farction, g the Mok spends a significant amount
of meney Ennually on procussment of gosds and sErviCes. Ps‘ocuremem iregularlies
arl fraud wasles scarce resources and can delrmenially impacl operafionat and
,.xmgr'xmmaf;c gca!s The assessment fDLind !ha’t e McE had é wei deﬁned

Di?&cicxraie lacimd a formal pmcurement manuaf d‘ecumenbng acmai mw: val procedures
amid processes. The iack of a documented iernal procuremsi procedures -and
processes Sxposes the Minisly 1o inconsistent procusmant practicss & well &8s
aperafional vidneraliiliies and inefiiciencies. Afthough Mol complied with the spiit-of
the Alghanistan Procurgment Law, the assessiient raises concems regerding curreni
procureinent manegement practices.  Guorreni proctrerment practizes al MoE 5 that
management dogs nal have a documented, pra-appraved lisl of venders for small
procurements below AFS 5800.000 (810, 000y, and management approves vendors at s
disoretian without propeny documenting the basis for the vendor selectian. In addition,
the Prozurameni Directorate does not have a formal ang Independent compigint
precess, and vendor evalustion and approval coriferia are ol dostimeried. These
inconsistent and ineffiCienl praclices could resull i untlended conseguences of
rregrilaniies, and could pat bath GiRoA and donors’ fund =i risk.  Considenng the low
gualification of the procurement depadment’s slaff, e nsks o donors’ Tunds are
probabie.  Ultimataly, ii‘:e lack of documemed ,;rocurmmm pmcedtzres and the

i’rx*m Es
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procurement  weaknesses identified above hinders compliance with inlended
procurement policies, resulling in increased operationa! and programmatic risk for the
enlily and donars' funds.

Program Management and Monitoring

Moniloring and evalualion (MBE) are essenlial and dislinct managemenl tools for
ensuring program success throughoul implementation. Proper program management
and moniloring reveats whether the desired results are occurring and whether outcomes
are on track. At lhe MoE, the MBE funclion is under the Generaf Direciorate of Planning
and Evalualion which is aiso responsible for the preparalion of the five-year sirategic
pian, along with the annual and operalional plans. The assessment found that, in spite
of this enarmous respansibility, the Diraclorale is nol fully operalional due lo lack of
capacity. Consequently, the Budget Execution Commiltee is performing the M&E
function and is monilofing the progress of the projects, but only in terms of its budgel
utilization under each program. While programmatic progress and budget utilization data
are captured in the Directorate of Planning and Evalualion database, financial progress
dala gre captured in the BPET dalabase mainiained by the Finance and Accounting
Directorale. Although daia for critical decision making are kepl in the two separale
databases, the assessment found that (hare is no process lo link the programmatic and
financial progress of the projecls. While there is ongoing, discrete programmatic and
financial monitoring of projacis. there is no sysiemalic and independent mechanism in
piace lo conducl overall M&E of the projecls under each program within the Minisiry
The inability lo deveiop and implement an independent and cystematic M&E plan is a
risk that could lead lo funds being used for unintended purposes and lead to
programmatic inefficiencies. causing goals and objectives nol lo be met.

Page 16
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Risk Assossment Measuremant

USAID guidance siates that, once & sk has been identified, [he impact and probabiity
of that risk musl be detenmined. The impant measures 1he severily of an adverse evant
associated with the fisk and 1 measured as Negigible, Margingl, Serdous, and
Latastrophic. Conversely, probetilily measures the Hketihood of 1ha aocurrence of the
adverse sveni gssociated wilh the risk and s expressed as Remote, Doeasiona),
Probeble, and Freguent, Comiining impast ent probability laclors calegerize risks in
slusters of Critical, Migh, Medium amd Low caipgeries. Although subjeciive, itis
nonetheless the basis for the Risk Kiligation plan i USAID.

; USAID's PFM Risk Matrix

| Carastrophic | - His
| Serious
Murgina? Medium Medium
Negligible Medium Medium
Remwle Oceasivnal | Probable Freguent
AR Propability
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Scope and Methodology

The independanity conlracted auditors conduciad the 2011 assessment under a scope
of work whilsh Tocused on five main ateas. 1) Guvernsnce 27 Ageosunting and nteraal
Confrpls, 3} Human Resources, 4) Procuremient, and 5} Protsram Management and
Maonilofing. Whils fhe suditers conducled an in-deplh assessment on ihe five areas
meniioned shove, they did nat use e Agency's approvad Public Financial Manasgems

Rizk Aspessmend Framework (PFMRAF) cliecklist, and did nat sonfoim in niany ways 18
the. Agerey’s PFMRAF guidance on sk bealmen! and risk Assessneni measiemens
a5 .{hat guidance (ADS Chspler 220) was isseed subsequent fo lhe negolislien of the
scopes af wortk wilh GIRpA. However, lo-énsure the Missiorn complies with the Ageboy's
gmdance and perfanms required due diigence, we reviewed the aodilers’ rebpriand we
el wih The suditors who conducled the asseasmant to gain a general undarstanding of
i‘ze naturg of thatr work, Wa mead and discussed with sur inlemal financial ansysis. wha
anc&ing rs{ ' lhe fo’*:’istrys sysiems Based on ﬁe audiiers wark Qur

miigation oian and’ sp.e sun‘mar:zad dur fmdmgs and uﬂderstandmg in thrs rapari

A {he fime cf the. ﬂssessmnnt i wa'-‘. r*m ciear i 1he auu;tcrs unaer‘t"\ad lhm ﬁ‘ey had ‘lx,

provatiity, we- ra%*eﬁ an l.aa undarstsndzng fhal we im!,*e ga;ned over the
of coligboration with g government. Based on that undetsiending, we defined i
poteritial sisks, We look a Gonservalive approach and considered most fsks & be
setous and probatie unless e tonfrary was tlearly evident,
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BACKGROUND:

The ninistry headed by 1 .? Mimsier of Finance, reportmg
H) Jrn Prus.a"v‘ 3 1 responsible for budget formudatien and execution,
collection of (axes. ergmi/wa and ¢ & r»n{h ture and paymeals
to.of ffom the Governrment and he management of customs. The major portion

of the Afghan budget is Inmced by interrmtional assistance. AS a oy 1ral plaver
in finatctal sector reform, the MoF is workuig

ith the Lem“z. Bank of
Alghanistan (Da Afghanisien Bank} to ensure that the couniry’s ceonptnbc
infrasraciure 15 working properly.

The MP has-the addivienal sesponsibil .
government -)ros,rams and bucg 1 10 befter. bi}ﬂpf‘ﬂ nati gna?; g
prioritie Thv minstry s also moreasing its influence on cogr
menagement of international dx‘:v\--c’?apmem assiglance 1o A fg;r SRIALn,
pa.;u«c-u{‘v‘f“" through'the hmplementation of the Axd Magag f‘,;fcm Policy, Key
AMP include channeling 7 i fzra***n parner couniry
ding sustamable and ¢ ity, improving
‘mwrr iz g-; nd evaluation o intemat nd reducing “parallel
Lq.&ﬁ.hz‘s’la_

3

The MeF has developad a 5 an forihe vear 2009 - 2014,

covering le Ty ter oblectives,

The MeF s broad goals, 28

i, Mobilize rovenues sl manage the Afehan Government finances
2. Support ecen management and promote econommic growth

3. Promotg oversancs and aceountability acrass GIRoA
woweglth

st practics within the Afghan public sector

ARAg

she MoF, as a GIRoA mimstry constituies aparmer-

US Of SUPD fminn 1‘% A.f’.{}rm')

€32C ass s“mcs o Ts«ia? wilf *’b
+ oFYOF

re hine
or unmﬂax pr,m i}" pragmms, T"}f‘ p;o:osea direct
finance the costs associated with! {1} international

pigmentation of numm and
:raéfi coaching and mentosing ©
s »Sq dimﬂte of Afghanistan o
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enable private investment, enthance trade, and promote fiscal sustainability; (4)
strengthening revenue generation and improving budget management processes

and, (5) improving project management, monitoring and evaluation.

Complvine with USAID Poligy

Automated Directives System (ADS) Chapter 220, “Use of Recliable Partner

Country Systems for Direct Management and Implementation of Assistance.”
establishes the “Public Financial Management Risk Assessment lmmework
{ PF MRAF Yas thc A%ncy S TCCOUHIQLAJT{Y mecham<m o protecl Us. Law'% .

a series of macro-level and ertzry le\e risk assessments. &
Mission Director determines the appropriate fiduciary reg &
institution can exist.

Due 10 the formal date of issuance of ADS 220 {drch 2012) and previous on-
budget commitments by the US Govemmeng 75th& GIRoA, 2 request for a
forma! Administrator waiver of appmauo pEADS 22(‘ requiremeni.s was

,nmared for USA”D/Aiah nistan in Augsa

%2 on Stage | PFMRAF Rapid Appraisals
anJ Lnﬁanced D;mucracy, Hu* llghts, and Governance (DRG) review. The

sk environment in targeted countries to inform
decisions whether togc i@dc; the use of a partner Counry’s systems.
USAID/Afghanisty $ never cormuctcd the magro- hvel cnhamecl DRG
review and the St

is understandable. The macro-level assessments are to guide the
rocess about whether G2G assistance should be considered as a
bilatgrs -agsistance objective. In Afghanistan, that decision was made several
yode& lago at the highest levels of the U.S. Government. The Obama
/a’{mmxs,raixon s foreign policy decision in January 2010 committed the USG to
direct G2G assistance to GIRoA. This commitment was not made subject to the
review of macro-level risk in Afghanistan.

fven with the waiver in place, the Mission still must ensure that USG funds are
properly salcguarded and fiduciary risks are appropriately identified and
mitigated. To that end, the Mission has conducted an entity-level public
financial management rick assessment upon the MoF which is comparable in all
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material respects to those PFMRAF Stage II Risk Assessments cormpleted by
other missions and described in ADS 220, and no due diligence is
compromised. The Mission’s risk assessment, like the ADS 220 PFMRAF
Stage II Risk Assessment for institutions, examines the capacity, control
systems and day-to-day practices used in the PFM sysiems in the ministries,
departments or agencies that may be responsible for making and carrying out
decisions and actions related to proposed G2G assistance which USATD will
provide. The purpose of this risk assessment is to identify and characterize the
fiduciary risks of the institution within the partner government te inforn
USAID in determining whether use of partner countiry systems is suitzble
the institution. /

USAID, with the participation of GIRoA, comtracted a third-partyé-darry out
the Stage 11 equivalent Risk Assessmen: of the MoF. The re 317?{:1215 issued in
January 2013,

DISCUSSION:
Fiduciary Risk

The mission recognizes Lhat Afghanistan ’s Py hlghmbk envivonment, but is both

an “overarching foreign policy” conegzy) and & “national security interest”

within the meaning of ADS 220. ’f}{?’actmncs may exhibit risk factors

bcymd those encountered in o - -development environments. In any casc,
(2@ activities are expecteds TeHow positive development outcomes, even ifa

managcabie risk of loss exd§¢"and risk mitigation is sub-optimal. The Mission

assumes no acceptable, vd of frand. All identified risks will be mitigated.

Where risks are decmed :hwh by USAID, mitigations will be implemented prior

{0 Or concurrent, ﬁE the disbursement of US government funds 1o assure

don of U.S. taxpayer dollars. Other risk mitigation will

level of risk identified.

negoliates conditions precedent, based upon risk mitigation plans

eements where government entities have identified risks and where a2
condition precedent is the appropriate mitigation treatmeni. The coaditions
precedent will mitigate risks and contribute to an appropriate internal control
environment. Other risk treatments will continue droughout the life of the G2G
activity or until sufficient capacity is demonstrated by the pariner goverament.

The Mission wili apply the ADS 220 process to management of fiduciary risk.
Programmatic risk is managed through the application of the ADS 201 and
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ues. hm rx s;c»t f.»mgr‘ Cau:w:ms ﬂhmmd be consutied for mmma{zorz
programmatic risk.

dafu*nezz 3&’ 1 Stavc it Rmk Assz:s»,mem Repa:t, _f{ he bws:r. H a&s:.asmw_t r:apo /
wags prepared 16 determing whether USAID could

operations-and interaal controls to menage donors” nds,
bz;swas%; determined that USAID cannet vely upon he le‘ cag.zfem. $)
aperafion and internal controls W manage donors’ Funds without subg

mitigation measures being incorporsted nto G20 agreements negd
Lse- MoF. The conmplete Stage 1LRisk Assessment ReporL srcindEs
Schedule with identified risks and ¢ suggested Minganon § ;
Appendix Number |

USAID s projeeted setivils
assistashce with the MoF are Lhe C tvilizn T s.nn
ang the CARAVAN project. The pmgramm@ :

Following the Kabul Process, ¥
Technical Assistance Prog
strepgthen capacity devels
bumen and Insituional €3
hiring and placemen
who zre paired w3
best intern

e‘zi ko) Aio anisian. Y"n, rmmr o focuses Bﬂ

clty dewfopr-ze:.,. GIRoA controls the recraftment,
international and Afghan-cxpatriate technical advisors
government counterpars o transter skills, knowledge and

=g

raciices and experience,

he program and reports to.dopers through a guarierly ferum
dvigary B ard meeting, chaired by the Deputy Finance Misister for
\:.r‘rw is ;m: CTAP senior exaéitive. The role of the senior executive 510
¢ requests for assistance Tom G H{oa minjsiries, and w provide

c g idance to.the CTAP Secreteniat. Dav-te-day managemeni
TAP Program Director,

USAID signed aninfiiel $§20 mii"»iev. grant BEreement
withibe s’}o;‘ ;:r direet as:ﬁtiar'“ 1y \x;pp{:fzg TTAP, Since then, the agraement
was amended to extend the .cr:rz.:m{ma dete for disbursements tr o*.sgh
Seprember 30, 2014 and increase (TSAID tetel sstimaled conwibution (TEC

VT o lue Naf b larded s file
= : 35
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s‘ goal. S
Us, *-D received §9.189 353/ h

I35, Al 1,1‘:{0:4.}3(5
‘2 SN“ i\mz mzs.md &5 ponditional gifts for CTAP.

-

,cu ihe need m EIPECVE pfrffzz’tﬂamc and >

: ‘:‘:qpirc: seren xzf‘enad gm eman
detivery gt the national and sub-nat m, ievels, improved core §

selected minisiriss, and i don of on-budget dey
assistance

fice! impontance of
c'ic;:fmt‘::z and
JD ”I}Lﬂn.:ﬁ !‘\

Vit S'I'X}QS 4

CARAVAN PROJECT

v

ihe; urpose of CARAVA :
{; : 1 r:&trncm mh me t: je, s and promote f' 208

Aig’f Alaﬁ 10 enehie

Hhera!
Ln ac a,or:"ance th .mwnalmnai
eration tnrough reforms and anti-

S lre: f3om; (33 ﬂwbx ing more efficient,

<, arrd accountahle servive delivery for all Af hm chiizens through
reved budger manggemet processes, and (3) « enhancing infegraton in the
regional and world eCOnomY "m‘qugh the promotion i}f trade and transit
acreemonts, enhanced cconomic corridar gavernance, dnd private sector
linkages throughout South end Central &

it

utsinchader technieal ass zs% ance antrade & g:ee MLNIS,
3 ng for the implemen
Risk Modeling] .ﬁad e opg;

i f werkend e FRlaore
S :
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impiementation, ¥ax administation and enforcement); capatity bul ;dana_, for
program hudget reform and wub-national b‘..dge;ma, and the organization of
reglonal wade fairs and privaw sector matchmaking events.

o supporss ((IRoA’s commiments under the Tokyo Mu
ountability Framework and fully aligns with the Afghanistan ;\a sra
slopment Srategy and Nalicua’ Priority Programs.

USAID will uslize an Inp;emen wtian Lester ( m J as the basgic a;:f‘i'c‘}iv
’ ihe fl n‘—xg—xf c‘me LSMJ prior

. '{ma,;x:as m;"r"xt ;a%’scz n.,z.,;z"x VUF o p;an nc‘ hc:_,n AL %‘f%s some
f'?;;fiagc;“ cral wosknosses identifted in the Jantary '
5 (.;10"’5. Details zeﬁu:zmg mtf:r\ el fcs

5 ‘ﬁﬁd}ngs o. 1!‘6

d mzu“h, tnfzmai contro! and
ctivities ot derermined apprapriate.

(e risk mi Lganm epq snc‘“dum whe'her ondmmm

ki ﬁ';m.b gishursement and whether other ongeing
L;mc.r:m:afiiorf:s of what mzasures should be taken
iz wif! be made by the PCS

&2 ﬂ“r(.emen‘n 3"\

{Nx ;.mmmt 'ﬂ?«.ﬁu %
DrOVISINS TeQUIring
Procurement or Caasras tion %c% 1pduics, wmracts, ﬁr‘ath‘er documentation

herween {31ReA and third parties relating o goods or services 1o be finznced

ender these hilaweral assistance agreemens, including docunientation refating ie
the proguatification and selection of contractors aind the solicitation of bids and
nroposals.

A AFa: Mar e Cadipadoae I3 crw ik r act
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Responsibilities

The Mission's Partner Country System (PCS) teamn is cornposed of the
following individuals:

)

The Mission’s Office of Program and Project Development{§

ATl
<

of Economic Growth and Irfrastructure {OEGI) are exp %

% PCS team
mermbers (or G2 activites related to the above MoF },{rcitées. Those core
expanded PCS team members include: £

v
-,

(5)(6)

The full expanded PCS team revigyss
1 assessment and is responsible frdeveloping and approving the risk

Normally, a review of therisk mitigation assessment and strategy is (o be
conducted by the G‘-g 741 Pariner Country Systems Risk Management Team
)

(GPCSRMT) ingilsg
process, Six}p*“- TS ATD/Afghanistan is operating under a waiver of ADS
Chapter 220 0licy issued on November 20, 2012, the GPCSRMT has

determ ! that in order to not undermine the intent of the waiver, nor
unregigtably impose guality control against procedures that are not applicable
ot *Mission process, nor delay project design/implementation, the
FCSRMT will not conduct quality control reviews of the USAID/Alghanistan
entity-leve] PFMRAF assessments during the period that the ADS Chapter 220
waiver is in effect.

