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This document is produced in accordance with Section 613 of the Millennium Challenge
Act of 2003, codified at 22 U.S.C. §§7701, 7707 (a). Every effort has been made to produce
this document in a cost-efficient and environmentally-friendly manner based on industry
best practices and government printing protocols. The paper used to print this document
includes a minimum of between 10 percent (cover paper) and 30 percent (interior paper)
post-consumer fiber as mandated by the U.S. Congress Joint Committee on Printing.

To reduce costs, waste and environmental impact, this document is available on MCC'’s
website at
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“I think it's important for people to know that foreign
aid accounts for less than 2 percent of our budget.
And if you defined it just narrowly as the kind of
foreign aid to help feed people and what we think

of classically as foreign aid, it's probably closer to 1
percent. So sometimes people have an exaggerated
sense that we spend 25 percent of the federal budget on
foreign aid. It’s a tiny amount that has a big impact.
And I think America, to be a leader in the world,

to have influence, to help stabilize countries and
create opportunity for people so that they don’t breed
terrorists or create huge refugee flows and so forth,
it's smart for us to make a very modest investment in
foreign aid. It’s a force multiplier and it’s something
that even in tough fiscal times America needs to
continue to do as part of our role as a global leader”

— PRESIDENT BARACK OBAMA,
JULY 6, 201

By taking a results-driven, reform-centered approach to foreign assistance, the
U.S. Government’s Millennium Challenge Corporation (MCC) is a gateway to op-
portunity for both the world’s poor and the American people.

By focusing on the singular mission of reducing poverty through economic
growth, MCC raises the incomes of the poor, which is the best way to break the
cycle of aid dependency and help families and communities seize new opportuni-
ties and prosper. By partnering with carefully selected countries that respect the
rule of law, practice good governance, fight corruption, invest in their own citi-
zens, and expand economic opportunities, MCC works in policy environments best
suited for growth. By investing in local, homegrown development strategies,
MCC creates a powerful incentive for partner countries to build their own capacity
for delivering solutions to their citizens. By holding ourselves and our partners ac-
countable, MCC rigorously plans for, tracks and monitors results to determine the
long-term impact of our investments.

In these ways, MCC embodies a bipartisan consensus on the principles both
Democrats and Republicans agree are essential for aid effectiveness: economic
growth as a pathway to self-sufficiency, selectivity, country-owned solutions,
results, and accountability. While first launched during the Bush Administration,
MCC practices the principles that are central to the Obama Administration’s Presi-
dential Policy Directive on Global Development, including Partnership for Growth.

By strengthening economies worldwide through MCC partnerships, we ultimately
cultivate the next generation of emerging markets that will trade and do business
with American companies, creating jobs across the United States. MCC is fun-
damental to unlocking new opportunities for growth that advance the American
economy and enhance competitiveness. When emerging economies prosper, they
also become more stable and secure, which explains why development, alongside
diplomacy and defense, is key to America’s national security interests.

MCC’s pursuit of opportunity around the world and at home comes with a fidu-
ciary responsibility. As stewards of taxpayer resources, we continue to implement
the principles of effective development with transparency and efficiency. We have
a track record of ending partnerships when the conditions for success no longer
exist. Through our steadfast commitment to results, partnerships and policy
reform, we are making every development dollar count, maximizing impact and
sustainability. Explore the 2011 Annual Report to discover just how MCC is a gate-
way to opportunity for individuals and businesses in our partner countries and in
the United States.
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Message from Secretary of State

Hillary Rodham Clinton,

Chair of the MCC Board of Directors

To successfully compete in the 21st century, the United States relies on an innova-
tive portfolio of tools to grow our economy and create American jobs. U.S. global
engagement is one such valuable tool, not just to improve the human condition
for the world’s poorest and most vulnerable, but also to advance our own national
security and economic interests. I am proud of how the work of the Millennium
Challenge Corporation reduces global poverty through economic growth, contrib-
utes constructively to America’s global engagement, and creates new opportunities

for people around the world.

MCC'’s approach to foreign assistance is transforming how the entire U.S. govern-
ment practices the principles of effective and sustainable development. MCC
partnerships around the world are policy-grounded, country-driven, and results-
centered. These partnerships require countries to reform their policies to combat
corruption, strengthen the rule of law, invest in health and education, and enact
new commercial codes to overcome the bureaucratic red tape that stifles entrepre-

neurship.

MCC puts countries in charge of their own development. For example, in Indo-
nesia a new $600 million compact is helping to boost household income through
reduced energy costs and expanded renewable energy, improved childhood nutri-
tion, and better public sector growth-enhancing goods and services. As champions
of their own development, MCC’s partners are investing in various projects that
increase productivity—such as building roads and ports, modernizing agricultural
processes, or improving land and natural resource management—to become more
competitive in the global economy and to attract greater trade and investment. And
to ensure that every investment is well-placed, MCC is making impressive strides
to monitor and evaluate long-term impact and to compile a body of evidence that

will inform future efforts by looking at what works best in promoting development.

MCC also played a leading role in creating whole-of-government initiatives like the
Partnership for Growth that allow us to coordinate development efforts to optimize
impact. At the Fourth High Level Forum on Aid Effectiveness in Busan, Republic of
Korea, CEO Yohannes joined USAID Administrator Shah and me in highlighting
the U.S. approach to development, including MCC'’s consistently strong focus on
results, joint work, and inclusiveness.

Because of MCC's approach, developing countries are becoming self-sufficient,
stronger, and more secure. They are adopting policies and practices that make them
smart places to invest, trade, and do business. In Tanzania, for example, I visited an
MCC project where two American companies are expanding access to electricity,
creating jobs for Tanzanians and for Americans. Let there be no mistake about it:
The growth of the developing world presents a major economic opportunity for

American workers and businesses today and into the future.

U.S. foreign policy is a force for good in the world. Just as we are helping people
live up to their God-given potential through our smart investments around the
globe, we are contributing to our renewal here at home. With ongoing support
from Congress, development experts and the American people, I am confident that
MCC'’s innovative approach to development will build on the progress we have
achieved and will continue to play a defining role in advancing a more peaceful and

prosperous planet.

Hillary Rodham Clinton, Chair

A GATEWAY TO OPPORTUNITY



Message from
Daniel W. Yohannes,
Chief Executive Officer

During these challenging economic times, the American people demand that their
investment in international development be a smart use of their tax dollars. As an
accountable steward and prudent custodian of taxpayer resources, the Millen-
nium Challenge Corporation delivers on this fiduciary responsibility. We fulfill our
mission of global poverty reduction through economic growth by funding cost-
effective projects that raise the incomes of the world’s poor. Our goal is not only to
help poor countries rise out of poverty, but to create stable trading and investment
partners for the United States, which means more jobs here at home.

As a development thought leader committed to putting aid effectiveness principles
into practice, MCC intensified the focus on results during this past fiscal year.
Compacts with four more countries came to a close, delivering impact along an en-
tire continuum of results. From improving energy security in Georgia, to building
local capacity for long-term road maintenance in Vanuatu, to attracting follow-on
private sector investment in Nicaragua, to boosting agricultural productivity in
Armenia through the first major refurbishment of that country’s irrigation network
in 30 years, MCC is embracing a disciplined, transparent and accountable ap-
proach to tracking program impact. We look for ways to improve the quality of the
data we use to evaluate ongoing program progress. Because results are not always
good, such transparent monitoring and evaluation is risky but absolutely essential
for improving what we do and assuring that we get the best return on investments.
When we can measure and know for sure what works and what does not work, we

can make well-informed investment decisions with American tax dollars.

MCC understands that we can leverage scarce resources for maximum impact
when we partner for results. That’s why we further refined our approach to country
ownership, grounding it in a partnership of mutual accountability. While partner
countries determine their development priorities and exercise ownership of proj-
ects that reduce poverty through economic growth, they do so within MCC’s stan-
dards for economic return, fiscal accountability, environmental and social impacts,
gender integration, and transparency. And when countries own their projects,

they focus on delivering the results their citizens expect and American taxpay-

ers demand from their investment. In addition, we contribute to better results by
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partnering with other U.S. Government agencies. MCC is particularly proud of the
driving and integral role we played this fiscal year in advancing streamlined and
efficient whole-of-government initiatives, such as Partnership for Growth, to deliver
maximum impact through effective collaboration.

We also know that making our investments successful and sustainable requires
focusing more and more on sound policy reforms and strong governance. MCC’s
approach continues to create powerful incentives for reform because we are willing
to say “no” both to partnering with countries that do not meet MCC's eligibility
criteria and to funding projects that do not have promising returns. This supports
our work to foster good governance, achieve results and maximize a return on our

investments.

The accountability MCC demands of our partners we also demand of ourselves

as a U.S. Government agency. We instituted a number of cost-saving measures
during the fiscal year, including controlling salary and benefits costs, launching
energy-saving initiatives and adopting practical steps to keep travel costs down.
We continue to invest in our human capital: MCC professionals deliver first-class
service—performing with a can-do attitude, creativity, flexibility, and adaptability—
to meet the rising expectations of managing a robust portfolio of programs in the

face of limited resources.

In all these ways, MCC delivers returns on development investments as cost-effec-
tively as possible. This is why MCC is a wise investment. Together with input from
all our key stakeholders—Members of Congress, the development community, the
private sector, nongovernmental organizations, other U.S. Government agencies,

and the American people—MCC is well-positioned to deepen our focus on results,
partnerships and policy reforms in order to find innovative, efficient ways to create

tangible opportunities for the world’s poor and the American people.

Daniel W. Yohannes, Chief Executive Officer
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MCC’s
Board of Directors

The Secretary of State (Chair), the Secre-
tary of the Treasury (Vice Chair), the U.S.
Trade Representative, the U.S. Agency for
International Development Administra-
tor, MCC’s CEO, and four individuals from
the private sector appointed by the Presi-
dent with the advice and consent of the
U.S. Senate make up MCC’s public-private
Board of Directors. The private sector
component of the Board is one of MCC'’s
most distinctive features.

A W N

HiLLARY RoDHAM CLINTON, CHAIR
Secretary of State

TimoTHY F. GEITHNER, VICE CHAIR
Secretary of the Treasury

AMBASSADOR RON KIRK
U.S. Trade Representative

DR. RAJIV SHAH
ADMINISTRATOR, U.S. Agency for International Development



DANIEL W, YOHANNES
MCC Chief Executive Officer

6 MARK GREEN
SENIOR DIRECTOR, U.S. Global Leadership Coalition

7 ALAN J. PATRICOF

Founder and Managing Director,
Greycroft, LLC
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MCC’s
Senior Management

CASSANDRA Q. BUTTS, SENIOR ADVISOR
Office of the Chief Executive Officer

T. CHARLES COOPER, VICE PRESIDENT
Department of Congressional and Public Affairs

PaTRICK C. FINE, VICE PRESIDENT
Department of Compact Operations

SHEILA HERRLING, VICE PRESIDENT
Department of Policy and Evaluation

STEVEN M. KAUFMANN, CHIEF OF STAFF
Office of the Chief Executive Officer

FRANCES REID, SENIOR INVESTMENT AND RiSK OFFICER
Office of the Chief Executive Officer

MELVIN F. WILLIAMS, JR., VICE PRESIDENT
General Counsel and Corporate Secretary

CHANTALE YOKMIN WONG, VICE PRESIDENT
AND CHIEF FINANCIAL OFFICER
Department of Administration and Finance

The Professionalism and Passion of MCC's Staff

The success of MCC partnerships worldwide depends, in large part, on the
unparalleled professional expertise and dedication of MCC’s staff. MCC,
which has less than 300 federal employees at headquarters, values the
individual strengths that each professional brings to work each day. As

a learning organization, we recommitted ourselves during this fiscal year
to investing in our staff, who are key to achieving MCC’s mission of global
poverty reduction through economic growth.



MCC makes a tangible difference in the lives of the world’s
poor by creating new opportunities. With the right country-
determined and country-driven investments, MCC creates

the right conditions for the seeds of economic growth to

take root and flourish in partner countries worldwide. This
ultimately raises the incomes of the poor and pulls families
and communities toward a life of greater opportunity and
prosperity. That is why MCC is committed to delivering
income-raising results throughout the entire lifecycle of our
investments. Our robust and comprehensive results continuum
works to measure, collect and report policy reforms, direct and
indirect outcomes, preliminary and interim benefits, and near-
term and long-term impacts on local incomes from the start of
MCC investments to the end of those investments and beyond.
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Results at a Glance:

Compact Investments by Sector
(as of September 2011)

NM% PROGRAM ADMIN & MONITORING

36% TRANSPORT (ROAD, WATER & AIR)

7% HEALTH, EDUCATION
& COMM SERVS

4% GOVERNANCE

7% ENERGY

6% FINANCIAL SERVICES

9% WATER SUPPLY & SANITATION OF NOTE FOR FUTURE RESULTS:

« During fiscal year 2011, MCC’s Board of Directors selected
Georgia, Ghana and Cape Verde as eligible to develop
second compacts.

20% AGRICULTURE

« In July 2011, MCC placed an operational hold on the Ma-
lawi Compact, which was signed on April 7, 2011. Events
in Malawi raise deep concerns about the country’s com-
mitment to good governance, political pluralism, human
rights, and the rule of law.

* MCC’s Board of Directors approved a $600 million com-
pact with Indonesia.

A GATEWAY TO OPPORTUNITY 9
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Compact Portfolio Financial Performance

In Millions of Dollars

Country

MADAGASCAR
HONDURAS
CAPE VERDE
GEORGIA
VANUATU
NICARAGUA
ARMENIA
BENIN
GHANA
EL SALVADOR
MALI
MOROCCO
LESOTHO
MOZAMBIQUE
TANZANIA
MONGOLIA
BURKINA FASO
NAMIBIA
SENEGAL
MOLDOVA
PHILIPPINES
JORDAN

MALAWI

GRAND TOTAL

10

EIF Date

Jul-05

Sep-05
Oct-05
Apr-06
Apr-06
May-06
Sep-06
Oct-06
Feb-07
Sep-07
Sep-07
Sep-08
Sep-08
Sep-08
Sep-08
Sep-08
Jul-09

Sep-09
Sep-10
Sep-10
May-11

TBD

TBD

Months remaining

Time Elapsed

Compact Information

23

23

23

23

23

33

35

45

45

56

60

60

100%

100%

100%

100%

100%

100%

100%

100%

93%

82%

82%

62%

62%

62%

62%

62%

42%

25%

25%

7%

0%

0%

Compact Amount

84.4

205.0

110.1

395.3

65.7

113.5

235.7

307.3

547.0

460.8

697.5

362.6

506.9

698.1

284.9

304.5

540.0

262.0

430.2

275.1

350.7

8179.0

Cumulative
Commitments

85.6

204.0

108.5

387.2

65.5

112.7

174.8

299.7

537.3

418.7

410.3

499.7

247.3

386.7

139.2

133.6

168.7

% of Compact Cumulatine % of Compact
Committed Expenditures Expended
Cumulative Progress

101% 85.6 101%
100% 204.0 100%
99% 108.5 99%
98% 387.2 98%
100% 65.5 100%
99% 112.8 99%
74% 176.2 75%
98% 284.8 93%
98% 460.1 84%
91% 303.4 66%
89% 311.5 68%
72% 219.2 31%
68% 125.9 35%
76% 109.3 22%
89% 271.6 39%
49% 71.1 25%
28% 80.8 17%
55% 60.1 20%
2% 7.1 1%

7% 8.2 3%

6% 12.0 3%
0% 1.4 0%
0% 0.0 0%
62% 3466.2 42%

A GATEWAY TO OPPORTUNITY



Cumulative % of Commitments % of Compact
Disbursements Disbursed Disbursed

85.6 100% 101%
204.0 100% 100%
108.5 100% 99%
387.2 100% 98%
65.5 100% 100%
112.7 100% 99%
155.5 89% 66%
262.6 88% 85%
391.3 73% 72%
295.1 70% 64%
288.7 70% 63%
196.4 39% 28%
111.5 45% 31%
96.8 25% 19%
215.3 35% 31%
66.8 48% 23%
74.7 56% 16%
52.5 31% 17%
5.5 56% 1%
7.2 40% 3%
8.5 32% 2%
0.0 0% 0%

0.0 0% 0%
3192.1 63% 39%

A GATEWAY TO OPPORTUNITY

Commitments
Oct'10 to Mar'1

196.4

28.6

293.1

34.6

45.1

108.3

Targets Oct'10
to Mar'n

14.7

54.4

141.0

70.5

270.2

100.2

80.8

228.9

102.7

354.4

Performance
against Targets

Disbursements
Oct'10 to Mar'n

Year-to-date Performance

0%

157%

101%

63%

51%

92%

98%

191%

68%

131%

139%

41%

109%

85%

43%

20%

105%

3%

72%

0%

0%

71%

69.9

153.9

177.7

134.4

152.6

116.8

70.2

64.3

148.0

3.5

24.3

30.3

Targets Oct'10
to Mar'n

187.3
177.6
146.2
141.8
177.4
61.7
84.5
204.8
80.6
36.9
47.5

14.5

MILLENNIUM CHALLENGE CORPORATION

Performance
against Targets

0%
235%
236%
208%
187%
114%
86%
82%
100%
92%
108%
66%
114%
76%
72%
49%
66%
64%
37%
92%
76%
0%
0%

89%
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Estimating Compact
Beneficiaries and Benefits

Under MCC’s results framework, beneficiaries are defined P}"O ]‘e cte d B en eﬁ c l a I"i es an d
as an individual and all members of his or her household, 7
Income Benefits by Compact.

who will experience an income gain as a result of MCC
interventions. We consider that the entire household will

benefit from the income gain and counts are multiplied : I (LET) UL :
Estimated Number Income Gain Over the Benefit/

Compact

by the average household size in the area or country. The of Beneficiaries Life of the Project Cost Ratio®

(PV of Benefits)?

beneficiary standard makes a distinction between individu-

als participating in a project and individuals expected to PGRERE 22,00 $295,500,000 1.7
increase their income as a result of the project. Before Benin 8,792,000 $409,600,000 1.8
signing a compact, MCC estimates the expected long-term Burkina Faso 1,181,000 $186,900,000 0.6
income gains through a rigorous benefit-cost analysis. MCC Cape Verde 385,000 $149,500,000 1.8
may reassess and modify its benficiary estimates and/or the El Salvador 795,000 $366,700,000 1.0
present value of benefits when project designs change dur- Georgia 143,000 $301,300,000 1.0
ing implementation. Ghana 1,217,000 $690,300,000 1.7
Honduras 1,705,000 $237,300,000 1.5
NOTES: Jordan 3,657,000 $800,300,000 4.1
1. These estimates do not include the projected beneficia- Lesotho 1,041,000 $376,000,000 1.5
ries of projects or activities that have been terminated or
suspended by MCC (Madagascar, Honduras, Nicaragua Madagascar Re0r000 $123,200,000 1.7
and Armenia). In the case of Madagascar, the estimates Malawi 5,900,000 $2,300,000,000 9.6
account for the compacts’s early termination.
Mali 2,837,000 $457,100,000 1.3
2. The Present Value (PV) of Benefits is the sum of all d 427 000 $259,900, 000 1.5
projected benefits accruing over the life of the project, Moldova ' ! ! :
typically 20 years, evaluated at a 10% discount rate. Mongolia 2,058,000 $336,500,000 1.8
Estimates are reported in millions of US$ in the year
that the ERR analysis was completed. Because the PV Morocco 845,000 $860,400,000 1.7
of benefits gses a discount rafte, these ﬁgures .cannot be Mozambique 4,565,000 $632,700,000 1.7
compared directly to the undiscounted financial costs
of MCC compacts, but must be compared to the PV of Namibia 1,063,000 $240,500,000 1.1
costs instead.
Nicaragua 120,000 $83,500,000 0.9
3. The bengﬁt/cost ratio is calculated by dividing t.he PV Philippines 125,822,000 $675,900, 000 2.3
of benefits by the PV of costs. The PV of costs is the
sum of all projected compact costs evaluated at a 10% Senegal 1,662,000 $862,900,000 2.2
discount rate.
Tanzania 5,425,000 $1,335,800,000 2.6
4. Column totals may not equal the sum of the individual Vanuatu 39,000 $73,800,000 1.4
rows due to rounding.
Total for All 170,586,000 $12,055,600,000 2.0
Compacts*

12 A GATEWAY TO OPPORTUNITY



Progress
Indicators
|

Totals
|

Currently
Implementing
|

Pending
Implementation
|

Results in
Agriculture and Irrigation

Feasibility and/or Detailed

and RAPs, as applicable
(Months 0-24)

Design Includes ElAs, EMPs,

(Months 12-48)

Construction/Capacity Building/Other
Support to Farmers and Enterprises

Increasing Capacity
and Resources Use
(Months 24-60)

Growth in the

(Months 48+)

Agricultural Sector

Process

Process

Output

Outcome

‘ | Objective

1. Value of irrigation
feasibility and/or detailed
design contracts signed

2. Percent of irrigation
feasibility and/or detailed
design contracts disbursed

3. Value of irrigation
construction contracts
signed

4. Percent of irrigation
construction contracts
disbursed

5. Number of farmers
trained

6. Number of enterprises
assisted

7. Hectares under
improved or new irrigation

8. Hectares under
production

9. Value of agricultural and
rural loans

10. Number of farmers that
have applied improved
techniques

1. Number of enterprises
that have applied
improved techniques

Increase in agricultural
value-added or income

$47.8M in design
contracts, 78.4%

$318.8M contracts,
68.8% construction

188,846 farmers trained,
3,074 enterprises assisted,

146,170 ha, $74.1M
loans, 72,980 farmers
with new techniques,

Expected upon
completion of works

disbursed disbursed 9,047.4 ha 759 enterprises with
new techniques
Armenia Armenia Armenia Armenia
($4.6M, 93.4%) ($106.7M, 78.1%) (45,639 farmers, 227 ent) é$8.4l*;ll. 2;.741 farmers, 178 ent) Income increase
Burkina Faso Cape Verde Cape Verde ape Verde attributable to MCC
($5.9M, 28.5%) ($5.2M, 97%) (553 farmers, 13.44 ha) (.om, 108 farmers) activities will be
El Salvador alvador dby i t
Ghana Ghana (14,345 farmers, 143 ent) (7,415 ha, $10.2M, measured by Impac
($5.2M, 87.4%) ($14M, 38%) Ge;’gia ! 7,881 farmers, 47 ent) evaluations
Georgia Mali (291 ent) ‘-:g"gé;
($1.2M, 53.4%) ($142.3M, 781%) Ghana (Gha;‘a )
Mali Morocco (64,708 farmers, (45,7291 ha, $16.7M, 25,260
($9.M, 67.6%) ($50.8M, 29%) 1,597 ent) farmers, 533 ent)
Morocco Honduras Honduras
($18.9M, 100%) (7,265 farmers, 464 ent, 4,844 (20,204 ha, $171 M, 6,996
Ni ha) farmers) MCC investments in
(;ga;;g;lgocy) Madagascar* Madagascar*® agriculture aim to raise
Sen.ega.l 6. ;3;,“366 farmers, 324 ent) 1($;‘1tl‘;l 1,892 farmers, incomes by increasing
" program participants’
9 Mal
($2.3M, 26.5%) ﬂifzgsgmers, 4,190 ha) (;ole, 2109 ha capacity, productivity,
(12167 farmers) Morocco and access to markets
g N (42,440 ha) and credit; strengthen-
. Mozambique ing management
Burkina Faso ;9_765 farmers, 28 ent) (2,374 ha) capabilities; and
Mozambique o o Nicaragua creating jobs in the

Senegal

(9,104 farmers)

(18,008 ha, 9,104 farmers)

agricultural sector.

