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BACKGROUND AND MANDATE
On April 27, 2015, a decision was taken at the meeting of the Management Board of the Inter-American Agency (MB/IACD) to create an informal working group to study the costs of external audits of the Development Cooperation Fund (OAS/DCF) and to submit its recommendations to the Management Board by the end of May 2015.  The MB/IACD Vice Chair was tasked with leading the efforts, while the Technical Cooperation Section of SEDI and the Department of Financial and Administrative Management Services were asked to provide the necessary support.
CURRENT SITUATION
 Prior to 2012, auditing costs related to the annual audit of accounts and financial statements done by the Board of External Auditors was financed by the Regular Fund or the Indirect Cost Recovery Fund (ICRF). In 2012 the Organization's program-budget was significantly reduced for 2012 and 2013.  Additionally, member states amended the General Standards in relation to the ICRF, establishing an annual budgetary ceiling beginning in 2011. As a result the Secretariat for Administration and Finance informed the Executive Secretariat for Integral Development that the external auditing costs for FEMCIDI will be assigned and should be covered by that same fund, in keeping with their accounting principles whereby costs are assigned where they are incurred.   In Since 2013, FEMCIDI and/or the Development Cooperation Fund (OAS/DCF) has used a combination of the Unforeseen Expenses Account and the Reserve Account to cover
/ the cost of audits, in the amount of US$45,500 in 2013 for the 2012 audit; US$45,550 in 2014 for the 2013 audit; US$47.500 in 2015 for the 2014 audit; and the final payment, US$49,500 for the 2015 audit, is to be paid in 2016. Given that the funds in the Unforeseen Expenses Account has been exhausted, the MB/IACD must determine the source of funding for the next payment in 2016  how to proceed with future OAS/DCF audit costs.  
It should also be noted that in addition to the auditing costs identified in the preceding paragraph, the OAS/DCF pays 15% to the Organization as Indirect Cost Recovery (ICR) pursuant to Article 10 (c) of the OAS/DCF Statutes, which state that OAS/DCF resources shall finance “a contribution for technical supervision and administrative support, in keeping with the General Standards in relation to the Indirect Cost Recovery (ICR).” The following amounts were paid to the General Secretariat pursuant to article 10 (c) : 2010/11 Cycle: 547,372.71;  2009 Cycle: 648,560.10;  2008 Cycle: 933,270.22;  2007 Cycle: 979,249.54;  2006 Cycle: 896,047.14;  2005 Cycle:  213,759.52;  2004 Cycle: 1,180,954.32; 2003 Cycle: 1,223,408.23; 2002 Cycle: 1,221,600.78

In its annual external audit report submitted to the Permanent Council on April 30, 2015, the Board of External Auditors recommended that the member states finance a sustainable corporate enterprise system. The report shows that the OAS has seven financial statements and that Ernst & Young, LLC, the firm hired to do them, issues seven different audit expert opinions on the operations of the OAS, which involves considerable auditing work and costs that could well exceed the benefits derived.  
In the same report, the Board of External Auditors suggests a consolidated and combined approach to conducting audits, or combining financial statements. It notes that the "optimal" situation would be to replace the current seven audits with a combined audit to generate cost savings. 


INFORMAL WORKING GROUP
The Informal Working Group met on Friday, May 29, 2015, to evaluate the alternatives to be pursued. Serving as the Management Board's Vice Chair, the delegation of Paraguay coordinated the meeting, which was attended by representatives of Ecuador, Dominican Republic, El Salvador, Mexico, and United States, as well as members of the MB. Representatives of Brazil, Canada, Chile, and Colombia took part as well. Officials from the Executive Secretariat for Integral Development and from the secretariat for financial affairs took part as well. The discussions covered the following issues, among others:
1.  Authority of the Management Board (MB): Questions were raised as to whether the IACD Management Board   should deal with the matter, given that in the past the Executive Secretariat paid for the 2012, 2013 and 2014 audits without that body's involvement. In this regard, the Secretariat explained that in the past, the DCF resorted to sub-accounts, which it had the discretion to authorize in order to fulfill the commitment , however, MB involvement is required because there is no money in the Unforeseen  Expenses Account and the MB needs to determine to which account payment should be committed.
2. Mandate: It was considered appropriate to determine at what level the decision was adopted for the costs of external audits to be charged to each fund. It was felt important for this to be determined because, if the states, through the Committee on Administrative and Budgetary Affairs, had adopted said decision, they would be the level for reviewing it. 
3. Impact:  It was felt that a report on the impact of the cost of the external audit on the OAS/DCF was needed. This information would afford states a more accurate idea as to the percentage of DCF expenditure that this disbursement represents and for them to contrast that impact with the benefits of external audit services in terms of control and transparency with funds.
4. Future: It was agreed that, hereafter, the course of action needed to be coordinated with the Committee on Administrative and Budgetary Affairs to address this situation, bearing in mind, among other things:  the recently modified structure of the DCF; the relevance and feasibility of auditing the funds jointly; and the possibility of audits being every two years. 
RECOMMENDATIONS:
1. Request the Executive Secretariat to report on the status of Development Cooperation Fund (OAS/DCF) accounts and indicate how they are impacted by the cost of external audits.
2. Request the Executive Secretariat to prepare a proposal for covering the cost of the 2015 external audit from available funds.
3. Put the issue on the agenda for the meeting of the IACD Management Board so as to, among other things, invite proposals and evaluate steps to be followed in coordination with the Committee on Administrative and Budgetary Affairs.
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�.	Article 7 of the DCF statutes says that the Reserve Account is maintained for unforeseen activities and is established with 10 percent of the annual voluntary contributions of member states.





� Should This recommendation be considered below in the recommendations from the committee as a viable option.  See suggestion of #4 below. This is just a suggestion