SET T Sor b CopledorHistributed



191

AUTHORITY

According to ADS 220.3.2.2, application of the PFMRAF gives authoritg
Mission Director to appro\e the use of partner country systems, I\novm a /
Approval of Use of Partner Country Systems (AUPCS]). e

RECOMMENDATION
the Mmrqtry of Iﬂnance

Approved: . 2 - o

Disapproved: __
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Appendix No. 1

Stage Il Risk Assessment Report

SR Vo st iR Copled o Bistribated
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Background

Founded in 1747, Afghanistan has had a tumultuous existence. Rich with natural
resources such as natural gas, pstroleum, coal, copper, zinc, and iron, the country has
all the necessary slements fo jump start its economy. However, Afghanistan’'s economy
has been plaguad with instability, but is now recovering from decades of conflict.
According to Public Expendi?ure Financial Accountabifity (PEFA) reparts, the ecohormy
has improved significantly since the fall of the Taliban regime in 2001 largely because-gf
the infusion of international assistance, the recovery of the agrculturaf sector~27
service sector growth.  While the international community remains comn;f wd? to
Afghanistan’s development and has pledged significant resourcss, the Govegr &nt of
the Isiamic Republic of Afghanisian (GiRoA) will nsed to overcome Qx\mber of
chailenges, including low revenue collection, anemic jeb creation, andgid T lavels of
corruption, wesk govemment capacxty, and poar public mfrastructug@' ‘cordmg to a

significant nmprovements between June 2005 and Decamber 200*“? rHowever capacity
development in the fine ministries needs strengthen‘ng Compa o “With the progress in
the Ministry of Finance (MoF), developments in most fing~prifistries lag behind. For
example, cash managemant and payment scheduling pr?\, {ures in Ime ministries have
nat 1mproved and the intemal audlt function does ngLAs

in 2010, the Obama administration made a p" ?c strategic foreign-assistance decision
announced at the January 2010 London cogiérence and reaffirmed by Secretary of State
Clinten and USAID Administrator Sh Bzt the July 2010 Kabul conference, which
committed the U.S. Government fo-pRbvide at least 50 percent of U.S. Government
assistance direclly fo GIRoA, 1o bechanneled through GIRcA's core budget systems
within two years (2012). in Jup g"2011, USAID/Afghanistan negotiated a scope of work
with GIRoA to undertake & {g level risk assessments of GIRoA fine Ministries.
Contracts utilizing the negdfisied scope of work were issued fo Cerified Public
Accountant (CPA) firmgcfa underake the Ministerial engagemeris. The CPA firm
finalized assessmanw Ju’f of the Ministry of Finance was issued in January 2013,

The United Staigefis commatted to improving the qua fity of its aid in order to maximize

deveiopmem* ighanistan. u.8. mama-fy aclion in Afghanistan including USAID's
support of the W.8.5. Counterinsurgency strategy is expected o come to an end around
December, ~2014. USAID enticipates that FY 2015 will be the beginning of a

transf ;ﬁaaﬂonai decade to a nomal USAID longer term development strategy. With
ha" wansition to @ more robust traditional development strategy will likely result in

"! sranfwe changes in Gavernment to Government (G2G) assistance.

The G2G commitment comes with the responsibility to ensure effective use of funds
provided by U, 8. taxpayers and appropriated by Congress. and the nesed {o address
fiduciary risk in the Partner Country PFM system being considered for direct G2G
assistance. For that reason the Agency devsloped the Fublic Financial Management
Rigsk Assessment Framework (PFMRnF) Stage | Rapid Appraisal Assessment, the

! London Conference, January 2010 and the Kabul Intarnational Canference of Afghanistan, July

2010

TR i
Page3
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Democracy, Human Rights and Governance snhanced (DRG) review, and the PFMRAF
Stage H Risk Assessmant to anable it to meet that objective®.

The PFMRAF is a muiti-stage risk-based methodology whereby USAID sseks to
understand the fiduciary risk environmant in targsted countries to inform dedisions
whether o Use or {0 increase the use of partner country public financial management
svstems in delivering aid assistance. The enhanced DRG review, fed by a USAIDW
team, is undertaken prior to or in conjunction with the Mission-led Stage | Rapid
Appraisal, and seeks to determine whether a G2G investmeni could empowsr.a
government at the expense of its people. Unless the macre-isvel Stage | Rggp#
Appraisal and enhanced DRG review determine that there is unaccept

barriers to the use of pariner country systems, an in-depth PFMRAF szx
assessmeni — which is an entity level assessment — may be compieted kgf“ B Migsion.
This Stage !l assessment will estaplish the baseline level of Ministerigighlity level risk
corresponding o contempiated funding levels, and idantify viinerabifi
‘gouniry implementing entity. !f the asssssment reveals clear evigépde of vulnerabifities
to corruption and other high levels of contrel risks, and the paghydiCountry government
iails 1o respond or agree to appropriate risk mitigation remegy. Medsures, then the use of
panner country systems must not be authorized. - LA

UBAID/Afghanistan has never conducted the macro-je
PRMERAF Stage | assassment upon GIRpA as redifed under currently issued Agency
Policy — ADS Chapter 220 issued in draft in Aygust 2011 and substantially updated in
March 2012. Given the history of G2G as¥gtance in Afghanistan, this situation is
understandable. The macro-level assesspAls serve to guide the decision process
about whether G2C assistance should M@Rsidered as a bilateral assistance objactive.
in Afghanistan, that decision was mags ~zeveral years ago at the highest levels of the
U.8. Government. The Obama adniirBiration's foreign policy decision in January 2010,
which was reaffirmed by Secaiidry Clinton and Administrator Shah at the Kabul
conference in July 2010, g_tf' ;§f§ reiterated the U.8. commitment to direct G2G
assistance to GIRoA. Thiswgdoimitment was noi made subject to review of macro-level
risk in Afghanistan. Esseptig H{ the foreign policy decision to engage In G2G assistance
in Afghanistan has regipesd the first two steps under the Agency ADS 220 polficy ~ the
enhanced DRG rggi;g :&nd the PFMRAF Stage | assessment.
-4

Scopes of “Si";i«-,i?‘ the sntity level Ministerial engagements underlaken by GIRcA and
ot have complisd with every elemsnt of the detailed PFMRAF Stage 1
#4 Surrently revised in July 2012, however the Mission believes it has complied
with Lﬁ_’;’:ﬁs’birﬁt and purpose of that guidance. In August 2012, USAID/Afghanistan
addrggeed an unofficial Stage | review by internally summarizing responses fo

ss€siment guidelines using collective information gathered from public expenditure and
Ainancial accountability (PEFA) reports, assessments undertaken by the CPA firms o

% In August 2011, the Ageney issued a new draft policy - ADS Chapter 220 - sertaining to the use
of raliabiie pariner country systems for direct G2G assistance. That policy chapigr was substantially
updated in late March 2012 and continues fo underge modifizations - the latest in Juty 2012, where
risk assessment questionnaire guidelines were modified. This ADS chapter with its latest
medifications now requires & thres-stage approgch in the process ieading to a decision of whether
USAID should consider use of a partner country's systems to implemant direct assistarce
programs,

ARSI ORI TR e
spt=Mav R T Copred or Distribred Page 4
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date, and ecther informal information asveilable io Mission staft. Using thsat informal
process and the independent CPA firm asssssment report issued in January 2013, the
Mission is documenting through this framework & Stage 1l equivalent report based upan
the most recently updated ADS Chapter 220 guidance.

Objectives

The overall chiective of this Stage il risk assessment is fo determine whether th
Government can refy on the Ministry of Finance {Mof) systems operation ang+
controts to manage donors’ funds. Specifically the essessment will: N

.. Datermine whether the MoF's financial management/accounting syst g_,.f
adequate to properly manage and account for donors’ funds.

i Determine whether the MoF has the financial management 53
proposed activities,
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Executive Summary

The United States Government commitied to channeling at least 50 percent of its
deveiopment assistance through the national budget of the GIRoA®. This commitment
comes with the responsibiiity to ensure effective use of funds provided by U. 8.
taxpayers and appropriated by Congress, and address fiduciary risk in the Parner
Country Public Financial Management (PFM) systems &t the entity lsvel being
considered for direct impie*nentation of USASD funded ass;stance For that reass

it to mePt that obiective. The F’ublfc Fmanczal rv‘aﬂagement Risk Assessment Fr. /a
(PFMRAF) is 3 mulli-stage risk-based methodology whereby USAID B
understand the fiduciary risk environment in fargeted countries to inforf
whether to use or increase the use of partner country public fi na’scnzﬁ"«n_'
systems in defivering aid sssistance. if the assessment rn=.-vea!s,-
vidnerabiiities 1o corruption, and the partner country government fa;\s
of partner country systems must not be authorized. ‘-"

This Stage Il assessment was performed to determine M@gﬁhs*{USND can rely on the
Ministry of Finance (MoF) systems operation and mtemu% ontrofs to manage donors’
funds. The assessment detemminad that USAID cannotll@ompletely on the MoF gurrent
systemns, operation and irternal confrols to manage a%;/or:. funds.
O,

The independent auditors’ assessment revegled-dhat while the MoF's cument policies,
procedures and internal controls framework age ferally sufficient to proparty manage and
acecount for corors funds, there are control“ ; caknesses deemed to be material which can

(5

és not address censin key aspects such as, evaluation of risk
s, and a medium term debt strategy afigned with the medium term
: scn are 'ypsua{ly snciuded ina nauonaz level debt rna-xag;erma»rﬂ sirategy.

i,

gza%essment alse found that the MoF needs io perform comprehensive reference
cks of new employses hired from nongovemmental entities, and should enhance its
“cantrols over fixed assets/propenty management and reporting. Lastly, a standard set of
legal ternms and conditions should be drafled and every contract above & certain defined
threshold should be formally vetted by the tegal advisor.

The results of this assessment would not preclude USAID from engaging in measured G2G
assistance with the Ministry. in fact, 2 policy decision has been made already {o engage in

* Londen conferance on Afghanistan, January 20190 and the Kabul Infemational conferense on
Afghaniatan July 2010,
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£26 aseistanes in Afghanistan, so by appresshing Q3G assistance with praseutiens and
condtiicns, USAID can ressonably mitigata the ideniified rsks., Appandix { detsils-thse
identified risks and propeses possible mitigating measures to manage those risks.

Assessment Conclusion & Resulis

USAID cannot fully rely on the Ministry of Finance (MoF) systems operation and internga]}
controls to manage donors’ funds. Pl

NioF financial managemont/accaunfmg syster s adeguate to prcperly
acsount for donors' funds, axcept for the conditions defailed bel
enhance iis financial management / accounting system. ,{
MsoF intemal controle are adeguate o properly manage and g
fungs, except for some conditions as detailed below (page Q‘Lt )
controls.

sunt for donors’
thance its internal

capacity, except for some weaknes.sas as detaaied bekgv/\ef ége m)

MoF has auenuateiy designed controls 1o cOmpis ail material respects, with
applicatie laws and regulations and no matdil™ exception therelo has been

obsarved. o0

regarcs to managing donors funds. “{fw' '\fera;} lavel of risk identifisd by the assessment
is considered to be medium. Saless, we believe the identified risks can be
reaspnably mitigated. (See Ap;;., 1)

HMaragement and gaw ance structure

One of managements > r“prﬁS&bﬂ ties is to create a selig foundation thal will ensure the
effactive and efficig v'development of an organization. Alsa, aceountable management
needs to msugé ‘ppropnata policies are developed and applied, talents that are needed
o enhancg Ganizational growth are identified, and procurement integrity ooserved.
Covernangy, s‘tructure shouid be designed (o monitor operations of an entity to achieve
iong tsf ‘strategic goals aimed at satisfying stakehoiders and ensure compliance with
the 422l and regulatery requirements. The MoF has a solid organizational sfructure
?sced by & management committee that meels on @ weekly basis, That committee
§aspsnsmie for sirategic management decisions and manages governance and
operationa! issues of the Minisiry. However, the terms of reference (ToR) spetifying the
scope of work along with the roles and responsibifities of the committee are nof yet
documented. Without documented ToRs, the commitise cannot carry out its duties and
respensibiliies in en efficient and effective manner and decisions tgken by the
commitiee may not be enforced property.

The zssessment also found that the MoF refled haavily on technical assistance from the
international community to strengthen irfermal control processes; this has howaver,

SRS Soptbeteredur s trituten Page 7
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made the improvements vulnerable to the continued presence of extemal technical
assistance and has undermined the development of a sustainable and long-term
capacity of the ministry. Further, there is evidence of institutional refuctance io the
formalization of the intemnal control policies and procedures. Knowledge and skills with
respect o intemal controls remain with a few experienced staff, which is non civil
servant. With high staff-turnover, this poses a major risk for the institutional knowletige
and practice of internal controls within the MoF. This is a hindrance to Afghan ownership
of systems and controls, and inhibits the development of a long-term exit strategy for the
international donor community. o

The MoF has an independent Internal Audit investigation and Evaluation Geﬂ,y"&l
Directorate (JAED) headed by a Director General IAED. Currently, the IAED peRpims
transaction based audits, where it reviews financial and compliance traﬂsactxcn of th
respective  directorates. However, risk based process level snterm %onvois
assessments are not incorporated into the audit process. Without risk a, menis at
the process level which considers internal controls dasign a5SESyp :ra underiying
controls gaps within the processes may remain undetected and impairihe effectiveness
of the internal controls framework. Furthermare, the AIED, ot use standard
checklists to facilitate audits and there is no testing/sampling stfatdgy in place. The lack
of standard zudit checkiists or a sampling strategy maw gaéc\i o inconsistent audit
practices which may impair the quality and efficiency of thm its.

Finalized audit reports are discussed in the guarter! ¥ ’“etmgs of the Audit Committee.
Follow up audits are also conducted by IAED .pl¥ separate reports documenting
improvement made or highlighting unaddresser._% gcommendations are not prepared.
Follow up reports should be prepared by'ghe intemal audit team, detailing ihe
recommendations given in the previous audil 'poris and their status of implementation.
The follow up reports shouid be aisc disggssed in the Audit Commillee meefing and
appropriate actions should be taken a ,dmgly Without formal foliow up reporis there
is no evidence ralating to the resclut. of previously identified weaknesses and issues.

A strategic plan has been prep:r&d*by the Information and Communication Technology
{ICT) Directorate detaifing i sture development of ICT functions in the Ministry.
riowewer the Minisiry does At have a mechanism in place for the monitoring the plan.
Lack of monitoring of thg zirategic plan can lead to a daviation from intanded objectives
and long term goals .vemg achieved.

in general, the va*‘_;,;afs/"/smem found that ficensed software is instalied in the Ministry's
icér were exceptions. Further, there is no policy for maintaining off site
21 data, and a disaster recovery plan is nof available, it is essential that
“software is used, as the use of unficensed software exposes the MoF fo
81 risk. Also, inadequate back up of critical data and the Jack of a disaster

recc?-v“; ¥ pian may lead to loss of mpﬁrtant data and rmpede the MoF's abiiity to resume

T

he identified weaknesses raise concerns regarding the Ministry’s approach fo long term
commitment and succeess in achieving an effective governance structure o pursue its
strategy in an effective way and offers safeguards against misuse of resources, physical
or inteflectual. These cencemns highlight serjous risk implications and raise doubt as o
whather the Ministry has the capacity to provide adequate financial oversight fo fine
ministries and manage donar's funds without substantiai involvement by the doners.
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Financial Management and Accounting Sysfems

To achieve suctess in program implamentation and to maintain operafional integrity,
reliable financial managament and actounting sy slems are. vital The MoF foliows 2

program based budgeling process, whersby deveiopment and osa'ataana! bixigets are
prepared and approved separately. The annual pudgats. Sevelopment and operational
are prapared and forwarded to the cabinet and ts ths parfiament for aoproval, and lastly
to the presideny for final sign off, Alistments for the operational budget-are requested on

& a,u&*ieﬁy basxs. hmvar far me deve;apmert budsez, a!!atment., are rac;neskeé based-

By sne mtemsi E-'merzae Dlred in ,a,ddmon the M&F has a Rece;pi Pf@ o5

designated for the management of revenue sollacted by tHe Mustefiats. A bar
with Da Afghanistan Bark (DAB) is estabished for denasiing the revenue ol

The KioF manages i petly cash sxpenses separately for the gpexdlional and
deveicpment. expenditures. White there are established policies fokdsconciing 1
cash registers with cash courts, rio fobmal reconcilistions are paif
ne policy whereby surprss casn counts &g car'ducted

registers arer not réviewed by snyone in the Finance :
swprise cash colints and reconcifations may lead io m >
wndetected, 2

Al salaries paidto the MeF civil servant emiployees 244 B qact supporied employees are
t;ansferred tca their- re.pectwe bank accoun{s B :‘r, MoF Fihance‘ Directorate dﬁ%

saisne:. prior fo submﬁfng the payroi to the 'reacurg !};rec:orae for dnsbmsement
Without such reg.omé;aﬁm. errors. or Unggiierized changes to the payroff may remain
wdetected, leading to improper paymegit

Tne Mor has an Asset Me;zanem {3} Direttofate résponsible for the Ministry's fixed
pen procwenant, fxad assets and »nnswnabies

acca;.n‘abg rty ralated fo i B & & c:mszzms:bta assels: Whﬁe the wﬁ;strys fixed ass:-t

verficzlion is camed o oA an annual basis for the assets malntained at the
warehouses, those. asgiarhainfaingd By (he users gt the haad’ sﬁce { provincish offices

and the faclifies args "t ified. Further, thera is no procéss for lagging fixed assels. To
stengthen contis ¢ ﬁxed asseis 8 farma; plan shoud be praaared x‘nr canymg
out physical

should de giled in a formai repcﬁ anc.‘ p'esemed perxo&ca!iy tc me ‘Sigering

C“mﬁﬁ‘ ‘! 3 further strengthen internal controts, such physical verification should be
5 tﬁe representative. of the (AED, Winou adequete iternal controls related

s and csmmablé m‘fentanesg mstancee of oﬁ or ﬁaﬁaged assets wé*

derate.

White the MoF hag adequate financial msnagement and accounting systams in place,
the identified internal control wezknesses undemme the sfisciiveness of these financiy)
and-internal confrol $ystems. Also. ‘hese ‘\Weaknesses ¢an hinder the Minister's ability to
sehieve operational-ant programmatic goals and prevent timely detestion of fraud and
arror, therefore impacting the acturacy and completeness of the accaunting recerds and
‘finaacial reports.
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Personnel Policies and Procedures

Human Resources function should ensure that qualified emplayees are recruited, trained
and retained. Human Resource (MR} Directorate has been established at the MoF to
manage the human resource related functions of the Ministry. The policies and
procedures for HR at MOF are governed by the Civil Service Commission and a detailed
procedure mandal is maintained by the HR Directorate. However, the MoF is exposes
urnecessary | r.arua and operauonaf risks as there is no evidence that refdpe

the hiring pracess Furthermore the MOF HR Directorate lacks ther
provedures For exampte gob cescnpuons are nct acknowredged by the nege
k 4

demonstrate evidence of concurrence with the job responsibﬂ'
acknowledgement, the emplovee may not be fully aware,
responsibilities which can result in essential duties ga!ng ur
unanticipated performance issues. In addition, there is na shecklist to facilitate formal
documentation of the exit interviews and official sm“'gyee files are not centrally
maintained. The lack of formal exit interviews facilitat?d End documented by checklists
can lead to inconsistent practices and deviation frosf/r)/;écedures resulting in degradation
of internal controls. Without central employee t%s,\access control iesues as well as
oparationat inefficiencies can arise, and ultimgh fy"’ result in unauthorized changes, lost

documents, payroll irregularities, and or errorse ™

r~d Capacity Building Deparment in the HR

Dirgctorate at the start of the year & He plan includes the details of trainings to be

conducted along with the resourced hreded for those trainings. However, the prepared

training plan does not take (%ogansrdera%n the annual appraisals. The training plan
fis

A training plan is prepared by Traini

would be more effective, if # o linked with the results of the empl oyee appraisais,
Additionally, the training pi 2 $hou uld be monitored against impiementation in order 1o be
an effective monnormg te

Procurerpdpt and Purchasing system

Pro ,ment is a critical organizational function and the Procurement Directorate
pu 2 ises goods, works and services required te implement the development and the
serational budget requirements. Procurements carried out at the MoF are regulated by
/the Procurement Law of Islamic Republic of Afghanistan, issued in 2008. An annual
procurement plan is prepared at the start of each year based on the procurement needs
of all of the MofF directorates. A Procurement Committee has been established to
oversee the procurement procese at the MoF, and it ensures that procurement
proceedings are conducted in accordance with the approved procurement plan.

e

* Tashkee! is the organizetional siructure (Staffing establishment or List of sanctioned posts or Staffing
structure or Organizational char) in civil service system of Afghanistan including departments, positions,
leve! of pesitions and number of positions in each department.