Burkina Faso
Morocco

Burkina Faso
Moldova
Senegal

MILLENNIUM CHALLENGE CORPORATION
ANNUAL REPORT 2011

188,846

farmers trained

3,074

enterprises assisted

146,170.1

hectares under production

$74.1

million in agricultural
and rural loans

All program data are as of September 2011. Data are preliminary and subject to adjustment. *These values represent a decline from values
previously recorded due to the final reconciliation of performance data following termination of the Madagascar Compact.
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Results in Roads

Feasibility and/or Detailed Design

Includes Environmental Impact Assessments,

Expected

Outcomes
(up to 15 years)

Procurement for

Construction Contractors
(6 to 9 months)

5,118.9

kilometers of roads

Construction
(1 to 3 years)

Environmental Management Plans, and Resettlement
Action Plans, as applicable (12 to 36 months)

under design

E o)
g g—[ | Process | ‘ Process ‘ | Process ‘ ‘ Process | | Process ‘ ‘ Output ‘ | Outcome
£ -
Value of signed % disbursed for Value of signed Kilometers (km) of % of contracted Kilometers (km) of IRI: International
2 71 7 3 Py contracts for contracted studies contracts for road roads under works roads works roads completed Roughness Index (IRI)
| L] g% | feasibility, design, Kk of roads under work contract disbursed
, S supervision, and )
kilometers of roads = program mgmt design
under works contracts contracts
[ 64.3% of contracted
s $109.8 million in studies disbursed, $1,553.7 million in 2’717-3dkm of . 581% Og CO”t'ECtEd 1162.9 km of roads .
° studies contracted 5,118.9 km of roads works contracted roads under works roads works completed
1 1 6 2 9 under design contracts disbursed
3 " r
. Armenia Armenia Armenia*** Armenia*** Armenia Armenia Armenia
kilometers of roads ($31M) (90%, 892 km) ($47 M) (24.5 km) (100%) (24.5 km) (3.51RI)
completed Burkina Faso Burkina Faso Cape Verde Cape Verde Cape Verde Cape Verde Cape Verde
($83 M) (13%, 536 km) ($24 M) (40.6 km) (100%) (40.6 km) (2.0 IRl
Cape Verde* CapeOVerde El Salvador El Salvador El Salvador El Salvador Georgia
($3.5 M) (90.2%, 63.4 km) ($220.5 M) (196.1 km) (60.6%) (43.8 km) (1.5 IRI)
El Salvador* (E;;z!;a%%r1 k) Georgia Georgia Georgia Georgia Nicaragua
> ($16.9 M) Get;r oi,a ' ($197.3 M) (220.2 km) (100%) (220.2 km) 2.3 1RI)
»5 Georgia (99%9220 2 km) Ghana Ghana Ghana Honduras Vanuatu
§8_| | s120Mm Ghana ($21.8 M) (446 km) (67.8%) (6101 km) (3.0 IRD)
R Ghana o Honduras Honduras Honduras Nicaragua
og ($5.5 M) Sgl?‘ﬁ'lrzs's ke ($184.5 M) (671.8 km) (69.6%) (74 kmg
Honduras (75.4%, 671.8 km) Mali Mongolia Mongolia Vanuatu
($9.5 M) Moldova ($42.9 M) (176.4 km) (32%) (149.7 km)
Mongolia (93 km) Mongolia Mozambique Mozoambique
($61 M) ?,2%"3;";0 o (N$_24.1 M) Lz_sz km) L9_.54)
. 4%, 20.9 km icaragua icaragua icaragua
(N;;Zm;)'q”e Mozambique ($56.5 M) (74 km) (100%)
Ni .r (30%, 253 km) Tanzania Tanzania Tanzania
($ga9a§;.a Nicaragua ($4021 M) (465 km) (22.5%) _
) I (100%, 376 km) Vanuatu* Vanuatu Vanuatu Burkina Faso
Senega Senegal ($54.7 M) (149.7 k) (96.6%) Ghana
5 ($2.4 M) (23%, 406 km) Mali
E§ Tanzania* Tanzania* Moldoya
] 2 ($16.9 M) (49%, 465 km) Burkina Faso Burkina Faso Burkina Faso Mozambique
a2 Vanuatu Vanuatu Moldova Moldova Moldova Senegal
£ ($5.3 M) (100%, 149.7 km) Senegal Senegal Senegal Tanzania

All program data are as of September 2011. Data are preliminary and subject to adjustment. *Additional studies associated with compacts have been funded by the governments in El
Salvador and Tanzania, and by another donor in Cape Verde. **Design-Build contract, where the value of design work is included in the value of the works contract. Contract amount
listed in first column is a supervision contract only. ***Due to the operational hold on the roads project in the Armenia and Honduras compacts, MCC will no longer be funding
additional works contracts that were previously reported. Design numbers for Ghana have decreased due to a rescoping of the roads project.
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Results in Property Rights and Land

*These activities may be implemented in this order but often overlap and extend throughout the compact period.

Regulatory, Legal

and Other Work

Public Outreach

Institutional
Upgrading and
Capacity Building

Clarification and
Formalization of
Land Rights

Expected
Objectives
(up to 20 years)

Output

Output

Output

Output

Outcome

Indicator
Type

Progress
Indicators

Preparatory studies
completed; Legal and
regulatory reforms
adopted

Stakeholders Reached

Buildings built or
rehabilitated; Equipment
Purchased; Stakeholders
trained

Rural hectares (ha)
mapped/formalized;
Urban parcels
mapped/formalized

Effective property rights
system

Totals

65 studies completed;
56 legal and regulatory
reforms adopted

201,334 stakeholders
reached

138 buildings
built/rehabilitated; $16.6M
in equipment purchased;

18,600 stakeholders
trained

2,462,507.5 rural hectares
mapped; 353,293 rural
hectares formalized;
71,578 urban parcels
mapped; 25,837 urban
parcels formalized

Currently
Implementing
|

Benin

(16 studies; O reforms)
Burkina Faso

(7 studies; 40 reforms)
Ghana

(5 studies; 2 reforms)
Lesotho

(1 study; 3 reforms)
Madagascar

(8 studies; 4 reforms)
Mali

(O studies; 2 reforms)
Mongolia

(8 studies; 4 reforms)
Mozambique

(16 studies; 1 reform)
Nicaragua

(4 studies; O reforms)

Benin

(53,697 stakeholders)
Burkina Faso

(41,840 stakeholders)
Ghana

(4,796 stakeholders)
Lesotho

(5,235 stakeholders)
Mongolia

(26,666 stakeholders)
Mozambique

(75 stakeholders)
Nicaragua

(69,035 stakeholders)

Pending
Implementation
|

Senegal

Namibia
Mali
Senegal

Benin

($5.5M; 60 trained)
Burkina Faso
($2.2M; 682 trained)
Ghana

(1 bldg; $0.5M; 427 trained)
Lesotho

($.1M, 675 trained)
Mali

(1 bldg; $.1M)
Madagascar*

(115 bldgs; $4.8M;
12,216 trained)
Mongolia

(2 bldgs, $0.8M, 2,716
trained)
Mozambique

(11 bldgs; $0.9M;
214 trained)
Nicaragua

(8 bldgs; $1.7M;
1,610 trained)

Senegal

Benin

(117,021 rural ha formalized)
Burkina Faso

(36,403 rural ha formalized)
Ghana

(3,807.5 rural ha mapped, 261.7
rural ha formalized)

Lesotho

(4,305 urban parcels mapped
and formalized)

Madagascar*

(30,047 rural ha mapped and
formalized)

Mali

(4,309 rural ha mapped)
Mozambique

(19,083 urban parcels
formalized)

Mongolia

(2,393,455 rural ha mapped;
67,273 urban parcels mapped;
166,272 rural ha formalized)
Nicaragua

(30,889 rural ha mapped; 3,288
rural ha formalized; 2,449 urban
parcels formalized)

Namibia
Senegal

Reduced transaction costs
Increased tenure security
Improved allocation of land

Increased transactions and
investment in land and
property

Increased land productivity
and value

A GATEWAY TO OPPORTUNITY

All program data are as of September 20T

Data are preliminary and subject to adjustment
*These values represent a decline from values previously recorded due to the final reconciliation of performance data following termination of the Madagascar Compact.
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56

legal and regulatory
reforms adopted

18,600

stakeholders trained

2,462,507.5

rural hectares mapped

353,293

rural hectares formalized

25,837

urban parcels formalized
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Results in Water and Sanitation

3 8 o 8 Feasibility and/or Detailed
$ . Design Includes ElAs, EMPs, Construction and Persons Reached gx;:ected g)g?ec:.e d
million in feasibility and RAPs, as applicable (Months 12 to 48) utcomes jectives
and/or detailed design (Months 6 to 24) (Months 24 to 60) (Months 48+)
contracts signed 5,
gg—[ ‘ Process ‘ ‘ Process ‘ ’ Output ‘ ‘ Outcome ‘ ‘ Objective
1. Value of feasibility 3. Value of construction 5. Persons trained in 8. Volume of water 11. Water consumption
1 41 - 8 2 and/or detailed design contracts signed hygiene and sanitary best produced (domestic/commercial)
8 £ contracts signed practices .
million in a% | 4, PercenF of contracted _ 9. Access to improved 12. Incidence of water-
, 23 2. Percent of contracted construction works 6. Water points constructed water supply borne diseases
construction - feasibility and/or design disbursed o )
contracts sioned tudies disb d 7. Sanitation systems 10. Access to improved
8 studies disburse constructed sanitation
1,448 households with
5 _| $38.1M in design contracts, $141.8M in construction 5,185 persons, improved water supply, El Salvador
5 1 85 e 44.2% disbursed contracts, 79.5% disbursed 300 water points 1,376 households with )
) improved sanitation Lesotho
persons trained in - O
hygiene an'd sanitary El Salvador El Salvador Mozambique El Salvador Tanzania
best practices ($5.9M, 69%) ($9.2M, 58.3%) (3,840 persons, 150 water (1,448 hh water, 1,376 hh ) .
Georgia Georgia points) sanitation) Mozambique
($.27M, 100%) ($54.3M, 94%) Ghana O
L2 Ghana Ghana (87 persons, 150 water Ghana
3 O O 25 | | (s1.6M,85%) ($14.6M, 60%) points) 0
) 5% Tanzania Lesotho El Salvador
water points £ ($8.9M, 48%) ($16.1M, 30%) (1,258 persons)
constructed Mozambique Tanzania
($21.4M, 32%) ($47.6M, 20%)
g% Georgia Ghan:
T% é— Lesotho 1|:ae:;atn;
a9 . .
g Mozambique Tanzania Mozambique
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Indicators in this Results Framework may be added or removed as MCC's investments in WS evolve over time.
All program data as of September 2011. Data are preliminary and subject to adjustment.
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Indicator

Progress

Currently Totals

Implementing

Pending
Implementation

Results in Education

Construction and

Institutional Strengthening
(Months 0-36)

Improved Access,

Quality and Relevance

(Months 12-48)

Expected Outcomes
(Months 12-60)

MILLENNIUM CHALLENGE CORPORATION

Expected
Objectivest
(Months 48+)

1|

Type

Process

Output

Outcome

Objective

Indicators

1. Value of signed contracts
($US) for MCC-supported
educational facility construc-
tion / rehabilitation and/or
equipping

2. Percent of contracted
construction / rehabilitation /
and/or equipping works for
educational facilities disbursed

3. Legal, financial, and / or
policy reforms adopted

4. Educational facilities
constructed / rehabilitated
and / or equipped through
MCC-supported activities

5. Number of instructors
trained or certified
through MCC-supported
activities

6. Number of students (any educational level)
participating in MCC-supported education activities.

7. Additional primary / secondary / tertiary school female
students enrolled in MCC-supported educational facilities

8. Primary / secondary /
tertiary / vocational
school graduates in
MCC-supported educa-
tional facilities

9. Employed graduates of
MCC-supported training
programs

$89.6M in construction
contracts, 51.7% disbursed

451 facilities,
2,603 instructors

155,513 students participating,
31,400 additional female students

2,761 graduates of
MCC-supported
educational facilities

Burkina Faso
($22.5M, 67%)
El Salvador
($10.2M, 99.7%)
Ghana

($18.7M, 79%)
Mongolia
($12.5M, 9%)
Morocco
$.2M)
Mongolia
($25.5M, 20.4%)

Burkina Faso
(285 facilities, 557
instructors)

El Salvador

(22 facilities,

515 instructors)
Ghana

(143 facilities)
Mongolia

(1 facility, 272 instructors)
Morocco

(1,259 instructors)

Burkina Faso

(31,335 students, 4,983 additional females)
El Salvador

(21,104 students, 1,644 additional females)
Ghana

(36,986 students, 651 additional females)
Morocco

(41,528 students, 24,122 additional females)
Namibia

(24,560 students)

Namibia

Mongolia

Burkina Faso
(1,487 graduates)
El Salvador
(1,274 graduates)
Mongolia

O

Morocco

O

Namibia

O

Ghana

O

*All program data as of September 2011. Data are preliminary and subject to adjustment. Indicators in this Results Framework may be added, removed, or modified as MCC'’s investments in education evolve over time.
1 All MCC education programs have as their long-term end goal an increase in individual or household income and a corresponding decrease in poverty.
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451

educational facilities
constructed, rehabilitated
and/or equipped through
MCC-supported activities

2,603

instructors trained or
certified through
MCC-supported activities

155,513

students (any educational
level) participating in
MCC-supported
educational activities

31,400

additional female
students enrolled in
MCC-supported
educational activities
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Understanding What

Starts When a Compact Ends

MCC compacts with Georgia, Vanuatu, Nicaragua, and Armenia closed during fiscal
year 2011, joining compact closeouts in Honduras and Cape Verde in fiscal year 2010.

The compact closeout period marks the end of program
implementation and the wrap-up of projects and activities.
Although provisions may be made to continue some activities
under the supervision of the partner country’s government or
other implementation arrangement, closeout marks the end
of MCC funding. The closeout period is a time to take stock of
results achieved during the five-year compact and how those
results compare to program targets for outputs and medium-
term outcomes. These initial results—such as the number of
kilometers of roads completed, the number of farmers trained,
the number of farmers adopting new techniques, and the
value of loans issued—offer an important early look at a com-
pact’s successes and challenges, and indicate where program
performance was strong and where implementation may not
have gone as expected.

Because MCC embraces a continuum of results, those initial
outputs and outcomes are only the first chapters in the story
of a compact’s results. During the closeout period and beyond,
additional results become available. These demonstrate not
only whether key institutional policy reforms and program

deliverables were met, but also whether the activities affected
beneficiaries’ income and welfare throughout the term of our
investment and beyond it. In particular, MCC conducts perfor-
mance and impact evaluations to quantify these changes in
income and well-being and to assess how much of that impact
can be attributed to MCC-funded activities. Evaluations also
look at the cost-effectiveness of investments and the sus-
tainability of results over time, and examine their long-term
impact on increasing household income, reducing poverty and
breaking through economic barriers. MCC will aggressively
apply all lessons learned from our investments—positive and
negative—and will share our evaluation results widely with
external partners to promote global learning.

A GATEWAY TO OPPORTUNITY
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Compact Closeouts Create Opportunities o F

(GEORGIA

EIF Date: 04/07/2006 Compact End Date:04/07/2011 ($ in Millions) P Ro B L E M :

Lack of reliable infrastructure

Compact Closeout C‘T_’:\:Ct and the slow development
of businesses, including agri-
LemeHtam Estimated Long-Term Income Benefits (on discounted costs) $224.8 Million businesses, were main barri-
ers to economic growth.
Results Estimated Long-Term Beneficiaries 125,994 9
2006 2007 2008 2009 2010 2011
Other
Infrastructure q g Sector Cumulative Commitments $0.97 $17.26 $134.90 $209.83 $249.26 $258.92 So o .
Fi |
Rehabilitation e $260.25 LUTION:
9 Sector Cumulative Disbursements $7.42 $15.64 $40.32 $83.20 $172.64 $258.76 .
Repairing roads, water supply
Select Perfor- Planned Actual Performance sys.tems and the cgu nt.ry’s
EME Inel e Kilometers of roads completed 220 220 100% _mam hatu_ral gas pipeline, and
investing in the development
Long-Term Estimated Long-Term Income Benefits (on discounted costs) BEit of (nfesiusiue Relhee of_ag ribusiness_es and other
Results Estiiieias) [Ler e BereieEies bilitation private er?t_erpr\ses, create
opportunities for growth.
Regional 2006 2007 2008 2009 2010 2011
ULEEITET . Sector Cumulative Commitments $1.66 $6.21 $40.00 $56.49 $53.91 $50.98
Development Financial 653 05
Activity IPIteE s Sector Cumulative Disbursements $0.15 $0.74 $4.82 $11.82 $30.18 $51.14
Gellest B Planned Actual Performance
e (mEheEiers Gas Pipeline Sites Rehabilitated 22 22 100%
Long-Term Estimated Long-Term Income Benefits (on discounted costs) $76 Million
Results Estimated Long-Term Beneficiaries 17,275
2006 2007 2008 2009 2010 2011
Financi Sector Cumulative Commitments $3.31 $10.15 $22.17 $41.50 $46.00 $52.04
. ancial
Enterprise P $52.04
Development ICTIESS Sector Cumulative Disbursements $0.40 $3.76 $16.23 $34.11 $41.86 $52.04
Planned Actual Performance
Select ) ) N
D Number of Enterprises Ass:ctzsi; Agribusiness Development 296 291 98%
Indicators v
Number of Beneficiaries Agribusiness Development Activity 3,800 3,585 94%
2006 2007 2008 2009 2010 2011
Program Ad- Finemeil Sector Cumulative Commitments $2.02 $14.72 $16.62 $20.63 $24.29 $25.24 $29.02
it e RICIleEy Sector Cumulative Disbursements $2.14 $9.90 $11.79 $15.84 $19.59 $25.24

Projected Long-Term Income Benefits to 143,219 beneficiaries: $ 301.3 million of increased income on discounted project costs of $296.1 million.
Program administration includes program admin funds, Monitoring and Evaluation funds and Non allocated funds
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GEORGIA
(continued)

IMPACT
Key Results:

« A rehabilitated road becomes a gateway to economic opportunity: The
Samtskhe-Javakheti Road Rehabilitation Project repaired 220 kilometers
of road, improved access to markets in Tbilisi, provided a key regional
transport corridor and border crossings with Turkey and Armenia and
reduced travel time from more than eight hours to less than three. This
represents significant savings in vehicle operating costs for local farmers
and citizens, estimated at $13 million in 2011. To sustain the impact,
Georgia increased road maintenance funds from $33.6 million in 2006 to
$56 million in 2010.

Improved water infrastructure is key for community development: The

regional infrastructure development activity improved water supply
systems in five communities and sewage systems in three communities,
resulting in approximately 70,000 people having reliable access to drink-
ing water and eliminating the need to purchase, haul, store, or pump
drinking water to homes.

Improved gas pipeline bolsters Georgia’s energy security: The rehabilita-
tion of 22 sites of the country’s main gas pipeline has improved regional
and municipal service delivery, providing increased energy reliability and
security throughout Georgia.

* Investing in stronger businesses boosts wages and revenues and opens op-

portunities for Georgians: The Agribusiness Development Activity provided
grants to improve the economic performance of 290 agribusinesses

and farm production projects, resulting in the creation of 3,264 jobs

as of July 2011. Businesses have already reported an increase in wages

of almost $3.2 million. In addition, the Georgia Regional Development
Fund, a ten-year investment fund now in its fifth year, invested in small
and medium-sized enterprises primarily in the agribusiness and tourism
sectors, realizing gross revenue increases of $16.8 million among the
companies in the portfolio.

A GATEWAY TO OPPORTUNITY



VANUATU

EIF Date: 04/28/2006

Compact Closeout

Long-Term Results

Financial Progress

Transport
Infrastructure
Select Performance
Indicators
Program

Administration® Financial Progress

A GATEWAY TO OPPORTUNITY

Compact End Date:04/28/2011
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PROBLEM:

Vanuatu’s poor transportation
infrastructure was a main bar-
rier to economic growth.

($ in Millions)

Compact Level

Estimated Long-Term Income Benefits (on discounted costs) $73.8 Million

Estimated Long-Term Beneficiaries 39,200
N
2006 2007 2008 2009 2010 2011 S o LU T I O N u
i Strengthening road infra-
Sector Cumulative
Commitments $- B0 $56515 $59.67 $59.62 $60.08 structure and government ca-
. $60.09 pacity to maintain Vanuatu’s
ey QumvEde $- $0.00 $0.19 $35.92 $56.44 $60.08 roads creates opportunities
Disbursements
for growth.
Planned Actual Performance
Kilometers of Efate ring road completed 92.5 92.5 100%
Kilometers of Santo East Coast road completed 57.2 57.2 100%
Kilometers of Efate ring road under cyclical maintenance community contracts 92.5 52.9 57%
Kilometers of Santo East Coast road under cyclical maintenance community contracts 57.2 14.4 25%
2006 2007 2008 2009 2010 2011
SectOCLIIats $1.52 $2.11 $5.12 $3.76 $4.21 $5.44
Commitments
$5.60
SSCoCUUcUe $1.57 $2.00 $21.65 $2.65 $3.72 $5.44

Disbursements

Projected Long-Term Income Benefits to 39,200 beneficiaries: $ 73.8 million income gain from discouted costs of $52.6 million.
* Program administration includes program admin funds, Monitoring and Evaluation funds and Non allocated funds
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VANUATU
(continued)

IMPACT

Key Results:

« Major road rehabilitations create opportunities for economic and community * Government and local efforts toward road maintenance help ensure sustain-

22

development: 149.7 kilometers of Vanuatu’s roads have been rehabili-
tated—92.5 kilometers of the Efate Ring Road and 57.2 kilometers of the
Santo East Coast Road—bolstering economic development by decreasing
the cost of vehicle repairs and maintenance, creating more local income
opportunities in villages, promoting investment in tourism, and provid-
ing better access to markets, health and education services. Preliminary
reductions in average travel time range from 50 to 75 percent on Efate
and Santo Islands, respectively. The number of days extreme weather
closed the Efate Ring Road dropped from nine days in 2006 to zero in
2011. According to traffic counts from July 2011, the Efate Ring Road and
the Santo East Coast Road exceeded end-of-compact targets in increased
daily traffic by 311 percent and 154 percent, respectively, directly benefit-
ting an estimated 28,268 people and 622 formal and informal roadside
businesses.

« Economic activity intensifies along rehabilitated roadways: New market

stalls opened along the Efate Ring Road in association with local villages
and women’s groups. Villagers are planting more cash crops because it is
easier to transport their goods to market. Several new tourist and hospi-
tality businesses have already opened along the roads.

ability: To help ensure the roads’ sustainability, Vanuatu set up a new
maintenance fund of $5 million in 2006, which increased to $5.5 million
in 2011. These funds are in addition to the Public Works Department’s
ongoing road maintenance funds. The Public Works Department
entrusted local communities to organize teams, including women’s orga-
nizations and youth groups, to regularly clear vegetation and sight lines.
Those involved are compensated for their work, generating additional
income for the community, as well as ownership, pride and respect for
the roads. The Public Works Department committed $1.6 million for
community-based routine maintenance contracts, which will directly
impact approximately 5,931 households.

Road safety becomes an integral part of road rehabilitation projects: Road
safety awareness events were conducted in communities and schools
along the Efate Ring Road and the Santo East Coast Road. Children were
trained in road safety awareness in all the schools along both roads.

MCC-funded road rehabilitation is a springboard for policy reforms vital to
long-term growth: Vanuatu used MCC’s eligibility criteria to promote
policy reform in several key areas, including: increasing resources for
child immunizations; implementing the free school policy at basic
education levels (years 1-8); establishing a utility regulatory authority to
protect consumer prices and maintain quality and reliability of regulated
services; implementing a long-term land reform program; and establish-
ing a law reform commission and human rights commission. Additional
reforms focused on trade promotion and foreign direct investment,
including efforts to streamline processes in the areas of business startup,
regulatory quality, trade policy, state-owned enterprises, and deregula-
tion of monopolies.

A GATEWAY TO OPPORTUNITY



NICARAGUA

EIF Date: 05/26/2006

Compact End Date:05/26/2011

Compact Closeout

Estimated Long-Term Income Benefits (discounted costs of

Long-Term Results $32.4 million)

Estimated Long-Term Beneficiaries

Transport Sector Cumulative Commitments
Financial Progress
Sector Cumulative Disbursements
Select Performance Indicators
Kilometers of roads completed
Estimated Long-Term Income Benefits (discounted costs of $27.2
Long-Term Results oo
Estimated Long-Term Beneficiaries
Sector Cumulative Commitments
Financial Progress
Rural

Sector Cumulative Disbursements
Development

Numbers of manzanas, by sector, harvesting higher-value crops
actuals onl
Select Performance Indicators ( v)

Number of beneficiaries implementing business plans
Number of Manzanas with trees planted

Estimated Long-Term Income Benefits
Long-Term Results
Estimated Long-Term Beneficiaries

Property
Regularization

Sector Cumulative Commitments
Financial Progress
Sector Cumulative Disbursements

Sector Cumulative Commitments
Program

Administration® Financial Progress

Sector Cumulative Disbursements

2008
$44.66

$8.90

2008
$17.95

$11.26

2008
$6.37
$4.63

2008

$11.60

$9.28

2009

$50.17

$37.93

2009

$27.45

$20.64

2009

$7.18

$7.42

2009

$13.73

$9.74

2010
$56.75
$56.89

Planned

67

2010
$31.83
$27.43

Planned

5774

10000

2010
$7.18
$5.39

2010

$13.92

$13.96

2011
$56.74
$56.74
Actual

74

2011
$31.36
$31.36

Actual

25,767

6,476

10,233

2011
$6.69
$6.69

2011

$17.94

$17.94

($ in Millions)

Compact Level

MILLENNIUM CHALLENGE CORPORATION
ANNUAL REPORT 2011

-

PROBLEM:

Underdeveloped infrastruc-
ture, insecure property rights
and low-value agricultural
production became barriers

SERAL to economic growth.
97,110
SOLUTION:
$58.00 Improving access to markets,
reducing transportation costs,
Performance strengthening property rights,

and increasing incomes for
110% farmers and rural businesses
create opportunities for eco-

$51.10 nomic growth.

45,510

$32.87

Performance

112%

102%

Pending final report

$7.18

$15.44

Projected Long-Term Income Benefits to 119,870 beneficiaries: $ 83.5 million with a discounted cost of $59.5 million. Does not include information from the Property regularization project
* Program administration includes program admin funds, Monitoring and Evaluation funds and Non allocated funds
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NICARAGUA
(continued)

IMPACT
Key Results:

« Buy-in from business and civic leaders promotes continuity and sustain-
ability: For the first time in Nicaragua’s history, the government fully
empowered local departmental councils to determine the components
of a major development program. Participation by political, business and
civic actors in designing the MCC compact helped ensure continuity of
implementation, despite a change in government and the partial compact
termination.

« Gender equality and integration matter: Gender integration began with
the consultation of women’s organizations during compact design and
included setting specific gender-related targets in contracts to ensure
widely shared ownership. Almost half of the beneficiaries of the Rural
Business Development Project are women.

* Improved roads mean greater regional integration and improved access to
markets: MCC is supporting key transportation corridors in Nicaragua,
Honduras and El Salvador that are increasing access to national, regional
and global markets. MCC invested $58 million to upgrade 74 kilometers
of roads in Nicaragua, benefitting more than 97,000 people living within
five kilometers of those roads. These improved roads significantly reduce
travel time and are expected to decrease vehicle operating costs by $3.2
million annually. For sustainability, Nicaragua’s National Assembly ap-
proved a law in 2005 that created a gas tax to finance road maintenance.
While Nicaragua maintained 500 kilometers of road prior to 2005, it
now maintains more than 3,000 kilometers of roads annually, with more
than $31 million allocated to road maintenance. MCC also rehabilitated

part of the Pan American Highway, connecting Nicaragua to the rest of
Central America and promoting greater regional trade. Crops assisted
through Nicaragua’s Rural Business Development Project are being
exported to regional markets and the United States, making use of MCC-
funded transportation corridors and taking advantage of the Dominican
Republic-Central America-United States Free Trade Agreement.