RO
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However, the assessmen! found that the actual procuremenis executed are not
monitored and compared against the established procurement plan. In addition, a
Procurement Management information System (PMIS) has been established by the
Procurement Policy Unit of the Ministry to provide an electronic sofution for public
procurement in Afghanistan. The PMIS enables the Procurement Directorate to upload
and oublish procurement data through its website. Auditors found that the data regarding
registered list of bidders and vendors are not uploaded on the website. The lack of
registered bidders / vendors on the website diminishes transparency and may also result
in operational inefficiencies. Further, the data related to actual procurements perform:
by the Ministry in the provinces is not entered in the PMIS. Ultimately, it is essential &
;he procurement plan is monitored against its implementation. Without such mo@% ﬁg,

he Ministry is not effectively able to evaluate whether there is progress toward ving
programrr-atif and operational targets. Additionally, there was no documentanygvidence
of a policy, or regular practice whereby legal documents related to procur YT contracts
are sent to the legal advisor for vetling before they are signed. The zf sfent practice
exposes the entity to unnecessary legal risk and litigation. Therefors, & -standard set of
lecal terms and conditions should be drafted and every <::>r1tra<:t’§a Ao\)ﬁ certain defined

ihreshold should be formal ly vetted by the lega! advisor.

Procurement records are maintained by the relsvant secti Within the Procurement
Directorate. All required documentation from the initiatipf*¢f the solicitation onward is
requxred to be maintained in the procurement files. Hn &vbr, the procurement contract

files prepared by the procurement officers are pdf feviewed by supervisors and 2
standard documentation checkiist is not used. The'}: {ck of a formal process for the review
and maintenance of procurement documentatis daﬁ tead fo errors in documentation and
the required documentation may not be inclmi n the procurement files.

The procurement weaknesses ident meci / bove including the lack of legal vetting of
pracurement contracts can lead to | sistent practices and hinder mmphance with
intended procurement policies an )grocedures As a resuit, the Ministry is faced with
increased legal and operaﬁonai ; f’ér the Ministry's and donors' funds,

Moenitoring revesls wheligr desired results are occurring and whethear expected
outcomes are on K “Effective program managemant is a commitment to managing for
results in ordert Vachieve the best possible outcome. Af the MoF, the Reform
mﬁiemematy’ arid Management Unit (RIMU) is responsibie for assisting in the
developmey % ar‘sd maonitaring of the strategic plan. A stretegic plan was developed for the
years 2008 %0 ' 2014 and should be updated on a yearly basis. Howsver, at the time of
the ags 5 vsrrent the strategic plan was not updated for the current year. The strategic
p)a duid be updated on an annual basis to incorporata new objectives considering
tiw impact of the dynamic economic environment in Afghanistan. Relying on an
/ou dated strategic plan could jead to undesired results, and geals and objectives may
not be achieved. Moreover, monijioring of the strategic pian is carried out on a quarterly
basis against the development and operational pians developed for the year. The Project
implementation Unit {PIU) has been established in the past year for the monitoring and
evaluation of development projects / programs being undertaken by the MoF. However,
ths focal points in the provincial offices, from whers PIU collects data regarding the
nrogress and the expenditure incurred an the projecis/programs are riot independent. Tc
minimize impairment of independence, the focal points reparting to the PIU should be

S N SRS g S -
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independent of the directorate and/or the Mustofiat. {n addition, to prevent possible
conflict of interest, the reporting line of the PIU should be to the Minister directly rather
than the Deputy Minister for Administration who is responsible for the implementation of
the projects / programs in the respective directorates. An annuai plan for manitoring
against the strategy is in place, and the PIU submits on a monthly basis a report ta the
senlor staff on the progress of the development projects/programs being implemented.
However, the Ministry does not have in place an interfaced system which can provide
information relating to both financiel and programmatic progress of projects and
programs.

Further, the assessment found that specialized trainings are not provided .15,/
perscnnel involved in technical evajuation of on-going projects/programs. A trajrily
should be estsblished and linked with the annual staff appraisals to betisi
training requiremants to build capacity of the monitoring and evaluation fundtiss
Py ‘:‘v'
Without requiarly updated strategic plans which are monitored indegefidgently and pro-
actively wilh relevant and accurate information, the Ministry is e%z03ed to increased
orogrammatic fisk. The increased risk can resuits in strategic siyétives not being met
and inefficient and ineffective use of donors’ funds.

Other Matters

National Budget B

The key responsibilities of the Directorate C=neral for Budget include implementing the
overail budget framewaork at the nationa jéie! by setting overall budget reform policies
and undertaking actual activities on-bisget formulation, implementation and reporting.
The Directerate Genera! for Budgei@hd its various functions are further delegated to
three key officials; Director of Busgst Palicy and Reform, Director of Budget Execution
and Director of Aid Managef’rgéﬂt The assessment found that there is no process
leading to an independent &yvey to assess the effectiveness and efficiency of services
provided by the fine minizgries as a result of allottsd budget expenditures. The lack of an
independent survey. §8%éssing the impact of executed budgets can undermine
transparency and. Mjead to expenditure inefficiencies. Furthermore, government
guarantees anc- gfer contingent lizbilities are not considered in the naticnal budget
formulation. A8 & result, the government’s cash outflows cannot be estimated accurately.
&“MoF provides budget execution reports to various stake holders including
| nt and makes such reports available on the MoF website, However, these
<X detaiis on the largest vendors / suppliers with respect to each line ministry,
Witholit such disclosure, a comparison cannot be made readily between the largest
vandars (with respect to each line ministry). The lack of detailed reports result in reduced
Jével of transparency and accountabifity that can be exercised by various oversight
bodies such as the Parliament, the Cabinet of Ministers, donors and the public &t large,

Ancther significant budgetary concern raised in the assessment repori is jow execution
rates of Ministry's development budget Many factors including limited implementing
capacity and changing doror agendas and priofifies make 1t difficult to produce
consisteni estimates of avaflable development funds, dependable forecasting and
ultimately implementing development programs accerdingly. The execution rates for the
Minisiry during FY 1388 (2009) and FY 1389 (2010) was 20%, and 27%, respectively,

Lo Ty %3
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Overall, the weaknesses identified in the national budgeting process places both public
and donor resowcss at risk of not being optimally uhlized. In addition, budgsi
fluctuations resulting from inadequate consideration of contingent liabifities and the
impact of erretic budget exscution can further undermine donor sponsored programs
and aciivities.

Treasury Department

The Treasury Deparfment has defined processes for major functions includin
Revenue Recording/Reperting, 2) Paymenis for Operational and Devela :
Expenditures, 3) Developing Finance Policy, and 4} Cash and Dabt Managem<pt
Special Disbursement Unit (SDU) is responsible for payment orogiik/u; for
development expenditures. Upen receiving a new grant or loan, SDU cregies % special
account and seis up fund and object codes. The Treasury Departme™pis intai
the central records of the government and provides reports re atad=
Vendor data comparison is not performed, aithough the accountiig )
has the requmﬁe capability. In additicn. the line ministries do noi- iit datails of vendor
performance for significant contracts as raquired by the con Satual agreement(s) for
enward submission to the cabinet of ministers. As a.ﬁ;@&iz vendor performance
informatioh is not available and anomalies with respe#t soate procurement process may
go undetected. Moreaver, the liquidity maragement{w 2in the Treasury Department is
undertaken by the Cash Maragement Unit which is.Jg&pensibie for forecasting and cash
planning. However, thers is no documente alidity cmimgency pan to cover
mexpemed uctuatmns \Mt"r respnct to revf-*r’ ;

the;a is a Dent Management Unit !1’}.‘3 j'aw, the current dsht management strateay is

m"omplete and not aligned wnh the i medium term .:sca! framewo*k and daes rot

g4 st debt strategy can lead {o hquidily issues resqitmg

sustainability, etc. ”.'he lack of &
!e'bt

in increased costs of servicin 4

with donor fund
order to imp
should be 3

The Adentified deficiencies and weaknesses reiated t¢ the availability of vendor
pgddenance information and fixed assets could lead to uninformed decisions resuiting in

perational and programmatic inefficiencies. Without robust cash contingency and debt
management plans, GIRcA s faced with unmitigated cash flow risks which can lead to
unexpecied fluctuations and operational and programmatic risk to both GIRoA and
donors’ funds.
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Risk Assessment Measurement

USAID guidance states, once z risk has besen identified, the impact and probabiiity of
that risk must be determined. The impact measures the severity of an adverse event
associated with the risk and is measured as, Negligible, Marginal, Serious, and
Catastrophic. Conversely, probability measures the likefhood of the occurrence of the
adverse eveni associated with the risk and is expressed as, Remote, Occasiong

Al

Probzble, and Frequent. Combining impact and probability faclors categorize righgiiy
clusters of Critical, High, Msdium and iow categories. Although subjectived(i¥ is
nonetheless the basis for the Risk Mitigation plan in USAID. o, -
o USAID's PFM Risk Matrix
4 Catestrophic |
b Serious High
Murginal Medium
Medium Medium
Fregquent
LRSS RN . W

bl L 2. i N FoTS ey e 3
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Scope and Methodology

The indepandently contracted auditors conducted the 2012 assessment under & scope
of work which focused on seven main areas of {) Governance structure and control
environment,2) Financial management, budgeting and accounting systems, 3} Personnal
policies and procedures, 4) Procurement and purchasing systems, 5) Programr;xa
management and monitoring. 6) National Budget, and 7) Treasury Department. &y
the auditors conducted an in-depth assessment on the seven areas mentioned” ”";,dve,
they did not use the Agency’s approved Public Financial Management Risk ASS! & 5
Framework (PFMRAF} checklist, and did not confarm in many ways b AR
PFMRAF guidance on risk treatment and risk assessment meas Ats as that
guidance (ADS Chapfer 220) was issued subsequent to the negotxatuae Jthe scopes of
work with GIRoA. However, to ensure the Mission complies with tb“r ancy's guidance
and performs required due difigence, we reviewed the auditors, _5Bert and we mel with
the auditors who conducted the assessment to gain a gen(-.f { Understanding of the
nature of their work. We met and discussed with our inte:fs Hhancial ana lysts whom
had an understanding of the ministry’s systems. Based (i auditors' work, our reviews,

mestings and research, we completad the PFMRAF - £né fdxst and risk mxtga‘non plan
and we summarized our findings and understandmv am‘?ns report.

&

Al the time of the assessment it was hot clear & auditors understood that they had to
define their findings in terms of risks so appr‘pnate risk mltlgauon measures could be
developed to address the identified risks. Bécause our review was conducted after the
auditors had compieted the assessmeap “&xd could not go back to determine the impact
and probability, we relied on th derstanding ws've gained over the years of
cellaboration with the government. 4sed on that understanding we defined the potential
risks and we took a uonservat}«é-",gproach and considered most risks to be sericus and
probable uniess the comrary /a5 clearly evidert.

c
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USAID | AFGHANISTAN

FROH THE ﬁHESzCﬁ.; FEOPLE

October 2,2013

ACTION MEMORANDUM FORTTHE MISSION DIRECTOR

s Dirsctor (B)(6)

T 8. Ken Yamuashita, Mis
(b)(6)

FROM:

SUBJECT: Appros
of Mine:

. Jse of Pariner Countey S\’"iemc. (s ’\L PCSY~ Minisirw
\MMJ under A8 Chapte

ACTION REQLUESTED:

In sccordance with Autouriated Direcive 7”0 you aru

-;‘,qu‘. ed to 1;’1 IR LI

valem 1 RDQ} ( hapm‘
of pnﬂmx cmmm

Thee tniial proposed G20 direet 4 ance activiiies include:

 Sheberghan Gas Development Project (5GDP) — USAID 1ol
Somributing estimated al $99 million

= Miding Ivestment and Development for Afghanistan {MIDAS -
45 millivn

USATD toal contribution esthmated at
BACKGROUND:

'Tﬁv_ ‘J'i:tm&""v %ﬁial‘ s of

’1} dj de!“,‘JL :
and enterprises, us set outin lh" (_Qﬂ'){ﬁzlniml of 11.;. Is] amic R juhh.g of
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Afghanistan and the Atghan National Development Strategy (ANDS). Undet
ADS 220, the MaM constifutes g partnér government SRTILY.

ﬁe‘% and auppor'm& g the 5 ﬁ
LISAID is also providing. G’J(; assistane e to the MoM for the. dE\ cmpmgm of

the Sheberghan gas fiekds.
Several muliﬂ"‘ ¢ in the mining
sectorin Afg : . 2 million
Sustainable Dc\‘em'pmuu of Nat »:,11 Rewuwcb Pro};nt TE-will build-on the work
done sine¢ 2006 witha previous $4 nillion grant ‘including niiping policy
frmm.wm wraining through the MoM Mining Institute, prijject me ncmuncm of
A\na}\ and 1 Ta) wak supporting e nmmpnm! mnplhmcs. and the Extractve
Industies 'Il‘dﬂ‘pﬂlﬁﬂc’\ Initiative (BITT). The Asian Developmemt Bank (ADB)
is mnother major donor in the Afghan mining secror primarily focused on
Sfunding transportation infrastructure including road and rail-networks tharwill
suppcm the growihof the mining-sector and § ‘acilitate Tivineral expors. The
United ng{k*m s Department Tor International Development {DFID), the
German aid-agency (GIZ). and the Indian Government ure also }mpium.ntme or
piwmmg modest:support o the MoM. USANYs G2G-assistance will fillcritical
-gaps in. techiiical areas identified by the MoM concentrating on geo-seience,
Investiment prometion, and contract.management. '

Cempif@-“in o with EISATD Policy

Automated Directives System (ADS) Chaprer 220, *Useof Reliable Partner
Couniry Systems for [irect Management and Implementacion of Assistance,
wiabhs}, the “Public Financial Management Risk Assessment Framework™
(PE MRAT 3 ag the Agend accormtability niechanism ta-protect 1.8, raxpayer
:ru.nd:, fromn uneeasonable risk and mgzimize the value of G2G development
muestments. Appraval of the AUPCS by the Mission Director should be dene
orr the basis of idemified, zssessed, altocaréd and evaluated risk and may
'canmin‘ 1'h‘kmiiigation ntv;aquirs. Appm&’al,mkesp]ac‘e after [h;: m p?ction, of

A%

institution Lgm cx; l;

Due to the lﬁvpe date ol ssumnce of ADS 220 (March 2012) and previous-on
budget commiuments by the US Government (o the GTR0A, a réquest fora
formal Administrator \vuv T uf dp‘p}i stion;.arfzmﬁ _21) mremmzq has b:.e”l

initiated for USAIDY/
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L'WL I PI‘MRAI Rapid App}‘amal

primarily on compliance with guidance ’Qn S
] uh‘mccd Dempéracy, Hu man Rigt
1 and the BREG réviewa
.ﬁk mi-; u}\ by memt in [m‘%id coumr s 10 .mwm

&

mcmy upon ( ﬂRmA ) '*"qmred me.Lr Lurru Liv i%suu.l Am.ncx
apter 220, Given the history of G2G assistance in

sttuation is understandable. The macro-level assessments are
{on process abou* u,h‘_{m,v {326 assistance smuld bc

Sistanee nbjeum..
lﬂ‘r(. xehmz Leml

rhfc-St-ag» i ds,s
Policy — ADS.
Afgharastan, i
10 guide the deciste
wﬂﬂ;atrcd as a oih{ual
madL swc;u} years g

su b;cu t(: thu review pf nmu‘fﬂwci risk in Aia Iaraistar.

Even with the walver in place, the Mission stifl must ensure that 17SG funds are
properly safeguarded and fiduciacy risks are appropriately identified and
mitigated. To that end, the Mission has conducted an entity-level public
financial.management risk assessment vpon the MaM which is comparable n
il material respecis To.those PEMRAT Siaze 11 Risk Assessments. completed by
other missions and described in ADS 220, and no-due dilicence is '
comprarmmised. The Mission’s risk assessment, ke the ADS 220 PFMRAF

St tage 1 Risk Assessmient for instingtions, examines.the capacily, conirel
gystems, and day-lo-tlay practices used in the PFM systems in the ministiies,
departinedts or agencies rh 1t may be respensible for making and carrving out
decisions pad actons related 1o proposed G2G assisiance which USAID will
provide. The purposé ol Ihxs risk ssmient is Lo identify and characterize the
frduetary risks of the instition Within the parfner govermmett, in order w
infoimn USAID in determining whether we of pariner courtiry systems is
suitable with the lastitution. '

USAID,
the

Ath the participation 6F GIRSA contracted a
e 11 equivalent Risk Assessiment of the MoM. 1
"*‘mhu 2011,

ird-party 1o-carry aut
hereport was feswed in

DISCUSSION:

Fidusiary Risk

h risk envirenment, but s both
ey g “malional security Interest™
f\DS 220, QJ2_(.; 4@{;\131»5‘ may extnbit visk fagidrs

m’sv*n isa f{

wuhm thc m nmo v
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Themission negotiates conditions precedent, based upon i nitigatio
developed in.accordance with the ‘TY{)C 5 ‘sul !orth m ADS 220 g

agreements where gow 8
condiLion pr cccd«,m
pree :
envir cmm;nt
acivinyor unt

~

o
sufficient capacity s di—iﬂ()ﬂs mlul bv the pdﬂm.r ;:m* r:gh f: A

The mission.will apply the ADS 220, process 10 management of fidveiary risk.
Programmatic risk i 15 ma nauzd mmuuh ‘tpplzmbcm 01 lhe ADS 201, and other

dssues, Th :
»z_egar-dmc pmommma(u. risl.

On September 23, 2012, the Misston Partner Country System {PCS)team
dpcumented a.Stage 11 Rmk Assessment Report. The Stage [1assessment report
was prepared 1o determine whether USAID could rely upon the Mixistry of
Mines® (Mol systems operations and inteenal controls 1o manage: nbnﬂr»

funds. Theassessment basically dcmmmed Lhdt U ) AID cannot rei\ Jp{m lm

nigtry of Mines: (\/10’\/{) curn,m Sy
manage donars’ funds i{atzon nIeasures
meGrq’zG ated-irito G2G & gr u,mm{s nc_gnﬂdwd wrm 'thc;"vio

Stage I Risk Ass S ]
rrsi-\s and suggested m_umtmn m:.qsun:s. are dIhthC( in A')pencizx No. I

TISATD s inttial activities to be implemenied through direcr.
abqscmncc. with the Minisiry of Mines aie the. ‘shuberﬂhdn G Dpvcl.cpmeﬂt
ijcct (5GOP) and ﬂu.. \flmmg hwes,mm md Development for Afahanistan
i ' : ey are deseribed below:

Proet the MoM 1o
generate eleetrical
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dm nr_t cc;mpanum 10 D :
rdxabxm“tmn t\i

ckn{ ods fmm Lbf. Shebcx Dmm w;li
0 \é\’v Ind:.pendv:m Poxx er Plam ]

enu}sxt on. Ihs. MuM :houlé continue tmmfm mmg
&;dt mvo a rewui tary body that wconm«::*s oriv ﬂh s&uor achivifyia
cconomic and communit :
resowurces and institutional capacity as the \mm Ths.iw ef fm s
mdunic rc.mrmal MoM offices wheneverappropriate; and (3 ) &up\)m’{‘n :3
-and.mining project development.

strueturing each »pmnr* 'y
dangers and ens
s1gnific

. Mcmxmz ing zmd Ey ahmuon. and Icchmcal és‘;lﬁl‘}nuﬁ ia bufm
ing Risk Assessment weaknesses.

USAID will utitize ¢
agreement. The [
prmlct,ux throughout {hvc pr( us;xmm < 'Lix,. mmhnona pr coedent prios

¥y, d.:,bur%em and-a number of conditionalities required throughout the
g hc cm}dmmmhhcx will !

Lhmc*li assistance coniractors waii \«.ork with the 2
contrels and procedures to mitigate xdmnrx”d nskm
dishursement will:beon a reimbursy
Iestones achiex ed.

‘The 1T, agresment will reguire an annual audit of the MeM inclugive pf
all USAID specitic financed activities, The USAID Offic Frmancial
Management will partoer with the Intemal Audit Deparunents of Mol
ang the M;-nmu*; of Finanee under a separate Capaeity Development

R ol
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sleps arg '101 ;mplpmu wed or ¢ fcttxv“ w r!l be madc b\ lhe P‘L‘} tcam

Al} pl:‘jm.‘ncﬁﬂ‘t” 5 i\]_Dﬁirech assistance fo the G!RQ A \uii bu 1 ,roucb

4<>cuzm.matmn heb\ zen. (dRﬂf\ and third pamm rcmlmﬂ 10 noodx or
services 1o he’ inanced under these bilateral assistance agreemems,
ineluding. do\,umcr on relating to the prequalification and selection of

contractors and-fo thh solicimtion of bids and proposals.

Responsibilites

The Mission’s Pariner Country System: (PUS) team is composed of the
following individuals;

(b)6)

“He -Mission’s Technical Offiee Team. Qffice of Fconomie Growth and
Inftastructore ({OEGT) ave expanded PCS team members for:G2G activilies
rci;:;ee 1o'the Ministiviof Mines, Thaose Care expanded PCS téam members
include: ) R

(D)E)




The fuil expanded PCS eam revi ssmept and i3
: ihle for developing and & itigation measwes
négotiated info each respeciive G ,,:(}3‘ aefivity agresinent.

u!
(¥ g
o
%
ol
=
pw}
0
T
s T
&
5
ot
i
2
!
=
5

On assessment and 'ﬂ},‘ﬂ{“&‘\‘ w! -gw.‘i-*\\:;c«:i...h)‘ the C:E’&halParmcr
'v{ Hgement ATY i the OTfice of the

{‘ “) fu cnsuq's. c,:.naiiz} covtral i the _ \f}I{}ﬂ‘ or Oﬁtss

AUTHORE Ty

According 1o ADS 2203, tion of the PEMRAF gives huthority to the
Mission Di sprove theuse of parlner countiy systeins, lenown #s the

] )
Approval of Use of Partier Couitry Sysisms (AUPCS).
RECOMMENDATION

“That you 4 AppIove this written Approval of Use of Pariner Countey’

Attachnient:
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Apperdix Mo, 1

Simge I Rick Assessment Report
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Fubiic Finabeial Management Risk Assessment Framswork

GOVERNMENT OF THE ISLAMIC
REPUBLIC OF AFGHANISTAN
MINISTRY OF MINES

STAGE [l RISK ASSESSMENT
REPORT
September 25, 2012
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Background

Founded i 1947, .Afghanistan has had @ tumultuous existence. Rich with natural
resources such as natural gas, patroleum, ©eal, Soppsr, zing, andiran, the countey hes
gl the nesessary stements 1o jamp star +ts economy. However, the Afghan's econemy
has been plagued with ‘instablily, bt 5 now recoverng from decades of conffict
Agcording to Pubtic Expenditure Finaricial ‘Accountability (PEFA) reporis, the economy
has-improved significantly sific fail of the Talivan.7egime in 2007 largely because. of
ihe Infusion of intemnational assistance, the rscovery of the agncuiturgi sector, and
service -secior growth, While the irternaficnal commonity remains commited
Afghamstan ﬁevefcpme;‘t and has pledgsd sxumﬂcant ressurces, the Government of
e islamic Republic of f-\‘rghsmslan (GIROA] will need o overcome a -number of
chalienges, including low révenue -collection, apemit job .creation, ‘and high levels of
bormptmn weak goux.mmcnx capacxty and paor msbi:c m:rastructurc Auoordang to a

szgrw cant rmprovmrents betwean June 790: ‘and December 2007 Howe4er capacu Y
devel Bpmenl in ’me %me mmsstnes needs s‘rqut‘wnmg Compared wath the pmgress in

mprcved in sevcrai area¢ long- te'm '*Et“,Ei p!armnc. remnms un»er{am

{62010, the Obama administration. made-a public strategic foreign-assistance decis}cﬁ
announced at the January 20'H) London conferense-énd reatfinmed by Secrs
Clinton and USAID Administrator Shah al ihe July 2010 Kabul corferance, \,mrc !
commiited the U8, Govemment to provide af east 50 percem of U:S ‘Government
assistance direct*_y to GiIRpA, to be channeled through GIRGA’s :core hudget syslems
within two years 1201251 In June-2011, USAID/AIghanistan negotiated 'a scope of
WOM with Gl f?oA to undertak entfty fovel risk assessmr—.-nts of G!QQA i ine Mmtsir cS

Accaun an' {CPA) firms ta underta!\e {hc \ ‘nx'itena‘ engagemeﬁs The CPA f:rm
finalized assessment repart 'of the Ministty of Mines (Molf) was fssued it October
2041,

The United States is cumm;ﬁed to xmpm\,mg the gquality of its aid in order to maximize
development In Af S, military acticn in Afgl ﬂa"ustan including USAlD's
support of e U ! v sfrategy is expected to come 1o an end around
December 2014, "ma COUMErin urgeney commitment remains in force for an
appraximais three year pafiod until FY-2045, USAID amicspares that FY 2015 will be-the
‘weginning of a fransformational degade & & normal USAD | onger term devalopment
strategy. \With that transition lo's more robust tradifions! developrment strategy will tkely
result in substantive changes in Governnient to Government (G23). assisiante. '

The G26G commitment comes with 'the responsibilily w ensure effzeiive use of funds
provided by U. 8. taxpayers and.appropristed by Ccngrass and the need o sddress

* London Conferencs, January 2050 and the Kabulimernatkinal
Lonference of Afgharistan. July 2010

o
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figuciary 1isk i the FParbrer Courtry PFM system being considered for direct
Covernment 1o chemmeni assistarice: For that reason the Agency :developed the:
Public Firancial Management Risk Assessment Framework (PEMRAF) Stage | Rapld
Appraisal Assessment. -the Demogacy, Hi ‘Righis and Governance snhanced
{DRG) review, and g PFMRAF. Stage 1l 11 Risk _Asssssment 1o-enable it Toomast that
objesfive®

The PFMRAF 15 a mulfi-stage risk-based methodolbgy where y USAID seeks ool
understand the f;duc;ary rigk -enyironment ir targeted cou
whether 1o use of 10 increase the use of paitner’ country puBl o7
systems i dezwé'r =atd assxs tance. Thé entianced DRGO 'evsew Ind by ES US:—JM
tanm ) {0 or in . conjunclicn with the' Missionded Btage 1 Rapid
{ B "eiher i‘a GZL: mvestman “ould amm:‘wer 2
I Ramd

anstlgated cauntfy Ievei H f::w:;ary risk, pohtsca ct:
‘barriers 1o-the use of partner country eystems, ar .
ﬂssessmsm—whtch iS an ents'v i=vei assessrre”!——mav ae camp]etec by the MiSSiO’T

P.;artﬁer country 1m 3errent.ng emizy h’ ?r-e assessmewt reveas ci&ar evidence of
vuingrabilities to worruption and Sther bigh levels of contral risks, and the bartner
Sountry- govemmerzt fails to respond.or agrae: 0 app roprigie risk mti_ ation r_ened\'
measwres.ihenthe use ot-partner country systems must not be authorized.

USAlAfghanistan has never conductsd the macro-level erhansed DRG review
and the' PRMRAF Stage 1 assessmenis upon GIRoA. as reguired under ‘cufrentiy
ss&d Agenty Po%tcy—-mDS Cf‘apter 220 issusd i dreht o Avgust 2011 and

tantially Updated in March 2012, Given the histe Y. cx B2G assistance in
arsstan tms swatxor is nde*slanuabte The nacro~ } asseasments are 87}

a bilateral 2 ) Afgramsian xhat aems;on was maa‘e severa%
years: =gcx highest fevsls of the U.S Govemment. The -Obama
administration’s foreign ‘policy decision dn January 2010, which was reaffirmed by
‘Secreétary Clinton and Administrator Shah ‘at the Kabul conference in Ju!; 2346,
strongly refterated the LS. commitment fo -direct G205 assistance o . GiBoA. This
commitment was not made subject to review .af macrodevel visk in. Afghanistan.
‘Essentiaily, the. foreign. policy decision 1o ‘engage in G2G assistancs in Afghanistan
i ] eps under the Agency ADS: 220 policy—the erhancea
DR raview and the PFMRA, Stape | asssssmént.

the Agency issusd @ new dralt policy.- ADS. Chapler

2 ih‘ A@gust’ 2011,
i _%he use o? reﬁc:ﬂe par'rer c-:.m ry sys’aﬂ,s iar diract GZG

oW TRGUIres & f‘re=~szage caproauh in
r-USA Dshomd consiger use pf
rica progiams.
T ———————
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Scopes of work for the entity level Ministeris! engagementis undertaken by GlRoA
cna USAID may not have complied with every slement of the detailed PRMRAF

Stage ! guidance as currently ravised in July 2012 howévar the Mission believes it
has complied wih the s;urft and purpose of thai gwdance in August 2012,
UBAID/Afghanistan adds Cial. Siag= review by irnternally summiarizing
respanses o assessment guxdemes using solective Informiation gathered from
pdbhc expenditure and finandial acvoqntabsts‘y PE ,»A) reports, assessmenis

dijdertaken by the: CPA firme fo date, and other infarmal infermation avaitalie to
M;cs@n sta¥, Using ihat informal pmc.ss and the WMeM indépendént CPA firm
assessment rapon issuedin October 2011, the Mission is documenting through this
framewark -a Stage IFequivalent report basec! upon the most recently updsied ADS
Chaptat 220 guigance.

Objectives

The eVEsfat obxem\/e of thi Stage i risk msgeassment is to. dele whether the U5,
Ministry of Mines" (Mo} systermis operation and internal
‘fupds. Specificaly the assessmearnitwill

¢ Determing whether Mol's financial managsmeit/accounting system s adenuate
to properdy manage and atsount for donors' funds.

= Determing whether MoM:has'the finandial management capacity ta manage
propased ecfivities.

= Determing whether Mol 's'internal conirols are adeguate fo manags donors’
funds.

s Determine whether Mel's. procurs

Systems: and managsment Cd,Dra:El
funds.

?.fe Buffic ﬂ(ﬂ"f

e*ﬂtmanagemem un 5 hal

«  DBetermine whether MoM cormplied, in gl materfal respects, with applicable laws
and reguiations,

oo e TR
Lo L S C IR TP SE AL PRV X
FLRE T AR R AT R DT R TR NIRRT
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Executive Summary

The United Sates Government cormumitied to channieling 2t Jeast 50 percent of Rts
develapment assistance through the nationa! budget of the Afghan chammaﬂ.f’ This
commitment comes with the resn:msdm By (o snsure affactive ues of fuads prov! ided by
U 5. taxpayers and appropriated by Congress, and sddress & :mcxary sk in the Parner
Country Public Finandial Managemem (PEM) -systeens  at the entily level being
considered for difect jmpleémentalicn of USAD-fundad asgistance. For ihat reasan
USAID developed the Stage 1 Pubiic Financial Management Risk Agssessinent to enable
it by mest that abjective. The Public Finangial M'vnagment Rigk Assessment Framewark
{PFMRAF) is & mulli-stape risk-besed methodolegy whareby USAID saeks io
understand the fiducfary Figk- ehvirgnmetit in targeted couriries to ioform decisions
whether 1o use or increase the use of paftier counlty public firraneial nagenient
systems: in delivering sif assistance. if the assessmeni reveais clear evidence of
vuinarabilities 1o corruption, and Ihe panner country government falls 1o 'espond the
ws2 of parnér couniry systems rmust not-be authorized.

This Stage i assessment was prepared. o determine whether USAID can iy on. the
Ministry of Mines' [(Mold] sysiems operation and interrial controls-to manage donors’ fanas.
The assessment basivally deternfined that USAID sannbt rely on the Ministy of Minay
{Moh) curtent-systems aperalion and ternal controls 1. manage doncrs™ funds without
‘substantivé mitigation measures being incorporated inia et agreements nagotatad with
haoh.

b‘ﬁnagemexsfa‘*ituﬁe bas & ’;:‘emasi‘bb a‘fsci on e t;ut uie and a*’éimdﬂ of an enﬁty This
,operamg ptuiasapbg am: comimtrnwn{ e arg?mahnra! :amp=t=nce ﬁccmdmgty tf’e
risks identified at these levels will be difficult to miligate. Tha assessmient revesied We
GOVEMANDE structure and - mamagement. -ag soountamilily. needed ‘o insure apprepnate
policies are dewveloped and applisd., cods of government ethicg enforged,
procuremant integrity observed, and robust financisl controls impiemenied are
lacking: Thig absents of strusiure is indicative of a leck of accountability, will, ard
-commitment 1 enforce best pradlices and combat WIGng domg in the.civil service.

In additicn io a8 Jack of governance structuse. the assessment identﬁiecr sgveral risk
faciors that can comgromise LSAID funging, Exzmnics of these fisks ars; ack of
-accguntahifity of public officials, financial data susceptble 1o maniplistion, lack &f
standards jo prevent undue preférentidl rexsment such-as nepotism and cronyism and
the lkelhood for kiczbacks and csﬂ.;s;an Under dbmyal citciimstances, the resulis of
this asseSsment would lead USAID nsl fo engage in Goverrment o Savernment
‘assistance with ine Migisiry:. Since the U5, Gavernment commilment has already been
mage 1o engage In B2G aclivity with ﬂ*e Ministry, approgching assisiance with
wrecaution and canditipns, USAID must rezsonably miligake 1he idemified risks. Appehdic

1 detalls Hhe identifisd fisks and propases possible m Wigating measwes 1o mansgs these
fisks, ' ' '

* |ondon confeience on Afghtariisian, January 201034 the Kahui
inlernat orva cmfaei 108 un Aighar:xS!aw Juily 2131{3

B
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Assessment Conclusion & Results

USAID cannet rely on the Ministry of Mines' (Mol) systems oparation angd internal corlrols
e manage donars’ funds.

“
3

KMol's financial management'accounting systém is notl adequsts to properly manag
aceount for donars’. funds

MaM's doss not have the financial management capacity to manage proposed achvilis
Molf’s intarnal controls are not adeguate o manage donors funds.

MaM's procuramant managemert units do not have sufficient systems and “nanacemem
cazxacrty todmplement activities and manage donors’. funds.

Except in fow instances where MoM did not fully comply with GIRcA procurément laws, for
the most pant MoM camiplied with applicable laws and reguiations.

In addition, the nternal-control environment is not adeguate te mitigate the risk of
corruption. and it is unclear if there is the will to combat corruption. Nonetheless, we believe
the identified risks can be regsonably mitigated. See appendix 1.

Wanagement and governance structure

Cne of management's responsibilities is lo implement a struciure that will enable itic
execiie it responsibilities in an accountabie manner. The govermnance structura and
management acepuntabiity needed fo insure appropriate policies are developed and
applied , code of governmant ethics are enforced, and procurement integrity
cbaerved, and robust financial controls put in place is missing. This sbsence of
structure is indicative of a lack of will and commitment to enforte best practices and
combat wrong doing inthe civil garvice.

Management atlifude has a pervasive affect on the culture and attitude of the entity. This

attitude affects the integrity and ethical values of the entity, human resources policies.
aperating philosophy and commitment o orgenizational competence, Accord!rgy the
risks identified at that fevel will be difficuk to mitigate. Because of this USAID must
engage government to gevernment {(G2G) assistance with nrecaution, and set conditions
in its agreemeants with the Minisiry, USAID must also exercise substantial invohament in
project implementafion uniit GIRPA achieves satisfactory progress on fis management
and governance siructure challengss. ' ’

Financial Management and Accounting Systems

To achieve success in program imglementztion & reliatle public financial management
sysiem is vilal The PFM system &t MoM is wezk and is highly susceptitle ta fraud,
wagte and abuse. Therg is ns financial managament and accounting system in piace 1o

recard ransactions. for both operational and devt:iopmefn budget. Thereis no. e\udenc\.
of reconciliation of monthly payrell recards. In fact, staff are receiving bonusas i cash
which are not dectared on ﬁesr bank transfer. Tha same staff is raceding and raconciling
lransactions.

B ey woT e tumiat o Bistrttaree Page 7
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Fersonnel Policies and Procedures
Recruiiing, training and retaining qualified steff is vila} for any organization's going
concem. Management atfitude foward recruifment, human resources  policy
Heveang:xment, and investment in staff affect &l Jevel of the organjzation. It is revognized
that MoM is operating in & challenging environmant whare it is very difficuit to find qualify
staff. Aside from this challenge i is evident from our observation that MoM hzs not taken
its human resources responsibiities serously. The Ministry dees not have documenied
Humean Raspurces policies angd procedures manual. Employment sgreements are not
signed, annusl employee code of conduct and conflict of interest forms are not
documented. Management casual aftitude ioward recrultment and the lack of basic
employment dacumemat ior could exposes donoss funds to.cronyism and nepotism.

Pracurement and Purchasing system

Procurement is a critical organizational function, as huge amounts of monsy are spant
evary. year orocunng: g\,ccic’ard senvices. Procurement fraud wastes fimited {unds, and
compromises safety. Wiin the award of each coptragt, polentiat frsud exists in areas
such as product substitution, . cost mischarging, ahd progress pavinent she Mc)‘n
procurement systahi is vuinerabis to all these risks, as the Ministry 8oes not have basic
procurement controls. The Ministry has no annual precurement plan, no mcc‘wamgm o
pre-qualify vendars for goods and services whare no campelitive -bidding is required,
parsonnel do not monilor luraaround: tima or the quality of goods received. The fack of
accountability by public officials i the procurement process puts donors' fuads at risk,

Program Management and Monitoring

According -to -USAID's. policy, moniioring reveals whether desired results are

ogcurring and whethier outcomes are on track. Performance ‘managsmsnt is a

sommitment to managing for results in order to achieve the: best possible cutopmes.

The Ministry's inability to develop 3 monfioring plan-and conduct actual menitoring is
x;dcha'y risk that could fead 1o funds baing used for unintended purposes and/ar

being uiilized for inefficient programs, ard not detected timely.