Training and technical assistance are building blocks for higher wages:

To increase sales and wages for farmers and non-farm businesses by
supporting high-value agriculture and business enterprises in Leén
and Chinandega, 8,638 people received technical assistance and grants,
and more than 43,000 people are expected to benefit over the life of the
investment.

Follow-on investments will mean more economic activity and job opportuni-
ties: Preliminary data shows that eight private international companies
have invested a total of $35.9 million in Le6n and Chinandega, including
U.S. companies Algaoil, Futuro Forestal and Maya Pack. Hortifruti/Wal-
Mart, Parmalat, DelCampo, and CentroLac are buying products, includ-
ing milk, plantains, cassava, and rice, from farmers trained through the
MCC compact.

A GATEWAY TO OPPORTUNITY



ARMENIA

EIF Date: 05/26/2006

Rural Road
Rehabillitation

Irrigated
Agriculture
(Infrastructure)

Irrigated
Agriculture
(Water to
market)

Program
Administration*

Long-Term Results

Financial Progress

Select Performance Indicators

Long-Term Results

Financial Progress

Select Performance Indicators

Long-Term Results

Financial Progress

Select Performance Indicators

Financial Progress
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Compact End Date:05/26/2011

Compact Closeout

Estimated Long-Term Income Benefits (on discounted costs)

Estimated Long-Term Beneficiaries

Sector Cumulative Commitments

Sector Cumulative Disbursements

Road sections rehabilitated-pilot roads
International Roughness Index for pilot roads
Estimated Long-Term Income Benefits (on discounted costs)

Estimated Long-Term Beneficiaries

Sector Cumulative Commitments

Sector Cumulative Disbursements

Pumping stations renovated
Primary canals rehabilitated (kilometers)
Tertiary canals rehabilitated (kilometers)
Estimated Long-Term Income Benefits (on discounted costs)

Estimated Long-Term Beneficiaries

Sector Cumulative Commitments

Sector Cumulative Disbursements

Number of enterprises using improved techniques

Total training/technical assistance provided for on-farm water management

Sector Cumulative Commitments

Sector Cumulative Disbursements

2007 2008 2009 2010
$3.60 $47.12 $9.13 $8.44
$0.91 $5.35 $7.53 $7.87
Planned

24.4

4.0

2007 2008 2009 2010
$8.61 $3.34 $59.58 $110.99
$0.00 $2.91 $6.97 $40.92
Planned

17

41.8

220

2007 2008 2009 2010
$18.48 $25.86 $27.56 $29.94
$3.54 $8.34 $16.74 $25.68
Planned

112
45,000

2007 2008 2009 2010
$10.10 $11.26 $12.77
$3.47 $6.27 $8.48 $11.16

($ in Millions)

Compact Level

2011
$8.44
$7.62
Actual
24.4

3.47

2011
$119.97
$104.10
Actual
17
42

217.8

2011
$32.28
$30.49
Actual

178
45,639

2011

$14.07

$13.31
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PROBLEM:

Dilapidated irrigation infra-
structure and limited knowl-
edge of effective and efficient

H0.0 farming and irrigation
6,216 practices limited agricultural
production.
$67.10
SOLUTION:
L
Performance
Strategic investments in
100%

irrigation infrastructure, trans-
87% portation, farmer training, and
access to finance for agribusi-
nesses create opportunities
for poverty reduction and
economic growth in Arme-
nia’s agriculture sector.

$264.50

420,000

$121.72

Performance
100%
100%
99%
$22.80

28,831

$32.25

Performance

159%
101%

$14.58

Projected Long-Term Income Benefits to 426,000 beneficiaries: $ 295.5 million of increased income on discounted costs of $ 174.9 million
* Program administration includes program admin funds, Monitoring and Evaluation funds and Non allocated funds
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ARMENIA
(continued)

IMPACT
Key Results:

MCC’s investment in Armenia’s irrigation and agricultural sectors is criti-
cal to the growth of the country’s economy and the livelihoods of farmers
and agribusinesses. MCA-Armenia led the single largest refurbishment of
the country’s irrigation infrastructure in the last 30 years, rehabilitating
17 irrigation pumping stations and constructing five gravity-fed irriga-
tion systems, including almost 50 kilometers of canals. More than 45,000
farmers—32 percent of whom are women—benefited from training in
on-farm water management techniques. More than 35,000 farmers—34
percent of whom are women—also received revenue enhancing training
in high-value agriculture techniques. Initial results show that farmers are
adopting improved water management practices and growing high-value
crops. Given our institutional commitment to rigorously measuring re-
sults, these compact activities will be independently evaluated and the re-
sults independently assessed. MCC’s investments are expected to increase
rural incomes by nearly $300 million over 20 years, benefiting more than
420,000 Armenians. For every $1 invested, MCC expects rural beneficiary
incomes to increase by $1.69, amounting to a rate of return of 22 percent.

* Reliable irrigation fuels more productive agriculture: Improving the water
supply and increasing farmer know-how through training are expected
to incentivize farmers to transition from low-value crops such as wheat,
to high-value crops like apricots or tomatoes. Farmers’ annual agricultural

income is expected to increase by 150 percent over 20 years, from a baseline

of $310. The irrigation infrastructure improvements will result in about
9,000 hectares of newly irrigated land, more reliable water supply for ap-
proximately 38,000 hectares of currently irrigated agricultural land and
improved drainage for about 10,000 hectares. In all, the MCC-financed
investments will benefit approximately 37 percent of all land under irri-

gation. In addition, MCC’s investment to rehabilitate five gravity systems

throughout the country is expected to result in annual energy savings of
9.3 megawatt hours, worth $525,000 in present value. The 17 improved
pumping stations include new more energy efficient pumps.

« Access to capital creates opportunities for local investments: Financial

institutions loaned more than $8.5 million to 760 farmers to make capital
improvements in greenhouses, freezing facilities, orchards, and vine-
yards. The repaid loan funds are currently being lent again and so far an
additional $4 million has been lent to over 260 farmers. In 20 years, it is
expected that over 3,000 farmers will receive loans through this program.

« Better roads facilitate greater trade and market access: MCC-funded

improvements on 24.5 kilometers of roads (out of 332 kilometers origi-
nally planned but placed on operational hold) resulted in a 78 percent
reduction in road roughness and an increase of 15 percent in average
daily traffic from approximately 640 to 740 vehicles, a 4 percent increase
in traffic over MCC’s original projection of 706 vehicles. Improved road
conditions are expected to generate a $9.2 million savings in transporta-
tion costs and a decrease in travel time valued at $800,000.

A GATEWAY TO OPPORTUNITY



The Results Continuum:

The road to lasting results

Honduras’s MCC compact, the first of all MCC’s compacts to reach com-
pletion, aimed at transforming the agricultural economy from reliance on
basic staples to higher-value crops. Specific activities worked to increase
private investment and the adoption of more sophisticated agricultural
techniques and marketing practices. More than a year after the successful
completion of the Honduras Compact, MCC’s work continues to have an
impact.

MCC’s $121 million investment in road improvements leveraged an
additional $130 million from the Central American Bank for Economic
Integration for additional works on the CA-5 Highway, to be completed by
September 2012.

After compact completion, MCC continued to engage the government on
budget transparency and public financial management to improve efforts
to control corruption. In April 2011, the government began implement-
ing a plan to promote fiscal openness and tighten controls over public
spending as part of a broader anti-corruption strategy. MCC sponsored
independent organizations to assess the government’s progress using two
internationally recognized assessment tools: the public expenditure and
financial accountability framework and the open budget index survey.
MCC’s Board will look at these evaluation results to inform its assessment
of Honduras'’s eligibility for a second compact.

The compact also trained more than 7,000 farmers and transitioned 400
hectares to new drip irrigation. The program took an integrated approach
to agricultural credit, infusing millions in financing through more than
10,000 loans and developing a broad array of credit products. This made it
easier for thousands of farmers to get a loan and address the bottleneck to
private investment. These farmers benefit also from the rehabilitation of
over 500 kilometers of roads that will bring more than one million people
closer to markets, social services and economic opportunities.

A GATEWAY TO OPPORTUNITY
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Honduras

At compact closeout, MCC economists prepared a benefit-cost analysis
of the Honduras farmer training activity. The analysis compared actual
project costs to the project implementer’s estimates of income increases
among participants; the estimated economic rate of return to the activity
was 14.6 percent.

According to the model, farmers and the
workers they employed gained to date
approximately $3.7 million (in discounted
terms) relative to the income they would
have likely earned in the absence of the
program.

More important, their investments in irrigation and other improved
practices are expected to realize an additional $22 million in discounted
income gains over the next 10 years. MCC’s investments total approxi-
mately $19.6 million in discounted terms (including administration and
evaluation costs). In other words, for every $1 MCC invested, $1.3 dollars
in benefits are expected to accrue to Hondurans.

Impact evaluations will use survey data to rigorously measure and verify
income gains associated with the farmer training activity, the transporta-
tion project and other components of the Honduras Compact. The public
can access the results of all completed evaluations at WWW.IMcc.govV.
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The Results Continuum:

The road to lasting results

Cape Verde’s MCC compact worked to increase agricultural productivity,
build vital infrastructure and develop a robust private sector to transform
agriculture into a productive, competitive business sector.

Toward this, MCC funded the first phase of the modernization and expan-
sion of the Port of Praia and designed Phase 2 works during the five-year
term of the compact. Upon compact closeout, the government secured
over $100 million in financing for Phase 2. Once complete in 2013, the
port modernization and expansion will lead to reduced shipping costs

and expanded capacity to handle projected traffic growth over the next 20
years.

MCC’s support for Cape Verde’s financial sector also continues to yield
progress. Following the passage of legislation, microfinance institutions
are offering poor households savings and micro-insurance services. Legal
reform financed under the compact supported the launch of a securities
platform that will give domestic investors, including individuals and cor-
porations, access to the primary market for government securities.

COUNTRY-BY-COUNTRY DETAILS
ARE A CLICK AWAY

Visit www.mcc.gov and look for “Quarterly Status
Reports” under the “Results” tab to view the latest
progress in each MCC partner country.

Cape Verde

Moreover, MCC’s commitment to strengthening government systems con-
tinues to have an impact in Cape Verde and beyond. Procurement reforms
based on MCC practices are becoming standard for public procurement
in Cape Verde, and the e-government system partially supported by MCC
has become a model for e-governance in Africa. Cape Verde presented the
system at several international forums and provided technical assistance
on it to several African governments.

A GATEWAY TO OPPORTUNITY
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Practicing the Principle of

Delivering Results

MCC’s focus on results is motivated by some of the basic questions of

aid effectiveness, such as, “Do the expected results of this program justify
spending scarce aid dollars?” MCC’s results framework reflects a com-
mitment to technically rigorous, systematic and transparent methods of
projecting, tracking and evaluating the impacts of our programs. When
countries turn away from good governance and program performance,
MCC has a track record of stopping our funding to protect our resources.
Coupled with transparency, this approach is the distinctive cornerstone of
MCC’s commitment to accountability and aid effectiveness and the center-
piece of efforts to expand opportunities for the world’s poor in sustainable
ways.

MCC’s singular mission of poverty reduction through economic growth
translates into one central goal: to increase incomes of program benefi-
ciaries. Higher incomes improve the lives of the poor and open up new
opportunities. Our results framework, centered on five key questions, is
designed to provide the information both MCC and partner countries
need to reach that goal.

1. Which investments proposed to MCC will best support economic growth
and poverty reduction? MCC and partner countries use constraints
analysis to identify the main barriers to economic growth and private
investment, benefit-cost analysis to estimate the expected increase in
local incomes of proposed projects and economic rates of return to
assess whether the expected income gains of a proposed project justify
the costs.

A GATEWAY TO OPPORTUNITY

2. Who will the investments benefit, and by how much? MCC and partner
countries use beneficiary analysis to assess how the total income gains
of proposed projects will be distributed across different income and
gender groups in a country or targeted program region.

3. How do we know investments are on track to reach the intended impact of
income gains? MCC and partner countries use monitoring and evalua-
tion (M&E) plans to track program performance against specific imple-
mentation targets that act as drivers of income gains.

4. Did investments achieve the projected impact? MCC uses independent
evaluations to understand the impact of our investments on local
incomes.

5. What did we learn to help us improve our investments and better achieve
our goals? Information collected through M&E reports and impact
evaluations help us implement approaches that work best in develop-
ment, revise current implementation plans and inform future project
design at MCC and throughout the development community.

ANNUAL REPORT 2011
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Embracing Mixed Results:

Key to Accountability

Results are not always good news. MCC’s commitment to impact evalu-
ations means that we want to know whether or not investments achieve
their original goals. Our commitment to transparency means that MCC
will make our findings public even if we discover that we have not reached
those goals. This practice is an important part of accountability and learn-
ing.

For example, MCC’s impact evaluation of the schools project under the
Burkina Faso Threshold Program indicated that the package of interven-
tions raised enrollment rates and test scores for both girls and boys. Im-
pact evaluations for Threshold Programs in Malawi, Tanzania and Zambia
tell a more mixed story. Initial findings point to the overall achievement
of output-level goals—the establishment of a financial intelligence unit

or a tax fraud investigation unit—but less success on meeting outcome-
level goals—such as the reduction of corruption in the customs sector or
increased efficiency in land administration. Lessons learned from these
evaluations are informing future MCC threshold programs. Other donors
also are applying these lessons to their governance programs.

During compact implementation, MCC makes necessary changes in our
investments if projects are re-scoped, adjusted based on lessons learned
from monitoring data or refined because of MCC’s approach to measuring
long-term impact. MCC discloses these changes and the reasons behind
them, even when it can be uncomfortable to do so. As our first compacts
come to a close, MCC is committed to comprehensive and transparent
coverage of program achievements, challenges and lessons learned. Our
learning allows us to contribute effectively to global development efforts
and is at the heart of how we hold ourselves accountable in the pursuit of
our goal to reduce poverty through economic growth in partner countries.
How we manage learning, transparency and revising our own approach

in the face of challenges and mixed results is an important part of MCC'’s
success.
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Informing U.S.
Development Policy

The Presidential Policy Directive on Global Development embraces
country-led plans, good governance, focus on results, and broad-based
economic growth as fundamental to supporting sustainable develop-
ment. MCC has contributed technical expertise and lessons learned to the
overall formation of this policy as well as specific presidential initiatives,
including the results framework for Feed the Future and gender integra-
tion approaches for both Feed the Future and the Global Health Initiative.
In addition, MCC joins the Department of State and the U.S. Agency for
International Development as a co-lead for Partnership for Growth (PFG).

PFG is an inter-agency effort that seeks to put into practice the principles
of the Presidential Policy Directive on Global Development. 1t is driven by
a deliberate strategy to create the next generation of emerging markets by
fostering broad-based economic growth in select low-income countries.
PFG is grounded in six key principles: (i) focus on broad-based economic
growth; (ii) focus on select countries with demonstrated commitment
and performance; (iii) joint decision-making and prioritization through
rigorous analysis across the U.S. Government and between the U.S. Gov-
ernment and PFG countries; (iv) focus on catalytic policy change and insti-
tutional reform; (v) leveraging tools of engagement, including assistance,
diplomacy and non-assistance policy tools, for maximum impact; and (vi)
partnership and country ownership.

MCC contributes significant expertise to PFG, including to the inter-
agency team that managed selection of El Salvador, Ghana, Philippines,
and Tanzania as the first set of PFG countries, which also are MCC partner
countries. MCC led the inter-agency groups that conducted the con-
straints to growth analyses that serve as the basis for PFG engagement.
MCC is sharing lessons learned about operating in step with key PFG
principles, such as the focus on growth, selectivity, country ownership, and
decision-making based on rigorous analysis.
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“Through the MCC, the US has shown that it can
deliver development co-operation that is in line
with the principles on effective aid. In particular,
ownership, predictability, untying, unearmarked
funding, and a strong emphasis on results are
key characteristics of MCC's approach. MCC
also provides an incentive model that supports
partner countries in their reform: it allocates
aid based on a country’s policy performance,
employing objective indicators to determine a
country’s eligibility for funding”

— THE UNITED STATES (2011) DAC PEER REVIEW
MAIN FINDINGS AND RECOMMENDATIONS, AUGUST 2011

31



“The MCC model holds great potential to bring
transformative change, reduce poverty and
support sustainable economic development.

In particular, the focus on partnership with
developing nations and host government buy-in
is critical to achieving long-term results”

— REPRESENTATIVE NITA LOWEY,
March 15, 2011

During these challenging budgetary times, leveraging finite
development dollars through strategic partnerships is a smart
way to maximize impact. By partnering with developing
countries, the private sector, nongovernmental actors—
including foundations and not-for-profit organizations—and
other U.S. Government agencies, we are able to do more with
less to deliver opportunities for the world’s poor.
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Partnering with Countries

Development investments are more effective and sustainable when they re-
flect countries’ own priorities and strengthen governments’ accountability
to their citizens. This is the starting point for MCC'’s approach to country
ownership; but for us, country ownership is more than this. Country own-
ership is a partnership. Partner countries exercise ownership because, in
close consultation with their citizens, they take the lead in setting priorities
for MCC investments, implementing MCC-funded programs and being
accountable to domestic stakeholders for decision-making and results. This
ownership is a partnership with MCC because it takes place within the
framework of our focused mission of poverty reduction through economic
growth and must be consistent with MCC’s standards for accountability,
transparency and impact.

Indonesia, for example, appointed the deputy minister of its National
Planning Agency to guide the country’s compact development process.
The government embraced MCC'’s challenge to organize an inclusive and
representative process, taking into account Indonesia’s great diversity and
the wide-ranging perspectives of the private sector, government and civil
society. A steering committee made up of high-ranking Indonesian of-
ficials, private sector leaders and civil society leaders coordinated the MCC
compact development process, supported by three technical teams. These
teams produced a document describing constraints to economic growth
that should be considered for MCC investment. Using this document,
Indonesian authorities managed an in-depth, first-of-its-kind consultative
process in several regions to formulate initial project concept proposals.
Nongovernmental organizations, foundations and local governments from
across the country submitted more than 400 proposals, which the steering
committee distilled into 13 project concept papers. These were presented
to MCC in June 2010, which led to the development of compact invest-
ments in three thematic areas: green prosperity to support low-carbon
strategies for economic growth, access to basic services to address chronic
malnutrition and governance focused on procurement modernization.

The MCC model embraces the approaches necessary to support strong and
mutually accountable country partnerships, including:

A GATEWAY TO OPPORTUNITY

Selectivity. MCC partners with poor countries that have a proven track
record in good governance and policies that support economic growth

and the effective use of development assistance. With this as the starting
point, MCC can pursue an aggressive approach to country ownership—giv-
ing partners the responsibility of prioritizing investments, implementing
programs and delivering results.

Focused mandate. MCC’s mandate is clear—poverty reduction through
economic growth. This puts parameters around the country ownership
principle, empowering MCC partners to set priorities for their MCC in-
vestment as long as proposed projects meet our standards for cost-effective
investments that raise incomes for beneficiaries.

Flexibility. MCC is not subject to sector earmarks. This means MCC is
able to invest in sectors that matter most for a country’s growth and to sup-
port investments that are priorities for partner governments, citizens, civil
society, and the private sector.

Five-year funding. MCC has the authority to commit five years of funding
up-front. This is important for country ownership because it makes fund-
ing predictable. MCC partner countries know how much MCC is commit-
ting over a five-year period. As a result, governments can better plan their
own development strategies and budgets. Five-year funding also allows us
to support the long-term growth investments that countries prioritize and
gives partner governments the time necessary to implement tough policy
reforms that support impact and sustainability.

Transparency. MCC’s commitment to transparency promotes account-
ability, giving our partners the information they need to plan complex
projects and make development assistance more effective. For all com-
pact programs, MCC publishes five-year budgets, economic analyses that
inform investment decisions, expected results, data on ongoing program
progress, and the findings of independent impact evaluations for completed
programs. MCC expects transparency from its partners as well, and each
publishes information on implementation progress and procurement op-
portunities. This transparency empowers citizens to hold governments and
donors accountable for how development resources are spent and what
results they achieve.
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Country

Armenia

Benin

Burkina Faso

Cape Verde
El Salvador
Georgia
Ghana
% Honduras
)
ﬂ Jordan
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{@.r Lesotho
-
mﬂ,n Madagascar
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MCA Name

MCA-Armenia

MCA-Benin

MCA-Burkina Faso

MCA-Cape Verde

FOMILENIO

Millennium Georgia
Fund

MiDA

MCA-Honduras

MCA-Jordan

MCA-Lesotho

MCA-Madagascar

Website

http://www.mca.am/en/home/

http://www.mcabenin.bj/

http://www.mcaburkina.org/

http://www.mca.cv/

http://www.mca.gob.sv

http://www.mcg.ge/

http://www.mida.gov.gh/

http://www.mcahonduras.hn

http:/www.mca-jordan.gov.jo/

http://www.mca.org.ls/

http://www.mcamadagascar.org/

Country

Mali

@ﬂ. Moldova
'\\

U
Mongolia
/A

Morocco

(€

Namibia

Tanzania

Vanuatu

Mozambique

MCA Name

MCA-Mali

MCA-Moldova

MCA-Mongolia

Agence du Partenariat
pour le Progrés

MCA-Mozambique

MCA-Namibia

MCA-Nicaragua

MCA-Philippines

MCA-Senegal

MCA-Tanzania

MCA-Vanuatu

Website

http://www.mcamali.org/

http://mca.gov.md/?site=0

http://www.mca.mn

http://www.app.ma/

http://www.mca.gov.mz/en/

http://www.mcanamibia.org/

http://www.cuentadelmilenio.org.ni/

http://www.mcap.ph

http://www.mcasenegal.org/

http://www.mca-t.go.tz/

http://www.mcavanuatu.gov.vu/

A GATEWAY TO OPPORTUNITY



“Many aspects of the MCC's innovative

model, in such areas as country ownership,
transparency and accountability, and managing
for results, are already being adopted by other
foreign affairs agencies as a result of the QDDR.
Yet the MCC has not been content to sit on

its laurels; it is continually proposing ways

to improve and strengthen its effectiveness,
including a new initiative to expand
partnerships with the private sector”

— REPRESENTATIVE HOWARD BERMAN,
March 16, 2011
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Parthering with
the Private Sector

One of the core goals of the Presidential Policy Directive on Global De-
velopment is to create the next generation of emerging markets in order
to open up new opportunities for businesses, including U.S. businesses,
promote democratic governance and create partners to advance mutual
interests. By focusing on broad-based economic growth and democratic
governance, MCC works to create the next generation of emerging
markets. We do this by providing incentives for policy reform, investing
strategically, delivering assistance that encourages trade, and strengthen-
ing regional markets.

Market-friendly policies. MCC incentivizes policy reform from the
beginning through our selection process. We select partners that perform
well on independent, publicly available indicators aimed at assessing a
country’s commitment to ruling justly, promoting economic freedom and
investing in people. As part of this assessment, we look at such factors as
inflation, fiscal policy, ease of starting a business, trade policy, regulatory
quality, and land rights and access. MCC specifically considers a country’s

track record on public sector corruption, a key impediment to investment.

Targeted investments. MCC compact investments target constraints to
growth in order for the private sector to invest and flourish. This entails
incentivizing policy reforms to maximize impact and sustainability, build-
ing critical infrastructure or investing in key sectors, such as agriculture,
health or financial services. In the Philippines, for example, uncertainty
around taxation impedes foreign direct investment, and low collection
rates result in fewer resources for building infrastructure and deliver-

ing social services. To remedy this, MCC is assisting the Philippines’s
Bureau of Internal Revenue with policy and procedural reforms in order
to increase tax revenue and reduce losses. In Benin, a long-term conces-
sion to a private company to manage the new MCC-funded port resulted
in additional investments by the company to expand the port’s capacity.
In Ghana, MCC is helping farms grow their businesses by improving agri-
cultural production and post-harvest facilities. As a result, MCC-assisted
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farmers in Ghana are better positioned to sell their agricultural products,
including to international agribusinesses that distribute to European and
other major markets. These investments are building a foundation for
increased business activity and sustainable, private sector-led economic
growth.

Aid for trade. Because we are a principal source of funding for infrastruc-
ture projects in developing countries, MCC literally connects emerging
economies to the global economy through seaports, airports, roads, and
power systems. Approximately $4.65 billion, or 65 percent, of total MCC
assistance helps partner countries strengthen their capacity to trade by
removing internal barriers to trade, strengthening institutional capacity
in areas such as customs and national standards, developing workforce
skills, and building infrastructure. These infrastructure investments create
a better environment for businesses, including U.S. investors, since poor
infrastructure is often cited as a roadblock to operating in developing
countries.

Regional markets. MCC spurred the growth of regional markets in
Central America, East Africa and the Caucasus. In Central America, we
rehabilitated roads in Honduras, El Salvador and Nicaragua, including key
sections of the Pan American Highway, the region’s principal transport
corridor. In East Africa, MCC is improving road linkages between Tan-
zania, Mozambique and Kenya, and internal Tanzanian roads are being
upgraded to serve as a regional link to major ports like Mombasa. In the
Caucasus, MCC improved transport linkages in Georgia and Armenia and
rehabilitated Georgia’s main gas pipeline, which serves as a conduit for the
Eurasian energy trade.