Page 8
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Risk Assessment Measurement

1D guidance states, onee
i « must be determinad.
=)

P?’Qbmb e,

clusters of Critical, - “_hh* Medium ang
he he basis for the Risk {

with the risk apd
Cetes rophic. Convarsely, :rcbabs!;w megsures-the fik
adverss event acsa*iaia:—; with the
Freguent. Gombining Frgatt ‘and” probability Tablors categuorize risks in

i

@ risk has bean identified, the impact gng probabiit
The impact fieastras e severity 6f an sdverse

iz measured as. Meglgibie, fz“:arg. al, Seripus, 3‘-1{1::‘
fihood of the ascummence of the

d is expressed g, Remete, Qceasionsl

i

Low categories. Although Subj
ation plan in USAID.

L

‘ USAID's PFM Risk Matrix

Catastrophic |

Serious

Murgina?

Mediums Medimn

Negligible

Medium Medium

Remole Occasional Pméab’e Freguent
SRR ,I’mbahxhiy A
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Seope and Methodology

Thz independantly ch;rat:I_ed ziditors conducted the 2017 asséssment under a scope
of work which focused on five main-areas. 1) Procurement, 2) Accounting and internal
ccnires 3, Mcmtorin.‘ and Eval uahan 4} Amn a:rangemem, aqa'ﬁ) rluman raseurces,

Assessm=nt Fra 'ewc’x (PFMR«F) »:f*eck iSL‘”EI‘g,\.‘ gxd_no‘fcomgrmvmmany ways_ tD tl';e
Agency's PFMRAF _gucdame on *:sk tre ,_em grd risk a’ssessr‘lem measwem’éms as
that guidance ¢
scopes of wor
_gwcance and perfcrms raqu[

wham h:zd an unnersiqﬂdmn m‘ the. m;ms y's sysi«—ms. We conducted r mr rese«r\,h
on other work perivrmed by DFID on MaM. Based an zud: #ors® work, -our reviews,
rmeelings ‘and teszarch, we completed the PEMRAF chagkiist.and risk: mmgatxon plan
and'ws summarized our findings ana undergtanding in this repon.

-dcﬁne thew' xmdmgs in terms of rsks sa appfopnaie,

k ma{xganon neasures coui-:! be

developed 1o address the ideniified risks, Because our review was. corducted after the
auditors had completed the assessmient, and.couild iot go back to detertfie the impas
ant “probability, wa relied on the wpderstanding we've gained owar the years of
«collaboration with the government. Based &n ihat understanding we defined the potentiz!

risks and we took a conservitive approach and considered most riskstorhe: sen S nd
probable unless e contrary wes clegl iv evidznt,
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:USAID | AFGHANISTAN

% ﬁﬁlf’ FRCM THE AMIERITAN PEORLE

Dretober 18,2012

ACTION ME Mi)’R_x_iNDU}I FOR THE MISSION DIRECTOR

TOr 5. Ken Yameshit, Mission Direetor )

(b)(8)
FROM:

SUBIECT: Approval of Useof Parmer Country Systenmis {AUPCSLunder ADS.
(hap er 220 ~ Ministry of Agricolure, Irigation, and Livestock

ACTION REQ{‘ESTE D

o ageordance with Automated Directive System (ADS) Chapter- 220, vou ars
requested to APREOYE LhL. uv' of rartmr totntry a; stuns"iu L;t.mm’c.li(m u‘ith
USAJIY & assistance '
\(JH{OA} 1}11'01.0*1 ! » 3F .
This spproval aumnmwms v '-n in ﬁsn.u fu sp‘mmmhﬂda a 'L}‘ru.‘\ ar
,pu-‘md ti}mm:h Flseal Year Ead (FYE} 2015, This approval authoriny will
includeall carrent and future pmpmcﬂ {rovernment 1o Government (("’G'}
stance Aty ities: ‘berween USAID dnd the MAIL through FYE 2913,

mmr\ 01
311k

458
The initial proposed G2G divect assistance activities include:

¢ Agricnioee Developmeny Fund (ADF) - USAID toral contribition
estimmated at $73 mallion

e Agriculture Research and Extension Development TAGRED) - USAID
‘total conifibution-estimated at 540 million

»  Irrigatien Watershed Management Programm (JWMP) — USAID fotal
coptribution gstiiiaed 4t $100 wiifion

= Land Reform in Afghanistan {LARAY - USAID tolal contribution
estimated at $& million
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BACKGROUND

“The GIRoA Ministry of Agriculture, Irrigation and Livestock (
mandate mresmre‘;\f haristan's fivit - aﬂmum.mi LEONOMY Lhu)
pmducnon and producnvmﬁ natural resonree maragesent, impr mmd hxascal

b=
.zn&astmctmq and market dw"}opmum ag '.-.tatnd“m the Natiopal Aer
Dewe Jopmﬁm Fraate ik (NADF)and 1)1_}1;.1 officigl \flma‘;trv documents.
MAIL: inthe Afghan Natmmi D wfopmem Strategy (ANDS) hias been
forther outlined in the National Prioriry Programs for water-and namural resouree
management and agriculural marketing and development which will be
presented to the Joint Coordination and Monitoring Board {JCMBY
November 2012 forendorsemer. Under ADS 220, MAIL constitutes apartner
‘government ety

ATD's agriculture sector G20 assistance 1o MAITL will foeus on three arcas
strengihening agriculivral extension and research systems improve service
delivery ta Afghan farmers: defining the rele ol MAIL jn water managenient
‘under 1}1:: Afehan weter law in order io encourage more-effective use of warer
Zs ro?c asa teg.}\mcal and mﬁ*u

ght imstit mon i

Jversl
du‘eltvpmmt
credit acgss
Tor MATL wi lbu _
unnh.nn,nlcd b\’ ¢

gatic : trowy and Du’tiopmcm pwa g3}
(IRDPL "[ i)n. foar pmgeus are vaiuad atappr oscz;mmh 5142 million,  The
Aszzm De\ eiopmenl. Bdﬂk ( ‘\DB) has. aiso invesy ed in Lhc nr.g:mon and water

ed Lo improve aﬂmcum:lai DLOdLILULHL ; !'hg Uhnited. chdom s

ent for International Development (DFID). the Japancse - TIternational
Loop:zaufm Ageney [JICA), and the Furopean Union are all:also imptementing
programs in support of Afghan farmers and MAIL, 'USATID's G2G assistance
will fill eritical gaps in-technical aress identified by MAIL concentrating on
sechnicn] and management capaur 1o support research-and extension, wate
policy and technical enzagement, and agrivbusiness support and policy.
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Complvine with LISAID Policy

Aptomated [}i?i:t:[.i‘&‘"“’
Country Systems for

System (ADS) Chaprer 220, *Use of Reliable Partner
‘et Munagement and Implemeniation of Assistance,”
establishes the “Fubli rncial Managemeny Risk Agsessmient Framewoark™
{PFMRAF yas the Agency’s accounigbility mechanisim to pratect 1.8, saxpayer
Funds from unzeasomable risk and maximize the value of G20 development
Gnvestnterits, Approval of the AUPCS by the Mission Directer shou d be.done
oy The basis of identified, assessed, allocated and eveluated risk and may
contan fsk mitigation measures. Approvel takes place after the mmpleuon of
eries of macro-level and entige-level risk ¢ >nits,-and at atimerwhen the
{ission Director determines the corret Hidugiary retationship with the
sty can exist,

Due o the [xe date of issudnee of A8 220 (March 20123 und privious on.
bugaet copunitiments by the US Goverament to the GIReA, g request fora
fornial Administaier w aivex' a Jpr}lic*uian of 1*’\}’)‘%’220’ Beuetis ilfi:ﬂ'lﬁ‘]‘ﬂ’ih&‘i %C‘en
“iritiated for WSAID/Afahs 1
pritngeity on conipliang
and Exhanced Demogracy,

Stage | Appraisal and th.i‘Ji\(J ruwx\ ars mabm i(_\ :_1 assesyments w‘] T AsKiSt
with'updersisnding the risk environmint i targeted countries to ial o
sterns. USATD

o

decisions whether o congiderthe use ol n p:zrm::r cou%mr}j-‘
A fohanistan has never ¥ and
the Stage | rapid appraisals up{m (11[{07’; er u,qmn.d tmau Lum.mi sued
Ag,mu’ 1‘01;;\’ ~ADS C Smpm* 220, Given the hisory ol (20 zms,:».um_c in
f<>’1<1zm<.t'm. this situation is understandable. The maerc-level assessmients are

ide the decision process about whether G20 sssistance shosld be '
C()ﬂbldt..z‘(.ﬂ as A b;% teral assistance objeciive, In Afphanis n, thal du.m*m was
made several Vears ago at the hwé,wl levels of the LS. Gov prnniend. The
bama sdwmiiis u‘.mn 5 forgian. policy decision in langary 2010 committed the
U.8.6. 1o direct (G2G assistance 1o GIRoA, This vomntitment was iot made
subject to the review of macro-level risk in Afghanistan.

Ewven with thewaiver in place, the Mission sl must ensure that TUSG tands are

properly safeguarded and T rdnua*s risks-are sppropristely identified and
itigmed. To that Ll‘rd 12}(. sion hns c:zsmim.u.d an ew Lity- lu d puhh‘.

wmpmmmd §1x: "vhwwn S [l k sessment, tike the AD‘S i) i’% MRAF
Swapge IT.Risk Assessment for msuitutions, exsmings the capachiy, comzol
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+0 pmpased (;u. 3

15K 1ent is 10 1dmm°v and chara:.u. :
1on within the parmer government,
o whether use of parther cmmm sx,btems is

;sﬁ}l’gbke with the institution.

it
theStage 11 equivalent Risk Assessment ofthe MAIL. The report was issued in
April 2012,

USAID, with the participation of GIRoA contracted a third-party to-eans

DPISCUSSION:

Fidugiary Risk

within thx, mummg of AD : ]
beyeond those epcountered in oﬁu.r dev glopment env ironments. Innny case,

G2G aetivities are expected 1o show positive df.v::lopmcm oIHComes, even it a
awanageable risk afloss existsand sk lzg_a’tmq xs sub-n')uma? I'h‘_ FHssion
ASSUMES N0 dCCgpmbh( h.wl of frdud i

1o or concurrfnt W Jith ihL d;sbm sm’:mt e{ L S go sernmmi Iund: to asswre
maximum pretection of US taxpayer dollars. Other risk mitigation: will
eorrespond to the lavel.of risk idemtified.

condmon nrecedgn c":ippro.p
pr r..c‘,d..m T 11} ’muﬂa;e usi\s agpd wnu
s.r{} ri
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‘Managing Risk
On O(.Iober 142, 2012, the Mission Partoer Coumtry Svstem (PCS) team

Smam‘i{epoi . The $tage 11 ‘assessmient-report
u,th@r USAED muld 16!\: upoﬂ MAIL 'S b\’S EITiS

iupm;u (AGRPD) Hnjcci lhc lmga{mn
Y atcrc.hed ’\iamgtmem P;mmm {TWMP), aind the Land Rdorm in ‘
' The programmatic objeetives are dg, cribed.

Agrienltural Development Fund (ADF). The objective of the GIG
act’wiw 'is 1o suppnr{ \-{AFI to u‘ta"hl’i%h 2 e L;;d it inst‘imtion ‘deal r"'ed to

_-;red.;; pmccdvuxeqvv md,ndc&: agn.cd .bt:i\\;een‘\*i AllL and USAID, Gi
the constrained {inancial and credit envivenment in ‘Afshanistan this lean

fund is.ofte credit available to those working'in the agricultural

sELLOr-

e only

Agricultural Research and Extension Development { AGRED). This
program will focus an four areas: 1. pubtic edueation and outreach: 2
improved resgdreh and exteénsion mft‘L chmr . training fordncres
technical capacity of résearch and ex and 4. research g‘antq
to.increase sCeess o improved varieties snd modgm agricultural
technolopics. These effarts will engage seven regional research siatians
and fifty provmciaf districis around the country and support private seetor
.ﬂgrx»bﬂu:smr:s:» development.

progmm Wili im. us on 1hru: :xrcas. Tow. a*cr ﬂ(ﬂ gmzmce Lo mrp’ e
-management and reduce wmhu, 2. water supply -;1.3; managertient to
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will nsitigate the das
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improvewatersheds and frrigation infrastrocture to reduce. water loss; and
3. water demand management fo inprove on-fann water management.

‘Land Reform in Afghanistan Program (LARA). This-program is
foeusing on the fallowing four programmatic areas: 1, snetxgth 1 -Fand
tenure securily through the formalizatien and upgrading of informal
settlemers— up"frddmu informal settlemens, formalization.of land
vrrahts? cadastrii map{'msz weomen’s umc: ance and Jand rights,

n‘ewtcmk - ;pm\;’iﬂ i ng -8
Tree (ARAJI)‘ the. Afgham ol

lhdéj@énde’n el . ' ' ', buprcme
Contt) and privates &1 i
Lmd témire px_oces

d'.m o mdud#‘ a m,rmbcr ni mga";urgq that
rsand ensure the su:.;ess*" ui zmplumemdtion ofthe

progrums. Most signi ficandy:

prov iding off-budget wechnical assist-anu_?‘that'w:})’i w"ox'fk

Administration to provide on the jobraining {ar activity de:
budgsting, monitoring and management. In addition, twhnw smils
lapme-n through long and short fevin raining as well-as field ba:
practice will be provided. The off-budget contractors sill support M
1o conduct quality assurance and gquality eontrol monitori -rmlu.meq
and reporting en all USAID funded activities and also work with, the
departments of finance and procurement 10 address any weaknesses
identified during the Stage 11 equivalent risk assessment.

USAID williutilize an Imp]unmlaﬂon Lietter{TL} as the basicactivity
agreement.  The L, will $pecifically mclnde USAID prior consent
privileges throughout the procurement cycle, conditions preeedent prior
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o disbursement, and a mumber:of condirionatities required thranghous the
activity period. The conditienalities will also require the MAIL 1 plan
and begin to atldress some of the general weaknesses idenified dn the

: 2012 PFM assessment repoit. USAID's off-budget technical

: verk with the MAIL o develop cenkuls:
procedures Lo mitigate idenified risks. The method of disbursement will
be ona reimbursable basis for cosis incurred or specific mj
achieved,

AATL 'inclusivamf‘

Thedl, agregment will require an annuai auc ialthe.]
all USAID spacific Hnanced activities, ;
Managément will pariner with the Incﬁml mum D\.
and zhe Minstry of }Irxxxnx,s.-,undqr a separate. Copaci
mittative gud initiate iinternal control and financial rey m\ s; upem 111\.
MAIL managed activities,

The Office of A;_ncu?h ;{, {O f&(x) uud L }c ()mu of Lw‘mrm Gmwm

mcas : wuld be. mhun ifmitigating stqwt. dre nmf;mplﬂmcntud nr

effeetive will be ;mde by the PCS team.

¥ ;‘ni) G2 assistanice lo thie (;IRD A will be miade thrpugh

difig bilateral ws gorents, \Ahlf_h include
Us MD JtidlL e r.siw ation and walmnmn ht« on buha I‘of Asc,{z dnd
other U.8. Government agencies; and refund, termination and suspension
provisions.

Responsibililies

The Mission™s PCS team is.composed of the follewing individuals:

(0X8)
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Two-of the Mi’ss:i-qn 4 [eclmica‘! (‘Jrﬁ es, GAG and OFG{ are expmt cd PCS:
-team members for
PCS team members’ znclude..

(b)6)

“The full expanded PES team reviewed the results of the Stage 1 risk assezsment
and s responsibie for developing and approving the risk mitigation wmeasures
‘negetiated imtd édch kespective G2G actvity agreement with MAIL

Theé risk mitightion assessment and strategy was reviewed by the Global Parinet
Country Systeing Risk Managenient Team (GPCSRMT) in the Office of the

CTFO o ensure quality conitrol in the PFMRAF process.

AUTHORITY

Accarding to ADS220:
_"»4 sion D!rc&mr to-dpprove the use of partner couhtry
Approva ai of Use of Partner Country Systems (AUP

3.2.2, app*zmnzm of the PFMRAFE ghves anthority to thic
rents, ko dsthe

RECOMMENDATION

Thay you apprave this wriren AUPCS for thie Minisiry oFAsriculture,
Irrigation, and Livesiock. C\éAIL)

Altaehnwent: Qctober 10, 2012 Stage 1] Risk Assessment Report

T I e g s
SR 3ioy-Notin € tar-Bhgisihs

¥
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Appendix No. 1

Stage I Risic Assessment Report
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FROM THE AMERICAN PEOPLE

A AT AT OF FINANCIAL MANAGEMENT _

Public Financial Management Risk Assessmeant Framework

GOVERNMENT OF THE ISLAMIC
REPUBLIC OF AFGHANISTAN
MINISTRY OF AGRICULTURE,
IRRIGATION AND LIVE STOCK

Stage Hl RISK ASSESSMENT
October 10, 2012

Afghanistan Stage 1l Risk Azsessment

P T R T ST B P
Stk Nerhe-Cosiab o Bistsibeted-
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Background

Founded in 1947, Afghanistan has had 2 wmultuous existence. Rich with nalural
resources such as natural gas, petroleuin. coal, copper, Hific, and iror, the ccuntry tas
all the necessary elements to jump starl its economy. However, the Afghan's economy
has been plagusd with mstabmiy but ‘is mow recovering from decades of confiict
Acctrding 1o Public Expeﬁdzture Financial Accountability {F"EFA; reports, the scehomy
has imprived significantly since the fall of the Takban regime in 2001 largely because:of
the infusion of infetnational assistance, the recovery of the agricuftural sector, and
serdce sector growth. While the international community remains cammilted 1o
Afghanistan's development and has pledged significant resources, the Govemment of
the Jstamic Republic of Afghanistan [GIRoA) will need o overcoms a number of
chailerges. inciuding low revenue callection, anemic job creation, and high levels of
coruption, weak govemment capacily, and paor public infrastructore. Accardmg o a
2008 PEFA report, Afghanistan's public. financial management (PFIM)-system achieved
significant improvements between June- 2005 and December 2007, However, capacity
devalopment in the line minisities needs strengthening. Compared with the progress in
the Ministry of Finance (MoF), developments in most ine ministries lag bshind. For
-example, tash managemerit and payment.scheduling procedures in fine minfstries have
ot improved, The internal audit function in fine ministies does not: mest recognized
professional standards, While technical expertise in the fine minisiries has significantly
improved in several areas, longsterm fiscal planning remains uncertain.

in. 2010, the Cbama administration made o public strategic fargign-assistance decisicn
annaunced @t the January 2010 London conference and reaffrmed by Secretary of
Biate Ciinton and USAID Administrator Shah at the July 2010 Kabul confersnce, which
commitiad the U.S. Gaweramant to provide at least 50 percent of U.S. Sovamment
assistance directly to GlRoA, 1o be channeled tirough GIRoA's core budget systems
within twe years (2012)" In June 2011, USAID/Afghanistan negotizted a scope of work
with: GiRgA to undertake eniity lavel rsk assessmenis of GlRcA fine Minisires.
Contracts utilizing the négolisted scope of work wete issusd fo Certified Public
Accountant (CPA) fims to underiake the Ministerial engagemenis. The. GPA fiern
ﬁ;x.;azed assassment report of the Ministry of Agriculture, 1rrsgazton ard Live Stock s
(MAIL) was issuad in Apsil, 2012,

The United States 5 committed to improving the gquality of its aid in orderto mskimize
development in Afghanistan. U.8. miltary acfion in Afghanistan including USAIDYs
suppont of the U.S.G. Counterinslrgency strategy is expected to come to an end around
Decsmber 2014, This ocounterinsurgency commitment remains in forge for ap
apprommate three: vear penod until FY 2015, USAID anticipates that FY 2015 will be the
teginning of a transformational decade to 3 nonmal USAID longer term development

¥ London Conterence, January 2010 ard the Kabul International Confirense of Alghanistan, Joly
2470,
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steategy. With thatitransition to @ mare robust traditional development, strategy will kaly
result in substantive changes in Government 1o Government {(G2G). assistance.