INVITATION TO INNOVATE

In early 2011, MCC launched Invitation to Innovate (I to I), a new initia-
tive aimed at enhancing private sector engagement and leveraging new
investment and development practices. This new initiative seeks innova-
tive ideas from private sector companies, nongovernmental organizations,
social responsibility funds, foundations, other donors, and development-
oriented investment funds to help enhance the impact of MCC compacts.
I to I will focus initially on partnerships in a limited number of compact
countries and priority sectors. I to I partnerships are expected to provide
new funding opportunities, introduce new technologies and approaches
for development, offer innovative project ideas, increase the sustainabil-
ity of MCC investments, and enhance training and expertise in compact
implementation.

A LEVEL PLAYING FIELD

Private sector firms already benefit from business-friendly policy reforms
and MCC-funded projects that create commercial, trade and investment
opportunities in MCC partner countries. Firms also benefit from MCC
procurement opportunities. To ensure a level playing field for commercial
firms from all countries, we amended MCC’s procurement guidelines in
October 2010 to exclude government-owned enterprises.

A GATEWAY TO OPPORTUNITY



MCC AND OPPORTUNITIES
FOR U.S. COMPANIES

Over the next 18 months, $1.2 billion in procurements are expected, and
reaching out to American businesses to inform them of MCC-funded
procurements, which are transparent and competitively bid, is a prior-

ity for us. MCC helps to create the conditions and opportunities that

give American companies a reason to invest in next-generation emerging
markets, which works both to reduce poverty in developing economies
and support jobs in American hometowns. Companies that ultimately do
business with MCC gain a foothold in markets that are expected to see
significant growth in the coming decades. In 2011 alone, MCC hosted four
business delegations, participated in four public events on procurement
and held multiple one-on-one meetings with representatives from private
sector companies. MCC'’s outreach is paying off.

* So far, American companies continue to be the top recipients of all
MCC-funded contracts, amounting to more than $616 million.

* After a competitive bidding process, Symbion Power of Washington,
D.C. and Pike Electric of Mount Airy, North Carolina won more than
$100 million in contracts to build more than 20 power sub-stations and
install about 1,000 miles of power lines in Tanzania, bringing electricity
to more than 330 communities previously without power. Symbion and
Pike also are implementing a unique training program for construction
workers. They sent senior Tanzanian workers to Northwest Lineman
College in Idaho for a “train-the-trainer” program on electrical systems,
accident prevention and construction methods. Symbion and Pike are
working with the college to establish a similar program in Tanzania to
train 200 Tanzanians on constructing transmission lines. In addition,
one of these American companies is now expanding its business in Af-
rica. Symbion purchased a 120-megawatt power plant in Tanzania, one
of the first private power producers in the country. Since then, Symbion
has been contracted by the Tanzanian government to deliver another
200 megawatts. Recognizing Symbion as a strong partner, the Tanzanian
government is discussing bringing additional power generation on-line as
well. This would greatly increase Tanzania’s total current generation capac-
ity and enhance Symbion’s investment in Tanzania beyond its initial MCC
contract.
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« El Salvador has attracted private sector financing and investment to
complement funding from its MCC compact for rural electrification. A
$33 million public-private partnership with a Virginia-based corporation
will support 1,300 kilometers of rural electrification lines, benefiting an
estimated 20,000 poor families who are currently without power.

To add to this, MCC launched new ways during the fiscal year to inform
U.S. businesses of the opportunities available in partner countries.

* MCC Inter-agency Working Group: MCC is leading an inter-agency
working group, which includes the Department of State, the Department
of Commerce, the Overseas Private Investment Corporation, the U.S.
Trade and Development Agency, the Export-Import Bank, and the U.S.
Small Business Administration, whose goal is to alert U.S. companies
about procurement and partnership opportunities available through
MCC compacts.

* Doing Business with MCC Web Chats: Doing Business with MCC
monthly web chats inform U.S. businesses nationwide about opportuni-
ties for work through MCC compacts, reaching out particularly to small-
and medium-sized enterprises as well as women- and minority-owned
businesses searching for new markets and consumers for their products
and services.
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Partnhering with the

Broader Development Community

MCC recognizes the value of working with other development actors

in partner countries.

* MCA-Mongolia partnered with the Building Energy Efficiency Proj-
ect (BEEP) of the United Nations Development Program (UNDP)
and XacBank to reduce air pollution by providing financial incentives
that make it easier for residents to move from traditional ger or yurt
dwellings into more energy-efficient homes. MCA-Mongolia conducts a
product review process on a variety of home designs, determines which
of those to approve for financial incentives and provides funding for the
incentives. UNDP/BEEP develops building codes, standards and energy-
efficient home designs, pre-qualifies builders, oversees construction,
conducts energy audits, and establishes a first loss facility with XacBank
to provide mortgages to lower income consumers. MCA-Mongolia
also contracted with XacBank and KhanBank for the distribution of
energy-efficient and lower-emissions products, approved as a result of
the product review process. MCA-Mongolia provides public awareness,
social marketing and funding for the incentives. XacBank and KhanBank
establish distribution channels in ger districts, provide financial inter-
mediation between MCA-Mongolia and product producers and monitor
delivery and installation in homes. They also offer loans to participating
producers and consumers.

* In Lesotho, we are working on the Metolong Dam outside Maseru with
a consortium of Middle East donotrs, including the Kuwait Fund for
Arab Economic Development, the Arab Fund for Economic Devel-
opment in Africa, the OPEC Fund for International Development,
the Abu Dhabi Fund for Development, and the Saudi Fund for
Development, which have provided $51 million to cover the shortfall
for the Metolong Dam wall and primary pipeline to Maseru and the
reservoir. MCC is funding a water treatment and a bulk water convey-
ance system for the Metolong Dam. The Metolong Authority signed the
contracts for the dam wall and the primary pipeline/reservoir in August
2011, and the contractor for the MCC-funded water treatment works is
already mobilized.

In the Philippines, the Kalahi-CIDSS project expands and builds upon an
earlier World Bank program to improve community-level infrastructure
and social services for millions of poor Filipinos and strengthen the ca-
pacity of local communities to lift themselves out of poverty. The project
empowers communities to participate fully in development activities,
address the needs they have identified and manage assets in a sustain-
able way. As part of institutional strengthening, MCC partnered with the
World Bank on a study to assist the Philippines in classifying factors that
make projects more or less prone to failure and identify potential solu-
tions for additional oversight to mitigate implementation risks.
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Partnering with Other
U.S. Government Agencies

MCC partners with other U.S. Government agencies
to maximize impact.

¢ MCC and the Peace Corps expanded their efforts to share respective * MCC'’s Policy Improvement Process (PIP) is a structured mechanism
strengths, knowledge and resources in support of country-led develop- through which we deepen dialogue with partner countries, raise con-
ment by engaging Peace Corps volunteers in compact implementation. cerns and promote reforms related to our eligibility criteria. The PIP
Peace Corps volunteers worked with MCA-Armenia, for example, to frequently requires leveraging expertise and involvement from other
inform the Armenian people of the benefits of their MCC compact, par- U.S. Government agencies and donors, and MCC is devoting more
ticularly from the opening of a tertiary canal and two pumping stations resources to this coordination. For example, the PIP dialogue in El
and the expansion of credit to rural areas. Salvador focuses on investing in the health and education of Salvadorans

to increase the country’s prospects of becoming eligible for a second

¢ The Obama Administration’s Presidential Policy Directive on Global MCC compact, which could eventually become a key element of the
Development embodies a set of principles and practices at the core of inter-agency Partnership for Growth initiative to remove binding
MCC’s model. It puts accountability at the center, focusing on good gov- constraints to growth.

ernance among partner countries, a commitment to country-led plans
and high standards of managing for results and transparency. As these
principles are being adopted across the government, MCC is lending
significant expertise to administration development assistance priorities.
Together with the Department of State and the U.S. Agency for Inter-
national Development, MCC participated in designing the overall PFG
(Partnership for Growth) framework and helped manage the selection
of El Salvador, Ghana, Philippines, and Tanzania as the first set of PFG
countries. MCC has also led PFG’s constraints to growth analysis and, in
the case of El Salvador, co-chairs the working group that is developing
the program action plan with that country’s government. MCC'’s techni-
cal expertise also helped guide the gender integration approaches for
both Feed the Future and the Global Health Initiative. MCC principles,
especially around country ownership, helped inform Feed the Future’s
approach focused on global hunger and food security. In addition, MCC
partners with the U.S. Agency for International Development, the U.S
Department of the Treasury, and the U.S. Department of Justice on
several current MCC threshold programs.
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“I really would like to acknowledge the excellent
work of the MCC and the work that it'’s doing
really to incentivize policy reform and good
government in a number of countries all around
the world”

— REPRESENTATIVE DAVID CICILLINE,
March 16, 2011

MCC promotes policy reform through a targeted and
purposeful approach. By selecting and partnering with
countries committed to ruling justly, fighting corruption,
investing in their people, and promoting economic freedom,
MCC works in environments where our development dollars
can deliver the greatest sustainable impact. By leveraging
incentives for policy reform through our eligibility criteria,
engaging in policy dialogues, implementing the Threshold
Program, and integrating policy reforms into compacts, MCC
generates sustainable opportunities for economic growth. And
by incentivizing the right policy reforms, MCC also creates an
environment where trade and investment can flourish, serving
as a gateway to opportunity for local, U.S. and international
companies eager to expand and grow in the next generation of
emerging markets.



Why Sound
Policies Matter

MCC’s investments address fundamental barriers to growth and poverty
reduction and aim to generate significant new income for beneficiaries. To
ensure their full impact today and for years to come, MCC’s investments
cannot happen in isolation. That is why policy reforms are an important
part of the continuum of results for every MCC investment. And that is
why MCC and partner countries look closely at the conditions in which
an investment will be made and plan reforms to maximize the impact
and sustainability of MCC investments. These reforms can be changes to
national policies, laws, regulations, or administrative procedures. In most
cases, these reforms help unlock the full potential of MCC programs and
improve the broader conditions for continued growth and investment in
partner countries. The benefits of focusing on sound policies for partner
countries are many, including:

« strengthening institutions to support effective and sustainable imple-
mentation of development investments;

« attracting additional financing to complete projects and meet initial
objectives;

« creating the framework for the sustainability of results, including attract-
ing private sector investment; and

« supporting governance reform initiatives as stand-alone activities that
can lead to measurable, cost-effective impact.
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SECOND COMPACTS: PUSHING THE
ENVELOPE ON POLICY REFORMS

During fiscal year 2011, MCC’s Board of Directors select-
ed Georgia, Ghana and Cape Verde as eligible to de-
velop second compacts, based on strong performance
both on practicing sound policies and on implement-
ing their first compacts. Results delivered under MCC'’s
first compacts have created exciting opportunities to
promote deeper reform in countries pursuing second
compacts. MCC'’s credibility and the goodwill generated
through successful country ownership have generated
a keen desire among many to continue partnering with
MCC.

The development of a second compact in Cape Verde,
for example, targets improved water supply and sani-
tation in an island nation where water scarcity is a
binding constraint to economic growth. Cape Verde’s
proposal combines institutional reform to improve
accountability, governance and regulation of water

and sanitation services at the national level with the
consolidation and corporatization of water suppliers

to overhaul service delivery at the municipal level. The
program is expected to drive ongoing reform by featur-
ing competitive access to MCC funding for capacity-
building and investments in water supply and sanitation
infrastructure.

The possibility of a second compact also creates ad-
ditional leverage for policy reforms. El Salvador and
Honduras, for example, are working to improve their
prospects for second compact eligibility by undertak-
ing new reforms and intensifying data collection efforts.
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Tools to Support
Policy Reforms

MCC’s focus on policy reform grows out of the fundamental premise that
poverty alleviation can be achieved most effectively in countries that rule
justly, invest in their people and support economic freedom. It is also
rooted in the Presidential Policy Directive on Global Development, which
states, “Where leaders govern responsibly, set in place good policies and
make investments conducive to development, sustainable outcomes can be
achieved.” MCC promotes policy, institutional and legal reforms through a
variety of tools and across a spectrum of countries, including current and
potential partner countries, by:

Leveraging incentives for policy reform through MCC’s eligibility
criteria. We use our eligibility criteria to go beyond country selection to
foster an “MCC effect,” support broader U.S. policy engagement and frame
a policy dialogue with partner countries.

Promoting policy improvement. MCC engages more robustly with cur-
rent or potential compact partners around policy reform related to MCC
eligibility criteria through our Policy Improvement Process.

Supporting reform commitment through a revised Threshold Pro-
gram. MCC is applying lessons learned from a review of the Threshold
Program to ongoing programs and has developed a new concept for
future threshold programs with a sharper focus on country-specific policy
reforms linked to identified impediments to growth.

Integrating policy reforms into compacts. We increase the impact of
MCC investments and development outcomes more broadly by addressing
critical sector reforms as integrated elements of compact investments and
by seeking opportunities to strengthen governance and accountability.

As a learning institution, MCC will continue to adapt and refine our ap-
proach to promoting policy reform based on hands-on experience, objec-
tive evaluation of results and international best practice.

INNOVATING THE COUNTRY
SELECTION PROCESS

In September 2011, MCC’s Board of Directors adopt-

ed changes to the country selection process. These
changes were made after wide-reaching consultations
with experts and stakeholders both inside and outside
of MCC to develop an approach that would serve our
mission well moving forward. New indicators measuring
freedom of information, access to credit and the role of
gender in the economy were added, bringing the total
number of indicators to 20. A democratic rights hard
hurdle, to accompany the existing corruption hard hur-
dle, was added. Countries must now pass half of all se-
lection criteria, including at least one criteria in each of
MCC'’s three hallmark categories of ruling justly, invest-
ing in people and economic freedom. The Board reaf-
firmed that it remains strongly committed to identifying
countries for MCC eligibility that have demonstrated
sound policies in each of these three policy categories.
This new approach provides the selection system with
greater predictability, stability, transparency, and cred-
ibility. It also allows policy performance to transcend
technical and mechanical issues in the system. We be-
lieve these changes will maintain the rigor of our selec-
tion system and result in a pool of strong performers
from which the Board can select MCC partners.
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Policy Reforms Transform

MCC Partner Countries

MCC's focus on policy reforms is transforming countries and key sectors
within them.

« In the Cape Verde Compact, MCC supported the transparency-enhanc-
ing “e-procurement” system and reforms to incorporate microfinance
institutions into the formal banking sector, expanding access to credit for
borrowers and enabling them to build credit histories that can be shared
across financial institutions.

« For the irrigation project in the Armenia Compact, MCC supported
improved management and technical capacity of the 44 water user
associations, whose principal function is to collect water user fees and
operate and maintain the irrigation infrastructure. Enhanced capacity
within these associations will improve irrigation service for all water
user association members, even those not receiving training or improved
infrastructure under the compact.

In Georgia, MCC worked with the Georgian Oil and Gas Corporation
(GOGC) for the energy rehabilitation project. GOGC, a young domestic
institution at the time, was tapped to design and manage all pipeline
repairs under the Georgia Compact. GOGC is now responsible for the
operation and long-term sustainability of the MCC investment. MCC
supported operational and financial improvements at GOGC before and
during construction, and other donors are now relying on GOGC to
implement their programs.

Under the transportation project in the Honduras Compact, MCC and
MCA-Honduras identified a potential budget shortfall resulting in part
from increased costs for petroleum and construction inputs and revised
technical plans. The Honduras government leveraged MCC'’s investment
to access additional resources from the Central American Bank for Eco-
nomic Integration (CABEI). Supported by technical designs funded by
MCC, Honduras and CABEI reached an agreement to cover the shortfall

A GATEWAY TO OPPORTUNITY

and allow the country to fully implement the program. This situation is
not unique: MCC'’s focus on projects with high returns on investment,
grounded in a sound policy environment, has allowed MCC and partner
countries to attract additional financing to help manage similar chal-
lenges in a number of compacts.

In the Philippines, persistent fiscal deficits due to weak revenue genera-
tion constitute a binding constraint to growth, rooted in inefficient tax
policy and administration. The Revenue Administration Reform Project
under the Philippines Compact will re-engineer tax policies and prac-
tices, implement the electronic tax information system and strengthen
the anti-graft investigation unit. Expected project outcomes include in-
creased effectiveness in tax collections that leads, over time, to increased
tax revenues for the government. This project reinforces the Philippines’
commitment to sound policies and good governance and builds on the
work originally implemented under the country’s Threshold Program.

MAJOR POLICY REFORMS IN THE
TRANSPORT SECTOR

Roads are lifelines in developing countries because they provide access to
markets, schools, health services, and municipal centers. Understandably,
roads are a top priority for many MCC partner countries. Out of 23 com-
pacts, 17 include road projects. From inception to completion of a road
project, MCC works with partner countries to ensure the sustainability of
transportation investments. First, MCC ensures that the designs for roads
and other transport works include necessary drainage and technical speci-
fications to maximize their lifespan. Second, we condition our assistance
on partner countries fully funding road maintenance. Third, MCC builds
the capacity of countries to maintain their roads.

* MCC supported Moldova’s decision to revise a road fund law, which is
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having a pronounced impact. The budget for road maintenance increased
by 35 percent in fiscal year 2011, compared with 2010. With the Govern-

ment of Moldova’s continued commitment, the road maintenance fund is
likely to reach a sustainable funding level in 2014.

In Nicaragua and Honduras, MCC supported more robust monitoring
and enforcement of axle weight limits to ensure that overweight trucks, a
major cause of damage to road surfaces, would be controlled.

In fiscal year 2011, MCC adopted a policy on road safety and implement-
ed enhanced road safety measures in Vanuatu, Nicaragua, Honduras,
Moldova, and the Philippines. MCC'’s efforts to improve road safety
continues to raise standards in partner countries and draw attention to
road traffic accidents, one of the top ten causes of death worldwide.

MCC enforces better health and safety practices among contractors
during road construction. MCC-sponsored trainings on maintaining and
protecting traffic during construction led road agencies in Nicaragua,
Ghana, Honduras, and Vanuatu to prioritize safety plans.

MAJOR POLICY REFORMS IN THE
PROPERTY RIGHTS AND LAND SECTOR

Land and property rights play a central role in economic development.
When land rights are not secure or well-understood, citizens and firms
are less likely to make long-term investments in their property. Exces-

sive barriers to land transfers inhibit productive uses. Eliminating these
constraints can improve the investment climate, boost land productiv-

ity, enhance the functioning of land systems, and increase incomes over
time. In most cases, the constraints to better use of land are of a policy,
procedural and institutional nature. MCC commitments to date of nearly
$250 million in 11 countries target several of the most common barriers to
optimal land use.

¢ In February 2011, Lesotho enacted comprehensive regulations to imple-
ment Land Act 2010. These regulations, prepared with MCC support,
streamline procedures for obtaining consents for transactions of land use
rights, simplify the procedures to register a newly issued lease and better

.

secure landholder rights from government takings. As a result, com-
mercial banks in Lesotho have increased mortgage lending, reportedly
making 200 percent more capital available for mortgage bonds. The gov-
ernment is also pushing the drafting and adoption of a sectional title law
that will establish the rights to create condominiums, providing the legal
and policy framework for developing much-needed housing in Lesotho.

MCC supports the Mozambican Land Consultative Forum, a public-pri-
vate body that works to assess land policy and recommend reforms. The
forum supports three important land policy reforms in Mozambique.
First, the forum is recommending procedures for the transfer of rural
land estates, making it easier for farmers to acquire and transfer rights
in agricultural land. Second, the forum seeks to improve community
consultations that are required when investors seek access to commu-
nity land for the use of natural resources. The forum’s recommendations
establish further safeguards to ensure that communities do not cede
land without proper consultation among all their members and with-
out appropriate compensation for the use of the land. Finally, the forum
is developing recommendations to simplify the process of partitioning
jointly-owned community land among individual members, who wish to
separate their land from the community for personal use.

Benin’s adoption of the Declaration of Policy for Landholding and the
Domain, developed with MCC'’s support, puts in place a unified struc-
ture of law in which all three of Benin’s legal land regimes—custom, civil
and domain—will be retained as sources of landholding rights. This uni-
fied and synthesized land tenure system will provide citizens with more
secure land rights and improve the investment climate in rural and urban
areas.

* In November 2010, Burkina Faso approved 25 standard legal forms for

establishing land tenure rights and for improving land use management
practice at local levels. These legal forms give municipal governments
throughout the country the tools to more fully and consistently imple-
ment the 2009 Rural Land Tenure Law and that law’s 2010 implementing
regulations, supported by MCC.
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HOW MCC ADVANCES POLICY
CHANGE IN THE PROPERTY RIGHTS
AND LAND SECTOR

New and improved laws: MCC provides resources

to amend existing laws and draft new laws to better
govern land rights. Stakeholder consultations during
the process serve to improve laws and generate public
support for changes.

Implementing regulations: If l[aws are in place but
regulations are inadequate, the law will be ineffective.
Clearer procedures help public officials apply laws
more consistently and allow citizens and the private
sector to benefit more equitably from legal changes.

Local institutions: Many land users cannot enjoy
secure tenure because land institutions are either too
far away or do not respond to local needs. MCC works
to empower municipal and village officials to provide
core land services.

Information: Even with strong laws, regulations and
institutions, people fail to fully benefit if they are not
informed. MCC land investments enable communica-
tions and outreach to public officials, citizens and the
private sector about legal and policy requirements,
creating a two-way dialogue that also helps policy-
makers understand the people’s needs.

New practices: Many of MCC’s land investments

enable public sector institutions to function better
through new procedures or systems.
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MAJOR POLICY REFORMS IN
THE ENERGY SECTOR

Energy enables economic growth. It powers farms, factories and house-
holds, providing refrigeration for medicines and agricultural production,
nighttime lighting for homes, schools and businesses and irrigation for
fertile fields. MCC is working in Tanzania, Lesotho, Mongolia, El Salvador,
and Ghana to improve the generation, transmission, distribution, and ef-
ficient use of electrical power, including introducing renewable sources of
energy generation. MCC also works to improve the institutional frame-
work for the power sector in order to increase reliability and energy use
efficiency, improve technical capacity, enable cost recovery, and reduce
costly subsidies that drain national budgets.

* The Tanzania Compact requires the government to support TANESCO’s
(the state-owned utility) efforts to become more financially self-sufficient
and to improve the overall legal and regulatory environment to maximize
MCC’s $206 million investment in the country’s energy sector. In 2008,
Tanzania passed the Electricity Act, giving new independence and pow-
ers to the electricity regulator, encouraging private sector participation in
the power sector by clarifying licensing requirements, improving tariffs
and rules for connecting to the grid, and focusing on renewable and
rural electrification. These policy reforms are beginning to spur private
sector investment in the energy sector. U.S. companies, for example, have
acquired generating assets and also bid on and won large power sector
contracts in the country.
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Next Generation Threshold Program
and Threshold Program Results
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NEXT GENERATION
THRESHOLD PROGRAM

The next generation of MCC'’s Threshold Program will focus on policy re-
forms that partner governments can act upon within specified timeframes,
more closely aligning the program with MCC’s goal of creating policy en-
vironments conducive to reducing poverty through growth. Future thresh-
old programs will enable countries to demonstrate their commitment to
the broad policy areas underlying MCC's eligibility indicators, namely Rul-
ing Justly, Investing in People and Economic Freedom. These programs will
provide information to MCC'’s Board of Directors about a country’s ability
to implement critical reforms and MCC'’s opportunity to reduce poverty
and stimulate long-term growth through a compact investment.
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LATIN AMERICA
(September 2011)
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MCC’S THRESHOLD PROGRAM
AT A GLANCE

* MCC has launched 23 threshold programs with 21 countries totaling
nearly $495 million.

¢ Three-quarters of Threshold Program funding have been dedicated to
reforms in the Ruling Justly category (such as anti-corruption and rule
of law reforms), 14 percent toward Investing in People (girls’ education
and immunization) and 10 percent toward Economic Freedom (business,
trade and land policy).

* 17 threshold programs have ended to date.

« Five threshold programs are ongoing in Liberia, Paraguay (II), Peru,
Rwanda, and Timor-Leste.

47



MILLENNIUM CHALLENGE CORPORATION

ANNUAL REPORT 2011

Burkina Faso
Malawi
Albania
Tanzania
Zambia
Philippines
Jordan
Paraguay
Uganda
Ukraine
Guyana
Moldova
Kyrgyz Republic
Indonesia
Kenya

Sao Tome & Principe
Albania Il
Peru

Niger
Paraguay Il
Rwanda
Liberia

Timor-Leste

48
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* Niger’s Threshold Program was reinstated in 2011 following a year-long
suspension.

* During fiscal year 2011, MCC’s Board of Directors selected Tunisia as eli-
gible for a threshold program.

* Of the 21 threshold program countries, eight were selected as compact-eli-
gible. Seven of these countries have signed compacts and one is developing a
compact proposal.

THRESHOLD PROGRAM PROGRESS

* Albania’s second Threshold Program concluded in July 2011 with a number
of achievements that strengthen governance and the rule of law. These
include: a United Nations award-winning e-procurement system that ex-
panded competition and reduced costs and is now used for all government
purchases over $4,000; a tax e-filing and payment system used by two-thirds
of all taxpayers that has increased revenues while slashing opportunities for
corruption; a one-stop-shop business registration system, which, according
to the World Bank/IFC’s Doing Business report, improved Albania’s business
climate by more than 70 places in its global ranking; a single-window licens-
ing system used by most professionals and businesses to obtain licenses; and
joint investigative units that investigate and prosecute dozens of organized
crime and corruption cases. The Government of Albania is now sustaining
all of these reforms. Albania moved to the upper middle income category in
2010, precluding it from consideration as an MCC candidate country.

The World Customs Organization praised Paraguay’s second Threshold
Program for the implementation of a single-window system for imports,
which has strengthened the capacity of Paraguayan customs to combat
evasion and corruption while reducing the cost and time required to process
import permits. In 2011, Paraguay’s Threshold Program also rolled out a
new, integrated logistic system for medicines and supplies, allowing officials
to track medicines throughout the country’s supply chain of warehouses,
hospitals and clinics. The efficiency of the new system saves approximately
$6.2 million per year and prevents shortages, waste and fraud. Paraguay’s
Ministry of Health is using its own budget and management resources to
maintain the system, ensuring its sustainability when the Threshold Program
ends in April 2012.
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Creating Opportunity through

Gender Integration

During fiscal year 2011, MCC released an updated Gender Policy and insti-

tuted new Gender Integration Guidelines, which established operational
procedures and milestones for gender integration during both compact
development and implementation. The guidelines are a significant step
forward in making MCC’s Gender Policy fully operational. Key guidelines
include:

« requiring partner countries to hire, during compact development and
implementation, key staff that are technically qualified in gender analy-
sis;

« reviewing from the outset social and gender inequalities that present
policy and institutional constraints to poverty reduction;

* requiring, linked to disbursements, a social and gender integration plan
in each compact with an appropriate budget;

« requiring the collection, analysis and reporting of sex-disaggregated
performance data; and

* requiring independent performance evaluations of virtually all MCC
investments, and where possible, analyzing the differences in impacts
between men and women.

A GATEWAY TO OPPORTUNITY

«

y increasing women'’s participation in the
economy and enhancing their efficiency and
productivity, we can bring about a dramatic
impact on the competitiveness and growth of our
economies. Because when everyone has a chance
to participate in the economic life of a nation,
we can all be richer”

— SECRETARY OF STATE HILLARY RODHAM CLINTON,
September 16, 2011
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MCC elevated gender to one of the agency’s top priorities and increased
technical staff positions to support this key area.

Gender integration’s priority at MCC headquarters is translating into
increased attention and action in the field:

* MCC'’s compact with the Philippines includes a community development
program (Kalahi-CIDSS) that works with local communities to address their
needs. Within this program, MCC encouraged the development of a gender

policy that will help staff better identify, understand and address the needs of

women and promote women'’s paid employment and skills development. A

pilot impact evaluation will assess the results of these efforts. MCC'’s work to

incorporate best practices in gender integration will have a national impact,
as these practices will be applied across the Philippines.

Even though women in Morocco play an active role in agriculture, they
face a number of barriers to actually benefit from agricultural improvement
projects. A gender integration strategy in the Morocco Compact works to

maximize women’s participation across activities and raise gender awareness

among policymakers, program implementers and contractors. In addition,
a $2 million competitive grants fund was created specifically for women
entrepreneurs and women’s cooperatives to increase their participation in
olive, date and fig production, including canning, drying and other value-
added processing.

Recognizing the need for a systematic approach to gender integration

in the Alatona Irrigation Project, the MCA-Mali gender specialist, with
support from MCC, organized a workshop to discuss gender equality in
the project area and to identify stakeholder roles and responsibilities. A
gender integration strategy resulting from this workshop provides direc-
tion for discrete and broad gender integration in the Alatona Irrigation
Project that will expand opportunities for gender equality and women’s
empowerment in the area for years to come.

MCC puts institutional incentives and resources behind our commitment to
gender integration through the annual Gender Integration Award. This award
recognizes employees who best exemplify MCC’s commitment to removing
gender inequality as a constraint to economic growth.

A GATEWAY TO OPPORTUNITY
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Creating Opportunities through Better
Environmental and Social Performance

By making environmental and social performance an integral part of
MCC’s investment decisions, MCC is able to enhance the quality of life for
the people we invest in as well as ensure the sustainability of the natural
resources upon which they depend for economic growth. MCC defines
“environment” broadly to include the natural, social and cultural environ-
ment, including issues such as involuntary resettlement and human health
and safety. Recognizing the importance of environmental stewardship to
sustainable economic growth, MCC undertakes a comprehensive review
of environmental and social impacts to ensure that projects undertaken
are not likely to cause a significant environmental, health or safety hazard.
We also design projects to operate in compliance with applicable regula-
tory requirements and standards, including international agreements to
which a partner country is bound. MCC partner countries are expected

to incorporate measures into compacts to mitigate adverse environmental
and social impacts and enhance environmental performance.

* In Indonesia, for example, MCC worked with government officials and
civil society to develop a Green Prosperity Project that responds to the
country’s commitment to a more sustainable future. The project aims to
increase access to clean, reliable energy in rural areas and improve the
stewardship of natural assets. It will involve communities, the private
sector and local governments in low carbon development and will sup-
port the dissemination of green knowledge. A key element is ensuring
greater certainty regarding spatial plans, administrative boundaries and
natural resource use licensing as a prerequisite for safeguarding MCC
investments while ensuring transparency and respect for community
rights.

In Vanuatu, Downer EDI Works Limited (DEW) won a citation for its
excellent health and safety record in rehabilitating 149.7 kilometers of
roads under Vanuatu’s MCC compact. Between May 2008 and March
2011, the company achieved the enviable record of zero work-related
fatalities and zero lost-time injuries. Its safety training had a long-term

A GATEWAY TO OPPORTUNITY

impact on work practices, especially on the 167 ni-Vanuatu recruited and
trained by the company as full-time workers. DEW also provided health
and safety training to MCA-Vanuatu'’s staff, the Public Works Depart-
ment, the government, and MCC officials as a prerequisite to going
on-site. Prior to the compact, it was rare to see any workers wearing
protective clothing; now it is worn proudly. In addition, DEW sponsored
road safety awareness training and poster contests in the schools and vil-
lages along the road. MCA-Vanuatu also worked with the Department of
Agriculture to replace any small amounts of plants or crops lost because
of the road works. Landowners could select new seedlings and training
in recommended food and cash crops, like rice and coffee beans.

MCA-Benin’s Department of Environmental and Social Assessment held
an eco-citizen contest for the Rural Landholding Beneficiary Communes.
This initiative aims to foster environmental promotion and preservation
in the targeted communes. Through this contest, local communities have
become more aware of the area’s environmental problems, and they are
discussing positive, innovative and sustainable actions toward improve-
ments that impact their welfare.

With direct support from MCC, MCA-Namibia worked closely with the
Ministry of Environment and Tourism to give the indigenous Hai||om
San people access to their cultural sites within Etosha National Park.
Previously, the Hai||om San were prohibited from visiting the cultur-
ally significant site of Gobaub or benefiting from the substantial tourism
industry within and around the national park. Negotiations are ongoing
between the Hai||om San and the ministry on the types of activities that
will be allowed in the park, including a concession focusing on cultural
and ecotourism at Gobaub and a potential partnership with a private
sector tourism company to operate an eco-lodge on farmland adjacent to
the park.
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Message from MCC’s
Chief Financial Officer

I am pleased to present the fiscal year 2011 financial statements of the Millen-
nium Challenge Corporation. At MCC, we take seriously our responsibilities for
stewardship of the resources entrusted to us and for reporting on MCC'’s budget
and performance outcomes. So, while MCC is not subject to the requirements of
the Chief Financial Officers Act, we choose to follow the professional standards it
incorporates along with other good government reforms applicable to the Execu-
tive Branch. We believe this demonstrates our ongoing commitment to account-
ability and transparency to the American public. This financial section provides a
comprehensive view of MCC’s financial activities undertaken to advance MCC'’s
mission of reducing poverty through growth.

Last December, MCC formed the Financial Integrity Task Force (FITF). This cross-
functional team developed and implemented a comprehensive Corrective Action
Plan toward addressing the underlying causes of the fiscal year 2010 qualified opin-
ion. The FITF worked with our Millennium Challenge Account (MCA) partners

to develop and report grant accrual and other financial data. Through sustained
collaboration, MCC and the MCAs continuously improved the process to achieve

complete and accurate reporting.

As aresult, I am very pleased to report that MCC received an unqualified opinion
for fiscal year 2011 from our independent auditor. A lot of hard work went into
achieving this. The audit results of MCC'’s fiscal year 2011 financial statements are
clear evidence of that progress. MCC'’s independent auditor reported that, in its
opinion, MCC’s financial statements present fairly, in all material respects, the net
position of MCC as of September 30, 2011, and its net cost, changes in net position
and budgetary resources for the fiscal year then ended, in conformity with account-

ing principles generally accepted in the United States of America.

We begin this new fiscal year with concentrated effort to resolve completely the
material weakness in regard to our grant accrual methodology. As recommended
by the auditor, MCC will develop a statistical model and validation process for
grant accruals and look to develop this approach by the second quarter. We are also
committed to improving the process with advances; while we don’t have a complete
corrective action plan finalized, we are already exploring alternatives. The auditor’s

report makes it clear that there is room for improvement in controls over financial
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reporting. We already are implementing the recommendations identified and are
committed to correcting this situation in the near term. We also received other less
serious findings of areas for improvement that will be incorporated into a master
corrective action plan for resolution within the fiscal year.

In addition to activities related to financial reporting, these are exciting and busy
times at MCC. When I joined the Department of Administration and Finance this
October, it was apparent to me that fiscal year 2011 was a period of significant
accomplishment. A major priority of the last year has been to launch and complete
the first phase of the Automated Financial Information System to deliver an
integrated set of solutions to meet the financial, procurement and human resource
requirements of the agency. When MCC launches the second phase of the project
in fiscal year 2012, implementation of a contract management system module will
transform the way staff submit and monitor contract requests and will improve
the compliance, reporting and overall management of MCC contract actions. The
department also has worked closely with our program operations colleagues to de-
fine requirements for further improvements to the MCC Integrated Data Analysis

System.

Achieving cost savings in all areas was a focus of the department and agency in
fiscal year 2011 and will continue. MCC was able to realize significant efficiencies
through ongoing improvements to travel practices, monitoring and intelligent
management of communications tools and regular de-obligation of contracting ac-
tions. Finally, key changes implemented in fiscal year 2011 to MCC'’s performance
management program have improved the entire agency’s ability to define, monitor

and reward excellent performance.

MCC’s achievements in 2011 and the continued progress we plan for 2012 are
made possible only by the exemplary dedication of our committed staff and partner
countries. Ultimately, it is through the successful implementation of our programs
that we achieve the results of sustainable poverty reduction through economic

growth.

Chantale Yokmin Wong
Vice President for Administration and Finance
Chief Financial Officer
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FISCAL RESPONSIBILITY STARTS AT HOME:

MCC TAKES MEASURES TO MAKE EVERY ADMINISTRATIVE DOLLAR COUNT

In fiscal year 2011, MCC received an appropriation of
$95 million for administrative expenses. This is the
same level the agency has operated under since fiscal
year 2009 and is a testament to our ability to con-
trol costs and manage within limited resources. MCC
maintains a relentless focus on gaining efficiencies
while making select investments in support systems
that increase overall productivity and organizational
effectiveness. MCC has sought to improve staff pro-
ductivity through strategic investments in supervisory
skills training and an improved performance manage-
ment system. MCC also has restrained costs by freez-
ing salary tables for calendar years 2011 and 2012 for
all federal employees, in accordance with Presidential
guidance, and has not issued across-the-board adjust-
ments to rates of basic pay, awarding merit increases
solely on individual performance. Travel costs have
also been held nearly constant through strategies such
as combining trips, reducing the number of MCC staff
on mission-related visits, increasing the use of video
teleconferencing, and applying airline mileage points.

MCC continues to observe and enforce strict travel
guidelines, thereby eliminating most travel outside of
coach class and controlling costs despite a growing
portfolio of global investments and airfare increases of
approximately 7 percent annually in recent years. We
conducted a lease audit to ensure that MCC’s head-
quarters office environment is efficiently managed and
that any potential cost savings are identified. A careful
process of renegotiating, recompeting and creatively
pursuing alternative procurement strategies has de-
livered notable financial and operational benefits. In-
novative procurement strategies have affected agency
information technology platforms, the integration of
systems and the automation of highly manual process-
es, all of which benefit MCC’s administrative expenses
bottom line.

A GATEWAY TO OPPORTUNITY
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Fund Summary*
Data as of September 30, 2011 (Dollars in Millions)

Actual Cumulative

) ) ) Cumulative Obligations Expenditures’ ) Projected Disbursements
Fund Groups Obligations in FY 2011 ) Expenditures through
through FY 2011 in FY 2011 through the end of FY 2012
FY 2011
609(g)? 26.4 1331 29.0 98.7 295
614 (9) 0.3 0.3 01 01 01
Administrative 95.2 560.2 881 524.6 75.6
Audit 3.9 20.2 41 19.3 3.6
Compacts?® 412.7 7,564.6 1,462.6 3,466.4 1,833.5
Due Diligence 43.0 234.4 36.9 163.4 64.4
Threshold Program* 3.9 504.8 53.8 426.5 20.8
Total 5776 9,017.6 1,674.6 4,699.0 2,027.5

*This table includes summary financial data which is unaudited and is not part of MCC’s Financial Statements.

1 Expenditures are the sum of cash outlays and quarterly accruals for work completed but not yet paid or invoiced.

2The fund group “609(g)” includes funds under section 609(g) of the Millennium Challenge Act of 2003, as amended, other than Compact Implementation Funding.

3 The fund group “Compacts” includes Compact Implementation Funding, Compacts, and other grants except those made using threshold program and 609(g) funds. groups.

4 Data for the threshold program are provided by USAID, except for the Sao Tome and Principe threshold program, which is administered by U.S. Department of Treasury. USAID’s data for this report are from
its General Ledger by country rather than its Threshold Country Programs report. USAID is working to rectify discrepancies between these two data sources.
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Detailed MCC Compact and Compact Related Projections*

Data as of September 30, 2011

Obligations Obligations
pre-FY 2011 in FY 201

Projected Disbursements?
Cumulative Obligations

Country Fund Group

Projected Obligations Expenditures’ Expenditures
through FY 2011 in FY 2012 pre-FY 2011 in FY 201

Cumulative Expenditures
through FY 2011

FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017

Armenia 609 (g) - - - - - -
Signed, 3/27/2006 Compacts 235.7 - 235.7 95.3 80.9 176.2 22.1
EIF%, 9/27/2006 Due Diligence 5.7 0.2 5.9 3.1 1.0 4.0
Benin 609 (g) - - = - _ _
Signed, 2/22/2006 Compacts 307.3 - 307.3 120.0 164.8 284.8 44.7
EIF, 10/6/2006 Due Diligence 6.4 1.1 7.4 4.1 1.2 5.3
Burkina Faso 609 (g) 9.4 - 9.4 4.8 3.2 8.0
Signed, 7/14/2008 Compacts 478.9 - 478.9 52.0 26.8 78.8 117.9 170.3 117.8
EIF, 7/31/2009 Due Diligence 10.7 3.3 13.9 7.6 2.7 10.4
Cape Verde 609 (g) 0.2 0.1 0.3 0.2 0.1 0.3
Signed, 7/4/2005 Compacts 110.1 - 110.1 102.8 5.7 108.5
EIF, 10/17/2005 Due Diligence 4.5 2.7 7.1 2.9 1.7 4.6
Cape Verde Il 609 (g)
Signed, TBD* Compacts
EIF, TBD Due Diligence - 0.2 0.2 - 0.0 0.0
El salvador Compacts 460.9 = 460.9 165.4 138.0 303.4 160.9 4.8
Signed, 11/29/2006
EIF, 9/20/2007 Due Diligence 7.7 1.2 8.8 5.8 1.1 6.9
Georgia 609 (g) 4.2 - 4.2 4.2 - 4.2
Signed, 9/12/2005 Compacts 395.3 - 395.3 321.3 65.9 387.2
EIF, 4/7/2006 Due Diligence 10.8 2.3 13.0 8.2 1.4 9.6
Ghana 609 (g) 3.3 - 3.3 3.3 - 3.3
Signed, 8/1/2006 Compacts 547.0 - 547.0 234.7 225.4 460.1 157.4
EIF, 2/16/2007 Due Diligence 9.1 2.2 1.3 6.8 1.4 8.3
Honduras 614(g) 0.3 0.3 - 0.0 0.0
Signed, 6/13/2005 Compacts 205.0 - 205.0 197.5 6.5 204.0
EIF, 9/29/2005 Due Diligence 5.3 (0.5) 4.8 2.9 1.3 4.2
Indonesia 609 (g) - 2.6 2.6 - 0.9 0.9
Signed, TBD Compacts = =
EIF, TBD Due Diligence 0.1 2.6 2.7 0.0 1.3 1.3
Jordan 609 (g) 12.1 1.2 13.3 2.9 3.3 6.2
Signed, 10/25/2010 Compacts 2.1 2.1 273.0 - 1.4 1.4 24.5 101.7 73.8 60 4.1
EIF, TBD Due Diligence 4.2 1.4 5.6 2.5 1.3 3.8
Lesotho 609 (g8) 1.4 (0.4) 1.0 1.0 - 1.0
Signed,7/23/2007 Compacts 362.6 - 362.6 44.3 81.6 125.9 123.5 127.4
EIF, 9/17/2008 Due Diligence 1.9 3.2 15.1 6.4 1.8 8.1
Madagascar® 609 (g) - - - - -
Signed,4/18/2005 Compacts 88.0 (3.6) 84.4 85.6 0.0 85.6
EIF, 7/27/2005 Due Diligence 2.9 0.1) 2.7 2.6 0.0 2.7



Obligations Obligations Cumulative Obligations Projected Obligations Expenditures’ Expenditures Cumulative Expenditures Biojectedibisbuzss e ats

Country Fund Group
pre-FY 2011 in FY 201 through FY 2011 in FY 2012 pre-FY 2011 in FY 2011 through FY 2011 S EANE B FemE  EOD ESGH
Malawi¢ 609 (g) 10.9 3.7 14.6 7.0 4.6 1.6
Signed, 4/7/2011 Compacts 9.1 9.1 - -
EIF, TBD Due Diligence 2.3 0.1 2.4 1.4 0.4 1.8
Mali 609 (g) 9.7 (0.0) 9.7 9.7 - 9.7
Signed;11/13/2006 Compacts 460.8 (0.0) 460.8 148.6 163.0 311.5 148.9 21.4
EIF, 9/17/2007 Due Diligence 1.6 2.4 14.0 5.7 2.6 8.2
Moldova 609 (9) 12.2 0.5 12.7 5.4 4.9 10.4
Signed, 1/22/2010 Compacts 262.0 - 262.0 0.2 8.0 8.2 66.2 85.1 62.0 41.5
EIF, 9/01/2010 Due Diligence 1.6 1.1 2.7 0.4 0.7 1.1
Mongolia Compacts 284.9 - 284.9 30.3 40.8 71.1 116.1 91.6 1.4
Signed, 10/22/2007 7.9 3.2 1.1 4.9 1.3 6.2

Due Diligence
EIF, 9/17/2008 - -

Morocco Compacts 697.5 - 697.5 98.8 120.4 219.2 263.0 229.0
Signed,8/31/2007 1.5 3.1 14.6 7.0 2.4 9.4

Due Diligence
EIF, 9/15/2008 - -

Mozambique 609 (9) 9.5 - 9.5 9.5 - 9.5
Signed, 7/13/2007 Compacts 506.9 - 506.9 35.1 74.2 109.3 199.4 198.8
EIF, 9/22/2008 Due Diligence 10.8 1.8 12.5 4.7 1.6 6.3
Namibia 609 (9) 3.2 (0.0) 3.2 3.1 - 3.1
Signed, 7/28/2008 Compacts 304.5 (0.0) 304.5 23.0 37.1 60.1 74.1 111.9 66.0
EIF, 9/16/2009 Due Diligence 5.2 1.4 6.6 3.4 0.6 4.0
Nicaragua 609 (9) - - - - - -
Signed, 7/14/2005 Compacts 113.5 (0.0) 113.5 105.9 6.9 112.8
EIF, 5/26/2006 Due Diligence 4.1 (0.7) 3.4 2.3 0.3 2.6
Philippines 609 (9) 0.3 8.6 9.0 0.3 3.1 3.3
Signed, 9/23/2010 Compacts 25.1 405.1 430.2 0.1 11.9 12.0 52.1 116.2 121.3 101.1 34.2
EIF, 5/25/2011 Due Diligence 3.1 1.9 4.9 1.8 0.5 2.3
Senegal 609 (9) 18.1 - 18.1 7.5 4.6 12.1
Signed, 9/16/2009 Compacts 540.0 - 540.0 1.0 6.1 7.1 29.7 202.2 185.5 116.9
EIF, 9/23/2010 Due Diligence 2.5 2.0 4.6 1.2 1.1 2.3
Tanzania 609 (9) 9.8 - 9.8 9.7 (0.3) 9.4
Signed, 2/17/2008 Compacts 698.1 (0.0) 698.1 77.1 194.6 271.6 221.0 258.9 1.0
EIF, 9/15/2008 Due Diligence 12.9 1.1 14.0 8.2 2.4 10.6
Vanuatu Compacts 65.7 - 65.7 62.8 2.7 65.5

Signed, 3/2/2006 - -

EIF, 4/28/2006 Due Diligence 2.7 (0.0) 2.6 1.9 0.1 2.0
Zambia 609 (9) 2.4 9.9 12.3 - 4.1 4.1
Signed, TBD Compacts - - - 0.0 0.0 0.0 0.0
EIF, TBD Due Diligence 1.3 1.6 2.8 0.2 1.5 1.7
Due Diligence/
Cross-Cutting 35.1 4.5 39.6 31.8 5.4 37.2
609(9)/614(g)/Grants
Total 7,448.0 482.3 7,930.4 273.0 2,198.0 1,528.6 3,726.6 1821.5 1719.3 628.8 319.6 38.3

*This table includes summary financial data which is unaudited and is not part of MCC’s Financial Statements. 1 Expenditures are the sum of cash outlays and quarterly accruals for work in process and invoices received but not yet paid. As a result, cumulative
expenditures added to projected disbursements may exceed the total compact amount due to inclusion of quarterly accruals in expenditures. 2 MCC anticipates FY 2012 disbursements to be within 10 percent of the projections. MCC assesses risks across the whole
portfolio of compacts, and therefore, the sum of all compact countries’ disbursements, as stated above, is expected to be lower than the sum of all work plan projections by compact countries. Projections for FY 2012 and beyond are based on general program
plans and are subject to revision. Program implementation involves uncertainty associated with factors such as the procurement process, construction schedules, and the capacity of accountable entities and implementing entities. 3 Entry into force. 4 To be de-
termined. 5 The Madagascar obligation amount is underreported by $1.2 million due to an Oracle system error which will be resolved in early FY 2012 and reflected in the next report. 6 The Malawi Compact was placed on an operational hold on July 27, 2011 due to
actions by the country inconsistent with MCC’s eligibility criteria.
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Compacts in Development*

Threshold
Feasibility and design I

Indonesia Program 0 atio
completed
Dec 31, 2010

Threshold
Proposal & assessment I

Zambia Program 0 atio
completed
Jul 4, 2008

1st Compact
Cape Verde completed 0 atio Proposal & assessment F

Oct 15, 2010

Proposal & assessment

1st Compact

Georgia completed
Apr 7,201

1st Com-

Ghana pact ends
Feb 16, 2012

KEys:

- . Country selects team, analyzes constraints to growth and poverty reduction,
onsuitations and initiates broad public consultations, defines projects

Country prepares concept papers for each proposed investment, MCC
Proposal conducts initial viability assessment

Country and MCC conduct detailed feasibility and design studies, and environmental

Feasibility
and social impact assessments, to determine scope and cost of Compact

& Design

Board Final Compact terms negotiated, Board approval.
Presentation

Compact signing and Implementation of Compact commences
A GATEWAY TO OPPORTUNITY
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FY 2011 FY 2012 FY 2013

Potential In-
vestment

Board
Presentation

‘ Feasibility and design - Board |

Implementation

Implementation $300-$350

- Presentation |
Board

’ Feasibility and design Presentation | Implementation $50-$70

Board | Implemen-

Consultations Proposal & assessment Presentation | tation

Feasibility and design $100-$150

Board

Consultations Proposal & assessment .
Presentation

Feasibility and design $350-$400

Estimates

*This table includes summary financial data which is unaudited and is not part of MCC'’s Financial Statements.
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Threshold Summary*

Data as of September 30, 2011

Cumulative
Expenditures? by U.S.
Government Agencies

Cumulative Program
Obligations by MCC'

2005 - Present 2005-Present

Approved Threshold Programs
Country Signing Date Status
Albania 4/3/2006 Completed 13.9 13.7
Albania Il 9/29/2008 Completed 15.7 15.1
Burkina Faso 7/22/2005 Completed 12.9 12.9
Guyana 8/23/2007 Completed 6.7 6.6
Indonesia 11/17/2006 Completed 55.0 49.8
Jordan 10/17/2006 Completed 25.0 25.0
Kenya 3/23/2007 Completed 12.7 9.7
Kyrgyz Republic 3/14/2008 Completed 16.0 12.3
Liberia 7/6/2010 Ongoing 15.1 2.5
Malawi 9/23/2005 Completed 20.9 20.5
Moldova 12/15/2006 Completed 24.7 24.2
Niger? 3/17/2008 Reinstated 23.1 14.6
Paraguay 5/8/2006 Completed 34.6 34.5
Paraguay Il 4/13/2009 Ongoing 30.3 23.8
Peru 6/9/2008 Ongoing 35.6 32.7
Philippines 7/26/2006 Completed 20.7 20.5
Rwanda 9/24/2008 Ongoing 24.7 16.7
Sao Tome & Principe 11/9/2007 Completed 7.4 7.4
Tanzania 5/3/2006 Completed 10.9 10.9
Timor-Leste 9/22/2010 Ongoing 10.5 1.6
Uganda 3/29/2007 Completed 10.5 9.9
Ukraine 12/4/2006 Completed 45.0 41.8
Zambia 5/22/2006 Completed 22.7 22.7
| Cumulative to Other U.S. Government Agencies | | | 2.0 | |
| Cumulative to Other U.S. Government Agencies | | | 36.0 | |
Total 532.6 429.6