The 526G commitment. comes with the responsibility to ensure effective use of funds
provided by U. 8. taxpayers and appropriated by Congress, and the need. to addiess
fiduclary risk in ‘the Partner Country PFM sysiem being considered for disat
Government to Government assistance. For that reasen the Agency dnve!oped the
Public Financial Management Risk Assassmen: Framework {PFMRAF) Stage | Rapid
Appraisal Assessment, the Democracy. Human Rights and Governaries eshanced
(ORG) rev-ew and the PFMRAF Siage | Risk Assessmant 10 enable it to meet that
objective®.

The PFMRAF js a rhulti-stage risk-based methodology whereby USAID seeks 1o
understard the ﬁduciary risk environment in targeted -Souniries fo inform dedisions
whalher to use or to increase. the yse of partner country public financial managemant
syslems in delivaring aid assisiance. The enhanced DRG review. led by a USAIDAV
team, s underiaken prior o of in conjunction with the Missiprsled Stags 4 Rapid
Appraisal. and sSeeks to detemtine whether a G286 invastment could empowsr a
govemment a2t the expense of ils people. Unless the macro-leval Btage | Rapid
Appraisal and enhanced DRG review determine that there s unacceptable or
unmiitigated country level fiduciary risk, politicat canstraints, or other insurmountabie

barriers {o the use of pariner country systems, gn in-depih PFMRAF Stage i risk
assessmeni -~ which is an entity level assessment ~ may be completed by the Mission.
This Blage |l assessment will establish fnhe baseline tevel of Ministerial ensity level risk
corssponding 1o corfemplatad funding levels, and identify vuinerablities of the nartner
country implementing entity. If the assessment reveals cledr evidenca of wunerabilitiss
o corruption and other high fevets. of control tisks, and-the pariner cauniry governmant
fails to respond or agree to appropriste risk mzlsgaucn remedy measures, then the use
of partner country systams must nat be awthodized,

USAID/Afghanistan has never conducted ths magro-ieval enhanced DRG review and
the PRMRAF Stage | assessmenis: tpon GlReA as required under curreptly jssued
Agancy Pai;cy—-ADS Chapter 220 issued in draft 0 August 2011 and suostant;aﬂ,f
updated in March 2012. Given the history of G2G assistance in Afg}\amsia'\ his
situation s understandabie. The macto-level assessments are 1o guide the dagision
Pracess’ abcut whether G2G assisterice should be considered as a bilateral assistance
objective. In Afghanistan, that dedisien was made several years ago at the highest
lavels of the U.S. Government. ‘The Obama administration’s fareign policy decigion in
Januany 2010, which was reaffirmed by Secretary Clinton and Adminisirator Shah at the
Kabul conference in July 2010, strongly refterated the 1S, commitmsrit to direct 526
assisiance to GiRoA. This commitment was not mads subject to review of macro-lsvel

“ im-August 2011, the Agency issued a new graft poh{:y AD8 Chapter 220 -peraining 1o he use of
reliable parner "oanw systems for diree; G2 assisiance. That pnizczs chapler was g Jbstaﬂtrariy apdatsd
n laig: March 2012 and eantnues. o underss enodifications - the latest in Juiy 2012, whera risk
ent gueskionnaire guideines weie mocified. This ADS chapler with its latest rodfications now
rzquites @ shres-slage approach in the process leading 1o.2 gegision: af whether USMID shoyid sansider
use of 3 panner coumny's Bysiems o inpament dirent aesigtanse chrar"‘ss

2
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risk in Afghanmistan. Essentially, theforeign palicy decision to engage in 526G assistance
in Afghanistan has feplaced’ the first twa staps Under the Agency ADS 220 pakcyuthe
enfanced DRG review ang the PEMRAF Siage | assessment.

Scopes of wark far the entity level Ministerial engagemants undertaken by GIRoA and
USAID may not have complied with. every stement of the detailed PRMRAF Qtage i
guidance as cutrently revised in July 2012, however thé Mission believes it has
complied with the .epit and purpose of that guidance, In August 2012,
UsalD/Afghanistan addressed an unofficial Stage | review by intemnally -summarizing
responses to-assessment guidelides using collective information. gathered from public
expenditure and financial actountability {PEFA} reports, assessments underiaken by
the CPA firms to date, and other informal information available te Mission stafi. Using
that informal process and the MAIL independent CPA firm-assessment repart issued in
Apdi 2092, the Missjon ‘is documenting through this framework a ‘Stage U souivalent
report based upon the most fetently updatad ADS Chapter 220 guidance:

Objectives

The: overatl objective of this Stage i risk assessment s o determine whethst-ihe U.S,
gevemment .can rely on the Ministey Agriculiure, Frigation and Live Stotk s” {MAILY
systems, cpetation and intemal controls o manage donors’ funds. Spectically the
assessment will:

e Determine whether MAIL's financial managementiaceounting systern is adequate
{o proparly manage and account fordonors’ funds.

« Determine whether MAIL has the Snancisl manageiment capacily 1o mahags
proposed activities.

« Determine whether MAIL's internal coritrols are adequate o manage donors’
funds. ' ' ' )

= Determine whether MAILs procurement managemeni uriits have sufficient
systems ang managemeni capadity to imptement USAID activities and manags
doners” funds.

« Determine whather MAIL complied, in all matedal respects, with applicable laws
and rsgulations.
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Executive Summary

The United States Government committed to channefing at least 50 percent of its
development assistance thraugh the national budget of the Afghan Gevernment®. This
commitment comes with the responsibility to ensure effective use of funds provided by
U. 8. taxpayers and appropriated by Congrass, and address fiduciary sisk in the Partner
Country Public Financial Management (PFM) system bsing considered” for direst
implementation of USAID-funded assistance. For that reason USAID developed the
Public Financial Management Risk Assessment too! siage 1 rapid appraisal and the
stage Il risk assessment to enzble it to meet that objective. The Public Financial
Management Risk Assessment Framework (PFMRAF) is a multi-stage risk-based
methodology whereby USAID seeks to understand the fiduciary risk environment in
targeted countries to inform decisions whether to use or increase the use of parinar
ceuntry public financial management systems in delivering aid assistance. If the
assessment reveais clear evidence of vulnerabilities to corruption, and the partner
country government fails ta respond, the use of partner country systams must not be
authorized,

This Stage Il assessment was performed o determine whether USAID can rely on the
Ministry of Agriculture, Irrigation and Live Stock (MAIL) systerns cperation and intermal
conirais to manage doners’ funds. The assessment found that USAID cannot-fully raly on
the Ministry of Agriculture, Irrigation and Live Stock current systems operation and intermail
controls to manage donors’ funds without substantive mitigation measures being
incorparated into G2G agreements negctiated with MAIL.

The current goveming body at the Ministry does not have the required management
awareness and competenca to lay the foundation for a strong controf environment and to
motivats staff to pursue the arganization's goals. Senior management is stil trying to figure
out their roles and respensibifities, and has not been able to respond to identified and
eminent conirol risks. In general senior management's atlitude toward good governance
has been very casual.

In some respect senjor management has been cooperating with the donor community ta
assume grealer responsibility to manage aid projects. By the same token senior
management has not focused serlously on strengthening the Ministry’s financial systems
and management contrels that would - give donors reasonable assurance -thet funds
transferred into the GIRoA's core budget will be safeguarded against waste fraud and
abuse. During the assessment auditors noted that, budget formulation and execution are
net tracked in the Ministry's Financial Maragement Information System (FMIS), financial
ransactions .are not always recorded and recognized . and physical assets are not
fnventoried and documented. in the FMIS. The auditors also noted that, employees” time
and attendance is not consistently documented, and ihat several employses wers on

* London confarence of Afghanistan, January 2010 anc the Kaput international Conference on
Afghanistan, July 2000
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leave without written authorizations and the uhauthorized leaves were not deducted frem
the employees’ wage statemants.

Furthermore, MAIL's existing procurement processas -are not transparent and need
strengthen. The assessment found evidence of conflict of intérest, as staff tesponsible
far cbtaining quotations is also responsible for evaluating them. In fact, vendar selaction
without formal bid evaluation is a common management practice.

Lestly, the assessment identified significant deficiencies in the Ministry’s information and
commutations systems, Monitoring ahd Evaluation {M&E) staffs at the provinces are
reporting their observations to project implementers, howevar, these obeervaﬁons are rict
shared with mid and seniorjeve! management at the central M&E Directorate

Under normal circumstances, the results of this assessment would lead USAID not te
engage in Government to Government (G23) assistance with the Ministry. However,
since the determination to engage in direct G2G assistance with the Government of the
Islamic Republic.of Afghanistan {GIRoA) has been made already at the highest lavels of
the U.S. Govemment, USAID needs to take reasonable precaiifions to mitigate all
identifled risks. Appendix 1 details the identified risks and proposes paossible mitigating
measures to manage those risks,

Assessment Conclusion & Resulits

USAID cannot rely on the Ministry of Agriculture, Irrigation and Live Stocks’ (MAR.)
systems operation and internal controls to manage donors’ funds.

MAIL's financial management/accounting system is not adequate to properly manage and
actount for- donors’ funds. )

MAIL does not have the financial management capacity to manage proposed. activities.
MAIL's intemal controls are not adequate to manrage donors’ funds.

MAIL’s procurement management unit does not have sufficient systems and management
capaciy to implement activities and manage donors’ funds.

Except for not complying- with GIReA’s procuremant laws regarding the composition of
procurement comumittee, for the most part MAIL complied with uppi;cabie faws and
raqulations.

In addition, the internal controls environment is not adequate to mitigate risk of corruphion,
and it is dnclear if there is the will to combat corruption, Nanstheless, we believe the
identified risks can be reasonably mitigated. See appeandix 1,

SR, - .
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Management and governance structure

One of management's responsibifities is to implement structure that will enable it to
execute its responsibilities in an accountable manner. The governance structure and
management accountability needed to insure appropriate policies are developed and
applied, procursment integrity observed, and robust financial contrals put in place is
missing. . MAIL’s {eadership committee and svaluation committee for land leases mest
weekly to discuss stralagic and policy issues; however, members from both commitices
do not understand their roles and responsibilities, Legal matiers with the potential o
detrimentally impact the Ministry's aperations, including the use of unlicensed sofowase
are not prioritized. Management recognized the volatifity of the operating environment,
but has not -discussed or considered business confinuity and disaster recovery plans.
Although management is aware of the threat of unauthorized use and accass to its
information sysiems. it has not taken action to mitigate or prevent the occurrence. of that
threat, Management's casua! attitude toward good governance and the lack of general
controls put donors’ funds af risk, )

Financial Managemesnt and Accounting Systems

To achieve success in program implementation a rellable pubiic financial management
system is vital. MAIL does not have sufficient financial management capacity W manage
proposed activities, and its management and accounting systems are not adequate to
properly manage and account for donors’ funds. Accounting staffs de not recerd sash
receipt in the MAIL’s finanicial Management Information System (FMIS), and they do niot
prepare revenue analysie. Fixed assets ara not registered, tagged and tracked, and
periodic physical verification of fixed assets is not conducted. In addition, auditors noted
several transactions that were not récorded and recognized in the MAIL's FIAIS. Lastly,
budget formulation and execution are not tracked in the FMIS. These conditions create
a weak and inadeguate internal controls environment, and indicate MAIL's inability to
mange donors’ fund without substantial involvement rom donors.

Personnet Policies and Procedures

Recruiting. training and retaining gualified staff is vital for any organization’s going
concern. in addition, management attitude toward recrultment, human resources policy
development, and ‘invesiment in staff affects all levels of the organization. The
assessment found that the MAIL doas not properly review the history and background of
employess, including employees in critical positions before they are hired. The
assessment also found emplayee job descriptions are not signed, and annual employee
code of conduct and conflict of interest forms are not documented. Further evidence of
management's casual attitude, auditors pated during the assessment ihat staffs were
taking feave: however, there were no recartis of lsave of absance on fie, thesehy
making # very difficult to frack accurataly employees’ pay benefits. Simitarly, provincial
offices have difficulty tracking staff's tims and aftendance, because there are ro basic
automated attendance systems in these offices. MAIL's control environment
weaknesses are systamic, as staff performance appraisais are not conducted timely,
and, there s a lack of adequate training Tor newly hired staff. n addition to the human
resources ‘challenges, noted above, the Ministry does not have a doscumented

&
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succession plan. We understand MAIL is oparating in a chalienging environment, but
the lack of attention to basic empl oyment procedures, and the unwillingness or inabfity
1o anforce the most ordinary ethical conducts in the organization expose denors’ fund ta
cronyism and nepolism.

Procurement and Purchasing system
Procurement is a critical organizational function, as huge amount of money ars spent
svery year precuring geods and services. MAIL's inabi kty to effectivaly management its
procurement processes could have .a signiffcant negative impact .on donors” funds.
Contrary to GiRoA's procurement law, MAIL has no documerited and defined
procurgment - policy for advertisement below AFS 500,000 {$10,000). Furthermore, the
MAIL's procurament processes are not fransparent, as request for guolations. ars
sometimes issued fo wvendors at the discrstion of management — Mo -documented
vendor evaluation processes are applied. These inadeguacies in the procuremant
processes are systemic and prevaient ihe assessment reveaied svidence of canflict of
interest, as personngl responsible for obtaining quo{atmns are also responsible for
evaluating the guotations. There is aise no segregation of duties at the provincial levels
for purchases below AFS 500,000 (510.000). This fack of accourtability by public
officials inthe procurement proc gss gives rise to patential fraud and puts donors’ funds
at risk. )

Program Management.and Monitoring

Monitoring is.a kay comperent of internal controls. It assesses the adequacy and guality
af the internal control activities and systems’ performance over time. Opporiunity for
improvement identified and observations should be communicated to the appropriate
jevel, .in most cases lo the senior management. The assessmant found a significant
wezkness in the Ministry's commiunjcation and information sharing system. Staffs wers
preparing Monitoring and Evaluation (M&E) reparts, these reporis ware shared with low
ievel management, but not with senior level management As z result, .senior
management (Ministar and/or the Leadership Committee) did not have access to critical
information on program managemeant. The practice of provincial M&E staff reporting
directly to the Proviacial Directorate (project implementers) instead of the. cantral M&E
Directorate raises concern of conflict of interest which poses a risk that could lead to
funds being used for unintended purposes andfor being utifized for inefficient programs.
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R‘isk Assessment Measurement
USAID guidance slates, once a risk has been ideniified. the impact and probability .of
it rsk must be determined. The impact maasures the severty of an adverse svent
asspciated with the risk znd is measured as, Negligible, Marginal, Sericus, and
Catastrophic. Conversely, probability. measures the liksfihood of the ccourrence of the
agverse event associaad with the ri<‘k and iz sxpressad gs, Remuote, Oceasional,
Probable, and Frequent Cormbining Impact and probability factors calegorize risks 'in
clusters of Tritical, High, Medium ;3’}d~ Low ntsf‘cmes thoua“ sybjective, it s
nonetheless the hasis forthe Risk Mitigation planin USAID. :

USAID's PFM sk Matrix

1 Catastrophic |

Serious

 fnipact

Murgina? Medium Medium

Negligible

Medium Medium

Remwle Qcrasional Pi'oéab fe Freguent

64
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The independently contracted auditars conducted the assgssiment undera scope which
focised on five main areas. 1) Procurement, 2) Accounting and intemal Sontrols, 3)
Monitering and Evaluation, 4) Audit and 5) Human Resources, While the audiiors
conducted an in-depth assessmient on ihe five areas mentio oned abave, ey did riot use
the Agency's approved Public Financizl Management Risk Assessmed Framework
(PFMRAF) checkist, and did nat conform in many ways to the Agency's PFMRAF
gasdaﬂcn on nsk treatment and nsk assessmem measurements, However io Eensure. the
rnweued the aud:tors report and W mnt wﬁh :he aucfttors Mm canducxed
assessment 10 gain a general uriderstanding of the nature of their work, We met and
discussed with our intemal financial analysts who had ap understanding of the ministiy's
systems., We conducted limited research on other work peifomed. by DFIO on the
MAL. Based on auditors” work, oiir revisws, meetings and resesrch, we compleied ne
PFMRAF checklist and risk mitigation plan and we summarized our findings and
understanding in this repart.

Afthe time of the assessment & was noi clear if the auditors understond that they had 1o
dsfine thair findings interms of risks 5o appropriate risk. mmgatzcm meEasures coutd be

sveloped to address the identified risks. Because our ieview was tonducted afier the
auditors had complsted the assessmant, and could not go back fo determine te. impact
and ‘prohebility, we refied on the understanding we've gained ovat the years of
collaboration with the govemment. Based on ihat undarstanding we defined the
potential risks and we ook & conservetive approach and considered most risks to be
serious and probabie uiless the contrary was clearly evident
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) | AFGHANISTAN

November 4, 2612

ACTION MEMORANDUM FOR THE MISSION DIRECTOR
(b)E)

Ty S, Ken Yimashita, Mission Director

(D)5}

FROM:

SUBJECT: Approval of Use of Pariner Country Systerns {a’&UPE Sy -
Afghanistan Breshna Sherkat (DABS) under ADS Chapter 220

ACTION REQUESTED:

In aecordance with Automared Directive System ¢ADS) Cl‘upiyr 110, you are
requested to.approve the use of partner cotniry sysléms in connection Wik
USAID’s assistance to the Goverfiment of the Islamic Republicof Afghanistn
(GIRoA) through the Da Afghanistan Breshna Sherkat (DABS). This approval
determination will remain in foree for approximately a three-year period
through Fiscal Year End (FYE)2013. This approva) 1 autharity will include all
cuprent and future proposéd Governmant 1o Government (G2G)Y assistancs:
activities between USAID and the DABS through FYE 2015.

The intial propesed G2G dikect assistanpe activiges include:

+ Power Transmission Expension and Connectivity Project (PTECY -
LISATD otal contribution esthmaied 51 8738 million

BACKGROUND:

The GlRoA Di Afehinisten Brosting Sherkat (DABS) i the nadanal power
utility comparny of Afghanistan, orpuraied to operate and manege domestic
electrical posver generation, imporiation, fr;msmmamn and distribution through
Afghdanistan o & commercial basis DA BS fs & wholly owned GIRoA entity
with shares held by the Miristry af tuanee (MuF, the Ministry of Energy and
Water (MEWY, the Ministry of Eeonomy {Molf), and the Ministry of Usban
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Planning and Development (MUPR). The Board of Dicectors is made up
entirely of Afghan government officials, Under ADS 220, DARS asa GIRoA
parastatal organization, eonstitutes a partner-government entity.

sector (26 assistance to DABS will focus on expanding the
natfonal-energy grid’s ability to transpori power From neighboring countries, as
wwell as transporting power fron domestic generating plants from the North East
Power Si’szem L‘NEP&, ) o the Southern Blectric Power System [SEPS). Inm
addition, as part of Power Transmission Expansion-and Connectivity proy‘u

(7 FEC), USAID/Afehanistan alsn is providing roughly $157 wmiltion fa:on-

USAID's ener;

budget commercialization and technical-assigtance capavm building suppor! to
DABS, 1o ensure sustainability of the national energy system.