*This table includes summary financial data which is unaudited and is not part of MCC’s Financial Statements. 1 Cumulative Program Obligations by MCC include MCC allo-
cations and transfers of funds for obligation by other U.S. government agencies and reflect deobligations of funds returned to MCC. 2 Cumulative expenditures are based
on USAID and U.S. Department of Treasury estimates. 3 Threshold Program assistance for Niger was reinstated in 2011 but is not yet active. 4 Assistance for Theshold Pro-
gram Preparation and Fees for Administration of Threshold Programs reflect allocations and transfers of MCC funds to other U.S. government agencies, primarily USAID.
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OFFICE OF INSPECTOR GENERAL
For the Millennium Challenge Corporation

AUDIT OF THE MILLENNIUM
CHALLENGE CORPORATION'S
FINANCIAL STATEMENTS, INTERNAL
CONTROLS, AND COMPLIANCE FOR
THE PERIOD ENDING

SEPTEMBER 30, 2011 AND 2010

AUDIT REPORT NO. M-000-12-001-C
November 15, 2011

WASHINGTON, DC
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EhiTew of frspecior Crnvral
Jfor the Millemumium Chaltersge Corporadon

Nowesmibear 15, 2011

K. Daniel Yohannes

Chisl Exgcutive Offioar
Millenmum Challenge Conporation
B75 15% Streat, NW

Washinglon, DC  20005-2203

Subject: Ausit of tha Millennium Chalenge Corporation’s Financial Siaiaments,
Intermad Controls, and Compliance for the Ferod Ending September 30,
2011 and 2010

Dear b, Yohannes,

Encigaed is Willlams, Adioy & Company-DC., LLPs final repord on 1he subject audid, The
Offica of Inspecior Ganedal (D1G) contracied with tha indapendant cenified public
accounting fem of Wilkams. Adlay & Company-DC. LLP to audt tha financial siatements
of tha Millennium Chalenge Corporation (MCC) for the period ending Septamber 30,
AN, The cantract reqguined that the sudit be pefomed in scoondance with Linibed
Siates Genarally Acceptad Govemmant Auditing Standards, Office of Managemant and
Baudgat (OWE)] Bulletin O7-04 as amandod, Audit Reguirements for Federal Finpncial
Smemants, and tha GAD/PCIE Financmal Auwdit Manual

The Indepandant Auditors expressed an ungualified opinion on MCC's FY 2011
Financial Statemants, The repod staled that the financial ststements rofeimed [ abowe
presant iy, in sl maetial respects, the nel posliion of MCC as of Seplomber 30,
2011, and its net cost, changes in net positicn and budgetary resources for the fiscal
yiar than endod, in confarmity with accounting principles genarally accopled in the
Lnled Siales ol Amadica, MOCs inancial slalaments as of Seplember 30, 2010 werd
sudiled by olhes sudilors

In its muwdit of MCC's fiscal year 2011 financial stalements the auditors” dentified two
insuEs Bhal wenn considaned material woaknesses and two olher SSues hal wors
considared significant daliciancies. Thasa matters are listed below and are detalled n
I axdibor's report
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A deficiency in intemal condrol eosts whin (he design o oporation of a control does not
nlline mariagement of smployees, in the normal course of performing s assagned
fumctions, o pravent, or delact Bnd comec missialements on & Umely basis, A matsial
wapkness is @ deficiency, or combination of deficencies, in intornal control, such thal
them i a masonable possibiity that a material misstatemant of an entity's financial
stabermants will nol be prevenied. or datected mnd comecled ona limely basis

Matorial Woaknosses

=  MCC's Financial Reporing Process Meeds |mprosamant

MCC's Process for Calculafing and Reporing Accruod Expensas. Redendlons,

arf Advances Nesds |mproeimen

A significant deficiency is i deficiency, of a combinabion of deficiencies, in inlernal
cantnol il is eas sevene thin a materinl weakness, yei mmpotand anough 1o mend
attantion by those charged with govemance:

Smynificant Dafickencies

= MCA Requited Documentation, Including Audit Repons, Quanerdy
Dasbursament Requasts and Compact Closurs Plans fra Not Subrmifled,
Raviewnd, andior Approved In A Timaly Mannge

+ Reconciling Fund Balance with Traasury (LUSAID)

The sudilons did nol note any instances of material non-complisncs with Lows and
regulntions.

In carrying oul s oversight responsibiiies, the OIG reviewsd Williama, Adley &
Comgary-DC, LLF's audit reports and documaniation. This reviaw, a5 differentialed
from an gudit in accordance with U5, Genarally Acceplod Govemmen! Audiding
Stendarnds vaes nol inlended 1o enable the OIG 10 express, and we do nol axpress,
opinions on BCCTs fnancial straments, or inermal control; or on MGC's compliance
wilh other laws and reguiations; Willams, Adiey & Company-0:C, LLP &= responsiie for
I arttached audiors report, dased Novomber 10, 2011, and the conclusions oxpressod
In this reparl. Howeever, our review disclosed no instances whire Wilkams, Adley &
Company-DC, LLP did not comply, in all malenal respacis, wilh apphcable standams

To mddress (he matorial woeaknosses and significant doficienceis in internal conirols
regoned by Wilkams, Adlay & Company-DC, LLP, wa are listing bakow the findings with
fifean {15) mcommendalions o MOC's management:

Material Weakncsses

MCC's Financlal Reporting Process Needs Improvement

Recommaendations: Wa recommand that MCC's Administration and Financa (A& F)
D
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1. Davelop and document a financial reporting process that reduces the
Eelihood of errons, inconsislancies, and inaccuracies and nesulls in
efficiancies and effectivenass, consistency, and accuracy of financial data,

2. Enhance the quality control procass 1o detect errons or improper closeout of
acoounts threugh additional chack 1otals, iraining and imobsement of
additional ALF staff members.

MCC's Process for Galculating and Reporting Accrued Expenses, Retentions, and
Advances Needs improvement

Recommendations: We recommend that MCC:

3. Dewelop an appropriale MCC data store of MCA expense information as
required by TR-12,

4. In tha intarim, perform similar data validation employed at year end for each
quartisr going forwand,

5. Propara a MCC developed estimate for accrued expenses based upan
statistical modeling or an allemative that is based on MCC obtained data

6. Record advances in acoordance with genarally accepied accounting
principles.
7. Develop and implement a periodic reconciliation process for advances,

B, Dovelop and implement a quariedy cerdification for advance transactions
processed by the MCAS s part of the quanery data call submission,

B, Modily MCA audit requirements o include testing and reporting of advances
Iransactions.

Significant Deficlencies

MCA Required Documentation, Including Audit Reports, Quarterly Disbursement
Requests and Compact Closure Plans Are Not Submitted, Reviewed, andlor
Approved In A Timely Manner

Recommendations: We recommand that MCC's Administration & Finance Divishon and
Department of Compact Oparations:

10. Collaborate with the 0IG and provide the MCA auditors with & docurment
discussing the sweslemors that have kd to delays in processing and
clearing audit plans and awdit reports in a timely manner,

11. Provide comprahensiva guidance to MCAS reganding the procurement of
firms to perform the Fund Accountabilty Statement audis with a focus on
timalinass and complateness of the audit deliverables and patential
penalies.
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12. Contirwe lo collaborabe with the OIG to mprove communscations regarding
auwdit status and solutions to moving individual audits to complation on a
temaly basis

13, Reiterate the program requirements thal Quarterly Disbursament Requests
ane o be accurate and complela and submitied within the required timelines
and provide tham with information about issuesfhings that cause delays.

14, Review the current guidelines for submission of Compact Closure Plans o
dedermine if the timeline is reasonable and realistic. In additson, the
Department of Compact Operations should work closely with MCAs to
develop and compile a compact closure plan and resohve any outstanding
items in advance of compact closure.

Reconciling Fund Balance with Treaswry (USAID)
Recommendation: Wa recommand that MCC's Administration and Finance Division:

15, Confiruee to follow LUISAID's progress loward elimination of cash balance
differences between USAID and Treasury and timely clearing suspense
accound ilems in order to monfior MCC's ek of pateniial missiatements.

In finalizing the report, Wilkams, Adley & Company-DC, LLP evaluated MCC's response
1o the report and acknowledged that management decisions have been reached on all of
the recommendations. Wiliams, Adley & Company-DC, LLP stated that MCC should
provide OIG with a timeline o address the recommandations and repan bo the OIG wihen
final action has been Laken on the recommendations.

Subsequently, MCC provided target dabes for when the final actions would be
completed. Thus, OIG agrees with MCC's management decisions for all 15
recommendations. Please inform us when final action has been laken,

The OIG appreciates the cooperation and courtesies extended to our staff and to the
staff of Williams, Adiay during the audit. Please contact Mark Norman at
(202) 216-8961, if you have any questions concerming this report
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Indepandent Auditors’ Report

Imspector General
United States Agency for intsinatiana Development

Board of Directorn
Millerniuem Challsnge Conperation

Wie have audited the accompaming falance Sheet of the Millenniuen Challangs Corporstion (MOC) a5 of
September 30, 2011, and the relited Statements of Net Cost, Changes in Met Positian and Dudgetary
Retources for the fiscal year then ended (hereinafter referred to a3 financial statements).  Theso
fnancial sastements are the respanséility of MOC management.  Our responsibiidy bs to espress an
opinich on these fnancial stmements bated on our audit. The linsncisl vaements of MIC 8 o
September 30, 2010 were audied by other audifors whose gualified report dated Movember 15, 2000,
included an explanatosy paragraph that desoibed that the process for compiling sccrualy was. not
pampreheniie snough 1o record sccruals for materisl amournis of current-year expermes nod pad o
Inwoiced wntil the subsequent peniod. Fiscal year 2009 expermes were understated by aconaal amounts,
and FY 2000 expenies were overstated by those same ameuants.

We conducted cur awdit In actordande with sudising standards generally accepted in 1he Unifed States
of America and standards applicable 1o financial statement audas contained In Gowernment Auditing
Standardy, issued by the Comptrolier Ganeral of the United States, and the Office of Managemant and
Budget {C0AN] Bulletin No. 0704, Auchr Bequirements for Federal Rinanclal Sroremenrs, a8 amended.
Thate standards reguire that we plan and porform the awdlt to obtaén ressonable asserance that the
feancial sistemants ane fren of material misstatement,  An sudit includes. comsideration of internal
tontred aver fmandal reporting a8 & basi for desigreng awdil protedured that are apperopriate in the
ccumstances, but not for the purpose of expressing an opinion on the effectiveness of MICs internal
control cver financlal reporting.  Accordingly, we express no such opinlon,  An awdit sk includes
examaning. an & leil bais, evidence supporting the ameunts end disclosures in the finantial statements,
An aisdit aho inchades ssessing the sccounting principles used and significant estimates made by
managament, & well as evaluating the overall financial statement presentation. W beliewe that our
Budit prewices B reasanabin bash for our opinion

I 0w ppEnion, the finencial statements relermed to above present fairky, in all material respects, the net
petltion of MCC ay of September 30, 2001, and 25 net conl, changes in et position and budgetany
redausced for the Fadal yaak then ended, n condoimity with atcounting peinciples generally accepted in
the Uinited $ates of America.

The infermation n the Management’s Decuision and Analyii section s not a requared part of the
fanancial statements, but i supplementary information reguired by accounting principles generally
accepted in the United States of America, We have applied certain limited procedunes, which consisted
principally of inquiries of mansgement regarding medsurement and presentation af this infonrmation,
Hereewer, we did not sudit this inflormation and, accordingly, we express no apinian on It

WALLLUAME, ADLEY & COMPANYOC. LLF
Cartfiad Publk # Mlgragy [
1838 Tih Fewet, W, Sons J8'W © Waahington, DC 10008 - [0 IM-197 < Faac (393 3718189
v willam sy com
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The introductory infesmation and performande information ame presented Tor additional analysis and
are not a required part of the financial statements. Such information has been subjected to the auditing
procedures applied im the audit of the financial statements and, accordingly, we express ne opinicn an
theem.

In accordance with Government Awditing Standards, we hawve also lssued cur reports dated NMovember
10, 2011, on cur consideration of MOC's internal contrel over financial reporting and our tests of R
compliance with certsin provisions of laws, regulations, contracts, and ctber matters. The purpose of
those reports is to describe the scope of our testing of intermnal control over financial reparting and
compliarce and the results of that testing, and not 1o provide an opinion on the internal control over
financial reponting or on compliance. Those repord ane an integral part of an sudit perfarmed in
accordance with Government Auditing Stondords and should be read in conjunction with this report in
assessing the results of our audst,

Williams, Adley & Company - DC, LLP /5

‘Washington, D.C.
Neovember 10, 2011
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Independent Auditon’ Report an Internal Centrol

Inspector General
Linited States Apency far InMemational Development

Baoard of Directors
Millgriyem Challenge Corperation

Wa have audited the Frinopal Statements [horeinafier reforred to a3 the financial statements] of the
Millerniym Challenge Corparation (MOC) @5 of and for the fiscal year (F] ended Soptembar 30, 2011,
and kave msied our report thereon dated November 10, 2001 'We conducted owr audit in accordance
with audiing standards gererally accepted in the Linited States of Amesica; standaeds appicable to
fmancial audits contained in Governmaend Auditing Standaroi, hsued by the Comptroller Genaral of the
Uniied States; gnd Olfice of Management and Budgel [DMB) sutit gudance

MCCy management in respondible for evtablishing and maintasining effectie internal condrol,  In
plarning and perfotmeng et udits, we comidered MCC's internal control ower finandial reporting by
oiitaining an understanding of MCC's internal controb, determining whether internal controls had been
placed In operation, assessing control risk, and perfoeming tests of conirols as @ basls for designing our
mdit progedures. for the purpose of expressing our openion on the financial natements but net to
expreds @n apinion on the effectiveness of MCCs internal control over financial reporting.  Accordingly
we do not espress an opinion on the offecthveness of MCC's nternal contral over financlal reporting.
We Bmited aus internal conirol testing to Showr controls necrssany bo achiewe the cbjectives dmcribed in
the O&E Bulletin No. 07 -04, Aidit Requirements for Federal Finoacel Shatemends, o amended. We did
nat test all intemal comtrols refevant to operating objectives broadly defined by the Federni Manegers”
Financnd integreity Act of 1982 (FMFIA) such as thoss controb relevant 10 ensuring elficent operation,

Our consideration of Internal control over financial reporting was for the: limited purpose described in
the precading paragraph and would not necessarily kdentify all daficlencees in the intemal control over
fnancial reparting that might be wignificant deliciencies or material wesknesses.

& controd deficency exists when the design or operation of a control does not allow management or
employees, I the mormal course of pedosming thelr mslgned lunctions, 10 prevent of deten
mitstatements on & timely basi, A significant deficeency s a control deficiency, or combination of
control deliciencies that adversely affects MOC's absty to initiate, autharize, record, process, or repot
ancial data refably in accondance with stcounting prindiples genedaily sccepted in the United States
of America such that there is more than a remote likelibood that a misstatement of MOC's principal
fanancial statements that i more than inconasguential wil not be prevented or detected try M0
intermal contrel. A materdal weakness & 8 significant deficency, or combinmtion of aignificam
deficiencies, that rédalts i more than a remote likelihood that & material misstatement of the financal
statements will not be prevented or detecied,

WILLIAS, ADLEY & COMPANT-OIC, LLP

Cartilied Poble vria / Bllariagn
1030 Sth Strewt, MW, Silte 150'W = Washington, DC 10008 « [26F) IT1-1307 « Pax (283 SN-9700
wevve ot e iy £
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Asa result of our testing, we consider the findings includied in Schedule A 1o be material weaknesses and
these in Schedule B to be » significant deficiencies. The material weaknesses nated in Schedule A were
not reported a3 material weaknesses by MOC in their FAMFIA report. We noted other non-repartable
matters Ivvohdng Intermal controd and its cperations that we reported o managemant bn a separate
letter,

MCC's management comments are in an appendin to this report. 'We did not audit MCC's resporse and
accondingly, we pravide ne opinsan on it.

This report i intended solely for the informaticn and use of management of the Millennium Challenge
Corparation and its Oifice of Inspector General, Office of Management and Budget, and Congress and is
nat intended 1o be and should not be uied by anyone ather than these specified parties.

‘Williarns, Adbey & Compary = DC, LLP 5/

Washingtan, D.C.
Nowemibar 10, 2011

T e
I MCC's Financlal Reporting Process Needs Improvement

MEC's financial reparting process needs imorovement. [n the dratt annuad financial statements
provided to the audstors there weve smars amounting to 5180 millian that were identified by
thir auditors and reparted Lo MCC for cormectian. The June 2011 financul staboments included
mmummmmmmuwmmmnm
statements to be ressued. MOCs heavy reliance on the manual camailation of financial reports,
mmwmmnmmumuhmm
quakty assurance process and thas the emors that were found, -

The quarterty and anmaal financial mﬂmhhﬁwﬂi requines several
outiide entities 1o provide materially signeficant financial information on a timely basis in order
wmmmmmm Currentty the time required to compile the
fimancial statements from generation of the inisial trial balance from the accounting system,
MWﬂMdMMMMWﬂMdm
entries significantly shomens the time svslable for the qualty stwrance process needed to
mmmmumm

“Asummary af the errors we Tound in our testing of MCC's fnancial reparting is as folicws:

* ‘Wenoted an incorrect Fund Balance with Treasury balance an mmunm
30, 2011 and thus the financial stetements did nat total correctly. BACC reported 55,681
million bul later revised that amount 1o 56,278 million, & diference of $556 milion, due
h-WﬂHhWWWWmdmhnwﬂ
those statoments.

i the original submizsion of the September 30, 2011 draft Ananclal statements, on the
Seatements of Changes i Mot Postion, the total financing sources for FY 3010 was.
averstated by 550 million and the unexpended aporopristons beginming balance as
mwmwﬂnm We reported these srron to MEC whi
Hmdﬂu-mmm eccurred,

in an effoet to address vasious ssues noted in peior year sudiny, incuding chalienges with
finknclal repanting, MOC estabilished the Fenanclal inegeity Task Force In FY 2011 that resutted |n
MMHWWMMMWHM#M

_ M8 Circular A-123, Management’s Responsitility far interral Control states:

WMWMMhimmwMM
‘assurande regarding the reivabiliy of financial reporting. dem

linksiities exist Hn_m mww
- umﬁ:dg tronsmctions that shouwld be mmhdhﬁimm
mm«m-& Mpmm
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- A gssets are legoly owned by the ogency and ol Gabilites ove legal obigetions of the
agency [rights ond chligotions);

= All gssets and Bobities hove been properly valued, ond where applicable, alf costs have
e propenty ofecoted (walvation);

- The fimancial repart is présented in the proper form and any réguired disclosores ore
presenl {presentation and disclosure);

= The irasoclions are in compliance with apalhicabie fovws ond regailotions (comphisaoe):

- Allasists hove been safeguanded ogoinst frowd ood obuse; and

«  Documentotion for internal control, ol fronsactions, ond other significont ewents /s
reaoily reollable for examingtion.”

MCC's Financial Reporting. Financial Audits, and Agency Financial Reports Policy and Procedure
Manual, section 8.1 states:
“itep 2: The Divislan of Finsnce, DOFOJACRD, rewiews, volidores and conducts gualiny
assurance on financial statements. if errors ove fownd, the Diwision of Finonce stoff make
necessovy changes ond reissae the rewsed finonciol stotemend pockage.

MCC's wngualified opinicn was obtained through “heroic effonts” because the financisl reporting
by MCC requines extensive time and effort from MCC personnel.  MCC's heavy reliance on
manual compilation of financial repons and validation of the underlying data show that
improvements are nesded 10 endure that systems, processes, and controls routinely penerate
reliable, wseful, and timely financial information. This marual process and tight timedines
reduces the time for quality controll and thus increases the likelihood of misstatemant due to
human ermar. MOC does not currently have Bn elfective review proteds in place o ensune
accurate financial reporting.  As a result, material errors in the financial statements could
mislead readers as to the financial activities of MCC.

Recommendations: W recommend that MOC ARF:

1. Dwwelop and document a financial reporting process that reduces the Morkhood of errors,
inconsistencies, and insccuracies and results in efficiencies and effectiveness, consistency,
and accuracy of financial data.

2. Enhance the quality contral proceds to detect errori or improper closeout of accounts
through additional check totals, traineng and imvolvement of additional ARF staff membars.

Controls over MCC Accreed Expenses, Retentions, and Ad Hewd Imp

The controls over the accrsed expenses, retenticns, and advances need Improwement, BCC
sccrued expenses and retentions related to the Millennium Challenge Accounts (MCAS) ane
approximately 5276 million or 92% of the accounts payable recorded ard reported by MCC
quarterly. MCA advances ane appronimately $185 milkon or 53% of the advances reported on
MOC's financial stavements. These balances are repomed in the financial statements based
upon a quarterty data call reporting process that began at the end of the prior fiscal year.

During F¥ 3011 in response to prior year audit recommendations, MCC provided quarterly
instructicns and templates to the MCAs regarding the advances, acoruals, and retentions data
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call reporting. However, the imtructions and templates changed between the firs and second
qasrters of FY 2011,

Issues with sdvanced have Been noted 0 past finencial waternest sudits a5 matensd
mdsstaterments that fequired & restatermend of the FY 1009 ficanclal statements and materisd
audit adjustments to the FY 2000 financial stabernents.  initially, MCC records all advance
trangactionn in the general bedger av an ssperse,  Luing the quantedy data call reperting
workaround MCC records a journal voucher to move oulitanding advances rom éxpenses to
atvances.

Untl the fownh guarter there was na ather MOC review 1o ensdre that these materisl
transactions were accurate, Additionally, the timelines used for the majority of the fiscal year
for MCA quanariy data call sulbmissions ware tght lesving little tima for reconcliation and
Tellony-u with the MCA,

Alsp, during FY 2011 MLC implemented Federal Accounting Standards Advisory Board (FASAB|
Technacal Release (TR) 12 bor estimating sccruals for s grant program, Le. Compacts. Because
MCC does not have the histoncal dats sfore to accurslely estimate sccrued expenie, MLC
relied on the MCAS 10 act ay a “peoxy” o provide accurate, roliable, and complete data to
produce the estmated aconued expense balances, During most of the year menimal quality
aswurance checks were performed on the MCA data befone recarding in the general ledger and
quarterly financial staterments. In the fouwrth quarter, however, the level of quality asturance
periarnad by MCC changed and axpanded significantly

As @ result of MOC's validation of prior data calls and special reports from MOA auditars, we
noted that the gquariery data call reposting an which MCT was placing i rellance comiained
mivitatements. Furher, several ACAL & nol have mbernally Seveloped procesiss 1o ensure
reliable, sccurate, complete and consistent reporting to AMIC. Due to the high bevel of audit risi,
wa performed on-site testing of the data call reporting for accrualy, advancas, and retontions 21
alx MCAS coverng the firt, second, and thind quarters. Although euar primary fodus was FY 2011,
we did perform testi af the September 20140 balances ghven the prior year iSsues poted in the FY
2010 auditon’ report. The results of our audit indicated eerors in the data call information for
advancey, retentiony, and actrush,

& We nated edrars in the MOAL' data call reporting Trom the firit quarter through the third
JUATTET.

& 'Wo noted sccrual errors At all s MCAS Mot ermors irvobeed work n prooess
eitimated. The erron caused misstatements ranging from 5227 thoisand to 510 milion.
Alsg, weveral accruafs in sach quanerly data call lacked supporting documentation or
wete duplicaes,

*  Five of tie MCAT had problems in propedy reponting refentions quarterly, Erroes In
retentior sanged fram 52 thouwsand to 53 million. We alio noted a lack of supporting
docur and feg cantrols ower comgliance with contract reguirements
redated to refentions

= ‘We noted that advandces ranging from 566 thoutand to 5939 thousand were not
Included in the data cally during the thres quarters.,

= ‘We noted that two of six MCAs were not using the mew Advance Payment Aepcrting
Form (APRF) to report advances afeer Apeil 1, 2011, a5 requieed.  MCC implemented the

X
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APRF 1o serve @ @ secondary check on the reasonablensss of the quanterly reported
advances.

Technical Release 12 requires the agency 1o prepane reflable and timely accrual esiemates fod
grant programs based upon Ratorical dats stores. Because MOC i at an interim stage in s
implementation of TR 12 and kcks the in-house data stores, it is relying on the data obtaned
fecum ke MCAs and monitoring of this astimation process

Through the Fimancial ntegrity Task Force, MCC employed a multi-pronged approach to
enuring data quality that included instructions, standardized reporting. one-pn-one training
and consultationd, frequently asked 1 , by regianal L o call with the MCA
fimance teams and fiscal sgents, and on-ste sssestance, MOC sent bey staff to conduct hands on
tradning at selected MCAS in May 2011 and also held multi-day working sessions with MCA
limgnce reams and Rscal agents in May and June, 2011 Decause of what was kearned durng this
period MOC expanded training efforts by working with procurement persomnel, linance and
fiszal agent staff through the foarth quarter,

MCL implemeanted more extormive quality control protedisnes at year énd 1o reduce the data
quality risks relsted to completeness, accuracy and consistency, In the £th guarter MOC
quality cortrol procedunes included obtaining MCA data quality cenifications, sampling the data
call’s supporting doc 2 far campl and accuracy, and a review ol each

i i for L1l Because of the herculpan efforts of MCC ARF and the
Deparimant of Compact Dparatiens (DCO) and the MCAS cur testing ol the MCAs® fourth
quntter data call submissions resuited in & net MOC overstatement of stcounts payable of 54
milicen and an S886 thoisand understatemant af advances.