‘Other donors are actively involved inthe energy sector development and
rehabilitation in Afghanistar. For example:

» Asian Development Bank (ADB) progﬁn 8 4re supporting the Kunduz-
Talogan, Chimtala-Arghandi, and Naghlo-Jalalzbad ransmission Hnes at
a ¢ost of asbout $97 million; '

¢ A World Bank (WB) $50 million program is-constructing distribution
systems that will serve 50,000 customers in Chahirkar; and

+ Thelnited States Army Corps of Engineers (USACE) has provide 5101
‘million to-support the Ar, ghaerardz,z iransmission. Hine and $84- mﬁhan
1o rehabilitate and replace transmission lines from Kajski to Durai
Junction including improvements 1o three substations along the corridor.

USAIDY ssofi-budget technical assistance iz prox'idin»o- consiruction quality
-assurance for the PTEC activities and building the capacity of the Ministry of
Energy and Water to plan, manage and regulate cnergy systems

Cﬂmpl‘xﬁing with USAID Palicy

ES ity ! S. taxpa\‘ex
Furids from unieasonable rqu and 1o maximize Uxe valug of (;’IG development
investments, Approval of the AUPCS by the Mzwsmn Drirettor should be déne
‘on the basis.of Hentified, assessed, atluedted and evaluared risk and may
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contgin risk-mitigation measures. Approval takés place after the completion of
a series of macro-eve! and entity-level risk assessments, and at 2 time when the
Mission Director determines the correct Imacmrx prwith the
insfitutian can exist.

Dug to the late date of issuance af ADS 220 (March 2012} and pretvions on-
budget commitments by the US G(w*mmz.m ta the G iRnA, areguest fora
Tormal Adminisirator waiver o app*mdu?n of ADS 220 I requirements was
initiated for UUS, ‘Afghanistan i Augnst 2012, The waiver.request focuses
primatily on compliance with guidance on Stage 1 PFMRAF Rapid Appraisals
and Enhanced Dun{u;aw Huran Ri Ehts and Govcmaﬂ;e (DRG} review. The
Stage I npprax*sal and llu. DR{J réview are macro-level assessments \i'mch
assist mth undcrsrandmn the risk environment in targeted counries to inform
decisions whether 1o consider the use of'a partner country’s systems. USAID
Afghanistan never has cenducted the macro-fevel enhanced DRG review and
the Srage I assessmeants upon GlRoA, as reguired under currently issued Agency
Policy ~ ADS Chapter 220. Given the history of G2G assistance in
A/nglnanlsmxw, thiis situation is understandable. The miacro-level assessments are
1o guide the decision process abour whether G2G assistance should he
considered as a bilateral assistance objective. In Afghanistan, that decision was
made several years-aga at the highestlevels of the U.5. :Governmeni. The
(hama administration’s foreizn policy decision in January 2010 commived the
USG to divect'G2G assisiance 1o GIRoA. This commitment was not made
subject tothe review of macro=level risk in Afghanistan,

‘Even withvthe waiverin place, the Mission still must ensure that USG funds are
properly safeguarded and fiduciary risks are appropriately-identified and
mitigated, To that end, the Mission has conducted an eatity-level public
financial management risk assessment upon the DARS which is eo mparsbis i
all material regpects o those PFMRAF Stage I Risk Assessments complered by
other mizsions and described in ADS 220, and no due dilizence s
compromised. The Mission™s risk assessment, Hke the ADS 220 PEMRAF
Stage 17 Risk Asseéssment far instittiosis, exgming ;t"bc'c.zipa:;iw control
wste‘:m and vdzr oo ddv pracucu. llSLd in rhc PF M systems in the minisiries,

prm ide. ih,‘. purpasx of th ] 1'1\3\ c.‘,sc.%mcm 1%10 ’d iy and cmmactcrx?f. the
fiduciary risks of the institution within hu pariner govermment, w inforin
USAID xn-.tim,nmmng whether use of PRIMEr COWNTY sysients is sultable with
the institution. ” - '
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USAID, with the paticipation af GIRoA contracted 2 thirdsparty 1o camry oul
the Sigge I1.equivalent Risk Assc%\menr ofthe DAB The report wis issued in
Ostaber 2012,

DISCUSSION:

Fiduciary Risk

‘The miission recagnizes that Afehanistan js a high-risk eny 1romnen{ bu '<; both
an ”m erarching foreign peliey™ concemn and g “nationalsecority | :
thin the meaning-af ADS . G2 activities maey extibit risk Tactors
bevond those encountersd in other development envirenments. o any casg,
G20 activities are expected to-show positive developmerit outeomes, even ifa
mranageable risk of loss exists and ri isk mitigation is sub-optimal. The mission
assumes no-acceptable level of fraud. All ldentified risks will be mitigated.
Where risks are deemed high by USAID. mitigations will be implemented prior
to or eonourrent with the chxbur:,m;cﬁ 78 government funds to essure maximom
profection of U.S, taxpayer dollars, Other risk mitigarion will correspond 1o the
level of riskidentified.

The mission negotiates conditions precedent, ba:-:.d upon nsk,mxiw«nmn plans
developed In accordance with the process set fort
agreciments w here government ¢ntitics b risks am% W ncrc a
conditian precedent is the appropriare xmngau n m:auncm The conditions.
pn.ucd;:m will mitigate risks and contribute to an spprepriate internal Eontro]
environment. Other risk treatments will continue throughout the life of the G2G
setvity orunil sufficient eapacity is demonstrated by the partner geverorment.

v the ADS 2

The missionwill a; }process o management of fiduciary risk.

ngﬂmmamc rxsk 1 maﬁam,d 1b.r@ugh qpphcanmn vf 1he ADS 70} and oﬁ:cr

reﬂardmg programay alke nsk
Managing Risk

On Gclgber 20, 2012, the Mission Partner.Country Sys
docamented:a Stage 11 Risk Assessment Report. The Sraae II as'écasmem reparl
was prepared todetermine whether USAID could rely upon the DARS SYSteTns
operations and mlermal controls 1o manage doners® ﬁmdc The assessment
basically determined that USAID sannotrely upon the DABS ewrent systems
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operation and. internal controls 1o mapage donors” Rinds without substantive
'mLLauon mieasures being incorporated into: (: 3G agreements negatiated with
he DABS, The complete S1age 1 Risk Assessmeni Reportincluding the Risk
Seheduf; with identified risks and suggested mitigation mreasures are attached in
Appendix Number 1.

USAID's initial activity to be implemented through direct on-budget assistance
with the DARBS is the Power Transmission and Connectivity Project. The
progranunatic objectives are described below:

Power Transmission and Connectivity Project (PTEC).

The objective of the PTEC Project is 10 support the GIReA 1o *cwcpand and
improve Afghanistan’s electric transmission system in orderto provide
affordable, reliable and sustainable power to g grester number of Afghans.
Electrification of Afghanistan will be akey driver for economic growth-and
madernization. Increas power avatlability and accessibility through PTEC
will provide the crigieal backbone for Afghamistan’s continued political,
sconomic and -sauai development, PTEC will be implemented through a broad
partnership with GIReA, to include the MoF, DARS. and MEW, and USAID.

Altheugh the PTEC program involves certgin risk, the Mission is structuring the
program to include a number of measures that will mitigate the dangers and

&

ensute the successfld implementation of the programs. Mostsignificanshy:

USAID is providing on-budget technizal assistance to DABS w:

o Commercialize distribution of electricity in Kabul and key load
cemters in Herat, Mazar-e Shart, Jalalabad, and Kandshar, o
increast Cost recovery;

Strengthen corporate management strengthened 1o more effetiv ely
manage, operate, and malntaln the national electric s }s. om;

kel

o Procuré 4 imansgemeni contractoi to assist DABS eff ectively
mianage, operate and maintain the SEPS electric svstem and reduce
losseswhile | increasing costiceovery: and,

o Provide key equipment to enable DARS lond ceifers to upesate aad
maintain thelr systems.

USAID also is providing off-bu sdget technical ussistance o M
increase s capacity Tor;

W I
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o Planning and implementing projecis]
o Development of pulicy md regulatory mechanisms:

o Improving MEW’s Vocational Training Cénter which provides
wechnical courses for MEW and DABS siaff: and

! “mrama with educations ngtitutions to provide clgriculon B for
MEW and DABS staff, and © praduce gualified ‘eradustes it can

be hired by both organizations.

USAID will also use off<budge! funds 1o provide constructien t}pali'ty-
assurance aversight of PTEC acfivitics Beuig uriderisken by BARS.

USAID will uiilizs an Implementation Leter {11} a5 the basie activity
agmemmz The IL specificatly will include USAID prior-consent
privileges throughout the procurement sycle, eonditions pracedent ; ;mgr
to disbursemént, and cther: candumna]mes reduired theongheut the
activity petiod. The conditionaiities also will require DABS to. plan and
begin to address some of the'general w eaknesses identified i te Qutiber
2012 contracted PFM assessment report: Iy particular, the on-budget
assistance provided mxough the corporate manapement siveagtheiing dad
commercialization activities will explicithy w ork with DABS i éasﬁiag
conttols and procedires o mitigate .mmuf’ ed risks. The method of
disbursement will be on' 4 reimbursable basis for casts netirred or
specific miflestones achieved.

The 1L agreement will require an annuel audit of the DABS inglusive of
atl USAID specific financed sotivities.  The USAID Office of Financiat
Management will parner with thie Internal Audiy I‘ke‘partmcms' of DABS
ard the Ministry of Finance under a separate Capacity Devélapment
imitiative and initiate internal control and financial reviews apen the
DABS managed activities.

The Office of Economic Growth and Infrastruciure {OEG]) technical
office;and the fil] FCS team, is responsible for monitoring risk
mitigation sieps, including whether conditions precedent continug to he
followed. Determinations of what measures should be taken ifmitfgating
steps are not implemented or effective will be'made by the PCS eam.

All planned USAID direct assistance 1o the GIReA will be fireugh.
existing legaily binding bilsteral assisisncs egreements, which inchude
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USATD andlt, investigation and evainerion rights on behelf of fself and.
other U.8. Government agene efund, lermination and suspe nz.xon
pravisfons; and provisions requiring the submission o USAID of plaas,
speciftcations, procurgment or constriciion su)m.uksk cantﬁct\‘ c\r Dai"ﬁ!‘

uocumcmzm@n hem een UI oA znd h

. £
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_,corsuc,czo_r: ::_nd 1,) m; "s,mu:nam:n of b;ds and pmpoads,
Responsibiliies

The Mission's Fartner Country Systeth {PCS) team is:composed of the
following individusls:
(b)(6)

The Mission®s Technical Office Team, Ofiice of E¢onomic Growth and
Infrastruenge (ORGD are expanded PCS ream members for G2G activiges
related to.Da Afghanistan Breshna Sherkat. Those core expanded: PCS 1eam.
members, inglude:

{()(B)

The full expanded PCS team reviewed the results of the assessment and is
responsible for developing and approving the risk mitigation measures
negotialed into each respective G2 activity agreement.

The risk miligation assessment and sirate g as revietred by the Gle b Partner
Countiy 2 ‘x1anagumun Team { C RHTY in the Office of the

1

wstenss Ri
CFO to castire guality contre] in the P;Fyi'lAf Process.
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AUTHORITY

According to ADS 220.3.2.2, application of the PFMRAT gives authorfiy 1o the
Hission Director toapprove the use of panner:country sysiems, known as the
Appreval of Use of Pariner Country Systems (AUPES).

RECOMMENDATION

raved:

Attachment: Dectober 23, 2012 Slage 1l Risk Assessment Repart




267

Appentiy Xp. t

Stage 1T Risk Assessment Report
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Background

Founded 'in 1747, Afghanistan has had a3 lumultuous exisience. Rich Wwith natural
resources such as naturai gas, petroiaum cogl, copper, zinc, and frona, the courtry beas
all the necessary elements to jump start its economy. However, the Arghans echnomy
‘Has been plagued with isabiity, but s now recovering fram decades of conflict.
According to Public Expenditure Financial Accaunigbility (PEFA) reports, the echnomy
has ;mprovnd significantly singe the fal of the Taliban regime ir 2001 fargely vecause of
ihe infusion of imernational assistance. the recovery of he agricuttural sector, ang
service sector growth.  While ths international cammunity remains committed ‘o
Afghanistan's devslopment and has pledged sigrificant resousces, the Govemment of
the lstamic Republic of Afghanistan (GIRa4) will need o overcome a number of
ehallenges, including fow revenue cof flection, dnemic joli creation, and high leveis of
corruption, ‘weak goveriment c‘:pauﬂy and poor public infrastrutture. According, o &
2008 PEFA raport, Afghenisian’s, public financial management (PFM) system achieved
significant improvements between June 2005 and December 2007, Hdwever, capagity
deveiopment In the fine ministies needs, sirengthening. Compared with the Progress in
the Ministry of Financs (MofF).. developments in miost line ministries lzg behind. For
lexampe cash management and payment schedurmg procedures in line. ammsmes have
ot improved. The inferaal audit function in line ministrigs does not meet reccgmzed
profassmnai stendards. Whiie {echnical expertzse in-the i i &s has s;gmncan \\g
improved in several areas, ionevterrr fiscal pxannmg remains uncerfzin,

in 2010, the-Obama :administration made & pultlic. strategic foreign-assistance decision

announced at the January 2010 Lendon conference and reaffirmed by Secretary of Staie
Chnton and USAID Adminisirator Shah at the July 2010 Kabui conferenca, which
committed the U.S. Government to provide at least 50 percent of U.S. Government
assistance: direcily to GIRoA, o be channeled through GIRoA’s care budge!: systems
within two. ygars ’2012) in June 2011, USAID/Afghanistan negotiated a stops of work
with GIRGA 1o t.ndarzarce entity %evei fisk assessments of GlReA line Ministries.
Coritracts utifizing the negotiated . scope of work were issued to Ci‘niﬁud Pubiic
Accountant {CPA} firms to .underiake the Ministerizl engagements. The CPA &m
finalized asséssmert report of Da Afghanzstan Breshting Sherkat (DABSY was issued in
August 2811, That assessment found significant weaknasses in .DABS” systams 2nid
operation, sg at-the request of USAID the CPA Arm reassessed DABS” systéms and
‘Gparation and issued a draft reportin Octaber 2012,

The United States is committed. to iimproving the gquatity of i#ts ajd in order 1 maxirize
development in Afgharistan,  U.S. military actiony in Afghanistar including USAID's

support of the U.8.G. Counterinsurgency strategy is expectad to come to an end around
Decamber 2014, THE counterinsurgency commitment remaine in force for an
approximaté three vezr period until FY 2018, USAID anlicipates that FY. 2015 will be the
begmmng of & fransformations] decade to a normal USAID longer term development
SUaRgY. With that transition to 2 more rebust iraditional development strategy will likety
resuft in substangve changesin Governmeni 1o Government {G23) Fssistance,

The G2G commilment cames with the responsibility to -ensure effective. usa of funds

* London Canference. danuary. 2016 and the Kabul infernational Conferenice of Afghanistan,
iy B01E, e O Arghanisia
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provided by U. 8. taxpayers and appropriated by Coengress, and the need {o address
fidugiary risk in ‘the Partngér Country FFM sysiem being tonsidered -ior diy
Government 1o Governm assistance. For that reagon the Agency deveioped the.
Public Financia Managemenl Risk Assessment Framework (PFMEAF) :Stage 1 Rapid
Appraisal Assgssment, the Democracy, Human Rights .and ‘Governance. enhanced
{DRG) revaew ‘afid e PFMRAF Stags. [l Risk Assessment’ioc -enable it:tg meet that
-objactive”.

The PFMRAF is a mult-stage risk-bassd -methndology whareby USAID seeks to
undarstand the fdugiary risk environment in targeted countyies o ‘inform -decisions
whether to use of to- mcrease the use of partner country publit financial managemers
‘syslems in delivering aid agsistarice:  The nzed DRG review, led by & USAIDAY
team, is undertaken prior to or in conjunction with the Missioned Stage | Rapid
Appraisal, and sesks fo determine whether 2 23 investment could empowal 3
government at the expense of ifs people. Unless the macro-level Stage | Rapjd
‘Appraisal and enhanced [DRG review deleimine that fhere is unaccsptable or
unmitigated coumfy uat ficuczary rrsk pah*hca! constraxnts or- cth u'rsurmamabze
‘barriers 1o the | : { sk
assessment-which s .an ent(ry 3evei ascessmem-»may Be comp%eteﬁ uy the M.sa;an
“Fhis Stage 11 assessment will estatiish the sbassline level af Minist sntity level risk
-corresponding to cantempiated funding {evels, and identify vuinerabilities of the partner
sountry implamenting entity. - If the assessmant reveals clear evidence of vulnersbiiities
to chfmuption and othér high jevels af gontol 11sKs, ‘and the pafnér country goveriment
falls'torespond or agree to appropriate risk itigation remedy measures, then the use of
partne* counlry wstﬂms miust notbe authorized.

USAID#ATghanistan has never condutted the macro-level enhanced DRG review and the
PRMRAF Stage | assessments upon GIR0A as required under:curtently issued AgERty.
Paolicy-ADS Chapter 220 issued in draff in August 20711 'a d substantially updated in
‘March. 2013, Given the history of Gzo -assistance in Afghanistan, this situaton is.
understandable, The macro-level assessments are fo- gume the decision process akout
whether G2G -assistance should be cansidered as a bilateral assistancs objective. in
-Afghanistan, that decision was made severai years: ago at the highest levels of the U8,
Government. The:Obarha adoiivisiration's foreign palicy .decision in Jenbary 201D,
“wihich was w‘ﬁ;meq by Secretary Clinlop and Acdministrator Shah at the Kabul
conference in July 2030, strongly reiterated the U.S. cammifment o - direst GG
_assistance 18 GIR0A. This commitment was rot made subject to review of madro-lével
rigk in Afghanistan, Essentially. the foreign poficy decision to engage in G2G asgistance
i Afghanistan hias replaced e firsf two steps under the Agéncy ADS 220 cuixcy«-the
-enhanced DRG review and the PFMRAF Stage | assessment,

Scopes of-work for the entity level Ministerial angagements undertaken ty GiRoaA and
USAID may not have compiied with every elsment of the dstailed PRWMRAF Stsge 4

? in Augusi 2011, the Agenry issued a new drafl, poficy - ADS Chapler 220.-pertaining tothe
use Hable.- panner. couniry gystems for direct G206 assistance. That policy ‘chapter was
substa updated In idte March 2012 and continues 1o undeTgo mérﬁcanm?‘. thestatest in
July 2012 where. nak assessmert gusstionnaire guidelines. wera moedified; This ADS chapter
with its ialest modifications NOW requires 2. ‘three-stage appreach in the process leading te a

decision of whelher USAID shouid consider use of 3 4 pariner . cum‘t:ys systems. © :mpiemen'
direct assistance progranis
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guidance as.currently révised in July 2012, howevar the Mission believes it has complied
with the spirlt and purﬂcse of that . gusdance N August 2012, USAID!ASghenistan
agdressed an unofficial Stage | review by Internally summarizi ng responses o
zssesmment guidefines using collective infarmation gathered from public expenditure and
finzncial accountability (PEFA) reporis, assessments undettaken by the CPA firms (o
daie and other informal information avaliable to Missian staff. Using that informal
process and Da Afghamstan Breshna Sherkat {DABS) indspendent GPA firm assessement
reports jssued in July-2011 and in Odtaber 2012, the Mission is documanting thrdugh
this framework a Stage ll equivalent report basad upon the most: racenily updated ADS
Crspler 220 guidance.