Technacal Rebease 17 also requives that the agency assets the tomt beeelit of the contraly over
the data. It is unknown however the total cost of the effarts employed by MOC to enture the
data guality of 1he fousth quarter submisssana.

Multipie causes exist for the advances, sconuals, and retertions data call ervort. They mtide:
o insuffickent guidance ewdy in the yea for develapment al an scorual methodokogy,
process, and docwsmentatian,

= inpdequate review of datn call prior to submission 1o anTuTe Complotendss, acouracy,
and timelingss,

= nadequale retention of supporning documentation,

& Lack ol engagement of MCA proagram persoanel and othar persans with knowledge of
the curnent work statud,

®  Incormect use of eschangs rabey,

®  Lack of & wandardired system af electronic recording and reporting thereby resalting in
& highly mamsad process,

o Ingufficient MOA polices and procedunis (o emune completenesi, pooeracy, tmeliness,
approvaly, and conssctency, and
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= Lack of a robust quality assurance prooess by MCC,

Ak, Tor the majority of the fiscal year MOC did not have sufficlent controls in place and did not
request sulfickent documentation from the MCAS to detect enmars in data call reporting.

Statemant of Federal Financial Accounting Stardard Number 1, Accounting for Selected Assets
and Liabalties, states:
“Advarced are cash outlne mode by o fedenal entity [o its employees, controctors, grantees,
or others fo cower o part of or all of the recipiends’ onticipaled expenses or as odvance
paymends for the cost of goods and senvices the entity acguires, Exomples include ... and cash
or other gitets dishuried vader @ conlroct, grand, or cooperative agreement before sevvices
or goods are prowiced by the controctor ar groates. =

GAD Internal Contrel Standards for the Federal Government, GADSAIMD-O0-21.3.1 [11/90)
states:
“Controd octivities ocour of ol ievels ond functions of the entity. They include o wide range of
diverse  oetivities  such o8 eppvovals  cuthovirations, venificorions,  reconciianians,
performance reviews, maintenance of security, and the creation and mairtenance of refoted
regords which provide ewidence of reecution of these octivithes o3 well o5 appropeiche
documentotion. Coatral aotivites may be eppled in o compulented information system
i i o thvough | proceises. ™

“For @ entity to run and contred its opevatiand, i must howe relevond, relicble, and timely
communications refating to iatermal s well as extémal events.”

“Comtrod octhities help o ensure thor ol transactions are complerely ond occwranely
recorded.”

FASAR TR 12 Accrual Estimotes for Grant Programs states in paragraph .11 that “preparing
reliable and timely stcrual estimates for grant programs must be a joint elfort Between the
busdget, financial, and program offices at each agency. 1t ko provides that some agencies may
not b able to effectively implement the procedures because they have not yet developed the
necessary data stores andfor methads Tor preparing grant accnaal estimates and thus should use
the alternatives outlined in the TR."

Paragraphs 16-21 of TR 12 relate to prepasing accrual estimates for rew grant programs of
changes to existing grant programs. “In the absence of sufficient relevant and reliable historicsl
data on which to base acorual estimates, agencies should prepare estimates based uvpon the
best available data at the time the estimates are made, Estimates can be based upon historical
data, modeling capabilties or informed opinion, in limited instances.”

The MCA data calls were inconsistently completed with varying degrees of reliabdity during the
fiscal year. The abilty for MCC 1o rely on the information provided was reduced, therebry,
placing its financial repoeting and adjustments to accounts payable and program expenses for
thir acerued MCA expenses ranging from 5135 million te 3276 million at risk for misstatemants,

A GATEWAY TO OPPORTUNITY
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During the year MOC recorded adjustrments for new advances of 5142 million and liguidation of
FY 2010 and 2001 advances of 5123 million based wpon the data call information. According to
MCC it Is mare cost benefical to record advances as expenses first and use the MCA guarterly
reparting mechanism 1o adjust the account balances as meeded, Throughout mast of FY 2011
MCOC diid nat have sufficient quality asdurande procedures related to the MOA quartedy data call
to ensure completeness, accuracy, and consistency of the advance data,

The completensss and acturscy of advance amaounts reparted on the financial Stalements was &
high rizk because MOC was using an unrefiable source as a secondary check, and refying on MCA
data call information and insufficient quabty assurance throughout the fiscal year, MOCH
fimanciasl statements could hive Been misstated because of control weaknedses associated with
recording and reporting advances, acoruals, and retentions.

R dati W Fe d that MCC:
3. Develop an appropriate MOC data store of MCA expense information as required by TR 12,
4, Perform similar data validation employed at year end for each quarter going forward.

5, Prepare an MCC developed estimate for accrued sxpanses based upon statistical modeling
ar alternative that is based on MCC obtained data.

6. Record advances in accordance with generally accepbed accouniing principles.
7. Develop and implement a periodic reconciliation process for advances.

8. Develop and mplement & guarterly certification for advance transactions processed by the
MACAs a5 part of the guarterly data call submission,

4, maodify MCA audét requirements to include testing and reporting of advances transactions.
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Schedule 8 - Slenificant Deficencies

Il MCA Requdred Documentation, Including Audit Reposts, Quanedy Dishursemant Requists
and Compact Closure Plams Are Mot Submitted, Reviewed, and/or Approved in a Timely
Maniner

MECC's busiess i§ providing fandeng, supporting MCA. activities, and reporting Lo others on the
fimancial, prog: ic and compliance aspects af those activities in order to reduce poverty in
poor countries through economic growth. To perinem these duties properly MCC reguires
vl documentation snd infarmation from the MOAs, Duting the audil process we poted that
audit reports, quarterly disburiement reguests and compact closure plams were not abways
submitted, reviewed, andfor spproved in complance with MIC's own guidelines for varicous
rEEIONI.

Auntit Regorts

W reviewed the statut of sudit reports for the perod anded Decembser 31, 2000, which were
dise on March 31, 2011, to determine whether MOC complied with the sud® fegurements snd
had proper controfs in place to emsune bmely submissian of audit reports.

OF the 17 MCA awdit reports that should have been received by the DIG o of July 2011, our
anahysk revesled the following:

® 3 Audit Reports were receved within the specified timelramae;
= & Aude Reports were roceheed late; and
= & Audit Reports had not yet been received.

s of September 30, 2011 one draft audit repart had still pot Been redeyed by the Ofice of the
inspector General [DHG) ard only seven heports had beern finalited by the NG, Therefore,
approximatedy 68 mdlkon in project expenditures through December 31, 2010 have not been
wudited {nd draft repart ivued) and final repont have pot been isued for spproximately $626
indlian in project expendibured.

A, virnafy audit invobes the timely engagement of an audic firm by the MCA, 3n agreed upon
timelng that entures that the delerables are provided within the deadiines, guality
deliverables from the audit firms, and timely resporses from the MCA, and aodit frma. MOC
and tha DIG have respons biites 1o manitor the awdit process, provide technical assistange, and
heild the various organization acconintabile for the tmeby completion ol autits and resohutian af
findings. Becawse this condition wai noted in previows years and in an elfort to improve: sudi
repart timeliness, MOC and the OIG established monthly meetings to disouss audit status and
defyys. Ao, MCC has also decaded to move toward snnual sudits far mare mature MCAS, wiich
i compllant with the compact agreernsent, in an eflord o simaliby the contracting end
organimational review process,

Furthes, pudit planming decements are foutinedy reviewsd and approved late which directly
alfects the timing of the MCA audits. For example, draft awdit reports were due on March 31,
2011 for the pereod ended December 31, J010; however, many sud planning documents were
not received until February of March 2011 with an average of twa months between submissian
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and approval of planming documents by OIG. The MCA sudit cannot begin until sudit planning
dotumentation |5 approved.  MCC had instituted a variety of moniicnng cortrali, and maost
deiays are outside of their control, but MCC b uitimately accountabie for ensuring that the funds
are pudited, On & positive note, for the FY 2009 expenies that had been sudited MCC has
experishied a less than 1% rate fof sdstained guestioned coits.

Mpge can be done to address tha ront cauna of most delays, audil qualiy, Audit guality issues
that can kedd to delays inchude ernors of intomplete sudit plinning dodameanti; non-inchssan af
requined audit steps; and erros in the report.

uarterly Dubursement Bequests
MCAs did not submit Caarterly Disbursement Beguests [Q0Rs] for all Funds in accordance with
MCL policy, Agcording to MCCs Compact Management Policies and Procedures, Quanierly
Diskursemant Aequests see due no later than 30 daya before the beginaing of the quames
|October 1%, lanuary 1%, April 1%, and July 1%). This was previously noted as a prior year audit
fimding. 'We reviewed QD85 for all funds for a sample of 10 8ACAS and noted that some S80A%
ware repeatedly filing to submil their ODRs by the required date. In our testwork, we poted
that:
& OF the vsteen sttive compacty required (o wibemit QDA for 1he perod luly 1. 3011 o
Segtember 30, 2011, theee ODRs were submitted late.
& Of the pighteen sctive comaactsy required 1o Aubmit QDRY in December far the petiod
lamuary 1, 2011 to March 31, 2011, two were submitted lite,
= (084 for the penod April 1, 3011 toJune 30, 31 were all submited on time.

in spveral instances wi noted that the MCAS cited for untimedy QDRs may e sent in 8 porfion
of the requined quanerdy domumentition for MOC review (o ersune that it was being prepared
accurately, Mowever, the Tull package was not received prior to the due date

Compact Clased

Monitoring MCAs is a by internal controd for MOC 1o ersune the effectiveness and efficiency of
operations including wie of the entity’s resources. One of the mechandsms employed by MCC i
the review and approval of the compact clossout. The compaet closure plan peeparation is an
exienise process that requenes the time and offort of a significant number of MCA and MCC
persannel 1o ensure its completeness and accuracy,  The plan wmally goes through several
iteratian bedore it is Analined,

ML has establiished a vtandard that Compact Closuee Plany (OCPs) be submitted 15 months pee-
close and be linalined 12 manthd pre-close, which mples & three-month appraval and revision
petiod.

During our tevting of five compact cosures, we noted that:
& Three MCAS did not wabmit their COP to MCC by the deadine established in the MCC
guidance. The longest delay was 247 days past the due date
= Similarly; sccording to MOC guidsnce COPs should be spproved 12 months prior to the
compact end date. Hone of the five compact dosune plans wene approved wethin this
timaframe, Ove CCF was not approved umil 130 days alter the cempact cosed
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Office of the Inspector General for the Millennium Challenge Conporstion’s Guidefines for
Financio! Awdits Contracted by the Milfennium Challenge Corporation’s Accountable Erdities
(Revised August 3, 2007) states:

§1.5: “MCC standard auddt provisions reguire that the Accountable Entity (hereafter
referred b0 o5 MCA) enseres that on audit i condrocted by MCA for dtself of Teost
anrually in occovdande with thede Guitelines.”

§2.3: "The QUG must recelve the awdit report in accordance with the Compoct, no kater
han M0 doys after the fiest santeersedy of the Entry iato Force and no leter thow 90 doys
after the end of the audited penod thersafter, ar such ather periads as the Parties may
orherwise ogree.”

MOC's Financial Management Polices and Procedures (FMPP] on Compact Management,
Appendix E States: Appendia E
“Disbursement requests are due to MOC no leher thar the 10t day of the st month of
each quavter. Couwnlry POCE: ove the process monogers respovsible for ensuring the
appropriate opprovels are receled and comprehensive doc tion including
approvals [s fled.

Two versions of MOC's Guidelnes for Closure of Millenmium Challenge Compacts were applicable
during the time of the condition:

Version 2.0, efective September &, 20009, §5.1 states:
“Wo Ioter than 15 mamths priar to the Comport End Date the Accountoble Entity will
sulvnit o MOC for approval @ plan for fhe closure of the Program.”

The revized guidance (DO0-2011-1.1), effectve May 9, 2001, §5.2.1 states:
"o loter thon 15 moaths prior to the Compadt End Dote, the Accoundable Entity will
sulbwvnit & draft Program Closure Plaa to MOC for approval.  MOC and the Accountable
Entity will consulf in good folth with @ wew o reacihing agreement upon the Program
Clagure Fion at kpast 12 months prier fo the Compact End Date,”

Late receipt of audit information could negatively impact MCC's decsion-making process.  Audit
reports cortaining outdated information are of Emited use and do not allow MCC managemaent
o provide timely gusdance 1o MCAS. Without timely sudits of these funds, improper payments
may not be detected and corrected by MOC.  Additionally, neither the MCA nor MCC has
establithed repercussions fior late reports.

Untimedy submission of QDRs does not pravide MO with timely financial information, induding
projected disbursements. If QDRs are submitbed late, MCA cash flow may be impeded, or PAFs
may ot be prodessed timely of mone work may be required on the part of MOC andfor NBC in
order 1o prodess ditbursement requests,

Unitienely submission and approval of COPs may not allow for the MCA to fully execute the
agrecd-upon clodure activities. MCAs could close out with unresolved contracts, uncollected
receables, and outstanding questioned costs. As a result MCC i reguired to address the issue,
collect the costs from the govermmeent of vendor, or accapt the loss,
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Recommendations: We recommend that MOC AEF and DCO:

10. Colaborate with the 00G and provide the MCA auditors with a document discussing the
issuesfemars that have led 1o delays in processing and clearing the awdit plans and sudit
reports in a timely manner.

11. Prowide comprohensive guidance to MCAs regarding the proqunement of firms to perfonm
thit FAS audits with & focus on timeliness and completeness of thi sudit deliverables snd

potential penalties.

12. Continge to collaborate with the OIG to improve communications regarding awdit status and
solutiond 1o maving individual audits to completion on & timely basis,

13. Reiterate the program regquirements that ODRs are to be accurate and complete and
submitied within the required tmalines and provide them with information about
Esisesfthings that couse delays.

14. Review their turrent guidelines for submission of OCPs to determine if the timeline i
reascnable and realistic. in addition, BCO should work closely with MCAs to develop and
comgile & compaet closure plan and resolve any outstanding ivems i advance of compact
closure.

. Reconciling Fund Balance with Treasury

The United States Agency for International Development [USAID) administers the Threshold
Program for MOC, and Phoenix is the accounting system of recond, Marmy of USAID'S cash
balamtes at Treasury for indhvidual appeopriations are different from cash balsnces in the
accounting system for those appropriations. During the review of internal controls, we noted
that USAID was granted a waiver from Treasury to temporadly post transactions to the suspenss
Bstcount. However, USAID has not complied with Treasuny's requirement that transactions be
taken out of the suspense account and accurately posted within 60 days. Balances in the USAID
SuspEnsE account ane significant and are ot cleared and recorded to the cormect appropriation
i timely fashion. USAID'S suspense aging report includes amounts froem peior fiscal years.

Tha Treaswry Financial Manual Preporing FMS 224, Faragraph 3330, states:

Agencies prepare the monthly FMS 224 based an:
*  Wouchers paid or accompiished by [Reglonal Finance Centers (RFC)L
®  indre-govesamental Paymints and Cofectians (TPAC] transoctions accompiished;
= Cash collections received for deposit on 5F 2155 [Deposir Ticket]: and

®  Electronic poyments/deposits such as those processed through the Automabed
Seandord Application for Payments (ASAP] System or the Fedwire Deposit System.

Agencies alse showld report transactions recorded in their [GL] that are not essociated
with an 5F 215, 5F 5515 [Dwhit Voucher], IPAC, ar vouchers paid or accompiished by RFCs
i Section | of the FMS 224 only.

Faragraph ¥, Subsection C, Adjustments, of Part 2-5100, states:

15

An agency may not orbitrorily ediust itd FBWT account. Daly after chearly estalbilishing
the couses of errors and properly documenting those errors, showld on ogency adjust its
FAWT account balonce,

USAID cash balances recorded in Phoenix do not tie 1o balances reported by Treasury. These
differences are caused by price-year erross when USAND recorded outlays in a different
appropriation than Treasury did, and by timing differences, The existence of old transactions
that hawe not been cheared from the suipense stoount is caused by a lack of monitaring in prior
wears and an ongoing difficulty with matching incoming and outgoing suspense transactions.
Unitimedy reconciliation of balances in the suspense account peesents a risk of potential
misstatements 1o the Fund Balsnce with Treasury line item,

Recommaendation: We recommaend that MCC ARF:
15. Continue to follow USAID's progress toward elimination of cash balance differences

betwren USAD and Treasury and timely dearing of suspense account items in order to
manitos MCC's rish al poteniial issLaDemEnls.
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Indepandent Auditors' Repon on Compliance

Inspector General
United States Agancy for interratianal Developmint

Soard of Directors
Millenaium Challongs Corporation

We have audited the Pnncipal St s and Required Suppl tary Information
|herainafier refarred 1o as the financial viatemaents) of the Millannium Chalisnge Corporation
(MCC) 3 ol and for the pear ended Segtember 30, 2011 and 2010, and have mseed our fepon
thereon dated November 10, 2011, 'We conducted our sudits in accordance with auditing
standards generally accepted in the Undted States of America; standards applicable to financial
wudns cantalned in Gewernment Avditiag Srandards. Bsued by the Complrofier General of the
United States; and Office of Management and Budget [OME) audit guidance.

The menagement of MOC i responsible for complying with ke, regulteons, comracts, snd
grant agresments applicable 1o MCC. As pat of obtaining reasonable stasrance about whethey
MOCs finsncisl statements are free of material misstatement, we performed tests of MO
compliance with cartain provisionds of laws, regulations, confracts, and grant agreemants,
nantampliande with which could have & dinsct and matenal affect an the determinetisn of the
fimancial statements amounts, and cevtain provisions of other lews and reguiations specified in
OAsE Bulletin No, 0708, Aud® Requirements for Federel Finoaciel Stotements, as amanded,
inchudng the requirements referred 1o in the Fedearsl Mansgers” Finarcial integrity Act of 1983
(FAFEA]  Wie Emited our tests of compliance 1o the provisions described in the preceding
semience, and we did mot test compllance with all laws, reguiations, contracts aned gramt
agreements applcable 1o MOL.  Howeyer, pionading an opinion on compliance with those
prowwions was not an obsective of oar audd, and accordingly, we do not express wuch an
apinion.

The results of our testy of complance described mn the preceding paragraph of this repart
disclosed no irstances of pancompliance or other matters that ane required to be reported
umdar Goveramaent Auditing Stendardy or OMB Bulletin Na, 07-34

This report & interded solely for the information and use of management of the Millesiniem
Challenge Corporation and (i Oifice of irpector Genaral, Oifice of Management and Budge,
and Conjress and m nat intendsd 1o b2 snd shonild nol be wed by sqyore other than 1hess
specified parties.

Willlama, Adiey B Compary — DT, LLP /o

‘Waghingtan, DL
Nesember 10, 2001

WWILLLAMS, ADLEY & COMPANY OC. LLF
Cortifiad Fubibx ik =
1030 Hgih Swwet, MW, Softe 353 W+ Washington, DC 10+ (30) ITH-13T7 ¢+ Faao (3933 3T1-8181
wtilamadiay.com
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Based wpon our review of the FY 2011 Report on Internal Contreds and Audit Report @ M-000-
011-001-C, we identified 17 recommendations related to FY 2000 and prior. These
recommendations consisted of 14 related to materlal weaknesses and 3 related to significant
deficiencies. We reviewed and sssessed MCC cormectivie acticns for each Notice of Finding and
Recommendations [NFR] and have made the following determinations.

Prior Year Findings:

1. Reporting Ad Pay — Material Wesk
Recommendation: Modify the Payment Request Form (PRF) 1o specifically identily requests for
advance payments to vendors.

Status: Closed; MCC created an Advance PRF form (APRF) to help distinguish between advance
and expense payments, MOC also updated their polickes and procedures to require the ue of
an APRF,

2. Reporting Advance Payments = Material Weakness

Recommendation: Provide traineng 10 Fiscal Agents and other in-country personnel 1o explain
how to properly record each line of the PRF bated on supporting documents and how MCC
financial statements are affected by MCA activities and transactions.

Status: Closed. Training was provided by BMCC.

3. Compiling Accruals [ Proper Beporting period) - Material Weakness

Recommendation: Establish a comprehensive methodology andfor standard process for
obtaining year end accruals which covers all MCAs and funds. Ensure that accruals include
invoiced and rendered senices which have not been recorded in the year end trial balance,

Status: Closed; MCC established 3 methodology for acorual reporting and distributed this
methodology to MCAS in March 2011 a5 part of the revised dats call procedures. Hawever,
there were problems and errors with the process and new recommendations were issued with
the FY 2001 materisl weakness,

4. Compiling Accruals [ Proper Reporting peried) - Material Weakness
Recommwendation:  Establish consistent communication with MBC and the MCAs for
understanding the process and methodolagy developed,

Status: Chosed

5. Compiling Accruals [ Proper Reponting period) = Material Weakness
Recommaendation: Perform quality conteod procedures over amounts obtained and recorded.
Review 1he amounts pasted for resonablenedd, sicuracy, and comglebensss.

Status: Closed; MOC modified policies and procedures. in this ares; however, they wene not
effectively implemented. 'We noted a material weakness with this process in the F¥ 2011
internal control report,

6. Untimely Performance of MCA Audits - Material Wealknass
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Recammendation: imglement a process for coardinating with MCAs, audit firma, and the 0IG 1
ensure all parties are adequately informed of the progress of all audits and to ensure that MCA
audits are completed bn accordance with the compact.

Status: Closed; MCC has implemented a process; however, the audits are still untimedy.
Addmtional recommendations were made i the FY 2011 significant deficency.

7. Untimely Performance of MCA Audits - Material Weakness

Recommwndation: Establish and implemaent a process to ensure that MCAS prepare and make
Fviilable for sudit the $1aus of sdvandes 1o contrectors, retention balances and dats necessary
for MCC to properly report its accruals.

Status: Open

8 1 and Untimehy G Ty Reporting — Material Weakness

Recommeendation: Establish and implement a proceds 1o ensure that all personnel redponsible
for QFfs to guide them to submit accurately prepared and properly approved OFRs and
Diskursemnant Requests in a timely manner,

Status: Chased: MOC implemented a process that has reduced the number of untimely OFRs and
Disburisment Bequedts. However, we noted sdditional untemely submissions in FY 2001, See
the new FY 2011 significant deficiency and recommeendations in this anea.

9. Improper and Untimely Guarterly Reporting - Material Weakness

Recommeendation: Establish and implement a process to ersure that funds are periodically
reviewed 1o determing if BM4CAs should submit final QFRs to recond deobligations for funds no
longer needed,

Status: Chosed

10. Inadequate Oversight of 609(g) Funded Transactions - Material Weakniess

Recommendation: Coordinate with appropriate management levels to implement a formal
procass for administering 609{g) funds in all countries not managed by either MOC or an MCA.

Statusz Chosed; New policies and procedunes were finalized and implemented in March 2011.

11. Inadequate Oversight of 609(g) Funded Transactions - Material Weakness
Recommendation: Monitor on a quarterly bass the cumulative obligations and disbursements
of all countries that have received B09R) funds and communicate with the MCAs 1o determine if
there is still an immediate need to maintain excess S09(g) funds that have not been disbursed.
The impist from MCC Depasiment of Compact Operations must be documented. Deoblgate
609 funds that are no longer considered an immediste need to the MCAPartnering Country.

Status: Closed

1L Inadequate Oversight of 609(g) Funded Transactions - Materisl Weakness

Recommendation: Strengihen the CF5 Signature Card process to include a MOC authorizing
signature, effective and termination dates, and to indude an annual or other periodic review
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proess between MOC, s fnancial service provider, and the MCAS 1o ensue that sipnature
cards are kept on file for only active users of its CPS payment requesting system.

Status: Open; 'We noted that the new CPS poficies and procedures include a revised signatune
card, This revised signature card Includes an MCC authorizing signature, offective dates, and
termanation dates. However, MOC has not developed a pericdic review process for PS5
Signature cards 1o ensure they are for active users only.  Therefore we determine that this
recommeendation has been partially implemented.

13. Inadequate Processing of Closed Programs - Material Weakness

Recommeendation: Develop polices and procedures for Program Closure of Compacts that have
been suspended or termanated (o enswne that programs, activities, and assels are properly
accounted Tor, and final disposition is reported to MCOC

Status: Closed

14. Inadequate Processing of Clased Programs - Material Weakneis

Recommendation: Establish guidelines for Frscal Accountabiling Dinectors, Fiscal Agents, as well
a5 personnel in the Division of Finence and MCCs financial serdces provider to make them fully
aware of any restrictions to process payments made during a program or comipact close-put
pediod.

Status: Closed

15. Reconciling Fund Balance with Treasury - Significant Defickency

Recommendation: Continue to follow USAID's prograss toward elimination of cash balamce
differences berween USAID and Treasury and timely clearing of suspense sicount ibems in order
o monitar MOC's risk of potential misstatements.

Status: Closed; MCC has followed USAID's progress. However, 3 significant deficiency has been
retssund in FY 20011 because USAID continues to have challenges in this area,

16. Control over Fimanclal Reporting « Significant Deficlency

Recommendation: Strengthen guality reviews over financial statements to wvalidate that
information presented s accurate, complete, and complies with accounting standards and
reporting guidinos,

Status: Closed; MCC developed and documented revided policies and procedures in this ares,

but they have mot been effectively implemented. We noted this Bsue in a new materal
waeakness and recommendations on financial reporting im the FY 2011 audit repon

17. Control over Fimancial Reporting - Significant Dediclency

Recommendation: Establish quality contred procedures to dotument during the review process
any discrepancies, errors, and other anomalies that have occurned o provide an audi trail of
isues that may requing on-top adjustments

Status: Closed

A GATEWAY TO OPPORTUNITY



Management Comments and Gur Evaluation

Wie rigeived and evaluated MOCs management comments 1o the recommendations masde in
this report. Based upon MCC's comments, we acknowledge that management decisions have
bawn reached o all of the recommendations. MCC should provide the Office of Inspector
Gereral with & timeline to address the recommendations and repart 1o the Olfice of Inspectorn
General when final action has been taken on the recommendations.

The fellcwing is @ briefl summany of MCC's managemant comments on the recommendations
included in this report snd our evalustion of thase comments.

Recommendation 1 (Material Weakness 1)
MCC management concurs with this recommendation.

Audtor Evaluation:
Wi conchude that MO management his adequately addredsed this recommendatian.

Recommendation 2 (Material Wealmess 1)
MO management Concurs with this necommendation.

Auditor Evaluation:
Wix conchude that MOC management has adequately addressed this recommendation.

adoption of this approach resulted in a mare accurate way af compiling data used 1o prepare
quarterty and annual financial statemants.

We agree with the auditor documentation which notes that MCA information improved from
thir 15t to the 3rd quarters of Fr2011. MOC's sxpanded quality control procedures significantly
reduobd the risks relited to completeness and socuracy. The results of the fourth guarter
jprowide the strongest evidence that the MCA submissions’ completeness and accuracy were
continually improved.

Auditor Dvaluation:
MEC management prosided one response to recommendations 3 -9, W conclude that MCC
management has adequately addressed this recommendation,

Recommendations 10 - 14 {Significant Deficiency 1)
ML will adopt the recommandations as iated,

n

Auditor Cvaluation:
Wiz conclude that MCC management has adequately addressed this recommeendation.

Recommendation 15 (Significanm Deficiency 2)

MCC cancurs with the recommendation to follow USAID's progress toward elimination of cash
balane differences between USAID and Treasury and tsmely clearing of suspense acoount ibems
in erder to menitor MOC'S sk of potentisl misstaements,

Auditor Evaluation:
Wi conchude that MCC management his adequately addressed this recommendation.
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Financial Section

The Principal Financial Statements report on the financial position and the results of operations of the
Millennium Challenge Corporation (MCC). The Statements have been prepared from the books and re-
cords of the Agency in accordance with formats prescribed by the Office of Management and Budget (OME)
in OMEB Circular A- 136, Financial Reporting Reguir ts. The stat ts should be resd with the un-
derstanding that they are for a component of the ULS. Government, o soverelgn entity. The Agency has no
authority to pay labilities not covered by budgetary resources, Lbquidation of such labilities roquines enact-

ment of an appropriation, Comparative data for FY 2010 have been included, MCC is presenting the follew-

ing financial statements and additional infarmation;

« Balance Sheets

« Statements of Budgetary Resources

Statements of Net Cost

« Statements of Changes in Net Position

« Motes to Financial Statements

« Oither Accompanying Information

Awdit Reports on the Millennium Challenge Corporation’s Financial Statenents, Internal Contrals,
and Compliance for the Period Ending September 30, 2011 and 3010

A GATEWAY TO OPPORTUNITY

Balance Sheets

MILLENNIUM CHALLENGE CORPORATION
ANNUAL REPORT 2011

FY 2011 FY 2010
Assats
Intra-Governmental
Fund Balance with Treasury (Mote 2) 5 5.875,161,025 5§ 6,554.088,712
Advances = Federal (Note 5) 5,861,151 .77, 900
Tatal Intra-Governmental SH81.002,176 BSBEAGETHI2
Accounts Receivable (Mote 3) 65,098 49409
Geneeral Property, Plant. and Equipment (Note 4) 4612820 5857213 |
Addvances — Public (Mate 5 192,157,111 182,343,189
Liabilities
Intra-Governmental
Accounts Payable - Federal (Note 1F) 5 10,290,179 5 5,055,266
Cantributi and Payroll Taxes Payable £¥7.333 ATh6ET
Total Intra-Governmental 10,817,512 5,531,933
Federal Employee and Veteran Benefits Payable 12,604 12,443
Accounts Payable — Public [Mote 1F) 290,366,072 208,104,353
Acerued Funded Liabilities 8,53 1046 2,279.0:41
MNet Position
Unexpended Appropriations — Other Funds 5 5.763,269,299 5 6522071077

Cumulative Results of Operations - Other Funds

859,872

The notes are an integral part of these financial statements.
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Statements of Net Costs
Statements of Budgetary Resources Program P 2ot P20
Program Costs (Note 7)
FY 2011 FY 2010

Budgetary Resourcas Gross Costs 5 1449.285.114 5 L020,176.345 |
Unabligated Balance - Beginning of Perind £ 44,204,120 § 787,102,593 Less: Earned Reverae y o
Recoveries of Prior Years Oblignions 4,152,213 4,045,794 Net ran Cidls 1,449,285, 114 1,020, 176,345
| Appropriations (Note 1C) SR DN (Y 1, 10050000, XM Grost Coits 28,825,091 19,551,450
Non expenditure Transfers, Net, Anticipated and Actisal o (2,377,922} Less: Earned Revenue o o
Not Avadlable {1.800,000) (50,000,000} Met Program Costs 28,825,091 19.551.450
Gross Costs 50,614 L]
Status of Budgetary Resources Lets: Earned Revenue o 0
et ram Costs 50,614 i

Direct 5 581,648,132 5 B59, 566,145
Unabligated Balance Available 671,745,269 4501157424 Gross Costs 49,002,236 58,085,525
Balance Mot Available 592,062,952 493y, 6065 Less: Earned Revenue 0 0
Met unCum_ 49,002,236 38,985,525
Change in Obligated Balance Gross Cots 37,628,706 38,555,920
Less: Earned Revenue [ [
Linpaid Obligations, Brought Forward. Chctober | 5 5,600,507 505 5 5,868, 196,304 Het Program Costs 37,628,706 18,555,909

Obligations Incurred 581.848,132 R9L566, 145
Gross Outlays {1577, T49.645]) {1,154, 208.950) Gross Costs 087 460 3,517,852
Recoveries of Prior Year Unj tions, Actual 4, 152,213) 0,05, T Less: Earned Revenue L] L]
Bt Coits 4/0E7 460 3,517,852

Unpaid obligations & b6 A58, 1TY £ 5,500,507, 905
Maet Outlays Giross Costs 91,811,012 95,580,731
Gross Chutlays 5 1577, 749,645 5 1,154, 208,950 Less: Earned Revenue L] i
Net Program Costs SLEILOLZ 55580731
The nates are an integral part of these financial statements. Program Costs - Net of All Programs 5 1,660,690,133 % 1.226,367,532

The notes are an integral part of these financial statements.
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Statements of Changes in Net Position

| F¥ 301 | FY 2000 |

§ 6,118,576

5 4,949,111

[

6,118,576 'In.mﬂ-l

LosTooL ] laesizse
Donations and Forfeitures of Property (Mote 1P) P 269,514
Imputed Financing 2,423,265 2.355. 346
Tial Financing Sources 1,659,461,52% 1,227 537287
Met Cost of O perations {1 660,690, 257) (1,236,367 8320

et Chan

1,128,704

1169455

| Beginning Balance 5§ 6.522,071.077 5 G594, 361.386
Adjustments o o
Correction of errors [ o

nning Balance. as Adjusted 6.522,071,077 G504, 361, 385
Appropriations Received 5 o) a0, OaMN £ 1, 105,000,000
Appropristions Transferred In/Out ] (2377.923)
Orther adjustments (1,800,000 [50L000,000)
Appropriations Used (1657001, 778) (1224912387}
Total Badgetary Financing Sources (758.801.778) (17290, 308)

Todal Uluin-drd ﬁiﬁﬁninm 5,763,269,299 5 6522071077

The notes are an integral part of these financial statements.
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Motes to Financial Statements (s of September 20,2010

Mote 1—Summary of Significant Accounting Policies

The aceompanying fnancial siatements have been prepaned 1o report the Enancial position, results of
operations and budgetary resources for MOC as requined by OMB Circular A-136, Financial Reparting
Requirements, in form and content and in accordance with Section 613 of the Millennium Challenge Act of
2003, as amended, and the Government Carporation Contral Act (31 UL5.C. §9106). These financial state-
ments have been prepared from MOC's books and records and are presented in accordance with the appli-
cable requirements of OMBE, the Secretary of the Treasury, and the Government Management and Reform
Act of 1994,

MCCH accounting poliches confarm to and are consistent with generally scoepted sccounting principles
[GAAP] for the Federal Government, as promulgated by OMB and prescribed by the Federal Accounting
Standards Advisory Board (FASAB). The FASAB has been recognized by the American Institute of Certified
Public Accountants [AICPA) as the official accounting standard setting authority for the Federal government.

MCC’s principle financlal statements are:

« Balamce Sheet;

+ Statement of Met Cost;

« Statement of Badgetary Resources; and
+ Statemsent of Changes in Met Position,

Financial statement footnotes are also incladed and considered an integral part of the financial statememts,

MICC was formed in January 2004 pursuant to the Millennium Challenge Act of 2003, as amended, (PL.
108- 199, MOCs mission is to reduce poverty by supporting sustainable economic growth in developing
oountries that oreate and maintain sound policy envir Asxi e is i ded 1o provide economic
growth and alleviate extreme poverty, gthen good g T ge economic freedom; and pro-
mote investments in people.

Budgets and Budgetary Accounting

MCCS programs and activitbes are lunded throwagh ro-year appropristions, Such funds are availsble for
obligation without fscal year limitation and remain available until expended, OMB apportions MOC pro-
gram and administrative funds on an annual basis parsuant to statutory limitations in the annaal appropria-
tions bill. OME segregates the apportionment of funds for administrative and audit oversight, compact
programs, due diligence programs, 60%{g) programs and threshold programs. MCC does not have any
carmarked funds. Because of the no-year status of MOC appropriations, unobligated administrative, audit,
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aml duse diligence funds are not returned to the Tressury; however, unobligated balances as of September 30
for these three categories of funds are transferred to the program fand category lor fature obligation until
expended,

Financial transactions are recorded on acorual and badgetary bases in accordance with pertinent Fed-
eral accounting and financial reporting requirements. Under the acerual method of accounting, financing
sources are recognized when used and expenses are recognized when incurred, without regard to receipt or
payment of cash. Budgetary accounting facilitates MCC's compliance with begal constraints and controds
over the use of Federal funds. The accompanying Balance Sheet, Statement of Net Cost, and Statement of
Changes In Met Posithon are prepared on the accrual basis, The Statement of Budgetary Resoarces Is pre-
pased in sccordance with badgetary accounting rules,

Fund Balance with Tr

MCC does neot madntain cash in commercial bank sccounts, Rather, MCC's funds are maintained by the
LLS. Treasury. The LS, Treasary processies all cash receipts and disbarsenents for MOC, The fund balances
with Treasury represent no-year funds, which are maintained in appropriated funds that are available to pay

current and future commitments,
vable

MCC recards as liabilities all amounts due to others as a direct result of transactions or events that have
occurred. Acoounts payable represent amounts due to Federal and non-Federal entities for goods and ser-
vices received by MCC, but not paid at the end of the accounting period. Accounts payable reported at the
end of Fiscal Year 2001 were 5290 million (non-Federal] and $10.3 million (Federal) and at the end of Fiscal
Year 2010 were 5208 million (non-Federal) and §5,1 million (Federal),

The Federal Employees” Compensation Act (FECA) provides income and medical cost protection to
covered Federal eivilian employess infured an the job, employees whao have incurred o work-related occupa-
tional disease, and beneficiaries of employees whose deaths are attributable to a job-related injury or occapa-
tional disease,

Claims incurred for benefits for MCC employees under FECA are administered by the Department of La-
baor (L) and later billed to MCC. MCC's actuarial liability for workers' compensation includes any costs
Incurred but unbilled as of year-end. as calculated by DOL, and s not fanded by current appropriations,

MEC incurned 53 thousand in FECA liabilities during Fiscal Year 2011 and 50 in Fiscal Year 2010,

Accrued Annual Leave

Thee valse of employees” unused annual leave at the end of each fiscal quarter s acerued as a liability. At
the end of each fiscal quarter, the balance in the accraed annual leave account is adjusted to rellect curmemt
pay rates and leave balances. To the extent that current of prior year appropriations are mot available vo fund
annual beave earned but not taken, funding will be obtained from futare financing sources. Sick beave and
odher types of non-vested leave are expensed when used and, in accordance with Federal requirements, o
wocruals are recorded for unwsed sick leave.

MILLENNIUM CHALLENGE CORPORATIONsmm

I. Met Positior

Net position ks composed of unexpended appropriations and cumulative resalts of operations, Unex-
pended appropriations are funds appropristed by Congress to MOC that are still available for expenditere at
the end of the fscal year. Cumualative resalts of operations represent the net differences between financing
sources and expenses since MOC's inception.

Mg SO
Per note 1T, MOC funds its program and operating expenses through no-year appropriations. Appropria-

I.lonsm mﬂg,lu.duln accrual-based financing source at the time they are used to pay program or ad-
ative exy except for to be fanded by future appropriations.

K Ratirement Berwefit

MCC's employees participate in either the Civil Service Retirement System (CSRS) or the Federal Employ-
ees Retirement System (FERS). FERS was established by Public Law 9%-335. Pursuant to this law, most LS,
Government employess hired after December 31, 1983, are covered by FERS and Soclal Secuarity. Federal
employees hired prior to January 1, 1984, were allowed to ebect whether they desired 1o participate in FERS
(with Social Security coverage) or remain in CSRS. For employees covered by CSRS, MOC contributes seven
percent of their gross pay toward their retirement benefite. For those employees covered by FERS, MOC
cantributes 11 percent of their gross pay toward retie . Employees are alwo allowed to participate in the
Federal Thrift Savings Plan (TSP). For employees under FERS, MOC contributes an automatic one percent
of basic pay to TSP and matches employes contributions up to an additional four percent of pay, for a maxi-
mum MOC contribution amoanting to five percent of pay. Employees under CSRS may participate in the
TS5 buat will not recelve sither MCC's awtomatie or matching contributions.

Federal employee benelits costs paid by the Oifice of Personnel Management (OFM) and impated by MOC
are reported on the Statement of Net Cost,

Use of Estimates

The preparation of financial ] B 1o make estimates and assumptions that
affect the reported amounts of assets and ||lh|l'ﬂEi, the disclosare of contingent assets and labilities at the
date of the financial statements, and the reported amounts of financing sources and expenses during the
reporting period. Actual results could differ from such estimates.

During Fiscal Year 2011 the Federal Accounting Standards Advisary Board, issued Techmical Release 12
(TR12) Accrual Estimates for Grant Programs and MCC has adapied this methodology for the recording of
MOC Compact Grant Accrual Programs, TR12 pravides methodologies for both matare grant programs and
new grant programs where sufficient relevant and reliable historical data is not yet available. TR 12 alwo pro-
vides guidance on acceptable sources of documentation for grant accrual estimates, including the monitoring
and validation of estimates. In the absence of sufficient relevant and reliable historical data on which to base
acgrual estimates, MOC prey timates based upon the best avallable data at the time the estimates are
made,

MOC can be a party to various routine sdministrative proceedings, legal actions, and clabms brought by
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or against it, including threatened or pending litigation invelving labor relations claims, some of which may
ultimately result in settlements or decisions against MCC. In the opinion of MCCs management and legal
counsel, there are no proceedings, actions, or claims cutstanding or threatened that would materially impact
MCC's financial stafements.

J. Judgrment Fund

Certain legal matters to which MCC can be named as a party may be administered and, in some instances,
litigated and pald by other Federal agenches. In general, amounts pald In excess of 52,500 for Federal Tort
Claimas Act setilements or awards pertaining to these litigations are fanded from a special appropristion sd-
ministered by the Department of the Treasury, called the Jadgment Fund. Although the ultimate disposition
of any potential ladgment Fund proceedings cannat be determined, management expects that any liability or
expense that might ensue would not be material to MOC's financial statements.

Under current policy and procedures, MCC disburses funds for Compact and pre-Compact projects and
activities upon the presentation of a valid invoice. However, under certain conditions, MCC will fund coun-
tries by advancing funds on an as-needed basis to cover basic needs. Such funds provided to the countries
are requined to be deposited in interest-bearing accounts, if legally feasible, until disbursed. The interest
earned on these accownts is remitted 1o MOC by the MCA and s then returned to the Tressary's general
fund, MCC rectived and deposited 5599 thousand and $377 thousard im interest remittances a5 af Septem-
ber 30, 2001 and 2010, respectively.

P Donated Services

M may on occasion utilize donated services from ather Federal agencies, individuals and private firms
in the course of business operations. The approximate fair market value of donated services for Fiscal Year
2001 was 5236 thousand and Fiscal Year 2010 was $270 thousand.

Transfars with Other Fedaral Agen

MICC is a party to allocation transfers with another Federal agency as a transferring entity. Allocation
transfers are begal delegations by one deg t of its authority to obligate budget authority and outlay
funds to another department. A separate fund account (albocation account) is created in the ULS. Treasury as
& subset of the parent fund account for tracking and reporting purposes. All allocation transfers of balances
are eredited 1o this account, and subsequent obligations and owtlays that are incurved by the child entity are
charged to this allocation sccount, as they execute the delegated sctivity on behall' of the parent entity, Gen-
erally, all financial activity related 1o these allocation wransfers (e.g. badget authority, obligations, oatlays)
is reported in the financial statements of the parent entity, from which the underlying begislative authority,

priations, apporti s are derived.

MCC allocates funds, as the parent, to USAID. In Fiscal Year 2011 and Fiscal Year 2000, MCC transferred
badgetary authority to USAID of $0 and 525 million, respectively, to adminkster Theeshold and Compact
programs, USAID receives these sllocations as transfers-in and reports quarterly to MOC as the child, MOC
also transfers an administrative fee to USAID for the purposes of administering the Threshold and Compact

programs.
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Note 2—Fund Balance with Treasury

The U5, Treasury accounts for all LS. Government cash on an overall consolidated basis. MCC is appro-
priated “general” funds only and maintains theses balances in the Fund Balance with Treasury. The general
fand ling items an the Balance Sheet for September 30, 2011 and 2010 consisted of the ts presented in
Exhibit 13, The status of the general fund balances Is summarized by obligated. unobligated and Mon-Bud-
getary fund balances in Exhibin 14,

Exhibit 13: Fund Balance with Treasury as of September 30
| FY 2011 | FY 2010

Fund Balances

£ 5,875,161 £ 6,554,080

% 5,875,161 56,

Exhibit 14: Status of Fund Balance with Treasury as of September 30

| FY 2011 [ FY 2010
Status of Fund Balance with Treasury
Unobligated Balance
Available S 671,745 451037
Unavailable R 493,067
Oidigated Balance 5 6089454 & 5609508
-Budg 77

MNote 3—Accounts Receivable, Net

Accounts receivable reflect overpayments of payroll, travel and other MOC current and former employes
expenies, 1t abso reflects subpantisted disallowed MCA expenditunes. MOC does ot record an allowance
for doubtiul accounts as these expenses are deemed whally collectible, Total receivables as of the end of Fis-
cal Vear 2011 and Fiscal Year 2010 were approximately $65 thousand and $49 thousand, respectively,

MNote 4—General Property, Plant and Equipment (PP&E), Net

MCC's PPEE costs are the associated leasehold improvements made to its keased office space as well as
general equipment costs. The book value of all general PPEE for Fiscal Year 2011 and Fiscal Year 3010 was
546 million and $5.9 million, respectively.

MOC has made significant leaschald improvements to its office space and amortizes the improvements
based on the in-service (imvoice) date of the improvement. Amortization on that in-servioe improvemen
is caboulated on a quarterly basis. The cost of these leasehold improvements for both Fiscal Years 2011 and
2000 was $10.9 million. Accumubated amortization was 364 million and $5.2 million, respectively. The use-
il life of the improvements is based on the lease terms: ten (10) years for the Bowen building lease and eight
(&) years for the Clty Center Iulltdlng lease.

MOCs capitalization threshald for all other general property, plant and equipment is an original cost of
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50,000 ar more and an estimated useful life of five or more years. Accumulated depreciation was 548 thou-
sand for Fiscal Year 2011 and $20 thousand for Fiscal Year 2010,

MCC's software caf fan threshold defi ac d asset that has an original cost of $200,000
o more and an estimated wsefil Wi of five years or more and the information technology (IT) infrastructure
capitalization threshold defines a capitalized asset as having an ariginal cost of $200,000 or more and an
estimated usefal life of three years or mare, These thresholds reduce MOC's sdministrative costs associated
with accounting for PP&E, and result in increased operational efficiency. MOC does ot own its soltware or
IT infrastructures therefore, no depreciation has been caboulated.

Mote S—Advances

Advances reflect amounts provided to compact countries and other Federal agencies in accordance with
farmal compacts or inter-agency agreements. Advances are lquidated and recorded as expenses upon
recelpt of expenditure reports from the reciplents. MOC reported S198.0 million ($5.9 million Federal and
$192.1 million non-federal) and $191.1 million ($8.8 million Federal and $182.3 million non-federal) in ad-
vamvoes as of September 30, 2001 and 2000, respectively,

MNote 6—Leases

MCC leases office gpace in two adjacent locations in Washington, DUC, These operating beases are on ten-
year (Bowen Bailding) and eight-year (City Center Building) lease terms that terminate on May 25 and May
26, 2015, respectively. The Bowen building lease increases approximately one percent each year of the bease
term. The City Center bullding lease increases ot a fixed bevel every three years until the termination of the
lease.

MICC aleo has short term leases for 1 corporate vehicle (throwgh June 28, 2015) and for 18 copier ma-
chimes (through January 31, 2002) wiilized in both baildings. The future lease payments due are depicted in
Exhibit 15 below.

Exhibit 15 ﬂpﬂ-llq Leases

Fnscal Year Bowen

Ciny Center | Total
FY 2012 56649, 249 1,042,376 THLL62S
FY 2013 5725541 1942376 7668317
FY 2014 5,783,201 1,995,229 To7 i EAD
ml.ﬂﬂ 1 995.21'9 THIG262

FY 2015

Mote 7—Intragovernmental Costs and Exchange Revenue

The Statement of Met Cost reports the MCC's gross cost less earned revenues to arrive at net cost of
operations. Costs have been illustrated by MOC funded programs. Exhibit 16 shows the value of exchange
transactions between MOC and other Federal entithes, as well as non-Federal entities. Intra-governmental
costs relate to transsctions between the MCC and other Federal entities. Public costs relate to transsctions
betwren the MCC and non-Federal entities, MOC does not have any exchange revenaes.

Exhibit 16: Intra-gover

| Costs and E.IE.I.D!E Revenue (in thousands)

I a -
E 5 E % ; E E FY 200 Totsl | FY 2040 Total
= £ (i Ehenussndiy | din thousands)
Iness- 4518 1531 o] s sasa| asm| mass AR [EEH
Cemermemanial
Puble: pa et asrm]| ] man | aaene 1] ense 1,006,801 1,184,140

Mote 8—Undelivered Orders at the End of the Period
Exhibit 17 presents Undelivered Orders, paid and unpaid, as of September 30, 2011 and 2010,

Exhibit 17: Undelivered Orders

Undelfivered Crders Foy | 2010
Administrative % 35,653,558 % 28,519.653
Ausdit 840,492 103129 |
Eﬂﬁﬂ' 3,747,812 37,167,213
E!ﬂﬂ- 28,767 i
Due Diligence T0.954.708 65,060,507
Program 4,297,7 56,596 Se334, 343,971
Threshald 58595317 1101925479

Mote 9— Differences between the SBER and the Budget US Government

MCC ensures that the Information reported in its books is reflected within the Badget of the LS. Govern-
ment. Since MOC financial statements are published before the President’s Budget, this reconciliation is

Fiscal Year

MCC ¥ehicle

FY 2015

MCC Copiers|  Tatal

FY 2012 10,580 55,421 66,601

FY 2013 10,980 10,980

FY 2014 10,930 10,980
8135

8235

based on the Statement af Budgetary Resources column for Fiscal Year 2000 and the Fiscal Year 2000 actual
data reported in the Fiscal Year 2012 badget submission. Fiscal Year 2011 actual data will be published
within the 2013 Budget of the United States to be pablished in February 3012, Mo material differences were
naoted.
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Mote 10—=Reconciliation of Net Cost of Operations to Budget

Exhibit 19 reconciles the resources svailable 1o MOC to finance operations with the net cost of operating
MCC's programs, Some operating costs, such as depreciation. do not require direct financing soarces, This
exhibit illastrates the reconciliation of Net Cost of Operations to Budget for the comparative FY 2011 and

FY 3010 fiscal years.

Exhibit 1% Reconciliation of Net Cost of Operations to Budget

Resources

Obligations Incurred $ 581,548,132 ] Gross Costs 51,660,690,233
Recoveries of prior year unpaid (4.152.213)

obligations

Other financing resources 2,459,751

Total resources used to inance 580,155,670

activities

Total resources used to finance LO79.290,170]  Less: Earned Revenue

ems not part of the net cost of

operations

Total components of net cost of 1,244,393

operations that will ot require or

EENEFANE EESOURCES

Met Cost of Operations $1,660,690,233 | Met Cost of Operations S1,660,690,23%

i C F 10 F i ]
Resources Obligated

Obligations Incurred SEUY SHG 345 fGross Costs £1,236,367 852
Recoveries ol prior year unpaid (4,045,794

Cll:h:;r finandcing resources 2,624,899

Total resources used to finance 98, 145451

activities

Total resources used to finance 326286011 Leéss: Earned Revenue

items not part of the et cost of

opeTations
Toital companents of net cost of 1,236,370
aperations that will ot pequine or
EETErale Fes oo
Net Cost of 51,226,367,832 | Net Cost of Operations | 51,226,367,832
MILLENMNIUM CHALLENGE CORPORATION, 1
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