Obijectives

Tha everall objective of this re-assessmantis to defermine whether the LS. gbvermimient
can rely on Da Afghanistan Breshna Sherkat (DAES) systems. operatxon and intarnat
controls to manage denors” funds, and to determing f the idenified weaxnesses inthe
initihassessment had bsen addressed. Specificaly the re-assessment Wil

»  Determing whether DABS’ finandial managementiacesunting: system.is adequats to
properly manage and accounit for donors' funds.

« Determine whether DABS has adaquate internal conlrols o manage denaors' fuads.

= Determirie whathar DABE' procuremant systems are sufficient to manage denors
funds. -

e Delermine whether DABS comiplies, in all materal réspects, with applicable laws
and regulations.

Page 5.
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Executive Summary

The United States comroitied fo improvwing the guslity of 33 ald in order o medrize
deveinomen bensfz in Afohzristan piedged o charsned &b east 50 percerl of itz
Gevelopmen? sssistance theough the ratioeal budge: of the Afghen Government”. This
somimiimen: cames with ihe ms;vc:rsmﬁr‘y ¢ ensure eifiective use of funds provided by
. B taxpayers m:: approodiated by Congress, anc address fduciary risk in ihe Foriasr
Countty Poblic Fiaancisl Managemsani {(FEM) systems being eonsiderad for direct
snpiementation of USAIC-funded sssistance. For Ihal reason USAID developed the
Punic Financial! Maragement Risk Assessmenl Stage # 10 enable & meet that
shigotve. Tha Public Fuancial Management FRisk Assessmsnt Framewnrk (PERIREF)
S -nuft—s:age risk-nased m&thaﬂ:.:iog,(whereb y WSAID seeks to understand the fiduckary
HEK afromnart in wrgeied copntries o inform decisions whisthar io vee of incregss ihs
use of partner countty pubiie financial managgemers sysians n Jedvenny aid assistancs.
i the gssessrment meveals clear pvidence of wuineratiiities ic cormuption, and the
caringr counlryy government falis w0 mspond the use of partner country systems
rawst not De guthorized.

Tris etage il assessmernd was padormed o determing whather USAID can mly on Da
Aighenistan Sreshng Sharkel (DAES] syslems oparsion and internal onirols 1o macege
danors’ fmds and B determine T DABS hagd taken sufficient meéssurss to address
weaknesses Feenified ia e niEg sssessmgnt While DASS has token some
messures 0 acdress ssveral of e wesknesses idarified in e niYal assessment, our
review Tound twit TRISS systemrs ond infernal soabols are sl not adeqlale W propersy
manage and accourt o doners’ funus. The re-sssessment noied nstances of signifsard
matecal £ontro: wasiomsses with e polental of aduerse vnpact on DABE sperations,
notably in the area of Bnandial managemeant. Sxarples of material weakaesses detected
DARS aperarcm are, ek of refalie fransial dots, nsk of oif telance gnest finanding.
dﬂsc!asmar of ﬂ;uruor on Bnahcial statewer:s_ ard thrae vears of uwiresnived financial sudit

OABSs kkadership has (Gken soizZbie Neasures o #prave governancs and provics
SoMmE Stretnyre witren the orgseizaiion. Vesasal pomitices in key ASCHOND: aress have
been fllsd, policies and procedures were developeco, and most of the weakresses
indentied cuing the ndal sssessmen were sddressed. in spie of the notabie
mgrovemants, DABS iratarshnp neses 12 Adess SOMEe (B[00 remaisng WRERNesses.
For exampie, buciget o expenditure reconclisiionr ang or sormparissn needs o oe
documented, infermation tachndleny access wonirol poicies need 1 be priorilizes. as
well a8 Fraining for new shalt.

it the areas of procussment ahe monilbdng =hd evsivatin, DABRS Has alss
cemonstraied iezdershin arg somrmitmen! 1 progress. Managernient nas goveltgnd gnd
mpgeresnied a detalled procurameand plan which conforms 4o the Alghan Proourgment
Law Manzgemernd has aise sstablisred vartous sevmitiess W0 make sure thal
prosuramert actwiies are M fite with the Afghan Froowwernent Law. However, lack of
TARSEATENCy 1 the process and sedoud confict of interest issues remain unresnwsd
and R is also ungensin ¥ DABS pracurement system s aguipped ‘o mensge age

* Londen Conferante on Algtanistas, Jopuary 20 ang thig KasSul Inlerrationel Sonfirence
2: Afgharssaar, July 2510
ol e ——— ) Page 6
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procurerpents. Regarding manitoning and evalugtion, managemnsn) has decded 10 UsE
the newly cezied Internal Audils Dwision o assumw {bat respansibiliy, but rongerns
amnin a8 ko whether the rmewly reaiad folernal Audl Division hag the lachninsl capcily
o conduct MEE Tunzons.

in spie of the Oirestors Genoral aggresshve reforms and e corrective messures taken
i giresgthan [DABS, doners must rernain vigiant a5 the operaling emvironmen? i
volsiie, and there ere s sgndicant cperabional risks within DABS, However,
aporoaching a3siBlEnce with Drecdulion and condliions, USAID corn ressonslly witigaie
the igentified rigks. Appencix % defalis the idenilied risky and propases pessible mitigatng
rreasE s 10 mahage those fisks,

Pnge 7
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Assessment Conclusion & Results

USAID canhat rely on e Da Afghardsian Breshig Sherkat (DABS) systems operatian and’
infemal controls fo manage donors’ funds.

DABS financial managementaccourting cystem is nol ad;:—q;:ate.to properly manage and
aceount for donors’ funds, UABS has been shuggling to implement stong financil
managemend internial controfs, and oif-balance sheet financing remalins a high risk.

DASS's internal sontrols are not fully adequete jo. manage donors funcs as-most-of the
intarnal controls weaknessss identified in the'inflial assessmert remain anaddressed.

Except for conflict of interest in the procurement process. DABS procurament system s
adequate o manage donors” funds. However, 1 is uncertain § DABE’ procurement syskem
s eguipped 10 manage 1args prosuremants.

The imernal controls envionment IS not flly adequate to mitigate fsk of comuptien.
However, the -tonsiderable measures management has taken 18 address most of the
govermance wegknesses identfied in the initial assessment demonstrate to a certain
degree the will to address concerns that couid iead to corrugl acls. Although
sonsiderable risks exiat nonetheless we belisve they can reasonably be milgsted. See
appendix 1

Management and governance structure

The canhrod environment is the pillar of the iniemal centrols: structure. it s affacted by the
zitlide and ‘actions of the organization's leadership and senior management Samior:
management and ihe leadership set the tone regarding the importance of standards of
condust, mianagement cotdrals and business practices. In few words the controf
ervironment provides, structure, discipiine and a sense of purpose. The origina
assessment found significant weaknesses in DABS governing structure and a lack of
prioritization of key sonlrols. in fact, some fiffesn weesknesses raging from missing
policias and procedures 15 vacancies (n key positions such as legal gdviser and iniernal
audit director were identified during ihe original assessment. To prove ite sommitment 1o
good governance, DABE' ieadership has taken considerable maasurss o acdre.‘s rnost.
of the ffisen governance weaknesses that wers idenfified in the inilial 2ssessment. For
example, ¥ developed a businsss, stralegy coverng. fiscal years (FY)* 2010 through
2014, { eslablished a Boars of Directors and this Board of Dirsciors i involved to a
great extent in slrengthening DABS” financial managemgnt and corporate siructuring. -6
sddition, the ieadership has developed and approved severa! policies and procedurss,
andd has recnuted a nurabar of kay steffe.

* As.perthie Selar Hijn Calendar s FY4388 through F‘:’1v92 The Solar Hiirt Catendzr 5%e
official calendar m Alghanjstan and # Degins atihe stan of sprcg o Ine norinecn hemisphers.
Tise Splar Kij year beging.sboul 21 March of hch Gregorian year an2 engs alioul 25 Marh
of the fext yeaf..

Papa 8
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in spiie of the nowble insprovéments. DASS leadership needs Lo addrass sume malor
remaining weakresges For instance, budsl 1o oxpehditure raconsitiaien 3nd or
comiparison aeads b be dosumentad, informétion echnoiogy acoess control podcies
neBd to be priotitized, o5 well as raking ky new siaff,

In addifion fo addressing the rémaining majdr weaknesses, DABRS’ leadetshic needs Io
demonstrade Srong Sorsmitmaent fo the politss adopted and the schons laken to
aprnys the contral environment. Agdiwrs noled that while, the interpsat audit division i
siafied and vacancies in key posiiors are fitted, the leadership has not Ieken any further
gchive  astion to ensure sustainsbifly of ongoing progress on the measumas
enpiementad. According to the sudinrs, the Boadd fas nat yet approvad training for kay
pessonnet aewly hired, and the Bosrd doss not egard the infernal awdl funclion as
avpiant.

Finmnciat Sanagsment and Accounting Sysiems

Te sohigve Success N progiram ynplemeniaiion A religbie pubfic financmt menagement
systern and ceascnabie imiems!l conbols aztwities are viel  The impiemerdation of
ierhal oMoty acihdties feduces tne dkeihnod of fFaud, wasie and abuse. In mosy
cases good arerndl contols attivilies help Pentify wedknasses in 8 sysiem, and prompt
eaily corrective actions. DABS has hag o wesk pubiic Hnantial maragemsnt sysew
and hes been stugghing to implement sirong financial managament interms contrals. Ag
in the case of the DABE gowernance stucture, the sssossment found significant
weaknesses in DARS finenciail management and accouniing system. &F tha (En
weBkagssps docUmead i e ipitial assesmment rapest, DABS hat beer able to
atidress only fwee of the t2a, In addiicn 1z the remaining seven weaknesses thal DASS
cid ot fully address, DABS 1= aiso sirugging to sostain sccomplisfenents made siwcs
the ig9st assessment, ag e curert asseswmem delested a@n additibnal sight finencial
anagbment wesknesses, Bome of ine internal cantrols wezknasses thal DABRS g sbi
sirugging with are, abslity 1o srepare inanciat siatermerm in actordanse with Generally
Accepted Accounting Standars, faliore to verily the axistence of acquired z&5sls, and
{zilere to bill gome SUstomers for \heir eleciicity consumption. These weaknesses crests
sapportuniiies for fraud, inciuding of-dainse sheet Srancing.  Evidently, DABS does ac
have suffcient finsnoal management capadiy 1o manage donors' kinds, wilheu strong
ritigalion rpeasures anciar sutisizniial hwivernest frarn denass.

Fardonnst Poalicies and Procedures:

To achieve organizefional =uczess, ssnisr managaman must  demonsvEltes w
worpmilment o cormpeterice n e human resources processes for atracting, devesoding
and retaining the right indivicual for e job DABS inattention and easual sitlude to
core homan resouices  processes were cental obsenvatiors during e bvial
aasessmENt i 20171 the audilors detected hwelve areas of waskness in DASY humen
TREOUTCRS plucassas. Less than a year later DABES has taken aslion and asdrmessed af
bt towr of the twehea wesknesses. As indication io s commniiment ta strong Human
resourses graclices, DABS has recently brpdemenied an ausimnated atientance syster
whichy s inked o #x payrell sysiem in Kabul, Proper segregsbion of dufies has been
imtroguged with regards 1o various payrch functions ardd Salary disbursements 1o miligate
any measwies of misaporopriation wilh regards i pawcik These improvernerds did not
take place indidlly, byt came aboul 25 2 result of the itial assesemearnt. In spite of e
Dirgctor Gensral's aggressive goal 1o reform perdonmat policies and grocedures and i
key posilions. capacity bullding within the grganizalon remneins (@ chmabdenipe @S
Afganistan lacks muatfies and expetiences staff The laok of guakfisd stat wig Ricesty

SV . Mo Ror be Cocied Trervil
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impact project goals, completion and program outcome, ultimately putting denofs’
mvestment at nsk.

Procurement and Purchasing system

Procurement is a critical organizationat function, as huge amounts of money are spent
every year procuring goods and sefvices. Procurement fraud wasles limited funds, and
compromises safely. The initial assessment noted seven weaknesses in the
procurement process. At the time of reassessment auditors found that DABS had
resolved five of the seven weaknesses, leaving two unresolved The unresolved
weaknesses refate 1o lack of ranspatent mechanisms to pre-qualify vendors for routine
procurements, and conflict of interest in the procurement process. Accarding lo the
auditors, procurement officers responsible for collecting quotations by personally visiting
vendors’ shops are the same procurement officers approving vendors to do business
with DABS. in addilion, it is unclear if the legal department is involved in reviewing
critical procurement and contract documents prior 1o execution. Managemenl's actions
to resolve mast of the weaknesses are evidance of ils commilment to strengthen the
grocurement and the purchasing system within DABS. However, critical weaknesses
with the potential opportunity for fraud and wastes exist and it is uncentain if DABS’
procurement system is equipped 10 manage large procurements. Donors must engage
DABS in those areas and develop sirong mitigations io overcome those risks.

Program Management and Monitoring

Monitoring is a key component of internal controis, as the fiow of information is
essential for an organization to execute its responsibilitiess and support the
achievement of its objectives. In the initial assessment Monitoring and Evaluation
was noted as an area of weakness in DABS' systems and operation. The monitoring
and evalualion unit was understaffed and was basically functioning exclusively for
the benefit of ane donor. There were no links between senior management and M&E
staff and senior management were oblivious to the M&E operations. DABS
operating philosophy at the time was that each project and/or donor would fund
discrete M&E units for the benefit ol a project and/or donor. The auditors,
recommended against this approach, as it was redundant. costly, and was
detrimental to DABS' internal technical capacity. According to the reassessment's
observations, DABS is nat planning on organizing a centrat M&E unit; it plans instead to
rely upon its newly established intemat Audit Department to conduet monitoring and
evaluation. DABS is definitely responsive 10 the auditors recommendations, however,
there remains concems as to whether the newly created internal Audit Division has the
technical capacity to conduct M&E funclions. Because of these concerns i is uncertain if
the DABS can supporn the achievement of its objectives and safeguard donors’ funds
against waste and fraud.

Laws, Regulations and Other Matters:

According to DABS's by-laws, its financial statements must te audited within four
months after the end of the fiscal year (FY). or by July of each year. In addition.
Afghanistan income tax faw requires entities such as DABS to file their tax returns at the
Tax Authority by the end of the third month foliowing the fiscal year. Moreover, entities
cannot file their tax returns without completed financiai statements, and DABS in
addition o having a disclaimer on its FY2010 financial statements it has not prepared
audited financial slatements for the last two fiscal years, 2011 and 2012, We followed
up with the auditor wha conducted the assessments to verify if DABS had filed tax

SRyt SemTeistls Page 10
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returns for the last thres -years and if DABS was up to date with [ts lax ifiabilities,
Acgording 1o the auditpr, DARS has fed lax returns for the last three years and i s
losing money therefore, pot ligble for taxes. Furthermore, in 2009 DABS 'ac’c’qu‘ired or
terged with twa locsl ensrgy fitms De Afghanistan Breshna Mousasa (DABM) and
Powar Coastruction Entty (PCE), and as part of the acquisiion or mérger DABS
assumed-the ies of those comipanies. The amount of the habities is stll unciear,
but DABS Chisf Financial Officer (GFO) identified at lsast 57 mi jiiion .of outstanding debt
1o date and the final figure may nol be known until Mareh, 2013 when a task force
created by DABS appraises the-value of assets'and llatliiies acquired and makes a fing!
determination, At a govamment entity thers was -an expactafion that GIRbA would
‘guaranize DABES financial SXpPOsLIe, bl DABS ©FO confirmed. that DABS s smeiy
responsible for all #e labiliies and GiRoA does nat guarames DABRS’ Hablitiss. The
unceftainties regarding DABS" fong term viability, legal status, and its financial proiems
have significant risk implications for doners. One, donors may befund ing-an entity that is
not vigble. in its curfent structure, ang also donated {unds for spectfic projects could be
diverted 1o pay off Bans and labifites acqutred ‘as a resulis of the acquisitiops, thus
reducing the kelihood «of programs meeting goais and objectives. Donors. planning on
supporfing DABS are: h*ahiy ancouraged-io verifythe resolution of these matters.and get
express corifirnation from DABS that these. issies have been resolved andz’or dces not
put danors’ fund at risk.
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Risk Assessment Mezsurement

Skl guidance slates, once & sk ligs bean identified,
that risk must be deternsined. The impact measures the geverity of an agve :
zssociated with the sk and is measured as, Negligible, Marginsl, Serious, and
Catastrophic. Conversely. probability measures -the Hketihood of the occurrence of The
adverse svent assctiated with the risk znd is expressed as, Remsts, Occasional,
Probable, and Frequent, Combining impast anc probability factors setegorize risks in
ciusters of Critical, High, Medium and Low categaries. Although subisctive, i is
ronetheless the basis for the Rigk Mitigation plan in USAID.

U_SA!D’s PFM Risk Matrix

Catastrophic |-
X rious
Trapast
| Murginal Medium Medium
Negligible Medizm Medium
Remoie Occasional FProbable freguent
R Probability - :
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Scope and Methodology

The independently contracied audiicrs conducted an inltial assessment under a scope
which focused on five main @ress. 1) Financial managementaccounting system, 23
Accounting and Internal Conirols, -3) Procursment 4) Human Rasources and ‘}
Moniforing ang Evaluation. Then s re-assessment was canducted 1o ascerain if DAB
has taken measures to address the weaknesses nofed in the initial assessment. "l}hsie
the auditors conducted in-depth.assessments on the five araas menticned above, they
did #ot use the Agency's épproved Public Financial Management Risk -Assessment
Framawork (PEMRAF) :checklist. .and did not conform in many ways o the Ageocy's
FFMRAF guidance On sk treatmen and risk ‘assessiient measuremants, However o
ensure ihe Mission somply with the Agency’s guidance ang perorms reguirsd due
diligence, we reviewed the ‘auditars’ (epr.\{ts and we mat with the auditors who conducted
the assesement to gain & -genera) undarstanding of the nature of their wark. We met and
discussed with sur internal financial analysts who had an understanding of the miristry's
Systemns. We conducted limitsd research an othsr work parfermed on the DABS, Based
on gudilors’ wark, our reviews, meetlings and ressarch, we compisted the PEMRAF
checklist and risk mitigation pian and we summarized our findinga and understanding in
this report.
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